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JUDGE HATCHER: Let's go on the record.

My nane is Charles Hatcher. | amthe Regul atory Law
Judge presiding over today's hearing.

The Comm ssion has set this tinme aside
for an evidentiary hearing in the general rate case of
Confluence Rivers UWility Operating Conpany. This is
Case Nunmber WR-2023-0006. W'Il go ahead and start
the proceedings with introduction of counsel. W'II
start with Confluence Rivers.

MR. M TTEN. Good norni ng, Your Honor.
Appearing on behalf of Confluence Rivers Uility
Qperating Conpany are Russ Mtten and David Wodsnal | .

JUDGE HATCHER: Thank you. And for
Staff.

MR. THOMPSON:. Mborning, Judge. For the
Staff of the Conm ssion, Kevin Thonpson, Post Ofice
Box 360, Jefferson Cty, Mssouri 65101. Various
ot her of Staff counsel attorneys will be appearing
during this hearing. Thank you.

JUDCGE HATCHER: Thank you. And for ease
of the court reporter, that rem nds ne, not just
Staff, but also for the Conpany, as we have ot her
attorneys cone up to speak, if they could spell their
first and last nane the first tinme that they cone up.

For the O fice of the Public Counsel.
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MR CLIZER John Cizer. Do | need to

spell ny nane?

JUDCGE HATCHER: No, I'm-- I'"msorry. |
neant as the attorneys who have not introduced
t henmsel ves. M. Thonpson was referencing sone of the
ot her Staff counsel that will be rotating in.

MR. CLIZER  John Cizer on behalf of the
M ssouri Ofice of the Public Counsel. M contact
information is with the court reporter.

JUDGE HATCHER: Thank you.

And a qui ck announcenent for those on
WebEx and those listening to the live stream The
parties have reached a partial settlenment. |'m
i nformed that this involves 11 issues. Two of those
| ssues were on today's cal endar. Today's cal endar had
I ncl uded four issues, which is Recommended Reports,
Uncol | ecti bl e Expense, Rate Case Expense, and | ncone
Taxes.

Uncol | ecti bl e Expense and Rate Case
Expense are anong the issues that have been settl ed;
therefore, the parties have infornmed ne prior to -- to
our opening, that they intend to go forward wth
openi ng statenents and then the presentati on and
W t nesses for Reconmmended Reports and then | ncone

Taxes.
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Anot her qui ck announcenent we have: W

do have an agenda neeting for the Conm ssioners
schedul ed today. That begins at noon. Therefore,
this proceeding will be taking a recess at 11: 30.
That will allow technical staff to arrange their
set-up and for everyone involved to nake their way
upstairs.

That wll be an extra |ong break.
Dependi ng on how far we get this norning, if we need
to cone back this afternoon, |I'mthinking until two
o' clock. The main reason is the agenda reading -- the
agenda neeting starts at noon, there is a presentation
by another utility conpany that will be occurring at
agenda, and then | do need to provide sone tine for
t he Conm ssioners to eat.

So | amright now envisioning a break
from11:30 to 2:00. We will circle back at 11:25 or
so to nail down and nmake sure that everyone agrees and
under stands to that.

Last announcenent on exhibits. | have
traditionally given the parties one week fromthe | ast
day of the hearing to turn in any exhibits that get
requested to be late filed or any exhibits that the
parties are going to be introducing during the hearing

that are not yet prepared or not yet on the exhibit
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list. So | intend to nake that August 24th. That's

the Thursday follow ng the 17th.

VR, WOODSMALL:  Your Honor ?

JUDGE HATCHER:  Yes.

MR, WOODSMALL: When you say "turn in,"
do we just submt those to the court reporter? Do we
put those ourselves into the EFIS? How do you want
t hat effectuated?

JUDGE HATCHER. W have -- we changed our
procedures during Covid and | have not fully changed
back. |'mnot going to let the parties fail.

VWhat |'mlooking for is | wll turn in
all of the pre-filed testinony. |If it's in EFIS, the
Judge will take responsibility for marking and turning
that in.

The docunents that | need you all to turn
In, and that can be printed copy to ne, normal course
of business during the hearing, that can be as a
normal course of business during the hearing; the
Comm ssion finds it wants sone information and one of
the parties says we have that, but we're going to need
sone tine to get that together. | normally just put
all of that in a kitchen sink and call it due a week
after, because that fits in nicely with the

10 busi ness days for the court reporter to do the
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transcri ption.

VMR, WOODSMVALL: We'll nmake it work.
Thank you.

JUDGE HATCHER: Excellent. That is all
t he announcenents | have. Before we go to opening
statenments, are there any issues to bring up?

M. dizer.

MR. CLIZER Really quick. | had
anticipated that we would have m ni openi ngs before
selective issues. |Is that consistent with how the
Comm ssion -- |'mseeing you noddi ng your head, so --

JUDGE HATCHER: Yes. For the record, the
Judge agrees that has been the practice as far as |'ve
been involved in the | ast however many hearings that
have multiple issues. That's fine with ne. Are there
any objections for mni openings? Excellent. So
gr ant ed.

MR. CLIZER  Not hing further.

JUDGE HATCHER: (kay. Let's get to
openi ng statenents. Confluence Rivers, please, go
ahead.

MR. WOODSMALL: Thank you, Your Honor. |
have a PowerPoint that's up on the screen. | guess
just initially, you may be wondering who's in the

W tness box. Eric Rocchio is one of our regul atory
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managers and he will be handling the advancenent of

the screen because |I'ma technical idiot.

JUDGE HATCHER: | highly doubt that,

M. Wodsmall. However, while you're handi ng out your
presentation, | would like to state for the record the
attendance of the follow ng Conm ssioners:

Comm ssi oner d en Kol kneyer, Conm ssi oner Jason

Hol sman, Conm ssi oner Kayla Hahn, and we will be

j oi ned by Comm ssi oner Maida Col eman in nere seconds.
s the Chairman on WebEXx?

kay. Go ahead, M. Wodsnmall wth your
Conf | uence openi ng statenent.

MR. WOODSMALL: Thank you, Your Honor.
Good norni ng, Conm ssioners. David Wodsnall on
behal f of Confluence Rivers Uility Operating Conpany.
It's nice to see you all again.

Throughout ny 30 years of practice before
the M ssouri Public Service Comm ssion, |'ve noticed
that oftentinmes attorneys, including nyself, fail to
present their cases and issues with any consi deration
of the big picture. Attorneys fall into the trap of
si ngl e-m nded focus on the intricacies and nuances of
their issues. That type of approach, however, does a
di sservice to you as the Conm ssion.

You see, in ny mnd, Conm ssion is
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supposed to do nore. The Conmission is supposed to be
judging issues in |ight of the bigger pol- -- policy
I ssues, in light of the bigger picture, in light of
how you want utilities to proceed in Mssouri. The
Commi ssion is supposed to see the bigger picture and
"' m supposed to tell you our view of the bigger
pi cture.
As |'mgoing to show you in a bit,
M ssouri has an overwhel m ng problem w th thousands of
smal | distressed water and wastewater systens.
Probably nore than any other case in the past
30 years, this case provides the Conm ssion to -- the
opportunity to assess this mammot h probl em
Second, to create policy goals targeting
this problem
And third, to consider howits
rat e- maki ng deci sions on issues presented wll affect
those hin- -- those policy goals.
Thr oughout this case, you will be
I nevi tably asked to deci de several issues. Your job,
however, is to go nuch further, as | nentioned. So
while the Comm ssion will be asked to deci de whether a
cost Is a repair expense or capitalized investnent, |
ask you not to decide that issue in a vacuum
In fact, please don't decide any issue
888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS
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with blinders on. Instead, |'"'mgoing to repeatedly

ask you to decide the issues in this case with a view
towards that bigger picture.

Si nce nost of you have never heard of
Confl uence River, or before this case may not have
heard of Confluence River since you' ve never heard a
rate case involving a predom nantly sewer conpany, and
gi ven Confluence Rivers' novel business nodel, we have
alot totell you today. So fasten your seat belts.

Here you see a |list of the topics that
"' mgoing to discuss today. W' Il talk about the
bi gger picture that | just referred to. Not only on a
national |evel, but that bigger picture on a M ssour
state-specific level. | wll then discuss the
Confl uence River business nodel. Finally, I'lIl go
t hrough sonme of the larger issues in this case.

Movi ng onto the topic of contents that
shows the national big picture, let's start with a
di scussion of that national big picture. This video
wi Il show on a national |evel the problens wth
deteriorated water assets and the lack of capital to
fix those assets.

I nportantly, this is all firsthand
i nformation. These are all systens -- anong the 850

that CSWR owns, these are all systens that we own that
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we' ve rehabilitated.

(Vi deo pl ayed.)

MR. WOODSMALL: So how did this problem
cone about? It has been decades in the naking. A
Wal | Street Journal article tal king about the crisis
of confidence in Anerica' s tap water.

Because of the size of the United States
and the way in which | and has devel oped, the water and
wast ewat er i ndustry has becone incredi bly fragnented.
Unli ke electric service, which devel oped through
federal progranms involving rural electrification,
governnmental entities |like the TBA as well as the
nmerger and interconnection |arge electric utilities,
wat er and wast ewat er services devel oped in nore of an
ad hoc, a one-off basis.

Devel opers have devel oped | and and
constructed houses and subdi visions and in order to
provi de the necessary services so they could sell
t hose hones, the devel opers devel oped the water and
wast ewat er systens. This is the -- so the devel opers
put in sewer nains, water mains, drinking water
facilities, wastewater treatnent plants.

So unlike electric service, individual
subdi vi sions and communities may all have their own

wat er and wastewater services. This is the -- exactly
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the situation you' ve seen down at the Lake of the

Ozarks. Dozens and dozens of small water and
wast ewat er systens that are not interconnected in any
way, run by different owners and different managers.

As a result of this ad hoc devel opnent,
the water and wastewater industry in the United States
has becone incredibly fragnented. Today, according to
Bluefield Research, a utility research agency, there
are over 70,000 water utilities in the United States.
To put that in perspective, Bluefield indicates that
there are only 11 such utilities in England; 70,000
versus 11. Incredibly fragnented.

But just because an industry is
fragnent ed, however, does not nean that it nust
necessarily be characterized by distressed systens.
Wiy did that happen? Wy are these systens so
di stressed?

As | nentioned, these water systens were
often installed by devel opers. But we all know that
while they install these utility systens, these
devel opers are really not interested in operating a
water utility. They want to be devel opers of
subdi visions. They want to build houses. They want
to nmake noney and get gone.

Recogni zi ng that no one will buy a house
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t hat doesn't have water and sewer service, however,

the water system becane a necessary evil to their
overall goal of building the subdivision.

Once the subdivision is conplete,
however, the real dilemma begins: Wat to do with the
water utility. In sone cases, the devel oper wl|l
continue to operate the utility as a regulated utility
subject to your supervision. |In other cases, the
devel oper will turn that water utility over to the
honmeowners association. |In other cases, the devel oper
will just sinply wal k away, not ny probl em anynore.
This is the beginning of the death spiral that we have
seen far too many tines in the United States and in
M ssouri .

Whet her owned by the devel oper or the
homeowner s associ ation, that water and wastewater
systemis not set up for inevitable failure. The
systemis not professionally operated and managed.

How many honeowners associ ati ons do you
t hi nk know how to operate a water and wastewater
systenf? How many honeowners associ ati ons do you know
t hat know how to determ ne the need for system
aeration or the need for -- and the timng for the
punpi ng of sludge out of the plant? How many

homeowner s associ ati ons do you think know how to
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address a wastewater systemthat has had its

bi ol ogi cal activity w ped out because soneone fl ushed
pai nt thinner down the toilet?

Beyond t hese operational necessities, the
wat er system owner, whether it's a devel oper or an
HOA, al so doesn't know how to take proper sanpling.
Furthernore, the owner is not aware of increasingly
stringent changes in effluent limts pronul gated by
the EPA. The owner's not aware of operational process
| nprovenents that could be nade to neet those effluent
syst ens.

Mor eover, the owner doesn't know how to
mai ntain the system How many of these owners do you
t hi nk know how to grease or maintain a bl ower, an
aerator or a lift station or why they need to craw
down into a lift station?

G ven the |ack of technical expertise,
the systemis further set up to fail. Eventually,
after failing to submt sanples or operating the
systemin a professional nmanner, the DNR becones
I nvol ved. Now the trouble really starts.

DNR begi ns taking sanples of their own.
DNR begi ns sendi ng notices of nonconpliance. For a
regul ated system the owner may want to nake

| nprovenents to address the problem but they don't
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know how to pursue a rate case in Mssouri. They

don't know that they have to front the capital to nake
| nprovenents before they can get it into rates. They
don't know where to find the capital to nake those

| nprovenents so that they can then get it into rates.
The death spiral just keeps spinning.

Wt hout being able to front the noney,
the owner is also not permtted to seek a rate
I ncrease. Now you see the downside of a utility wth
a lack of financial capability.

Utimately, the owner will throw their
arnms up in frustration. DNR wi |l now have the
Attorney General nove in and take action against the
system O the Public Service Comm ssion, as it often
has, wll seek to have the systemplaced into a state
supervi sed receivership. O perhaps, w thout DNR or
Public Service Conm ssion even know ng about it, the
owner wll now wal k away, unable to figure their way
out of this death spiral.

Now the State has a problem But not
just the State. You have a problem See, Public
Service Conmission is the entity that people ook to
to guarantee they're getting safe and adequate
servi ce.

So when all this happens, what are you
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going to do to reach -- to neet these assurances?

This is the bigger picture underlying the existence of
the CSWR, as well as the issues in this case.

So let's talk about the bigger picture in
M ssouri. Howbigis this problemin Mssouri? It's
huge. Wile there are 70,000 community-based wat er
and wastewater systens in the United States, a
di sproportionate nunber of those are |ocated in
M ssouri. 4,500 of these comrunity-based water
systens in Mssouri, alnost 6.5 percent. Just on a
pure state |level, you' d expect to see 2 percent.

M ssouri has 6.5 percent of these.

O those 4,513 comunity-based systens in
M ssouri, al nost 2,900 have experienced nonconpliance
in the past three years. |In fact, according to the
EPO s -- EPA s ECHO dat abase, al nost half of all
drinking water systens have had non-conpliance in the
| ast three years. Wrse still, alnost 71 percent of
t he wast ewat er systens have been in a state of
nonconpl i ance over that sane peri od.

Despite the al nost overwhel m ng nature of
these statistics, other than to acknow edge Confl uence
Rivers' mssion statenent, Staff and Public Counsel
make essentially no reference to this bigger picture.

Staff and Public Counsel do not even recognize, in
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their testinony of the biggest sewer case you w ||

ever hear, of this overarching problem

They don't say how their issues in this
case reflect that problem how the issues in the case
and their positions may help to solve this problem
How do Staff and Public Counsel propose to address
this problenf? They don't and they never have.

Who does propose to fix this problenf
Confluence Rivers. In 2015, Hillcrest Uility
per ati ng Conpany, one of the Confluence River
predecessor conpani es, purchased its first system
Now known as Hillcrest, the systemis |ocated in Cape
G rardeau County and serves approxi mately 250 wat er
and wast ewat er cust oners.

A description of the condition of that
system should be very famliar with you -- for you by
now since it would be repeated in dozens and dozens of
subsequent applications for acquisition.

The Hillcrest system was under a pendi ng
AG enf orcenent action associated with the existence of
pat hogens in the drinking water. |In fact, that system
had just -- when it was purchased, was under a
nont h-1ong boil water or- -- or water boil order.

Refl ecting the death spiral that | just

tal ked about, the previous owner indicated he didn't
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have the capital to put in the necessary chlorination

to treat the presence of pathogens. He didn't have
the capital. H s responsibility, he didn't have the
capital to put in chlorination. And because he didn't
have the capital, he couldn't get the rates to do it
either. The death spiral. The system al so | acked
adequat e storage or back-up power.

Simlarly, the Hllcrest sewer system was
under an AG enforcenent action as well and was
di schargi ng pat hogens into the | ocal waterways that
kids were playing in. Consistent with the death
spiral | just discussed, at the tine of its purchase,
Hi|lcrest systemhad not had a rate increase in
35 years.

Refl ecting its | ack of understandi ng of
the big picture as well its role as the constant
obstacl e towards anybody trying to attack this
probl em Public Counsel questioned whether Hillcrest,
in its acquisition, had the technical, nanagerial or
financial capability to operate this system |nstead,
they preferred the status quo.

Utimtely, the Conm ssion approved this
acqui sition based upon a Non-Unani nous Stipul ation
bet ween the Conpany and the Staff. But Public Counsel

refused to support. It's becone a constant thene in
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M ssouri .

Confl uence Rivers then purchased and
fi xed systens el sewhere and Public Counsel stood in
the way. 1In 2017, another Confluence River
predecessor conpany, ElmH Ils Uility Operating
Conpany, sought to purchase the Mssouri Uilities
wat er and wastewater system At that tine M ssour
Uilities had been under a court-supervised
recei vership for al nost 20 years.

Agai n, the Conm ssion approved a
Non- Unani nous Sti pul ati on between the Conpany and
Staff, but Public Counsel refused to support it.
Again, the status quo was better to them

Again, in 2018, EImHIls sought to
purchase the Twin Gak system And again, Public
Counsel raised inpedinents. Al told, EImH Ils nade
several nore acquisitions of nonconpliant water and
wast ewat er systens. Al nbst without failure, Public
Counsel raised concerns and obst acl es.

And despite Public Counsel's concerns,
t he Comm ssi on approved those acquisitions. So not
only is Public Counsel seem ngly incapabl e of
recogni zi ng the bigger problemhere, it's also
| ncapabl e of presenting any type of sol utions.

But worse still, when a solution is
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placed in front of them they're incapable of seeing

it. Today ElmH Ils systens are back in a state of
conpliance and providing environnentally friendly
utility service.

(Vi deo pl ayed.)

MR, WOODSMALL: So before | nove on, one
of the things that's not said there is the
I nplications of Confluence River comng in and buyi ng
t hese systens. Sonme of these systens were under
nor at ori uns.

Sone of these systens were so bad that
federal lending institutions, nortgage |enders woul d
not | end noney for people to buy these houses. So if
you owned a house in this community and you needed to
nove, tough. You're not getting out of there.

Mort gage | enders would not | end noney for people to
buy in this community because of the water and
wast ewat er syst ens.

Since they've gone in and fixed these, it
has rejuvenated this community. You can now get noney
to buy and sell these houses. The noratorium has been
lifted by Departnent of Natural Resources. New houses
are being built.

Before I nove on, |'Il just volunteer for

you that M. Cox wll be here on a nultitude of
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| ssues. He's been to every one of these systens. He

can tal k backwards and forwards about every one of

t hese systens. He knows about all these problens wth
the noratoriunms. | invite you to ask him any
guestions you may have. He'll be up first thing
tonorrow norning on the issue of consolidation.

So how does Confl uence Rivers effectuate
Its acquisition of troubled systens? Relevant to a
| ater issue in this case, Confluence Rivers acquires
the assets of troubled systens, but not the stock of
the utility that sells the distressed ut- -- the
di stressed system

The acqui sition of assets versus the
acqui sition of stock of the troubled conpany is a
critical distinction. |In the event that Confluence
Ri vers acquired the stock of the conpany, it would
then own the conpany. Part and parcel of that
acqui sition of stock, though, would be Confl uence
Ri ver assuming all the liabilities.

So if the owmn- -- if the seller owed
fines associated with environnental problens, if we
bought the stock, we would be taking on all the
liability for those fines. |f the previous seller had
not been paying their enployees, if we bought the

stock, that would becone our problem
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But by buying assets, Confluence R ver is

not assum ng any of these liabilities. Once it has
been assured that it has clean title to all the assets
and can actually access the | and mains and treat nent
facilities, only then wll Confluence River close on

t he purchase of assets. But all the associ ated
liabilities remain behind with the seller.

So, nuch as if you bought a used car, you
woul d be buying the car. But if the previous owner
hadn't been paying property taxes, that's on him not
on you. Buy the assets, not the conpany.

Anot her key point is that Confl uence
Ri vers seeks to work out agreenents called Agreenents
on Consent with the Departnent of Natural Resources.
This is an -- this agreenent is an acknow edgnent by
the DNR that it will give Confluence R ver a
reasonabl e period of tinme to resolve the problens in
this system

The agreenent is a reflection of the fact
that no one woul d dare purchase this agreenent if on
one day one, they're subject to environnental
liabilities. So we work out these ACCs with the
Departnent of Natural Resources. Departnent of
Nat ur al Resources recogni ze that Confluence River

needs this opportunity.
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Today, through this business nodel of

buyi ng assets, through the business nodel of working
out ACCs to give tine to renovate these systens,

Confl uence River and its predecessor conpani es have
acquired roughly 70 M ssouri water and wast ewat er
systens through 36 acquisitions. O those 70, 68 were
In a state of nonconpliance. Sixty-eight were part of
the bigger picture | was just telling you about.

One of the only instances in which it
wasn't in a state of non-conpliance was an elderly
gentl eman that perceived he was on death's bed and
needed Confluence River to take this over so soneone
could operate it. There, Confluence ref- --

Confl uence Rivers represented his only chance of
maki ng sure service was continued to be provided.

Sone of these acquisitions were the
result of hard work. Qut there hitting the pavenent,
tal ki ng to honmeowners, honeowners associ ations, and
other entities and seeing if they wanted out of the
utility business.

More typically, however, the work has
cone to us. Mre typically, Confluence R ver has been
asked by state entities to fix these problens. For
I nstance, of these acquisitions, the Departnent of

Nat ural Resources purposely sought out Confl uence
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Ri vers repeatedly and asked it to acquire nonconpli ant
syst ens.

Today, Confluence River has acquired at
| east nine conpanies in a nmultitude of systens at the
request of DNR. In fact, based upon its past ability
to come through for DNR to take over its biggest
probl ens, DNR submtted a letter for use in this
docunment -- in this docket which |auded the efforts of
Confl uence River.

There's a copy of that. That letter
states, in part: \Wen systens are unable to resolve
their technical, managerial or financial problens, one
reliable solution is selling the systemto a higher
performng utility operating conpany.

In Mssouri, Confluence River is one of
the few utility operating conpanies who is willing to
acquire sone of the nost difficult, failing systens.

Confl uence River has consistently taken
swift actions after taking control of these systens to
bring theminto conpliance by enploying qualified
operators, effectively adm nistering and managi ng t he
system and investing in repairs and upgrades.

Confl uence Rivers' wllingness to acquire
systens with | ong-standi ng conpliance issue has proven

to be beneficial to human health and the environnent
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by bringing many of these systens into conpliance with

envi ronnment al | aws.

So why did DNR agree to submt such a
| etter on behalf of Confluence River? Fromwhat you
can tell, it's just ne telling you about it. But I
can show you why they did it. Let's |ook at sone of
the pictures of a systemthat you heard about a | ot
down in Farm ngton, the Terre Du Lac system a system
t hat DNR asked Confluence River to re- -- acquire.

These pictures show several assets at
that systemw th both the condition at the tine it was
purchased, as well as a photo of Terre Du Lac after
Confl uence River had finished restoring the life of
t he asset.

Here's the Confluence R ver clarifier.
Now, |'Il speak loud so they can pick it up. But here
Is a before shot. The clarifier, the weir. The --
what's supposed to happen is the -- it's supposed to
kind of skimit off. That the sludge is supposed to
mai ntain in here, the wastewater goes here, ultimately
goes out for disinfection and di scharge.

But you can see here it's not worKking.
Look at the anount of sludge. The anount of sl udge,
it's going to be discharged out into the receiving

wat er s.
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The after shot. Look howit's cleaned
up. Look how the water |ooks. Before and after.

Anot her picture of the Confluence River
problemis the oxidation -- is the oxidation ditch.
The way an oxidation ditch works is there's a wheel
here. This wheel spins. The wheel is throw ng up
water, it's aerating the water --

JUDGE HATCHER: M. Wodsnmal |, we have a
guestion froma Conm ssioner. Conm ssioner, go ahead.

COW SSI ONER HOLSMAN:  Thank you. Back
to the Terre Du Lac. Wat is the tine frame fromthe
time that you get it fromthe before photo to the
after? How | ong does that take?

MR. WOODSMALL: Depends on the asset.

M. Cox can give you exact information. Many of these
require DNR permtting. So you have to go through
engi neering plans, you have to get the DNR perm tting,
you have to do the construction. | don't know A
year? Roughly a year.

But I'll show you sone pictures |ater of
the things that we were able to do in the short term
Wi thin 50 days, to turn around the operations. And
you'll see the effluent and the differences that not
only we make in the short term but in the long term

So sone of the longer term--
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COVM SSI ONER HOLSMAN:  Approxi mately a
year, right?

MR. WOODSMALL: To get everythi ng done.

COW SSI ONER HOLSMAN:  Okay. Thank you.

Thank you, Judge.

VMR, WOODSMVALL: Here's the oxidation
ditch. \Wat happens here i s wastewater noves around
this ditch. But when it reaches here, this wheel is
supposed to be turning, kicking this wastewater up in
the air, aerating it.

What you see, the wheel is dead in the
water. It doesn't have -- it's not doing anything.
There's no wastewater comng off of it. There's no
aeration. Even if it wanted to, this sludge damis
keepi ng everything backed up. [It's dead.

Here's the after. \Whoops. Here's the
after. You can see it's throwng up the water. It's
aerating. There's no sludge dam The water is
noving, it's being treated, it's being aerated.

Bef ore and after.

Anot her part of the Terre Du Lac system
Is the three-cell |agoon. Here you can see the
before. Here's one of the cells, one of the cells.
Al the vegetation, the duckweed on there. A mat of

duckweed that thick is a problem \Wat it neans is
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the air can't get down to the wastewater. |t can't

aerate it. There's no treatnent. The vegetation.
What you have here are nuskrats digging into the
berns. Threatening the whole efficacy of the system

Here's the after. Duckweed' s gone.
Aerator installed. The berns have been cl eared out.
The muskrats have been elimnated. Treatnent's
happeni ng.

Let's ook at the water side. Terre Du
Lac drinking water tank. This thing hasn't been
mai nt ai ned for decades. Look at that thing. But
worse, look at the inside. Look at this sludge and
funk that's sitting there at the bottom of that tank.
Peopl e are drinking that stuff.

The after picture. Painted, cleaned up,
recoated. That's the Terre Du Lac system

It's no wonder then why DNR i s
appreciative of the actions of Confluence R ver in
acquiring and resolving their biggest violators.

Furt her supporting DNR s assessnent of
Confluence River as a -- as a great actor in Mssour
is that Confluence River is now the nost tested water
and wastewater utility in the state of Mssouri. Mst
tested. W operate nore systens in Mssouri than even

M ssouri Anmerican. They're bigger, they have
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sonething like St. Louis County with hundreds of

t housands of custoners. But we own nore.

What that neans is we're tested for
everyone of those systens. Fromthe nonent the water
cones out of the ground at the well, we're tested. To
the nonent it cones down the discharge out of the
wastewater treatnent facility and into the receiving
waters, it's tested again.

Al told, Confluence River has submtted
approxi mately 4,700 wast ewat er sanpl es and al nost
30, 000 drinking water sanples. A lot of sanples. But
you know what's nore inpressive? The al nost
perfection that's seen with these. In those
approxi mately 35,000 water and wastewater sanples,
Confluence River is -- has only had an exceedance
30 tinmes. Qut of 35,000 sanples, only 30 tines.

The DNR | etter appl audi ng Confl uence
River is not an aberration, however. Here's a
river -- here's a letter that was subm tted on behal f
of CSWR' s affiliate in Mssissippi. And this is
I nportant. The CSWR affiliate in M ssissippi, Geat
River Uility Operating Conpany, operates under the
exact sane business nodel. It buys assets. It works
out agreenents on consent. It uses third-party

oper ati ons.
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So based on that business npodel, what did

the Departnent of Health in M ssissippi say: As you
may be aware, Great River has recently acquired
several drinking water systens across the state.
Geat River UWility has worked closely with the
Bureau, the Departnent of Health's Conpliance and
Field staff to maintain conpliance with the various
rul es and regul ati ons of the Safe Drinking Water Act.

A viable entity such as Geat River
Uility desiring to help problematic drinking water
systens buy investing in themfor inproved systens to
utilities is very appreci ated and supported by the
Bureau. The Bureau appreciates Geat River Uility's
commtnent to inproved regulatory conpliance and the
Bureau remains conmtted to our partnership with PSC
to find sensible and feasible solutions to shared
probl ens.

This is a common thene across all the
13 states. W go in, we fix the problens for the
rel evant Departnent of Natural Resources and they show
appreci ati on.

Requests to acquire troubled systens are
not, however, limted to the Departnent of Natural
Resources. Repeatedly the Comm ssion Staff has asked

Confl uence River to acquire sone of their nore
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troubl ed regul ated systens. These systens were

typically the subject of an AG conpliance action that
con- -- or a court-supervised sup- -- receivership.

When you have one in which the owner just
wal ks away -- you've seen it, you' ve been through
it -- you send your general counsel to the Court and
ask themto place that under receivership. And what
happens? Those sat there for decades and decades.

Confl uence River cones in at Staff's
request and acquired these systens. W fix the
problens. |In fact, of the 36 total acquisitions that
Confl uence Ri ver has nmade, 20 of these were M ssour
regul ated systens. And of those, the 20 probl ens that
we took on, 19 were out of conpliance.

Clearly then, Confluence R ver has been
the historical solution that Staff has taken to assure
that custonmers are provided safe and adequate service.

So just as | showed you one for a DNR
systemthat we were asked to take over, here's one
that the Staff asked Confluence River to take on.

This is the Mssouri Uility's water tank. This
systemwas mred in a receivership for over ten years.

Fromthis -- these pictures, you can see
why. Look at the outside of that thing. Look at the

exposed wire. Look at just chem cals strewn about.
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Look at the rust.

The after pic. Rust sanded down, prined,
pai nted. No exposed electrical.

Let's ook at the interior because it's
wor se. Four inches of sludge and funk sitting in the
bottom of that tank. Four inches of rust being
| ngest ed because no one had bothered to clean that
out. It's no wonder Staff and the Conm ssion sought a
receivership for that. But absent Confluence River,
that stuff would still be there.

Here's the interior of it now Again,
sl udge renoved, rust has been sanded, prined, painted,
pristine.

As you can see then, given the
| nprovenents seen at this and other systens, Staff
once | ooked at Confluence River as the answer to its
problens as well. That now seens to be changi ng.

Based on its repeated willingness to take
over troubled reg- -- regul ated systens at the urging
of the Staff, as well as the rate-naking positions
that Staff has previously suggested in a nultitude of
previous Staff-assisted rate cases, Confluence Rivers
t hought that M ssouri was an environnment in which it
could continue to invest and acquire.

Despite the presence still of al nost

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS
www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023

) o Page 33
3,000 troubled systens, the viability of further

acqui sitions by Confluence R ver or anybody el se based
upon the positions taken in this case nust be
guesti oned.

So let's tal k about sone of the issues in
this case. Let's talk about sone of the issues that
Staff and Public Counsel have raised to place further
acquisition into question.

As an initial matter, | want you to think
of one thing as you hear their positions. Think back
to those |l ocal public hearings when you heard people
griping about their rates increasing. And I'Il tell
you they were griping because those rates have been in
effect for 30 years.

But | want to put this in -- into
perspective. Conflu- -- CSWR is the parent entity.
Confl uence River, as the Mssouri entity, has no
enpl oyees. Instead, CSWR does services for Confluence
Ri ver and those services are then -- the cost of those
services are then all ocated.

But think about this. To nanage
850 systens in 13 states, CSWR does that with
70 enpl oyees. Seventy enpl oyees nmanagi ng t he
operations, the mai ntenance, the engineering, the

| egal, the finance, the billing for 850 systens.

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS
www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023

Page 34
But let's nmake that nore real for you.

Seventy enpl oyees, but in this case, Staff and

Confl uence River agrees that roughly 8 percent of

t hose costs should be allocated to M ssouri. So what
does that nean? 8 percent of 70 enpl oyees? That
nmeans 5.6 enpl oyees being allocated to M ssouri.

5.6 enpl oyees running 68 systens in Mssouri. That's
cost containnment. And in the year and a half 1've
been there, | can attest to that personally.

That said, here are sone of the issues
that will likely cause potential purchasers to
guestion future M ssouri acquisitions. Let's start
with Public Counsel. As | nentioned, Public Counsel
has been a constant obstacle to Confluence Rivers
in -- for alnost ten years. Public Counsel's
opposition in this case was not ex- -- unexpected. W
know it was going to happen. They just can't see the
| i ght.

"' mgoing to address OPC s | argest issue.
Inits rebuttal testinony, Dr. Marke suggests that
M ssouri ratepayers have been harned by Confl uence
Ri vers' utilization of third-party operators.

Let's look at this. Dr. Marke's rebuttal
testinony without lac- -- while | acking any experience

In the water or wastewater industry, any experience,
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| et al one any operational experience, OPC took to

sinply drawi ng boxes on a map. By draw ng boxes
around the map of facilities, OPC definitively
concl udes that Confluence River could be run by nine
operators. Draw map -- draw boxes on a nmap, count to
nine, boom That's their idea of staffing an internal
operations team

OPC t hen suggests, based on a 2021
I nternet data -- database, that each operator could be
paid 48,000 in salary and benefits. After including
taxes and ot her itens, OPC suggests that these
operators would cost a total of 540,000. OPC
generously grants another 60,000 for overtine.

So OPC says, based on boxes on a nap,
that an internal operation team would cost $600, 000.
Si nce Confluence Rivers spends, though, 1.69 mllion
for third-party operations, OPC recklessly levels the
accusation that Confluence R vers has been, quote,
| nprudent. Boxes on a map, inprudent.

And recommends that the Conm ssion reduce
t he Conpany's revenue requi renent by over one mllion
dol lars. Based on a kindergarten drawi ng no- -- boxes
on a nap.

The silliness of OPC s conclusion is not

only shown by the facts that it states inits
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testinony, but also by its ignorance of |egal work

safety requirenents. Here you see part of a table
fromDr. Marke's -- page 11 of his rebuttal testinony.
This is a breakdown of the responsibility of just two
of the operators.

Wi |l e OPC suggests that operator nunber
six would only be responsible for two current systens
I n Boone and Audrain County, it then concludes that
operator nunber three should be responsible for
13 systens. | don't know about you, but I'd nuch
rat her be operator nunber six than operator nunber
three. That said, the area addressed by operator
nunber three in the previous map i s roughly 2,150
square m | es.

So let's work through the math here.
Recogni zi ng that operator nunber three is required to
visually inspect each systemthree tines a week,
recogni zing there's 13 systens, operator nunber three
IS expected to do 39 site visits in a 40-hour
wor kweek.

At just an hour per site visit -- and
"Il tell you, |'ve been to these places. That's
conservative. Operator nunber three would spend
39 hours a week doing site visits. But that doesn't

account for any of the drive tinme in this 2,150 square
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mle box. That doesn't count for any mai ntenance.

What if this guy goes out there and
there's a spill, there's a blower out, there's
sonet hi ng not working? Tough. | don't have tine to
get to that because OPC says | need to get over to
this other system

M. Cox wll tell you, however, that a
site visit takes nuch | onger than an hour. Stil
agai n, by suggesting that operator nunber three can
conduct 39 hours of inspection in a week, OPC
effectively |l eaves zero drive tine for 2,150 square
mles. Cearly OPC s recommendation is not based in
reality.

As | nmentioned, OPC s recommendation is
al so ignorant of |egal work safety requirenents.
Wiile it says that one operator can do 13 systens, it
fails to account for OSHA requirenents.

OSHA requirenents say that if you're
dealing with a confined space, you have to have two
peopl e there, sonetines three people. |If you're going
down into a lift station, the guy going into the lift
station nust be there, an entry supervisor that's
cleared it all nust be there, and there has to be an
attendant there. So while OPC says one person can do

these systens, in nost of the tines it takes two or
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t hr ee.

Let's |l ook at the OSHA fact sheet. As
that fact sheet states: Confined spaces can present
conditions that are imedi ately dangerous to workers
I f such conditions are not properly identified,
eval uated, tested and controlled. This fact sheet
hi ghl i ghts many of the confined space hazards
associ ated with sewer systens.

But it goes deeper. It tells you where
t hese confined spaces are in a wastewater system
Sewer systens are extensive and include many different
conponents that are considered confined spaces,

I ncl udi ng pi pelines, manholes, wet wells, dry well
vaults, and lift punp stations. Therefore, enployers
conducting work in sewer systens will |ikely have

wor kers who wi Il encounter confined spaces.

OPC says one person can do it.

Fromthis fact sheet, OSHA rec- --
readily recogni zes the preval ence of confined spaces
In sewer state -- in sewer systens. Sewer systens
have a great deal of assets that are considered
confined spaces.

The i nportant conclusion fromall these
CSHA regul ations is that since wastewater systens rely

extensively on confined spaces, many of the functions
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that OPC definitively concludes can be done by one rage
Cus- -- by one operator requires two or three

operators. Thus, sinply by considering OSHA

regul ations that OPC ignored, it's not nine. Now

we're all the way up to an 18 team-- internal
operations team

Utimately, given supervisory needs,
however, and other requirenents, including nore
experienced systens, M. Cox concludes that an
i nternalized operation staff would require
22 operators. This nunber is not inflated. This
isn't sinply to make the anal ysis | ook good.

After submtting this analysis inits
surrebuttal, Public Counsel asked a data -- data
request to have us identify every operator that works
on our system Public Counsel -- instead of asking
this before they just blindly said nine operators,
Publ i ¢ Counsel, based upon our surrebuttal, says maybe
we shoul d do sone work. Maybe we should delve into
it. Mybe we should ask how many are currently doing
it.

In that data request, we told them| ast
year 21 operators worked on our systens. OPC says
ni ne.

The deficiency of OPC s sinplistic
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anal ysis goes well beyond the suggested nunber of

operators, however. As nentioned, based upon a 2021
dat abase, OPC suggests that this operator would only
need a salary of $48,000. As M. Thies in his
surrebuttal states, however, OPC s conpensation

anal ysis is oversinplified.

First, as Staff even recogni zes, that
database is two years old. Need to reflect cost of
living adjustnents. And there's been inflation in the
| ast two years. People aren't wlling to work for the
sanme anount of noney as they did two years ago.

Moreover, the Bureau of Labor statistics
states that taxes and benefits are 29.5 percent of an
enpl oyee' s conpensation. Accounting for just these
two changes, cost of |iving and adj ustnents and taxes
and benefits, that entry |evel operator -- entry |evel
operator would need a salary of $78, 000.

Finally, OPC fails to account for the
need that we now have to provide trucks and tools to
this internalized |l abor team Al so, what about the
cost for where we're going to store the chem cal s?
What about the excavators? What about the extra punps
and bl owers and aerators and all those things? You
think these internal operators are going to |let us

store that in their garages?
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We're going to need warehouses all over

the state to hold all this equipnent. [It's not sinply
a matter of draw ng boxes and nultiplying by 48.

Al told, based on 22 operators, the
total cost of an internal operations team i ncluding
just conpensation, benefits, vehicles and tools, iIs
2.2 mllion dollars. Last page of M. Thies'
surrebuttal testinony.

Thi nk about that. 2.2 mllion dollars.
We're getting third-party operations for 1.6 mllion.
But OPC says we've been i nprudent because it can draw
boxes on a map.

Let's nove to Staff's positions. As |
menti oned, based upon Staff's repeated urging that
Confl uence River acquire troubled systens at the
urging of Staff, as well as the rate-nmaking positions
It has taken in previous rate cases, Confluence R ver
t hought it had a road map that would allow for
continued investnment in Mssouri. As | indicated,

t hat concl usi on nmust now be reconsi dered.

Undoubtedly you' ve heard the phrase,
quote, "regulatory certainty.” Wat is regulatory
certainty? Regulatory certainty neans that a utility
or any other entity investing in this state needs to

know the rules of the road. How are those costs going
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to be treated? M. D Asan -- D Ascendis, in his
return on equity testinony, will tell you regulatory
risk is one of the business risks that a utility nust
account for and be conpensated for.

In this case, the road map for
acqui sitions have changed. And Staff has suddenly | et
the -- let the specter of regulatory uncertainty rear
its ugly head. Now relative to all the other states
I n which CSWR operates, the viability of further
i nvestnent in Mssouri is nuch |ess attracti ve.

We' ve gone through rate cases in Texas,
Loui si ana, M ssissippi, two of themin Kentucky. |
don't even know if I've hit themall. W have never
seen any of these positions of Staff raised in those
ot her cases. These issues that I'mgoing to tell you
about, those are novel to Mssouri, not presented in
any other state, a conplete 180 fromwhat Staff has
done before. That's the definition of regulatory
uncertainty. That is the definition of making
M ssouri |ess attractive than other states.

At a tinme when M ssourians are suffering
fromservice from al nost 3,000 nonconpliant water and
wast ewat er systens, Staff has threatened the viability
of their only solution continuing to invest in

M ssouri .
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As part of the acquisition of the assets

of the distressed water system let's tal k about
prelimnary engineering cost. But as part of its
acqui sition, we buy assets. W don't buy stock. So
when we go in, obviously you're going to incur
prelimnary engi neering costs.

Such costs include an identification of
assets, suggested necessary inprovenents, analysis of
condition of the assets, a determ nation of available
capacity, sone validation of the nunber of current
custoners, as well as the ability to add nore
connections. That's what prelimnary engineering
costs.

Those reports are given to Staff in every
acqui sition case. Staff finds themval uable or else
they woul dn't be asking for them You know what
happened here? Staff disallowed them

O her engi neering costs are associ at ed
Wth the attenpts to start mapping the assets. As
M. Thomas will tell you, this is never a finished
project, as we continually find manhol es and |ines
buri ed under the brush in the woods.

That said, it's inportant to get this
started. Not only for operational purposes, but to

conply with state requirenents. M ssouri One Call,
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set up by the CGeneral Assenbly, requires us to nmap

this stuff. W get started mapping and Staff
di sall ows the cost.

These are the type of prelimnary costs
that Staff proposes to disallow In his testinony,
M. Mjors just slaps the | abel of, quote,
"transaction costs" on these prelimnary engineering
costs. By using that |abel, he suggests that the
Comm ssion disallowit. He never delved into the
cost. He just slapped a |label on it and disall owed
t hem hi nsel f.

M. Mjors clains, quote, "Transaction
costs are costs incurred by the purchaser and seller
to effectuate the financial, |egal and regul atory
requi renments of the nmerger. These costs are incurred
prior to and imedi ately after the nerger or
transaction. Transaction costs are costs incurred by
t he purchaser and seller. These costs are incurred
prior to and imedi ately after the nerger or
transaction.”

To support its position, Staff relies
upon a Conm ssi on order back when KCP&L bought GMO.
That tal ked about the Comm ssion's not going to all ow
transaction costs. But what's noticeable there, that

wasn't KCP&L buyi ng assets. That was KCP&L buyi ng
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equity. The transaction costs were sinply KCP&L

hiring bankers, KCP&L contacting the New York Stock
Exchange, KCP&L delisting Aquila. Nothing there of
benefit to custoners. | get excluding those there.

That's not what's happening here. Buying
assets. We're going out and naking sure we have
access to these systens. W're going out and naking
sure that the assets are there, whether they're
functional wh- -- to begin mapping themfor M ssour
One Call purposes.

These costs here that Staff |abels as
transaction costs are all necessary for Confl uence
Ri ver to operate the system Staff never inquired
into these costs. Instead, as | nentioned, Staff just
blindly slapped a | abel on these costs and di sal | oned
t hem

The part that's nost amazi ng, however, is
that Staff disallows these costs, quote, if they're
I medi ately -- if they're before or imedi ately after
the merger. If they're before or immediately after
the nerger, Staff disallows them

So Staff said imediately after is
50 days. If you incur these costs within 50 days of
the transaction, we're going to disallow them \at's

the perverse incentive created there? The perverse
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I ncentive is while we can go in and nake fixes and

turn things around, don't do it. Wit 51 days and
then Staff will allowthem Sit on your butts,
tw ddl e your thunbs, do nothing because you're going
to |l ose those costs. Wiit 51 days and we'll allow
t hem

Confl uence Rivers thinks this is bad
policy and once upon a tine Staff did too. As
M. Thies points out, Staff has previously allowed
such costs in Case Nunmbers WR-2020-0275, WR-2020- 0053,
WR- 2016- 0064, SR-2016-0202 and WR-2017-0259. Staff
has all owed these costs. Requlatory uncertainty, do a
180, disallow them

As | nentioned, Confluence Rivers thought
It had, based upon positions previously advanced by
Staff, a road nodel -- a road map for the acquisition
of systens and the recovery of costs. |In this case,
the Staff has introduced a great deal of regulatory
uncertainty and changed that road nmap.

CSVWR entities have pursued rate cases in
Kent ucky, Loui siana, M ssissippi and Texas. |In fact,
two Kentucky rate cases. Never before this case has
soneone tried to disallow these necessary costs for
the operation of a utility's assets. Sta- -- as |

said, Staff's position, if adopted by the Comm ssion
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here, place -- introduces a great deal of concern

regarding the viability of future ac- -- acquisitions
in Mssouri by anybody.

WI |l anybody cone into M ssouri and buy
assets if they're not going to get the recovery of the
engi neering costs?

When faced with 3,000 nonconpli ant
M ssouri water and wastewater systens, Staff should be
| ooki ng at positions that advance the acquisition of
t hese systens. |Instead, they change their mnd and
hi ndered that goal. That's called not seeing the big
pi cture.

But what kind of inprovenents -- given
what Comm ssioner Hol sman sai d, what kind of
| nprovenents can be done in the short tern? Here are
two pictures. I'msorry it didn't blow up well.

Terre Du Lac system In 50 days, these
are the type of inprovenents that can be done. In
50 days, however, these costs would be disallowed by
Staff. Before. Look at that sludge, |ook at that
wat er discharging. |In 50 days, sludge is gone. |It's
treated. Look how clean that is. There's no sl udge
bl anket down here.

Staff disallows all the prelimnary

engi neering costs to nake that happen. W should have
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waited 51 days. Let the custoner suffer with that

because then we coul d have gotten these costs
recover ed.

The costs go beyond sinply prelimnary
engi neering costs. They go to prelimnary | egal
costs. Again, Staff slaps a | abel of transaction
costs on these costs and clainms that the Conm ssion
shoul d di sal |l ow t hem

Again, Staff fails to dig deeper. Staff
fails to see that these aren't transaction costs.

What are these? These are costs related to getting
clean title to the assets. To nmake sure that it
wasn't bought with a |loan and that the |iens have been
rel eased on these assets. These are systens to
acquire an easenent so we can get to the -- to the
asset s.

Fox Run. When we bought it, there was no
way -- no legal way to even access that system There
was no | egal easenent. It was out in the m ddle of
nowhere. The previ ous owner was just wal king in, but
we couldn't get access to it. How are we going to get
I n trucks and other equi pnent to replace those assets?

So we incur prelimnary legal costs to
get an easenent. W do prelimnary eas- -- or

prelimnary | egal costs so we get clean title. W
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I ncur prelimnary | egal costs so, whereas in
Margaritaville, we assune a whol esal e water agreenent
to make sure we can get water to these systens.

But if these prelimnary |legal costs are
i ncurred wwthin 50 days, Staff disallows them Again,
we should just wait 51 days so we can incur these
costs. These are necessary for the operation of the
system These aren't incurred so you can delist a
seller stock on the New York Stock Exchange.

Again, this is bad policy and will
I nevitably nmake the acquisition of future systens in
M ssouri nuch less attractive than other states.

Let's tal k about another issue, net
operating |loss. Again, a conplete 180 by Staff.
Tough issue to understand. You really have to dig in
on this. Every tine | hear taxes, ny eyes glaze over.

The Internal Revenue Code allows a
busi ness to book a net operating | oss and carry them
into the future to use as a deduction agai nst taxes at
that time. Think about the Confluence R ver business
plan. W buy bad systens that have not had rate
I ncreases for a long tine. These systens are m ssing
bl owers, and punps. These systens are m ssing
di si nfectant systens.

So what happens? W go in and we buy a
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system But in the case of Port Perry, those rates

have been in effect for 30 years. Those rates don't
reflect cost of service, let alone the cost of service
once we begin operating. Because we go in, first 50
days we're re- -- we're replacing that blower that's
m ssing or burned out. W're replacing the punps in
that |ift station. W're putting in the
dechl ori nati on.

So what cones with that? You put in a
bl ower that wasn't there, electric costs go up. You
put in a dechlorinator that wasn't there, chem cal
costs go up. Rates are way down here, not even
covering the costs at that tine. W go and do ot her
stuff, operating cost goes up. Wat you have there, a
net operating | oss.

Addi tional Iy, upon acquisition,

Confl uence River will begin inmedi ately inspecting
these sys- -- three -- these systens three tines a
week. Another cost that goes up. So conbining the
depressed date of the rates with the increased cost,
you have net operating |osses.

I mportant to this distinction, however,
Is the difference between regul atory books and tax
books. Under flowthrough rate-naking, the parties

i nclude the |l evel of taxes that result fromthe
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ear ni ngs gener ated fromcurrent rates. You' re not

| ooki ng at the anount of taxes that are paid at that
time. You're |looking at what the rates woul d generate
and you include that | evel of taxes. Because the net
operating | osses won't be realized, won't be put to
use till sonetine in the future.

So after current custoners have received
the benefit of defl ated adopted rates, have received
the benefit of increased operating costs, Staff then
wants to say those current custoners should al so get
the net operating |losses. W're not going to include
any taxes in this case. W're going to use those net
operating | osses for the benefit of current custoners.
But we haven't been able to use those yet.

So Staff -- the inplications of this if
we use themin the future when -- at five years down
the road, we would then take those net operating
| osses and reduce rates at that point in tinme. So
Staff is robbing future custoners of the net operating
| osses to benefit current custoners that have al ready
seen the benefit of the adopted rates.

The other problemwith it, Staff wll
say -- they'll try -- attenpt to frane this issue.
They wll tell you, Conpany's not paying any taxes now

so they shouldn't get any taxes in rates. Staff wll
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tell you that this is, quote, a "phantomtax." As you

wel | know, however, there is nothing phant om about
taxes. As Benjam n Franklin understood about 30 --
250 years ago, there are two certainties in life;
deat h and t axes.

So the practical effect of Staff's
proposal is to rob future custoners fromthe benefit
of this net operating | oss when we use it to benefit
current custoners so that they don't pay any -- any
I ncone taxes in current rates.

The other problemis the other entity
that is upset by Staff's position is Confl uence
Rivers. W're -- investors are investing in M ssour
wi th the understanding that they have to tenporarily
cover net operating |losses for the custoners. These
were the rules of the road as set out by Staff in
every previous rate cases. Staff never attenpted to
use these net operating | osses to shield custoners
fromincone taxes.

| nvestors thought that they would only
have to cover these net operating |losses until the
first rate case. After that, rates for these
custoners would be fully conpensatory, including
I ncone taxes. Investors would no | onger have to cover

| osses for these custonmers. W've covered the | osses
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all the way up till now. [It's tine to get themon a

cost-based rate, including incone taxes.

Now St aff has changed the rules of the
road. Staff is saying we know we didn't use those net
operating |l osses in the past. W know we're going to
| et you save those for the benefit of future
custoners. We know you wi Il know get those revenues
and stop having to cover their operating |osses.

Staff now says whoa, punp the brakes.
We're going to use those net operating |osses. W're
going to take those revenues out of your pocket, we're
going to take those benefits away from future
cust oners.

The other thing is, radical deviation
fromStaff's position previously but it's al so
directly contrary to the position of other states.
Agai n, two Kentucky rate cases, a Mssissippi rate
case, a Louisiana rate case, and a Texas rate case.

No one el se has proposed this.

Let's nove onto another issue. This is
the systemrepair expense versus capitalized life
restoration cost issue. Staff took numerous issues
that the Conpany had capitalized as a |ife restoration
cost, and instead just called it a mai ntenance

expense. Capitalization versus maintenance. That's
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what this issue is about.

The reclassification of this cost as an
expense was nade worse then by the fact that Staff
then normalized it over three years. As such, the
practical effect was for costs that Confluence River
had capitalized, it would now | ose recovery of
two-thirds of the cost.

Once again, Staff seeks to blindly place
| abel s on costs without ever digging into the
realities of the costs. Staff just |ooked at things
and said repair, but never went and | ooked at the
systemto see was that just a repair?

For instance, Staff seeks to classify
such costs as a repair expense by analogizing to a
tank painting. Confluence R ver doesn't dispute if
these are fully functioning assets |ike a water tower,
then a pank -- tank painting would be a repair
expense.

But what if this thing hasn't been
painted in 20 years? Wat if this thing is rusted and
| eaking? What if it's flaking rust into the drinking
water? Wiat if this thing has effectively no service
life | eft because of the |l ack of previous maintenance?
s that a repair?

Rat her, the costs incurred are necessary
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to restore the life of the asset. So, for exanple,

consi der a wastewater tank that has been negl ected and
I's conpletely inpacted by sludge. WAstewater cones
through and it runs through tanks at which aeration
and different things happen. But what if it's been

I gnored and that thing is now conpletely full of

sl udge? What's going to happen?

Wastewater is going to cone in, it's
going to skimacross that bank of sludge, go into the
next tank, out into the discharge. No treatnent
happens there. Those tanks have no useful life. |If
we go in and renove the sludge, is that maintaining
the asset? |Is that a repair?

That's a life restoration. W have
restored the life of that tank. The useful life of
that tank with the inpacted sludge is zero. W!'re
restoring, not maintaining the life of the asset.
This is not a repair expense. This is life
restoration that should be capitalized, not expensed.

So let's ook at two systens where this
happened. Cedar Green at the Lake. Miltiple tanks.
WAst ewat er comes across, supposed to get treated,
noves on, treated, noves on, treated. Wat do you see
there? Inpacted by sludge. There's no treatnment

going on there. That wastewater is imedi ately going
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out .

Afterwards. Cleaned it out. Look at
that water. No sludge, the water's going into tanks
and it's being treated. |It's not being discharged
W thout any treatnent. Life restoration. That's not
a repair.

Let's | ook at another one. Chel sea Rose
at the Lake. Inpacted with sludge. There's no
treatnment going on there. Here, it's been cl eaned
out. Treatnment going on. Not naintenance expense,
not a repair. That's life restoration. Those assets
had zero useful |ife when we bought them

But Staff wants to say we're naintaining
them W' re nmaintaining themat what? Zero usefu
life. Life restoration.

As such, Confluence River's position is
that these costs should be capitalized. Also reflects
the dictates of the Internal Revenue Code. Now, ||
tell you the Internal Revenue Code is not binding on
you. That's taxes. Not claimng it's binding on you.

What |'mclaimng is the Internal Revenue
Code can provide you sone gui dance for determ ning
what is a nmai ntenance expense, what is a repair
expense and what should be capitalized. The Internal

Revenue Code position -- iss- -- or provisions state
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that if these costs are nade, quote, "for a betternent

to a unit of property,"” end quote, and if these costs,
quote, "aneliorate a material condition or defect that
existed prior to acquisition,” end quote, the Internal
Revenue Code denmands that these codes be capitalized.

Confl uence Rivers believes that that is
sound guidance if we are bettering it. If we're
returning the |ife because of bad -- previous neglect,
that should be capitalized. It's not a repair. The
I nternal Revenue Code says so. W believe it's good
gui dance for rate-nmaking. As such, if adopted by the
Commi ssion, Staff's position would significantly
reduce the viability of future acquisitions in
M ssouri .

So let's get to the bottomline. This is
as of the reconciliation that was filed earlier this
week. Qur rate case increase at this point intineis
roughly 2.5 mllion. Staff's recomended increase is
931, 000. Despite all the inprovenents, all the
systens we bought, all the lives we turned around,
Publ i ¢ Counsel says we should get a rate decrease,
| argely driven by the fact they want to disallow a
mllion of dollars of operations costs.

But again, reflecting their inability to

see the bigger picture, reflecting their inability to
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see what is the inpact of this, this won't allow us to

cover our debt cost. Last Decenber, you'll recall, we
asked for permssion to i ssue debt and the Conmm ssion
gave it to us. W issued seven mllion dollars of
debt .

But given the fact that we're operating
under current rates that didn't produce any incone,
the lender said, I'lIl tell you what. You -- you have
a rate case going. W won't nake you cover those
I nterest costs until Decenber when your rate case is
done.

So what's going to happen? W need to
have the free cash flowto service that debt. W need
to be able to pay that interest conme Decenber. Staff
and Public Counsel's position won't allow that to
happen. W won't have enough cash to cover our debt
cost.

So then what happens? The |ender's going
to cone in and say, | want that noney now. You' re not
covering your debt cost, you defaulted on your debt
covenants, we want that noney.

What's going to happen? W defaulted.
What's that nean? We'Il never get another cre- --
we'll never get a credit rating. W'IlIl never get debt

in Mssouri again and we'll be stuck with 100 percent

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS
www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023

) ) ) Page 59
equity capital structure because Staff and Public

Counsel don't want us to cover our debt cost.

Because Staff and Public Counsel said
yeah, go ahead, we recommend you get that debt, but
then we're not going to give you the rates to cover
those costs. That's the big picture. That's what
Staff and Public Counsel refuse to | ook at.

', mfinished tal king about the financi al
I ssues in this case, but | want to be cogni zant of one
other thing. Throughout this case, | want you to be
aware of many of the other recomendations in this
case and how they wll affect Mssouri utility costs.

While it does not include the cost in
this case, Staff wants the Conm ssion to order
Confluence River to hire a full-tinme enpl oyee sinply
to coordinate with third-party operators and to assi st
Staff when it conducts its inspections. This will be
a cost in future rate cases. Confluence R ver
currently does it wth a shared enpl oyee with
Tennessee. Staff wants one all of their own.

Was Staff at these | ocal public hearings
where people were griping about rate increases? Wat
do you think their recomendati on does? It ups cost
and puts pressure on rates further.

Staff wants us to do a bunch of reports
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solely for Mssouri. Information that's otherw se

available to Staff. Staff cones in and does an audit.
Says give ne the invoices for every electric bill. W
give it to them

What's Staff do? Man, that's not easy
enough for us. They use the word "conveni ence." W
want these reports for our conveni ence. W want you
to keep a report -- we want you to hire sonebody to
keep a report so that we can just go into a rate case
and say give us the report of your electric cost.
What's that do? W have to hire sonebody to do that.
Rat es goi ng up.

But the other part of that is should they
take our word for it? |If we give thema report, are
they just going to take our word for it? They're not.
W'l give themthe report and then they'll say give
us the invoices to support it.

So why do the work to do the report in
the first place? Al it does is create a need for
further work in Mssouri. That 5.6 enployees that |
told you are currently operating in Mssouri? W add
anot her one for their state-alone inspector, we add
people to do these reports that will largely put -- be
wort hl ess. You know, rates going up.

Publ i c Counsel takes it one step further.
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Publ i ¢ Counsel wants you to do custoner surveys. raoe !
Publ i ¢ Counsel says, you know, we got M ssour

Anerican to agree to spend $100, 000 for a customer
service third-party to cone in and anal yze things.

M ssouri American agreed to $100, 000.

Don't you think you should put that in
perspective? |If you scale that down for the size of
Confl uence River, if you account for M ssouri Anerican
Is so nuch |larger, has so nmany nbre revenues, SO0 hany
nore custoners, you know what that 100, 000 becones?
$1, 200. But Public Counsel wants us to spend
$100, 000. There goes rates. Staff and Public Counsel
spend like sailors on leave. It's easy to spend other
peopl e's noney. W believe that we shoul d be all owed
to continue to contain costs.

The last thing | want to tal k about now
that 1'"'mdone with the financial issues and based upon
sone comments in a recent agenda session, it is clear
t hat the Comm ssion has sone concerns about service
gquality and custoner service issues experienced in the
testinony at the |ocal public hearings.

Let ne be very clear. Been at this
conpany for 16 nonths. |'ve seen the battles, | -- |
see the -- | see the conversations, | see the
meetings. Confluence Rivers takes these concerns
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very, very seriously. It didn't sinply just go down

to these neetings to |l et people to have an opportunity
to air their concerns and then drive off and go back
home. W |ogged all these concerns.

Along with Staff, we provided an anal ysis
of what we | earned from hearing those concerns. W
| ooked at our custoner service database. W | ooked at
our operational database and see, well, this one guy
said we didn't now around the bernms. Did we now
around the berns? Let's go back and check.

You know what happened? It had rained
for weeks before that. You couldn't mow. We told the
guy take a break. Wen it stops raining and it's dry,
then now. Those are the things we | earned. W took
those issues seriously. W didn't ignore them |
prom se you.

Every Monday norni ng we have a neeting.
Al senior |eadership is in this neeting. It lasts a
little over an hour and we tal k about all the issues
t hat have come up in the past week. W talk about
operating things, we talk about getting permts, we
tal k about our rate cases, we tal k about everything.

You know what takes the | ongest anount of
time? The discussion about custoner service. By far

t he biggest issue. At that neeting we tal k about
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| ssues such as average hold tinme, length of calls,

percent of dropped calls, staffing levels at the
third-party call center, and other inportant netrics.
W |look at this weekly. W look at trends. Are
dropped calls going up for sone reason? |s average
hold tinme going up? Wat can we do to effectuate

| nprovenent ?

One of the things we did to effectuate
I nprovenent is we hired a third-party,
wel | -established custoner service expert called
Mcl nt osh and Associates. The final report from
Mcl nt osh was only conpleted in the | ast coupl e weeks.
That's why it didn't make it into testinony. Wile we
commi ssioned it way back at the beginning of the year,
we just got the final report.

Mcl ntosh cane in, they tal ked to nunerous
enpl oyees. They worked over at our call center for
days and watched how t hey handl ed things. They
|istened in on calls and they nade suggestions. And
already CSWR is taking steps to inplenent those
recommendations. M. Cox and M. Thomas will be happy
to answer your questions reg- -- regarding the steps
that CSWR has nmade to make i nprovenents.

For instance, it's ny understandi ng that

today CSWR is now finishing every call to the cal

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS
www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023
: . . . . ., Page 64
center with a sinple inquiry, three questions. Dd

they answer the call on tine? D d you have to wait?
Those type of things. Wre you satisfied and did it
resolve your call? Every call to the call center now
gives the opportunity for that type of inquiry.

That's what we learned fromthis. W're
listening to the custoners. W're trying to inprove
custoner service. W're not just ignoring it.

Anot her step M. Cox discusses is the
creation -- recent creation of a corporation
comuni cations departnent. Anong ot her things, that
departnment will be responsible for highlighting the
| nprovenents made at individual systens. You'l
recall several individuals showi ng up at the | ocal
publ i c hearings and bei ng asked, Have you seen any
| nprovenents? Routinely they would say no, | haven't
seen anyt hi ng.

But think about it. Think your own
service. |If you got asked that, would you know what
kind of inprovenents are being made? Wuld you know
I f a punp has been replaced? |If suddenly we're now
meeting all limtations? That stuff happens behind
the curtain. | know |I'mconpletely oblivious to it.

But it doesn't have to be that way. You

know, while they can't see it driving down the road,
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we can do things to nake that nore apparent to people.

So we've created the corporate conmuni cations
departnment. This wll allow, on a state and system
basis, to tell custonmers these are the inprovenents
we're making. Rest assured that we're just not
continuing to do what the previous owner did. W're
maki ng these i nprovenents. So we're trying to be nore
transparent to the custoners.

Anot her thing, CSWR has recently revanped
its web page to make the site nore user friendly. Not
only to find necessary information |ike those
| mprovenents, but also for ease in paying bills and
maki ng inquiries. Here's a copy of our new web page.

Finally, consistent with Staff
recommendat i ons, Confluence River has agreed to
continue to provide nonthly custoner service netrics.
| told you we neet -- neet weekly to discuss these
things. W are going to continue to provide themon a
quarterly basis to Staff. W want to be transparent.

Mor eover, Confluence Rivers has agreed,
based upon a recommendation of Staff, to have
quarterly nmeetings with Staff. WIling to have those
nmeetings to discuss these netrics, changes bei ng nade
to custoner service |ike MIntosh report or staffing

at the third-party custoner service entity, and we'l]|
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listen to Staff's suggestions and concerns. All of

this should denonstrate CSWR s comm tnent to custoner
servi ce.

Whi |l e Confl uence Rivers has taken
numer ous steps towards i nproving custoner service and
is wlling to listen to the input of other parties,
what Confluence Rivers will continue to resist is
Publ i c Counsel's continued efforts to wormitself into
the Conpany, to insert itself into the operations of
the Conpany, to feel that it is nore capable of
capabl e of operating the Conpany because it can draw
boxes on a map.

Not only does Public Counsel not have the
practical experience to produce those benefits, its
constant efforts are, frankly, disruptive.

So we will talk with people, but we're
not going to let themhave calls on what third-party
entity we hire for doing what. Those are operational
functions. And as the Chairman nentioned i n agenda
session, we don't go there. W let themoperate the
conpany and you can cone in and criticize |ater.

But while we take custoner service very
seriously, | believe that you also need to see the
bi gger picture. Try to place these |ocal public

hearing comments into sone perspective. W're taking
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them seriously, | assure you. But it -- they need to

be taken into perspective.

Such comments were nmade in the context of
a rate case where a |lot of people are getting | arge
rate increases. You may recall, if you were at
Farm ngton, all the Port Perry people that were
dressed in red T-shirts. Do you renenber thenf? Whole
sl ew of them

Wiy were they there? Port Perry, a
regul ated system has not had a rate increase since
1993. | worked that case. M first case out of |aw
school. They haven't had a rate increase for
30 years. You think those people are upset when we
buy themand finally they need to see a rate increase?
O course they're upset. You know?

And it's not surpris- -- we were -- we
knew t hat was going to happen. W knew they were
upset and we knew t hey needed the opportunity to tell
us they were upset. W took it serious, but you
shoul d al so know t hose concerns were raised in the
context of a large rate increase that they haven't
seen in 30 years.

To put this in perspective, Confluence
Ri vers believes the context of these custoner

service -- you need to realize the context in which
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these were made. M. Cox went through and we did a

very thorough analysis. Confluence River has
9,600 -- 9,684 water and sewer connections. 9, 684.
O all those connections, 263 either submtted
coments or submtted testinony at a | ocal public
hearing. 263 of 9, 684.

We went back and | ooked at the nane for
all 263. W wanted to see have they conplained to us?
Have we dropped the ball sonewhere along the way? D d
they tell us about a problemthat we just m ssed? So
we went through all 263. O those, 40 had only --
only 40 had ever contacted us.

Suddenly we do a big rate increase and
whil e those concerns may be legitimte, they never
call ed us before. But suddenly in the context of a
rate i ncrease, yeah, those concerns becone a little
nore intensified. So that's the context. Forty of
the 263 had ever contacted us before.

Further denonstrating the rel evance of
the rate case environnent, of the 263 that had
submtted coments or testinony, 233 of those were
goi ng through their first rate case. So people like
Hil | sboro and Indian H Ils that have already
experienced rate cases, they weren't conpl aining.

These were all people going through their first rate
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case. These are all people |ike Port Perry that

hadn't seen a rate increase in 30 years. Those are
t he peopl e that were conpl ai ni ng.

If we had system c operations or custoner
service problens, if they were truly system c, those
concerns woul d be reflected not only anongst people
getting their new, first rate increase, it would be
everybody. And we didn't see that.

The people that were concerned were the
people getting their first rate increase. And | don't
want to mnimze their concerns. W took them
seriously. But we also need to put that in
perspective. The big rate increases in this case are
I ntensi fyi ng any concerns they nmay have had.

In the ultimte anal ysis, however, the
beauty of the water and wastewater industry is in the
fact that safe and adequate service can be neasured by
purely objective nmetrics. As | nentioned, Confluence
Ri vers now submts nore water and wastewater sanples
than any entity in Mssouri. Mreover, as | told you,
we test the water when it cones out of the well all
the way until it's discharged into the stream

So Confluence Rivers has now subm tted
al nost 35,000 sanples. In all those sanples,

Confl uence Rivers just failed 30, 30 of 35, 000.
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Mor eover, Confluence R ver has never

m ssed a m | estone under one of its Agreenents on
Consent with DNR  Wile that's not perfect, it's dam
close. Mssouri is the ShowMe State and we've

I ntended to show you and we believe we have.

So bottomline, as | nentioned,
Confluence Rivers is always wlling to make
| nprovenents. Not only to operational matters -- you
saw the pictures -- but also to custoner service.

| woul d encourage you to attenpt to place
the comments, however, into perspective. These are
not system c pervasive probl ens.

At the end of the day | ask you to take
away one thing again. Keep your eye on the bigger
picture. Don't decide these issues in a vacuum
Decide themon, well, will this discourage anybody
el se fromacquiring systens in Mssouri? WII this
di scourage fixing up systens? WII| this -- will this
just sinply maintain the status quo? WII this cause
Confl uence River to mss its debt covenants? Don't
take issues in a vacuum Consider themin an overall
bi gger picture.

| know it's been hard for you. Thank you
for your patience and attention. |'mavailable for

any of your questions.
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JUDGE HATCHER: Thank you, M. W.odsnal |,

for your statenent. W do have a Comm ssi oner
question. Go ahead, Conmm ssi oner Hahn.

COW SSI ONER HAHN:  Thank you so nuch for
the presentation.

MR, WOODSMALL: Thank you.

COW SSI ONER HAHN: It was really
hel pful. | do have a couple questions about the
custoner service conponents you nenti oned.

VR, WOODSMALL:  Uh- huh.

COW SSI ONER HAHN:  First, | want to
appl aud you on taking this into consideration. About
sone of the itens that you' d nentioned inplenenting,
specifically the corporate comuni cati ons departnent.
When did you inplenent that new departnent? How many
staff do you have roughly working there?

MR. WOODSMALL: What is it? March tine
frame?

UNI DENTI FI ED SPEAKER: No, it's over a
year.

VMR, WOODSMALL: COkay. Over a year. W
have two enpl oyees conpletely dedicated to that and a
manager that handles that and sone other duties. So
let's call it 2.5 enpl oyees.

COW SSI ONER HAHN:  Great. Thank you.

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS
www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023

Page 72

MR. WOODSMALL:  Uh- huh.

COW SSI ONER HAHN: Al so, when did you
revanp the web page where people could actually
contact soneone from CSWR?

MR, WOODSMALL: About the sane | ength of
time. Beginning of this year?

UNI DENTI FI ED SPEAKER: They coul d al ways
contact us. This nmade it easier.

MR. WOODSMALL: That's a good point.
There was al ways i nformation on the web page. There
was always information to tell them how to contact us.
VWhat we realized, though, was it wasn't user friendly.
Fi ndi ng those places was not obvious. So while they
coul d contact us, obviously we nade it difficult for
t hem

So we | ooked at that, we had a conpany
call ed Ansera |look at it and say: You can inprove
this. So about a year ago was when we revanped the
web page.

COM SSI ONER HAHN:  That's real ly
hel pful . Thank you.

MR. WOODSMALL:  Uh- huh.

COWM SSI ONER HAHN:  And t hen, when did
you institute the post -- the call center

post - question fol |l ow up?
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MR. WOODSMALL: That woul d have been the

begi nning of this year as well. That's when we

conm ssioned it, when we got the scope of work. And
when they -- shortly after that, they began neetings
not only with internal people -- our internal custoner
service people, but also listening in at the
third-party call center, nonitoring those calls.

So yeah, while they started earlier this
year, the final report just cane out the end of July.

COW SSI ONER HAHN:  So per haps sone of
the public comments coul d have been people trying to
contact the Conpany prior to these reforns bei ng nade?

MR. WOODSMALL: Coul d have been. Wat we
see, though, and this is reflected in M. Cox's
surrebuttal testinony, we nonitor the nunber of calls.
We nonitor how long it takes to be answered and we
noni tor the nunber of dropped calls.

So if people contacted us, we're able to
provide statistics on that. The industry average for
dropped calls is 7 percent. W're runni ng under
1 percent. So | don't see the -- any dropped calls or
any custoner service issues being the result of people
calling and getting lost in the system

COW SSI ONER HAHN:  Thank you.

MR, WOODSMALL: You're wel cone.
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JUDGE HATCHER: Thank you. W al so have

a question fromthe Chairman. And | would like to
take a second. W' ve been having the first opening
statenent go on. For the record, we do have the
attendance of Comm ssioner Maida Col eman, as

previ ously announced, and Chairman Rupp.

Go ahead, Chairnman.

CHAIl RMAN RUPP: Great. Thank you. Just
to foll owup on Comm ssioner Hahn's question -- or
| ine of questions about the custoner service.
Actually it's not a question. |[It's a statenent.

| have experienced | ocal public hearings
for large utility conpanies that have had people cone
forth and have conpl ai nts about custoner service
because they had conpl ai ned at other public hearings
and nobody |istened. The conpany, |ike you said, went
back and did all this due diligence |ike what
happened, what happened?

And what they found out was that the
electric utility had actually fixed all the problens
two years prior. But the mnd-set of the conpany was
an engi neering conpany. And they're |ike hey, cool,
we fixed it. Woo0-hoo. Nobody told the custoner.

So the transition of utilities over the

| ast decades is you're not a utility conpany anynore.
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You are a custoner service conpany. And if you' re not

comuni cating that to -- to the custoner, they wll
never know. | nean, how would they know that they
were -- what you've done behind it?

So it is in your best interest to
conmuni cate, you know, with that -- those -- those
custoners, Hey, this is what we did. No one else is
going to toot your horn for you. And if you don't |et
t hem know t he i nvest nent you're nmaking and that you
fixed these things -- because you're not conpeting on
a custoner service stance against other utilities.

Your conpetition is the restaurant that
that custonmer ate at the night before and the great
custonmer service they got, or the whatever conpany
they just interacted with. It has nothing to do with
it. Cust- -- your conpetition for custoner service is
the restaurant, it's the online ordering, it's the
retail store that they just experienced. They expect
you to have that sanme level. That is your conpetition
on custoner service.

MR. WOODSMALL: | appreciate your
comments. One of the things | -- just popped into ny
head. You're tal king about closing the loop with the
custonmer. Not fixing it and just, you know, | eaving

It hangi ng.
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One of ny pet peeves - - I jUSt

experienced this, this week. | had to call in to get
arefill for a prescription. Called the doctor. | go
to the pharmacy, it hadn't cone in yet. | went to the
pharmacy the next day, it hadn't cone in. | changed
doctors and they told ne when it was at the pharmacy.
They closed the loop. | was a happy canper. So
closing the loop is critical. | agree with you.

Hopeful Iy, with our corporation
conmmuni cati ons departnent, we will do better about
that. But your comrents have been heard.

JUDGE HATCHER: We have two nore
guestions. First, Conmm ssioner Hol sman and then
Comm ssi oner Col eman. (Go ahead.

COW SSI ONER HOLSMAN:  Thank you. My
question is going to be fromthat big picture nacro
perspective. And | don't necessarily anticipate
you' Il | have an answer right now, but | think as -- as
this hearing unfolds, nmaybe we can get to it.

One of the things that we consistently
heard during the public hearings was from i ndividual s
who said, "My system has not been inproved, but I'm
going to receive this percentage of an increase."

And -- and we know that there's going to be sone

soci alization that goes on when a conpany who operates
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68 systens is going to spread that cost out.

If you take Terre Du Lac, the anount of
| nprovenents that it | ooks |ike you' ve done on that
one system -- you know, you gave four pages of before
and after photos -- is probably going to exceed, you
know, the anount that the custoners in that particul ar
systemis going to be able to afford a direct
one-to-one investnent increase to pay that back. So
that is going to have to be spread out anongst the
rate base.

But what is your conpany's response to
t hat individual at that public hearing who says,
That's great that you fixed Terre Du Lac, but how are
you taking the 2.4 mllion that you're asking for and
determning -- is it just a blanket all 68 systens?
Or can you m cro-produce the investnent that you're
maki ng and -- and share the expense when a systemis
| nproved that those rate custoners are going to have a
nore lion's share of that increase as opposed to a
conpl ete 100 percent socialization across all of your
rate base?

MR. WOODSMALL: Ckay. So several factors
In play here. The inprovenents at Terre Du Lac,
certainly apparent to you because you've seen the --

the pictures. Those are replicated at nunerous
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services. Port Perry, you'll see in Josiah Cox's

testinony, pictures of where we haul ed huge trees out
of the lagoon. So custoners are oblivious to that.
They don't need to be. W need to do better there.

But what |'msaying is, while they don't
know it, inprovenents are being nade everywhere beyond
t hat .

COW SSI ONER HOLSMAN: W11 you have any
custonmers who have a rate increase that did not
recei ve any investnent?

MR. WOODSMALL: No. No. They -- they
will receive initial investnent at a mninum At a
m ni mum when we go in there based upon our
prelimnary engi- -- prelimnary ener- -- engineering
costs, we will replace gone or bl own out punps and
aerators and blowers. So there will be investnent
i ke that.

In addition to that, there will be
|l ong-terminvestnent. So while sone of the
| nprovenents you saw at Terre Du Lac were both in the
short term-- you saw what we did in 50 days -- there
are also long-terminvestnents.

So there wll be -- | won't deny it.
There will be systens |ike denn Meadows. d enn

Meadows was j ust bought in Decenber. WII they see
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all the investnent as Terre Du Lac? O course not.

But they will see that initial inprovenent from what
we call triage work.

The long term however, we can't take
care of that right away. W have to submt for
permts fromDNR |f we nmake changes to the
operational process there, if we change a
hydr opneumatic tank -- storage tank to a full ground
storage tank, we have to get permtted by DNR.  Then
we have to get the equipnent.

So long termis not sonething that we
want. It's sonething inposed on us by permtting,
construction requirenents, availability of engineers.

So to get to your question, everybody in
this case, | would venture without fail, has received
at least that prelimnary investnent, the replacenent
of blowers and that type of thing. They will receive
the i nmedi ate operational from professional operators.

The I ong-terminvestnent, sone haven't
seen those.

Getting to your socialization, while sone
haven't seen them everybody will see them Over the
course of a decade, everybody's going to see this.
It's a constant rolling ball. While you haven't seen

It on your system you'll see it next year, and then
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soneone else is going to see it three years, and then

ten years after that, the system back here is going to
need sonething. That's the point of consolidation.
It's fair. At sone point, everybody is going to need
t his.

And the Conm ssion has recognized that in
repeated M ssouri Anerican cases. Initially Staff
want ed ei ght separate districts and the Comm ssion is
now down to two. The Conm ssion has said this is
fair. Everybody's going to need this investnent. Wy
wait until someone has it -- and if you don't
consol i date, when that ABC systemfinally needs it and
t hey have 12 custoners, their rate's going to go
through the roof. 1It's going to be like this and then
iIt's going to be the spike.

So being able to socialize, being able to
spread those costs over a |arger nunber of custoners
| i ke M ssouri Anerican, that's what helps nmtigate the
rate increases in this case. Do we know what systens
wll get as a result of this case if you don't
consol i date? Heck, yes. Sone of these systens are
going to see 300 and 400 percent increases; thus, the
need for consolidation.

So everybody has seen investnent.

Everybody eventually wll see the long-term
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investnent. It will replicate itself and

consolidation is necessary to mtigate the rate shock
that cones fromthose |long-terminvestnents when they
happen.

COW SSI ONER HOLSMAN:  So what ki nd of
efforts is the new corporate nedia teamdoing to
address that part? Because we heard it at al npost
every public hearing: | don't want to pay for soneone
who's, you know, mles away fromne that we didn't
get -- is that nessage being delivered to the custoner
t oday?

MR. WOODSMALL: So at the begi nning of
this case, we have to, consistent with Conm ssion
rules, send notices to all the custonmers. W tell
t hem our position on consolidation and what their
i ndi vidual rate increases will be. And we tell them
in that that we are proposing consolidation.

| don't have the notice in front of ne so
| can't give it to you word for word, but there is
talk in that custoner notice at the beginning of the
case of what we are proposing.

In addition, in advance of the |ocal
public hearings we send anot her custoner notice. And
at that, there was further information given.

What is planned for corporate
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communi cations at the end of this case, | don't know.

But | certainly believe -- | have heard your concern,
will take about it -- we'll take it back and we wl|
neet on it on Monday and we will discuss this. And

| -- |1 see the value in that and | see the val ue of
closing the loop and telling these custoners. So
yeah, nessage taken.

COW SSI ONER HOLSMAN:  So this
2.4 mllion dollars that you' re requesting, does that
get you caught up for all of the systens that you've
repaired to date?

MR WOCODSMALL:  No.

COW SSI ONER HOLSMAN:  No.

MR, WOODSMALL: It gets us caught up --
in every Conm ssion rate case, the Conm ssion uses
hi storical test years. GCkay? So in this case, the
test year has gone through January 31 of 2023. So all
the systens that were in existence as of that date are
in this rate case.

We've acquired, | don't know, a half a
dozen since then. They wll not be subject to this
rate case. They wll continue to be charged under
their adopted rates.

Wien we get to -- and this is what | was

telling you about. Wen we get to the next rate
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I ncrease -- | hate to say it -- those custoners that

have been acquired, that are under adopted rates,
those are going to be the ones that we hear | oudest
fromin the next rate increase. Those are going to be
the ones that now see their rate go up.

What you're going to see, though, for the
ones in this rate case is hopefully because of
econom es of scale, sone of their rates will go down.
And we're seeing it in this case. Hillsboro, I|ndian
Hills, EEmHIIls, those systens have gone through a
rate increase. Because of consolidation and the
econom es of scale, they're actually seeing rate
reducti ons.

Hopeful Iy, when we get to the next rate
| ncrease, those that scream | oudest here, Terre Du Lac
and Port Perry, wll see the rate reductions. |[t's
al ways a cycle; go up, taper off. Now this group; go
up, taper off. So the systens we've bought since
January 31st will continue under adopted rates until
the next rate increase.

COW SSI ONER HOLSMAN:  You nenti oned t hat
you had seven mllion dollars in debt that -- that we
granted and if you don't receive this increase, that
you wi Il be potentially defaulting on that debt. |If

you do have the rate increase adopted, how long is
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that seven mllion going to be -- howlong will it

take to pay that off?

MR. WOODSMALL: M. Thies -- seven years.
Thank you.

UNI DENTI FI ED SPEAKER: Twenty years.

MR WOODSMALL: Twenty years. |'msorry.

COW SSI ONER HOLSMAN:  Twenty years.

MR, WOODSMVALL: Okay. It wll be paid
off in 20 years.

Let ne tell you what's magi cal about
that. That |evel of debt does not only reflect
current operations. As |'ve told you, we continue to
buy systens. W continue to -- once we buy that
systemthat aren't in this rate case -- once we buy
that system we put them under adopted rates. So
there's, for those new systens, net operating | osses.
We have net operating | osses.

Those net operating | osses from new
systens put pressure on that debt -- the ability to
service debt. If we're |l osing noney here, we don't
have that noney to service debt.

So if you try to cut it too close -- |
don't know what the magic nunber is. Let's say it's a
half mllion dollars of free cash flow to service

current debt. If you try and park it right on that
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nunmber, we can't acquire anything el se because those

net operating |losses eat into that. W need sone
| evel of buffer to account for the fact that we have
| osses from X system Y system Z system

So don't park it too close to what we're
going to have to pay for debt costs in Decenber.

COW SSI ONER HOLSMAN:  Al'l right. This
Is nmy |ast question. You nentioned that you have
9, 900- and-sone custoners, just -- just under 10, 000
and you're continuing to acquire systens as we go.
What is the conpany's five-year plan for how many
custoners it is envisioning acquiring over -- over
that period of tine?

MR. WOODSMALL: | will tell you, please
talk to M. Cox about that. He's up first thing
tonorrow. He has ideas.

Everything is subject to a great deal of
change. | don't want to nake threats, but what cones
out of this rate case, the policy positions here, wll
af fect whether capital conmes here or goes el sewhere.

The systens that becone avail able. Does
a honmeowners association start getting DNR |l etters and
they now want to sell? So it is inpossible to say
W th any type of certainty these are the systens that

we wi Il acquire over the next five years.
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| believe M. Cox probably has sone

projections that if things go well on the decisions in
this case, if things cone out of this case that all ow
us to invest, he, I'"'msure, has projections that here
we're at 9,600; this is where we want to be in two
years and in five years. | think he can probably give
you those. But as |I'm saying, not subject to a great
deal of assurance.

COW SSI ONER HOLSMAN:  Thank you. Thank
you, Judge.

JUDGE HATCHER: Thank you. And
Conm ssi oner Col eman.

COWM SSI ONER COLEMAN:  Thank you, Judge.

M. Wodsmal |, during your opening
statenents, you tal ked about the red shirts that was
there in the audience during the |Iocal public hearing.
And | renenber those people and there was a great
turnout and it was a very, very, very |long hearing
t hat day.

MR. WOODSMALL: And we intentionally
proposed a local public hearing in that area. W knew
what we were running into. W knew these people
hadn't had rate increases and they would show up, but
there needed to be a local public hearing.

COW SSI ONER COLEMNMAN: Sure. And that's
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| eading toward actually ny comment. That as a

Commi ssi oner, we Conm ssioners |ike to see what the
community that's being served thinks and feels.

You tal ked about the 200-plus coments
that has cone in regarding this case, and of those
200-plus, there's only been 40 that you've traced to
havi ng reached out to your conpany before regarding
| ssues.

My question regarding that is, would you
tell me just a little bit nore about your call center?
Does the calls that cone in, are they going to a cal
center that specifically deals with M ssouri - based
custoners? O the whole portfolio of Confluence?

MR. WOODSMALL: It is a third-party cal
center that, ny understanding, is conpletely dedicated
to CSWR. So they're not dealing with a Target store.
It is athird party devoted solely to CSWR, but they
do handle calls for all 12 states in which we
currently operate.

Beyond that, | wll tell you the custoner
has, early on, the ability to request a |ive agent or
to proceed through an I VR, interactive voice protocol,
the thing where "please press one." So it is for all
systens and they can proceed in innunerous -- a nunber

of different manners.
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COW SSI ONER COLEMAN:  And do you have

the information or will soneone else have it regarding
how many calls in general fromall of your custoner
base you get? How do you get the infornmation
regardi ng where these calls are com ng fronf

VMR. WOODSMVALL: The third-party entity,
Nitor, gives us every week, for the previous week, a
nunmber of netrics. They will tell us you had a
thousand calls -- | don't know First off, let ne
tell you M. Thomas oversees custoner service and he
can answer this with nore specificity.

That said, to get to your question, they
will give us netrics that say of the calls, X percent
are related to Confluence, X percent are M ssissippi,
and they wll give us hard nunbers. And we will see
that vary on things. |If the tornado hits Kentucky, as
happened in Mayfield, yeah, calls are going to go up
t here.

So we're able to watch that on a weekly
basis, look at trends, try to |ook at, well, what
caused this spike? Was it Wnter Storm Wi down in
Texas when everything was freezing up? 1Is it the fact
that, wow, it's been two weeks since we gave a notice
of a rate increase. Maybe that's driving it.

So we get those netrics fromthe

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS
www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023

) Page 89
third-party center. W analyze themand try to

determ ne reasons. W further anal yze, based upon
what they tell us, is it operational in nature? Are
t hey havi ng problens understanding their bill? What
the various -- we try to analyze why they're calling.

So we break things down into a nunber of
netrics. The -- sone of the netrics, as | said, that
are nost key, average call tine, percent dropped
calls, those are shared on a quarterly basis wth
Staff. And | believe M. Thomas's testinony -- m ght
be M. Cox's testinony -- has a page from one of those
reports that we submt to Staff. So the generic, if |
will, the overarching-type netrics, we share those.

COWM SSI ONER COLEMAN:  Thank you. Thank
you, Judge.

JUDGE HATCHER: Thank you. W have
guestions from Comm ssi oner Kol kneyer.

COW SSI ONER KOLKMEYER:  Thank you,

Judge.
|"'mgoing to swtch gears off of --
MR. WOODSMALL: That's okay.
COW SSI ONER KOLKMEYER: - - cust oner
service and -- and talk about fire protection just a
little bit.
MR. WOODSMALL: Perfect.
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COW SSI ONER KOLKMEYER:  How many of your

systens have fire hydrants on them your water
systens?

MR. WOODSMALL: | would venture to say --
and M. Cox can talk about this. | would venture to
say that it's zero.

COW SSI ONER KOLKMEYER: Ckay.

VMR, WOODSMALL: And et ne expl ain why.
If you read M. Cox's testinony, M ssouri Departnent
of Natural Resources states that drinking water
systens are for that purpose. Prinmary consideration
is drinking water. Secondary is providing any type of
fire protection.

So when a devel oper goes in, he knows the
purpose of this is drinking water. You know what
happens when you try and add fire protection to the
cost? M. Cox has this analysis.

At Terre Du Lac, the people that were
scream ng the | oudest about fire protection, we went
t hrough -- based upon the Terre Du Lac annual report,
t he nunber of feet of main there, at a conservative
val ue of $50 per linear foot, putting in that fire
protection, including changing hydrants, flushing
hydrants to fire hydrants would cost 12 mllion

dol | ars.
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Let's put that in perspective. | think

the current rate base for Terre Du Lac is a mllion
dollars. Current rate base to provide the prinmary
consideration of drinking water is a mllion dollars.
To upgrade that to provide fire suppression, an
additional 12 mllion dollars.

So given these small systens, it doesn't
make sense for the initial devel oper or any acquirer
to upgrade those to provide fire protection. It's
just too costly.

Where you see fire protection is where
you see a nore dense population. Certainly in Jeff
City, you know, it's easier. The nunber of custoners
per foot of main is much less. So -- and -- and it
may be when those were initially installed at a pl ace
like Jeff Cty, the -- there was discussions with the
fire departnment and it was built in that fashion
initially.

But given the rural nature of our
systens, given how few custoners are there, given the
fact that it would require upgrades of wells and
storage tanks and nmai ns and booster punps and fire
hydrants, 12 mllion dollars at Terre Du Lac.

COW SSI ONER KOLKMEYER:  Ckay. Thank

you.
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MR, WOODSMALL: You're wel cone.

JUDGE HATCHER: And Commi ssi oner Hahn?

COW SSI ONER HAHN:  Sorry, one nore.

MR WOODSMALL:  Sure.

COW SSI ONER HAHN:  Fol l owi ng up from
Commi ssioner Holsman's line of inquiry about cost
soci alization, your request was for single-tariff
pricing. Staff had a different request based on a
regi onal nodel .

|"mcurious if the Conpany has any kind
of position -- as you nentioned, M ssouri Anerican,
much | arger conpany, but worked towards single-tariff
pricing over a series of cases -- you know, as you
mentioned, starting at eight or even nore, now down to
two -- if the conpany has any other positions that
they would bring forward as -- as options the
Comm ssi on coul d consi der.

MR. WOODSMALL: Let ne tackle that in
multiple parts. First off, we did propose
single-tariff pricing. Single-tariff pricing,
especially for a conpany our size nore than M ssour
American -- Mssouri American has 500, 000 custoners.
You break themup into five districts, they still have
100, 000 to socialize costs over.

We have 9,000. You start breaking us up,
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you're losing all the economes of scale. So that's

my first concern.

Secondly, Staff did not propose regional
consolidation. In fact, if you look at M. Cox's
rebuttal testinony, he shows a map of all of our
systens and you can see the way Staff grouped them
It's all over the place. There is nothing
regi onal i zati on about that.

I nstead, Staff attenpted to consolidate
systens based, quote, on cost of service. Not cost of
service on a per custoner basis, but cost of service
overall. So what that neans, first off, is that all
your |arger systens -- Terre Du Lac is our |largest --
w |l always be a | arge custoner service
cost-of-service system

Just -- cost of service is just going to
foll ow the anount of assets given the nunber of
custoners. So it's not regionalization on Staff's
part, it is a cost-of-service-based nodel.

The big problemw th Staff's nechan- --
recomendati on, cost of service changes constantly.
What they group together now based on cost of service
in this case will change in the next case. Wen we
make all those inprovenents at Terre Du Lac that we

still have to make, all of a sudden, Terre Du Lac's
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cost of service is going up. Wen we nake all the

| nprovenents at 3 enn Meadows that we hire -- or that
we bought in Decenber, now their cost of service is
goi ng up.

So we get to the next case, we
re-shuffle -- we re-shuffle everything. Cost of
service is not a static nunber. So consolidating in
their manner al ong those basis wll constantly change.

Heck, what they said was cost of service
in their direct testinony has al ready changed.

They' ve made a nunber of concessions and admtted
errors on rate base for a lot of different systens.

They didn't change it, but if they wanted
to be true to their approach, they should have gone
back, based upon all their errors, recal cul ated
custoner service and re-shuffled themto do it
properly. Oher problemis if you |ook at it,
nmechani cally they had errors. So even what they have
grouped toget her doesn't nmke sense.

Are we comng forward wth an
alternative? W hadn't planned to. Because as |
said, we have 9,000 custoners. Let's call it 4,500
water, 4,500 sewer. If you try to break those up,
you're losing all of your economes of scale. So nore

than -- like | said, nore than M ssouri Anerican, we
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need the econom es of scale. Not we. W're going to

get our noney anyway. Qur custoners need those
econom es of scale.

As | said, comng out of the last rate
case to this one, Hllcrest has seen rate reductions.
What's driving those rate reductions? The
consolidation that we -- that we proposed.

What will drive -- for Port Perry, those
custoners that are nmad here, what will drive their
rate reductions in the next case? Those
consolidations. |If you split it up, that mtigation
| npact of consolidation is |ost.

There's a group, part of NARUC, call ed
the National Regul atory Research Institute, NRRI.
They put out lots of papers about this going back
20 years. Like | say, this big picture problem has
been in existence for a long tine.

NRRI put out reports on this 20 years
ago. They're quoted in M. Cox's testinony. But they
tal k about, 20 years ago, the biggest thing about
consolidation, rate mtigation and it allows for the
acquisition of small systens. So consolidation is
huge here. And you wll lose |ots of benefits if you
don't do it.

Getting back to Mssouri Anerican, as |
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said, Mssouri Anmerican is now tw systens. The

Comm ssion has said over and over and over again, we
appreci ate the benefits of consolidation. So if they
appreci ate those benefits, why is Mssouri Anerican in
two? Wasn't sonething the Conm ssion deci ded.

General Assenbly -- you guys may renenber
this -- instituted a nechanismfor St. Louis County
called an ISRS. And so -- it's changed since, but
given that | SRS conponent that was just applicable to
St. Louis County, the Comm ssion said it nakes no
sense to try to consolidate St. Louis County who uses
the ISRS, with non-St. Louis County.

So it wasn't the Conm ssion saying we
think two is good for consolidation. It was the
Comm ssion saying while we lack -- while we |ike
consolidation, we recognize the statutory inpedi nent.
That's the only reason St. Louis County is where it
I'S.

And so the Conmi ssion, in fact, has said
that's applicable to water. The Comm ssion has nade
statements -- and | don't know where it stands
currently, but the Conm ssion has said in previous
cases we want all the M ssouri Anerican sewer systens
consolidated into one.

The Conmmi ssion's policy in a decade worth
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of orders is we want consolidation. W!'re trying to

give it to them First issue tonorrow M. Cox will be
testifying on that.

JUDGE HATCHER: kay. Any further
Commi ssi oner questions? Thank you.

MR, WOODSMALL: Thank you.

JUDGE HATCHER: Thank you, M. Wodsnal Il .

Qui ck announcenent. |'mgoing to |let
Staff off the hook. W're going to adjourn before
openi ng statenents for Staff and OPC.

My thinking here is we were going to
adjourn in ten mnutes anyway to start discussing what
our plans are this afternoon and tonorrow and we need
to allow the Comm ssioners and our technical Staff to
nove upstairs for the agenda session. So we're ten
m nutes early.

Let's quickly determ ne when we are
com ng back so that the Comm ssioners can start making
their way upstairs. | was thinking two o' clock, but I
want to nake sure that we have enough tine for Staff
to give their opening, for the Ofice of Public
Counsel give their openi ng, Conm ssioner questions for
t hose and then hopefully our two issues. Wuld
two o' clock work for everyone?

MR. CLIZER  OPC does not oppose
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two o' cl ock.

MR. THOMPSON: No opposition from Staff,
Your Honor.

MR. WOODSMVALL: No problem sir.

MR. CLIZER Look forward to being able
to speak with all of you.

JUDGE HATCHER: Again, the reason we're
considering this is because Evergy has a presentation
and al so we have the agenda session. | have heard
1:30. Maybe we'll split the difference at 1:45?

CHAl RMVAN RUPP: | say yes, 1:45.

JUDGE HATCHER: 1:45. | apol ogi ze that
it's not a round nunber. Excellent. 1:45. W are
adjourned and in recess. Of the record.

(A recess was taken.)

JUDGE HATCHER: Let's go back on the
record. The tinme is just after two o' clock. The tine
of recess for lunch and the Conmm ssion agenda neeting
and presentation have ended. W will return to our
evidentiary hearing schedule for the Confluence R vers
general rate case increase request. This is Case
Nunmber WR-2023-0006. That's three zeroes and a si X,
to clarify.

And we are at Staff's opening statenent.

If Staff would like to cone up to the podium please.
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MR. THOMPSON:. Thank you, Judge. Good
afternoon. My it please the Conm ssion.

M. Wodsnall's al ways been a hard act to
follow, so I'mnot even going to try. A lot of the
stuff that he said about the big picture was
absolutely true. There are a |lot of decrepit and
di stressed water and sewer systens in the state of
M ssouri. And there's no question that perhaps the
best and nost effective way to rehabilitate themis to
have them be acquired by a conpany that has the
resources to fix them

But if Confluence was as angelic as
M. Wodsmall's opening nade it seem we wouldn't be
here today, because nobody would be quarrelling with
their rate request.

So M. Wodsnmall's opening was conpel | i ng
and passionate, but you see conpelling and you see
passionate on TV every night. But you don't
necessarily believe that what those actors are saying
Is the truth. And I"'msure | don't have to warn you
that you shouldn't believe everything a | awer tells
you.

So turning nowto Staff's position in
this case, the reconciliation filed on Tuesday showed

that the conpany, who filed their case Decenber 21,
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2022, was seeking $2,438,975 in additional rate rage 100
revenue. Staff, prior to today, was willing to give
t hem $931, 000. That figure now has changed to
1.2 mllion as part of the settlenent of the 11 issues
we've settled. That's 49 percent of their request.

That difference of 1.2 million is the
reason we're here. That's what we're fighting about.
That figure represents the cunulative total of Staff's
adj ust nent s.

The way one of these cases works is the
Conpany files tariffs describing a general rate
i ncrease. That triggers an audit by the Staff,
simlar to an audit by the IRS. They want to go in
and they want to | ook at everything. They want to
| ook at the general |edger and see what the entries
are under each category.

And then they want to see the docunents
t hat evidence those transactions, right? Because it's
easy to wite a nunber in a |edger. But Staff wants
to trace themto the transactional docunents to see if
t hose transactions actually occurred, to see if those
transactions were actually M ssouri transactions.

You know, when you have a utility that
operates in a nunber of different jurisdictions, you

have to know where the transactions |live, what --
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what's their honme? What ratepayers are -- should be

payi ng for then? Certainly M ssouri ratepayers should
not be paying for transactions that pertain to Kansas
or pertain to Kentucky. So there's another issue in
the audit.

Additionally, Staff |ooks to see if each
transacti on was reasonabl e, was necessary, was
prudent, was beneficial to the ratepayers. Those are
the tests that are applied in determ ning what figures
shoul d be put into rates and what figures should be
di sal | owed.

Reasonabl e neans that the anpbunt paid was
rational under all the circunstances for what was
obtained wth the paynent; in other words, did they
overpay? Necessary neans without it, utility service
could not be provided. Prudent. Was it an
expenditure that a reasonabl e person, know ng what
t hey knew or shoul d have known, woul d have nade? O
was it a risky or reckless expenditure?

Finally, beneficial to the ratepayers.
Who gets the benefit of that expenditure? A classic
exanple of that is the kind of advertising you see
froma ot of utilities that are intended to show you
what a wonderful citizen they are, what a great

nei ghbor they are in your comunity, all the good they
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do. Well, that's not necessary to the delivery of

utility services. Wy should the ratepayers pay for
t hat ?

Sonetinmes an audit takes about four
nonths. That's the standard. And sonetines it takes
| onger. It takes |onger when a Conpany's accounts are
i n disarray, when expl anations and corrections are not
forthcom ng, when responses to data requests are
I nconpl ete and when the Conpany has not conplied wth
the Uni form System of Accounts.

That was the case here. W found their
financial records to be, frankly, a ness. And that
del ayed the audit and caused unendi ng frustration
anong the auditors. And there were quite a few
di scovery conferences and requests for discovery
orders. Qite a few nore than you see in a typical
rate case.

The very first issue you will hear today,
Recommended Reports, is directed toward that problem
This isn't a question of noney. This is a question of
I nformation. Renenber that in a rate case, the
Conpany has all the data. Wthout the data, Staff
can't do an audit. Wthout the data, we can't

cal cul ate how much the M ssouri ratepayers should be

payi ng.
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Ckay. So your duty in a general rate

case is to set just and reasonabl e prospective rates
after consideration of all relevant factors. Just and
reasonabl e rates neans rates that are fair. Rates
that are fair to the ratepayers and fair to the

shar ehol ders.

Just and reasonabl e rates have been
characterized as not a single penny nore than is
required to cover the cost of service and to offer a
reasonabl e opportunity to realize a fair return on the
shar ehol der' s investnent.

There are two halves to a typical rate
case. The first half is the revenue requirenent. How
much extra noney do they really need? That's what
nost of the issues you're going to hear in this case
are about, how nuch noney do they get.

As | nentioned, for Staff, that figure is
now about 1.2 mllion. That's how nmuch we believe
they need in terns of additional rate revenue. The
maj or areas considered in determning the revenue
requi renment are the net rate base, which is the
origi nal book value of the assets that are turned to
the public service, |ess accunul ated depreciation.

Under the Constitution, the sharehol ders

are entitled to a return, as we say, of and on that
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I nvestnent. They get the investnent back and they get
I nterest on the value of the investnent. Also

consi dered are revenues, expenses, and the cost of
capital.

Now, you heard an interesting assertion
by M. Wodsnmall having to do wwth a seven mllion
dol | ar debt and how they wouldn't be able to service
that debt if they don't get enough noney out of this
case. There is an entire issue dedicated to that.
It's called cost of capital.

Al'l of their debt service wll be
considered in the cost of capital issue. And you wll
have an opportunity to set a return that will service
all of that debt. So that particular issue is one
t hat shoul d never have been raised. Cost of capital
Is part of this case.

It's -- it's usually, although not here,
t he biggest single part of a rate case. And you w ||
have oppor- -- anple opportunity to consider how nuch
noney they need to service their capital, which is
di vidends on the shares and interest on the debt.

Those three issues are worth $376, 000
according to the reconciliation. The rate base issues
are worth $236,000. Staff has no revenue issues. And

t he expense issues are worth nearly half a mllion
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dol | ars.

The second part of a rate case is rate
design, which is how the additional revenues wll be
collected fromthe ratepayers. And you wll hear
tonorrow three i ssues having to do with rate design
and district consolidation. And you heard sone talk
about that from M. Wodsnall.

And tonorrow you can ask Staff's
W tnesses, Keri Roth, for exanple, why is it that
Staff doesn't support single-tariff pricing? Wy does
Staff think it is nore equitable and nore just and
nore reasonable to go to the cost-of-service nodel
that Staff has proposed?

A rate case is not just about noney.
It's al so about how a conpany operates. Does it
enpl oy good busi ness practices? Are its facilities in
good repair? Is it responsive to its custoners? |Is
the water safe? |Is the service adequate?

In this regard, you will hear about
operations and nai ntenance, tine sheets,
communi cations with custoners, custoner feedback and
several other issues.

There are 15 issues renmi ning on the
anended issues |list, several with subparts. So it's

actually nore than 15 nmakes it sound.
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One of the issues you will hear today is

| ncone Taxes. And | will speak nore about that when
we do the mni opening. But let ne sinply say that
what you heard from M. Wodsnmall with respect to net
operating | osses is a novel theory of net operating

| osses and one which, if you swallow that and give the
Conpany what they're asking for, will provide thema
doubl e benefit for those net operating |osses.

You paid great attention during
M. Wodsnmall's opening. | watched you and | saw
that, and that's good. And you asked nmany good
guestions afterwards. Let nme just rem nd you that
what a |l awer tells you, M. Wodsmall and nyself,
that's not evidence. You cannot support a finding of
fact based on what | say or based on what
M. Wodsnmall sai d.

You can ask those questions -- and | urge
you, please ask those questions of the w tnesses that
you're going to see in this hearing. Because those
W t nesses are experts. Those witnesses will be under
oath. And what they tell you, you can absolutely, if
you believe it, base a finding of fact upon it.

Thank you very nmuch. And I'll answer any
gquestions that you may have.

JUDGE HATCHER: Thank you, M. Thonpson.
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Are there any Conmm ssioner questions?

Go ahead, M. Chairnman.

CHAl RMAN RUPP:  Thank you. Could you run
t hrough the figures that you'd broken out on -- on the
current Staff recommendati on? You had $376, 000 of
cost was attributed in that figure -- 336,000 roughly
and it was revenue and roughly half a mllion was
expense. Did | mss one or was that?

MR. THOMPSON: Let's see. And these have
not been corrected for the issues that were settl ed.
So according to the reconciliation as filed, cost of
capital, $376,786; rate base, $236,938. Now, these
figures are revenue requirenent -- additional revenue
requirement figures. So that's the effect that
category of issues has on the revenue requirenent
request .

The expense issues, $445,636. Al nost all
of that is attributable to the m scharacterization of
certain expenses as capital investnents.

CHAI RVAN RUPP: Okay. Geat. Thank you
for repeating that.

MR. THOMPSON:. Thank you, sir.

JUDGE HATCHER: Thank you, M. -- thank
you, M. Thonpson.

W will nove to M. dizer with the
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O fice of Public Counsel, their opening statenent.

MR CLIZER | assune |'mready? ay.
Thank you all.

First of all, it's a good thing that we

settl ed sone of these issues, because it's already
been a | ong day and we haven't even gotten through the
openings. But I'mgoing to endeavor to try and keep
this alittle bit quicker. | want to thank all of you
for your patience and wllingness being -- listening
to all of this.

So | want to start off by echoing
sonething that Staff counsel just said, which is that
this iss- -- M. Wodsnmall during his opening got up
and he tal ked a very great deal about the inprovenents
t hat Confluence has nade to its systens. And nobody's
here to dispute that. That's not what this case is
about .

And | agree. |If we had just been focused
on trying to nake the Conpany whol e for those
| nprovenents, we would be done. W' d be settled. W
woul dn't be here.

So that begs the question. Wat -- what

Is actually driving this case? And actually really

qui ck, before | get into that -- and specifically
before | get into that handout -- | just want to
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address -- a lot has been said regardi ng sone of the
capital disallowances. In ny opinion, | think | can

recall four capital disallowances |I'mgoing to talk
about really quickly and just get them out of the way.

The first is the idea of the things that
were capitalized that Staff is saying should be
expensed, right? Now, the thing you have to
understand about this is that Staff has included an
I ncrease to the expenses to conpensate the fact that
Confl uence is not capitalizing those.

That neans that Confluence is being nmade
whol e for all of those inprovenents. You take it out
of capital and you put it in expense. |In particular,
Staff has increased expense by roughly $400, 000 to
reflect the fact that they've taken things out of
capital.

So the Conpany -- all that stuff that
M. Wodsmall got up and tal ked about, about the
| nprovenents they've nade, the Conpany is being
conpensated for 100 percent of that. |[It's just not a
capital item It's an expense item

And the only reason Staff did that is
because they | ooked at the Uniform System of Accounts,
whi ch, by Commi ssion rule they're supposed to follow,

and they said the USOA tells us it's supposed to be
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expensed. That was all that case is about.

Second issue, that's the acquisition
costs. The Staff is relying on a |ong-standing
precedent that says you don't recover acquisition
costs. I'mgoing to into that nore on detail in the
mni opening. | don't really want to get into it now
That issue is worth | think | ess than $100, 000 of
revenue requirenent.

The only two capital disallowances that
have been nade by the OPC, the first is the
di sal | owance of AM neters, which anounts to a total
of $30,000 in revenue requirenent. And the other is
the fire hydrants at Terre Du Lac, which anpbunts to an
I ssue for revenue requirenent of |ess than 2, 000.
These are really small nunbers. This is not the issue
in front of this Commssion. This is not what this
case i s about.

What is this case about? |If you'll turn
to the handout |'ve shown you -- or handed out, this
identifies the three big dollar itens that are
actually keeping the parties apart in this case. And
right off the bat in case there's confusion, |'m going
to tell you, cost of capital in here, it's listed as
430. You just heard 370, 380 from Staff. That's the

di fference between Staff and OPC cost of capital. CQur
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cost of capital is a 430 difference. | want to make

sure that was cl ear.

Now, like | said, these aren't the only

| ssues, but they're the biggest dollar issues.

They're the ones that are really driving this case.

So |l want to take just a little bit at a high |evel --
very high level, run through each of these three

| ssues.

So | want to start with the -- the Incone
Tax issue, which is worth about $450,000. Now, | know
that a I ot of people think taxes, they think, oh, it's
really conplicated. It's not. This is a very sinple
| ssue. And whether it's today or sone other today, ny
opening will walk through sinply in detail, explain
exactly what the problemis here.

But at a high level, Staff and the OPC
want the Conpany to collect exactly enough noney to
pay their taxes. W want this conpany to have every
dollar they need to pay taxes.

The Conpany's position is that they
shoul d collect nore than what they need to pay taxes
and the excess they should be able to put in their
pocket as profit and walk away wiwth it. That's all
that issue is. They want to coll ect $450,000 annual

in extra profit as noney that the Conpany is going to
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collect to pay taxes and then not pay taxes. And

nobody di sagrees that they're not going to pay that
noney in taxes.

And all the OPC and Staff is saying is,
If you're not going to pay it out in taxes, you
shouldn't be collecting it. That's it. [It's a very
reasonabl e position. But again, we want this conpany
to have everything they need to pay taxes. Every
di nme.

So let's go to the other next issue then.
Agai n, cost of capital, which | have on this sheet
430. That's us, not the conpany. Cost of capital,
multiple different conponents. You've got your
capital structure, you got your RCE -- that's return
on equity. I'mgoing to keep it real high level right
now. |'mjust going to talk about return on equity.

In the past, this Comm ssion has used
what they call the zone of reasonabl eness. And that
test is you take 100 basis points, or 1 percent above
and bel ow the national average, and you say hey, is it
i n that zone?

Ckay. The docunents |'ve seen show t hat
t he national average for water and wastewater
utilities by S& d obal, | saw a docunent in February,

it was 9.6. A docunent cane out in My, 9.4. |l
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I ntroduce both of those during the evidentiary record.

So where's our national average? |'m
going to call it 9.5, right between those two, just to
keep things sinple. Your zone of reasonabl eness, the
| ow end, 8.5; the high end, 10.5.

So where are the parties? Staff's
position ROE, 9.5. R ght on that national average.
Dead on. Now, where is the OPC s position? 9.65.
We're actually over the Conpany [sic]. And I want you
to stop and consider that. Because you heard
M. Wodsmall get up here and bang his fist about how
the OPC, we just want to -- we want to punish this
Conpany, we want themto go bankrupt. That's not
true. It's just not true.

We have recommended a hi gher RCE than the
Staff in this case. W are not asking for an
unr easonabl e position. W are asking for sonething
that is dead on in the national average.

Where is the Conpany at? 11.35. That's
185 basi s points above the national average. Well
out si de the zone of reasonabl eness. That's the
probl em here. The Conpany is just not being
reasonable with its request.

There are a couple other issues in there,

the capital structure is one. Again, I'm-- there's a
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lot toit. | don't want to waste all your tinme. [|'lI|
get to it in the mni openings on that one.

So let's nove on then to probably the
bi ggest issue here, which is Staff -- sorry, OPC s
di sal l owance for third-party contracts. Now, again,
you already heard a | ot about this from Confl uence's
opening and |'mgoing to go over that, but just at a
high level, | want you -- to explain what happened
her e.

The Conpany is currently spendi ng about
1.6 mllion dollars to hire third-party operators to
manage its systenms. And what happened is the OPC just
said hey, would it be cheaper to do this in-house? So
what we did is we took a map of their systens and we
tried to break out the systens into a | ogical grouping
based on geographic |ocation and nunber of systens.

W didn't want any one systemto have --
either -- sorry, any one group to have too nany
systens or to be so geographically disparate that they
have to drive everywhere. So we cane up with nine.
And we said what would be the cost of hiring nine
people? And we cane up with 600,000. It's actually
slightly less than that, but we said 600,000. So we
recommended a mllion dollar disallowance as a result.

Again, they're costing 1.6 mllion. W think they
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could do it for 600-: hence, the mllion dollar

di sal | owance.

Look, at the end of the day you m ght
ultimately decide that it needs to be nore than nine
people. | respect that. W're going to present the
evidence and tine to talk about what it costs to hire
peopl e and you can cone up with what the right nunber
I S.

The real concern here is that the Conpany
just does not want to consider hiring third-party
operators. It's -- we genuinely believe that they
could significantly reduce overarching costs and save
cust oners noney.

And | want to point this out. This isn't
like a plant issue, right? Were if you disallow
pl ant, the conpany is not going to be able to recover,
It's not going to get its profit. This is an expense
item |If the Conpany doesn't -- if the Conpany finds
a way to lower its expenses, there's no harmto the
Conpany. There's just benefit to the ratepayers. So
figuring out if it's possible for us to get a | ower
expense by hiring in party people, that makes a | ot of
sense.

Now, | wasn't necessarily going to touch

on this, but M. Wodsnall addressed this in his
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opening and | really just want to try and touch it. |
don't know if any of you have still this handout. |If
you do, if you could find the pages that tal k about
this. I1t's the map and this graph underneath. | have
it at page 26 in the bottomleft. Actually, |I'm going
to start on page 27.

Now, there were a couple different things
that were said here. One thing that | wanted to point
out was hey, look. You have 13 systens in operator
nunber three and only two in operator nunber six.

Well, why is that? |If you flip back a page and you
| ook at the nap, operator nunber three is a big old
cluster of groups around Candenton, around the Lake.
Qperator nunber six is this stretched out square up
here. They're in geographically disparate | ocations.

And we said hey, if we try and stick
those in sonewhere el se, you're going to force
sonebody to drive all over the place. So this is
about the best that we could do to get sonebody to
| ook at just these systens. That's why you have that
separation.

Now, you were also told hey, there's
13 systens here. But let's take a close |ook. Let's
read through the nanes. On the water side, you got

Spring Branch, The Mssing Wll. In Canden you've got
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Cedar d enn, Chesle Rose -- sorry, Chelsea Rose, m

C marron Bay, Eagle Wods or Route KK, and Cedar
G een.

Now you go to the other side. What do
you see? The Mssing Well, Cedar d enn, Chel sea Rose,
Cimarron Bay. Eagl e Whods/ Route KK, Cedar G een. Wat
you really need to realize it's 13 different systens,
but it's actually only seven | ocations.

Anot her thing. You were told that each
system had to be inspected three tines a week. That's
not true. The Conpany only requires water systens to
be checked once a week. For sewer systens it's also
once a week, unless the sewer system has nechani cal
systens, in which case it is three tines a week.

But you imedi ately start to see it's not
13 systens. |It's really just seven |ocations. And
the waters only have to be checked once. And we don't
even know whet her or not all those sewers require
checking three tines a week. The hours start to cone
down.

But the real kicker -- and this is where
I"'mafraid | mght have to go in-canera because -- and
["'mgoing to turn to Confluence here. [I'mgoing to
wait a second because Confl uence's | awers are

conferring.
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MR MTTEN. Go ahead.

MR CLIZER | want to discuss the actual
nunber of operators operating those systens. That was
in a confidential --

MR. WOODSMALL: | nentioned it in the
data request that it's 21.

MR. CLIZER No, | neant that specific --
t hese specific systens.

VMR, WOODSMVALL: Go ahead.

MR. CLIZER Ckay. And again, |'m going
to get into nmuch nore detail on this when it cones up.
But the reality is, for 10 of those 13 systens,
there's only one nain operator. Now, he's receiving
back-up fromtw guys. The first guy is overseeing
23 systens. And the second guy is overseeing
25 systens.

And that one guy who's overseeing ten
systens in section three, he's overseei ng anot her two
I n the second box below. The other three systens in
that section are being overseen by a nman who's
overseeing 19 systens in total. Now, there's a little
bit nuance -- nore nuance to that, but I will showit
all when we get to that. But this idea that one
person can't do that, it's not really true.

Ch, by the way, as far as the OSHA t hing
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goes, we have a DR response fromthe Conpany where we

basi cally ask how often do you actually have to go

I nto those encl osed spaces when you do an inspection?
And the answer is you don't. So again, there's a | ot
nore to this issue than what neets the eye.

But at a short basic |evel, what we want
the Conpany to do is to seriously consider can we save
nmoney for custoners by bringing these jobs in house?
And what | think you're going to hear -- because |I'm
going to ask Staff the sanme questions -- is that Staff
Is in total agreenent with us. At a mninum that the
Conpany needs to be exploring that option.

Now, they cane up with a different
recommendation. They didn't say disallowit. They
said order the Conpany to start doing it. W'IlI| get
into that later. But the point here is that Staff and
OPC i s aligned.

So that covers what | believe to be the
t hree biggest problens with this case, but | want to
keep tal king just briefly kind of to touch on what |
consider to be the heart of the issue here. And it --
it has to deal with what you heard with all that
third-party operator.

You see, the thing is, Confluence Rivers

isn't i ke other utilities. Mbst other utilities in
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the state have a robust workforce that handles its

day-to-day operations, that take care of things |ike
call centers, |like having people go out and fix

probl ens, |ike having people nmake repairs, |ike having
peopl e build plant.

But Confluence isn't. Wat Confluence is
actually is a -- it's nore like corporate -- or sorry,
a commercial real estate conpany. It owns the
systens, but then it hires third-party people to
manage them to operate them to do the inprovenents,
to do the call centers.

And this is causing sonme of the probl ens
that you' re seeing. You want to know why custoners
are having so much problenf? It's because Confl uence
doesn't have control over its own call center. It's
hiring out that job. And that's why you're getting
this feedback that you're hearing from custoners who
are conpl ai ni ng.

They don't have direct control over the
quality of service because, again, sonebody else is
operating the systemon their behalf. Sonebody el se
I s making the inprovenents on their behalf. And that
Is the ultimate issue that we're trying to have
addressed. W want this Conpany to inprove, to be

nore like a regular utility.

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS
www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023

. Page 121
Speaki ng of custonmer comments, | want to

address one of the bigger ones that you heard a | ot
of. And a |ot of people -- | believe it's already
been brought up. Consolidation. Now, real quick, |
want to separate two concepts, because | believe

M. Wodsmall, in his opening, confused them

There's the consolidation of systens and
there's a consolidation of rates. Confluence has
al ready consolidated the systens. And we want them
to. Wen you heard stuff about utilities of scale,
that's about consolidating the systens.

Let's think about it. If |I have all ny
systens under one conpany and | need to go buy
chemcals, | can buy ny chemcals in bulk. See? And
| can ship it out to ny individual systens. That's
why you want to consolidate systens.

But does consolidating rates give you
utilities of scale? No. There's no utilities of
scale there. You're just asking everybody to pay the
sane price.

Now, | believe that, Conm ssioner Hahn,
you had asked specifically whether or not there were
ot her recommendations. And | wll tell you that
Jordan Seaver, on behalf of OPC, did provide several

possi bl e options, including sone that included either
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partial or whole consolidation. That wasn't his

recomendation, but if you want to | earn nore about
ot her options for how you could do rates, | strongly
recomrend that you talk to M. Seaver.

And on that note, while |I'mtal ki ng about
nmy witnesses, as far as the NOL issue goes -- sorry,
the net operating |loss issue, that tax incone issue, |
strongly encourage that you ask any questions you have
to M. Rley. He is, as to ny know edge, the only CPA
auditor in this building. You probably should |isten
to what he has to say when it cones to matters of
accounti ng.

As far as capital structure, | nean David
Murray is absolutely fantastic. He knows his stuff
and 1'll be happy to have you ask any questions you
have of there. He is -- the OPC has the unique tract
of taking a hard | ook at what actual investors | ook at
when they're considering utility stock. And his view
IS a unique one and inportant for that aspect.

Because we are actually saying okay, what do -- what
does the investnent community think of these kind of
st ocks?

Al so, just because | have to, I'll push
out Dr. Marke. Just a brilliant nman and al ways good

to have answering questions. He's available on a
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nunber of different issues, including the -- obviously

the third-party contracted disallowance. |f you want
nore informati on on how we cane up with that and how
t he Conpany could potentially save noney, that's the
person to ask.

But -- and | apol ogize. | kind of got
sidetracked there. Back to the issue of
consolidation. You heard fromcustoners. They don't
want consolidated rates. Now, you were told by
M. Wodsmall that not consolidating would result in
300 to 400 percent increases. That's not true.

In fact, the Conpany's own testinony
denonstrates that the OPC s recommendation results in
the smallest increase in ternms of -- thisis alittle
bit difficult to say because sone peopl e have
decreases, sone people have increases. The OPC j ust
has i ncreases, but our increases are the smallest.

In other words, the |argest increases are being hit by
Conpany and Staff.

This is nuch easier to understand if you
see the graph which, unfortunately, | don't have, but
"Il point that out on -- when the issue cones up
t onor r ow.

But at a mninum listen to the people on

this one. They don't want consolidated rates.
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Just -- just listen to what they have to say.

| think that covers just about all of ny
| ssues. | genuinely -- again, | ask that you ask our
W t nesses any questions that you have.

Do not overthink the tax issue. |I'm
going to wal k through that one slowy and carefully
and explain every facet in ny opening that really
just -- you should be able to wal k away from t hat
under st andi ng that one perfectly. And really pay
attention to these three nmajor issues.

And 1'mgoing to say sonething contrary
to what Confluence said. | do think you need to | ook
at these individually. | appreciate that Confluence
has done a good job, but this is not about trying to
gi ve the Conpany nore noney than they need to operate.
This is about giving them what they need to operate.

And to do that, you need to | ook at and
say, well, how do each one of these individual issues
reflect on that? And the answer is they don't need
t hese kind of noney to continue operations. They
don't need an extra $450,000 in profit because of a
tax issue to continue operations. They don't need
11. 35 RCE.

Thi s conmpany has the ability to continue

operating, and we expect that it wll successfully do
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so, W thout needing the outrageous anounts that the

Conpany i s now cl ai m ng.

Al right. Now, are there any questions
that | can help answer?

CHAI RVAN RUPP:  Judge.

JUDCGE HATCHER: Yes, Chairman. Go ahead.

CHAl RMAN RUPP: Great. Thank you,
M. Cizer. Appreciate your opening. Al ways --
al ways do wel | .

Back to your statenent about the ROEs. |
did not -- | did not feel that we were limted to a
1 percent. | thought it was if there was evidence in
the record of which we could -- we could cone --

MR CLIZER | did not want to suggest
that you are limted. |In fact, it is clearly
recogni zed that you are not limted to the zone of
reasonabl eness. | was bringing it up as a way of
descri bing what the Conm ssion in the past has relied
upon as sort of a guidepost. You are correct. You
are by no neans limted to a 1 percent.

CHAI RMAN RUPP: Al right. Just wanted
to -- to -- to clarify.

MR, CLIZER | apologize if | gave that
| Npr essi on.

CHAI RVAN RUPP: No -- no -- no need to.
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That's why we have foll ow up questions.

| tried to wite as fast as you could --
as you were tal king. Disallowances was 2,000 -- was
$2,000 for the fire hydrants, $30,000 for the snart
meters. \Wat were the other two?

MR CLIZER Now, | want you -- | want to
be careful here. | -- 1 amrounding things. Don't
hold ne to them

CHAl RMAN RUPP:  Trust nme, |I'mnot a
detail s person.

MR CLIZER It's -- it is either 20- or
22,000 dollars in plant for the fire hydrants. |
can't renenber the exact nunber out of ny head. So if
you assune an ROE bel ow 10 percent, that's where |I'm
getting to |l ess than 2, 000.

CHAl RMAN RUPP:  Ckay.

MR CLIZER Simlarly, the -- the -- the
AM neters is exactly about 30,000. Dr. Marke's
surrebuttal testinony has that, as well as the
nmet hodol ogy of how that's conputed. What were the
ot her ones that you --

CHAI RMAN RUPP: That's what | was asking
you. Because | -- | only wote down the fire hydrants
and the smart neters and | thought you nentioned two

ot hers.
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MR CLIZER OCh. So the disall owance of

acquisition costs. | want to be conpletely frank
here. | know fromthe reconciliation that the total
anount of rate base disallowed by Staff was about
$232, 000, but | don't actually know what percentage of
that was the nove fromcapital to expense and what
percent age of that was the disall owance of

acqui sitions.

| think that Staff counsel said the
majority of it was the nove from capital expense, so
It's probably even smaller than -- less than the
hundred thousand | said. | would need -- | would ask
a Staff witness that.

CHAl RMVAN RUPP: W can ask our -- the
W tnesses. That's okay. | just wanted to -- there --
was there one nore?

MR. CLIZER: So the -- the fourth one
was, again, it's the nove fromcapital to expense.
And the thing you have to understand there is you
reduce the rate base, but you increase the expense.
Again, the total reduction in rate base in Staff's
reconciliation was, | believe, about 232,000 --

236, 000. My apol ogi es.
CHAI RVAN RUPP:  Yeah, $4, 000.
MR. CLIZER And the transfer and
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normal i zati on of nai nt enance expense 1s an | ncrease of

448, 000. Again, this is the reconciliation filed in
the record, so.

CHAI RMAN RUPP: Ckay. | can look it up.
Thank you. Appreciate it.

JUDGE HATCHER: And if | can junp in
maybe to offer a clarification. Those two are
related, but they're separate. An acquisition cost,
t he di sal |l owance you're recommending, is for that
argunent of transition versus transaction. And the
capital versus expense issue is the accounting
cat egori zation?

MR CLIZER  Sure.

JUDGE HATCHER:  Ckay.

MR CLIZER Yes. So those are separate
I ssues. They're listed as separate issues on the
I ssue list. There's an acquisition issue -- the
problemis that the -- the effect of those issues
on -- in the reconciliation is baked into the
reduction to rate base. So unless sonebody tells ne
differently, I"'mpretty sure that you're going to find
bot h those nunbers baked into that 236, 000 reduction.

Were there any other questions?

JUDGE HATCHER: None. Thank you,

M. Cizer. I1'mgoing to wait until M. dizer
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reaches his seat.

| want to stop. | have a couple issues
to bring up. The first is, | had heard sone
di scussi on anong the parties about what to do after
openi ng statenents. And we're going to our issues
Wth witnesses or are we perhaps adjourning for the
day? |I'mjust |ooking for direction.

MR. WOODSMALL:  Your Honor, as you know,
we settled a nunber of issues. W need to get that
reduced to witing. It takes a ot of the pressure
of f of the hearing.

VWhat | would like to do -- I've talked to
Staff about this and | believe M. Cdizer kind of
agrees with it, but 1'"'mgoing to | et himspeak for
himself is | would like the three parties to get
together, look at the issues we have remaining. Staff
threw out an idea already, but we need to hash through
it wiwth the goal of getting this done next Wadnesday,

I nstead of next Thursday.

So | guess what |'msaying is because of
that settlenent, | think by taking off the rest of the
day, I'mnot putting this case at risk of not
finishing. So | think we could take off the rest of
t he day, get the schedul e hashed out between the three

of us, get that to you.
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The other thing, I'lIl be conpletely frank

here, we want to have a discussion wth OPC about a
couple of their issues. Sane thing with Staff.
Hopefully by taking the rest of the day off, we may
further clean out sone issues and reduce the lift on
you.

JUDGE HATCHER: All right. Are there --
I's there any input fromcounsel? Then |I think that's
an awesone idea. W are not adjourned yet. Everyone
pl ease stay here.

| have another question for all of the
counsel. | have Conm ssioners in their offices and
nysel f who prepare for testinony each day. Can you

give me a list of the 11 that are settled so | can

mark themoff or can | -- can we start with tonorrow s
list?

MR, WOODSMALL: | can tell you -- I'm
going to need sone help. | don't renmenber themoff --
okay. Thank you. | was just handed it. This --

guys, keep ne honest.

Uncol | ecti bl e Expense, Rate Case Expense.
Tonorrow, Accounting Services. Mnday, Cell Phone and
I nternet Rei nbursenent. Monday, Call Center Expense.
Monday, Meter Testi ng.

JUDGE HATCHER. Okay. Hold on, hold on.
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MR, WOODSMALL.:
sorry.

JUDGE HATCHER:

MR, WOODSIVALL.:

| nprovenent Pl an,

am|l right?
MR THOMPSON:
MR WOCDSMVALL:
now, the next three, four

Desi gn Consol i dation |ssue,

r esol ved.

JUDGE HATCHER:

so to speak,

f orwar d. However ,

Phone and Internet. Tuesday
JUDCGE HATCHER:
Expense?
VR, WOODSIVALL:
JUDGE HATCHER:
VR, WOODSIVALL:
Payrol |l and Enpl oyee Benefits.

Lat e Fees and Depreci ation.

| Ssues,

woul d be Recommended Reports,

you guys are going to tal k about this.

Page 131
["msorry. Ch, I'm
Monday - -

Monday was only Cell

- ny bad.

Tuesday, Call Center
And Meter Testing.
And Meter Testing.
Now i nt o Wednesday,
Thur sday, Capital

Quys,

bel i eve you are.
So as it stands right
I f you' re preparing,

| ncone Taxes, Rate

Acqui sition Rel ated Costs,

and then Tinme Sheets to the extent we don't get those

And a question. | am not

yet of a mind to -- to keep the train running on tine,
SO I'mnot trying to push anybody

just to give ne an idea, are we --

Are we
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t hi nki ng that tonorrow s schedule will catch up to

where the end of Friday's was? O are we going to
maybe rethink the entire week?

MR CLIZER | think that at |east one
proposal has been put out to rethink things to a
degree, but we need to discuss on that aspect.

JUDGE HATCHER: M. Thonpson.

MR. THOMPSON: Judge, |I'mtold that
questions of witness availability require that we take
up and conplete the issue of Recommended Reports
t oday.

JUDGE HATCHER  Ckay.

MR. WOODSMALL: Can we take 15 mnutes to
talk to you and see if that nmay ease that situation?

JUDGE HATCHER: If | can junp ahead, are

you still thinking of then introducing the

testinmony -- the pre-filed testinony or -- | think
that's a good idea, M. Wodsnmall. Any objections to
comng back at 3:15? | knowthat's a little |onger

t han 15 m nutes.
JUDGE HATCHER: Ch, ny God.
MR. THOMPSON:. Thank you, Your Honor.
JUDGE HATCHER: Sorry, Siri is talking to

kay. To summarize for everyone, we have
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a wtness availability issue --

MR, WOODSMALL: Can you tell nme which
specific of the three Staff wtnesses that is?

MR. THOWPSON: All of them

VMR. WOODSMVALL: All of themare only
avai | abl e t oday?

MR, THOWPSON: | was told we need to do
that issue today because issues of wtness
avai lability.

VMR, WOODSMVALL: COkay. Let's talk.

JUDGE HATCHER  Yes, yes. Let's -- |
don't want to get too far into the details about
personnel since we are not only on the record, but
bei ng broadcast live. Let's take a break until 3:15.

|"mgoing to summari ze where we're at.
We have an issue of witness availability; however,
there is discussions of settlenent going on. So if
t he Comm ssioners can pl ease give ne your patience,
cone back at 3:15. And | will be looking to the
parties -- if things settle and it is just going to be
pro forma, send ne an e-mail, | wll let the
Commi ssi oners know. Okay?

MR. THOMPSON: Thank you, Judge.

JUDGE HATCHER: Anything el se before |

gavel us in recess until 3:157
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MR. WOODSMALL: Thank you, Your Honor.

JUDGE HATCHER: Thank you. W are off
the record. W are in recess until 3:15.

(A recess was taken.)

JUDGE HATCHER: (Okay. Let's go back on
the record. W have returned fromrecess. W have
one issue that we are going to cover today. That is
goi ng to be Reconmended Reports. W will do m ni
openi ng statenents and then we will take w tnesses on
t hat i ssue.

On the mni opening statenents, this is
going to be good opportunity for nme to point out the
tinme. And the reason that we are going to this issue
today is due to witnesses not being avail able on other
days. So the mni opening statenents are really neant
to give an overview of the issues and not break down
what the witnesses are going to testify about.

Wth that said, let's begin opening
statenents. Confl uence.

MR. WOODSMALL: Thank you, Your Honor.
I"'mkind of winging it today. M. Cooper, who was
supposed to be the attorney on this, is sick so you
get ne instead.

The i ssue of Recommended Reports in the

Conpany's mnd is two fold. First off, Staff is
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recommendi ng that we keep a nunber of reports. The

concern there is -- think back just nonents ago when
M. Thonpson said: W don't trust the Conpany. W
have to go in and audit them W have to go back and
we have to | ook at their invoices. W have to | ook at
the transactions. W have to nake sure these costs
are associated wwth Mssouri. The -- all the detai

in the audit that they have to do.

If they have to do all that, what is the
poi nt of keeping the report? If they have to go in
and | ook at what the electric cost is for each system
what the chem cal costs are, if they have to | ook at
all that native detail, what is the value of a report?
It's busywork for the Conpany, it's costs for the
Conpany and it increases rates going forward.

Many of these reports are worrisone in
that some of themthe Staff wants us to keep them and
submt them between rate cases. Sone of them-- the
general |edger, providing the general |edger between
rate cases is nore busywork. It's not sinply a matter
of turning over a docunent. It's a matter of
scrubbi ng that docunment for certain costs that don't
flow through to Mssouri. It's a |ot of work.

Staff would be doing this in a rate case

anyway, so why incur the costs that will eventually
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flow through to custoners if they're going to | ook at

the native detail anyway? Thank you, Your Honor.

JUDGE HATCHER: Mbve to Staff. Any

openi ng?

M5. KERR  Yes.

JUDGE HATCHER: And | do understand that
Staff has two counsel that will be doing the breakdown

of these issues. And Ms. Kerr, if you would, and
M. Stacey, please state and spell your nanme for the
court reporter, because we didn't have that at the
very begi nni ng.

M5. KERR  Sure.

JUDGE HATCHER: Thank you.

M5. KERR: Do you want ne to do ny
openi ng and then have ny witness, and then M. Stacey
do his and then have his witnesses? O do you want
both of us to do our openings one right after the
ot her?

JUDGE HATCHER: Now that | have seen -- |
think what | -- | believe is the organization, let's
go ahead and have all the openings taken care of and

off the board. Since the other parties didn't split

up the issues, | don't want to have M. Stacey cone in
hal fway through and -- so excellent. Go ahead,
Ms. Kerr. |'msorry.
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M5. KERR: Okay. Thank you. My it raoe
pl ease the Comm ssion. M nane is Carolyn Kerr,
Ca-r-o-l-y-n K-e-r-r, and I'man attorney with the
Staff Counsel's O fice of the Mssouri Public Service
Comm ssi on.

|"mhere tod- -- here today to testify
for Staff will be Paul Anmenthor, who will testify
about which reports recommended by Staff, if any,

Confl uence should be ordered to naintain and provide
to Staff and the O fice of Public Counsel when
requesting future rate cases.

The issue before the Conmm ssion for which
M. Amenthor will testify is whether Confluence should
be ordered to nmaintain and provide three different
types of reports for Staff; nanely, billing and
custoner account information relating to custoner
revenue, chem cal usage data reporting and its
el ectrical expense data. These are the reports
outlined in the anended |ist of issues, Issue 1A

Staff's position is that Confluence
shoul d perpetually maintain certain specific
I nformation as outlined on page 15 and 16 of
M. Amenthor's direct testinony so it can be readily
furnished to Staff upon request in order for Staff to

conplete its audit in a tinely manner during a rate
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case.

| nstead of having to spend unnecessary
time working with Conpany, Staff and readi ng through
data and invoices trying to find the rel evant
i nformation, like they had to do with this case, Staff
wants the Conm ssion to order Confluence to start
mai ntai ning the informati on needed for future rate
cases on an ongoi ng basis now so that in the future,
Staff will be able to ask for a report of the data,
receive it fromthe Conpany, and be able to analyze it
I n a nmeani ngful and efficient fashion.

It's M. Amenthor's understanding, as his
testi nony shows, that the information and data that
Staff requests to be maintained and put into these
reports is already being nmaintai ned by the Conpany and
woul d not cause it to incur additional |abor or
expense to conply.

Furthernore, not only woul d maintaining
t he custoner revenue information, chem cal usage
el ectric expense data aid the Staff in its future
audits during a rate case, it's good business practice
for the Conpany to undertake to keep track of its own
cost and expenses on an ongoi ng basis, regardl ess of
whether it's asking for a change in its rates.

It's probably sonething the Conpany
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shoul d be doing anyway in terns of keeping track of

its financing, identifying spending trends, budgeting,
et cetera.

Confl uence argues that it should not have
to prepare and maintain the requested reports for
Staff because the information is already available in
its, quote, native format and the Staff can just
review that data when it cones -- when it needs to at
the tine it audits the Conpany during the next rate
case.

The Conpany cl ains that preparing such
reports will cost it extra tinme, effort and noney,
which it will have to inpose or pass onto its
rat epayers because it has -- wll have to divert its
resources to interpreting and conpiling the
I nformati on and devel opi ng and nai nt ai ni ng request ed
reports for staff, instead of keeping costs as |ow as
possi bl e and concentrating on its business.

Confl uence argues that the Staff should
sinply audit the data at the tine of the next rate
case, instead of requiring the Conpany to nmaintain
reports or conpilations of that information to aid in
the process in future rate cases.

The problem wi th Confl uence's argunent,

however, is that the information is al ready avail abl e
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and mai ntai ned by the Conpany. Wat Staff is asking

the Conpany to keep track of and report is really not
nore than what is physical -- what a fiscally
responsi bl e conpany woul d do anyway.

Besides, with the trouble and delay Staff
and Conpany had obtaining this type of data during
this rate case, asking the Conpany to naintain these
reports on an ongoi ng basis so that the information is
readily available for future rate cases, it would be
hel pful for both PSC Staff and the Conpany.

These reports will nmake it nore |ikely
that the infornmation obtained for auditing and
rat e- maki ng purposes is accurate and reliable and that
future rate cases will proceed in a snooth and
efficient manner.

'l be happy to answer any questions.
Thank you.

JUDGE HATCHER: Thank you, Ms. Kerr.

Are -- are there any Conm ssioner questions? |
understand that there were Comm ssioners that were
calling in. [I'll give that a second. GOkay. Hearing
none - -

COW SSI ONER KOLKMEYER: No questi ons.

JUDGE HATCHER: Onh, go ahead.

COW SSI ONER KOLKMEYER: No questions --
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no questl ons, Judge.

JUDGE HATCHER: Thank you, Conmm ssi oner
Kol kneyer. Thank you, M. Kerr.

M5. KERR:  Ckay.

JUDGE HATCHER: And M. Stacey.

MR. STACEY: Thank you, Judge. Good
af t ernoon, Your Honor, and Conm ssion. My it please
the Comm ssion. M nane is Scott Stacey, S-c-o-t-t,
| ast nanme Stacey, S-t-a-c-e-y, and |'m counsel for
St af f.

Here to testify on behalf of Staff is
Jane Dhority and Ashley Sarver. They will be
di scussing two issues. One of the issues is -- for
t he Comm ssion is whether Confluence should maintain a
nonthly report and be provided in future rate cases to
I ncl ude showi ng the paynent habits of custoners that
I ncl udes the anounts of actual revenue collected at
different tinme intervals so this data can be used in
| ead- 1 ag studi es.

The answer to that question is yes.
Staff recommends the Comm ssion order Confluence to
mai ntain a day-to-day collection report by tariff rate
district going forward for Staff to utilize in future
cash-wor ki ng, capital |ead-lag studies.

Staff al so recomends the Conm sSi on
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order Confluence going forward to maintain all

| nvoi ces supporting test year costs. Staff further
recomends the Conmi ssion order Confluence to record
the revenue and expense related to prinacy fees using
a separate m nor account designation in order for
Staff to nore easily review and possi bly propose
adjustnents in future rate case proceedi ngs.

And Staff recommends further that
Commi ssi on order Confluence to maintain a refund
report including the date, anobunt, custoner nane,
cust omer address and associ ated water and wast ewat er
system This will be hel pful in assessing the nunber
of refunds being issued and the nature of the refunds,
shoul d Confl uence choose to nake future adjustnents to
its policies and procedures.

However, Staff is willing to forego that
request, that the Conpany nmaintain a refund report, so
| ong as Confluence maintains the billing report as
di scussed in M. Amenthor's surrebuttal testinony.

This i ssue and recommendati ons can be
found in Ms. Dhority's direct testinony; page 14,

18 through 21; page 16, paragraphs 18 through 20;
page 18, paragraphs 5 through 9; and her surrebuttal,
pages 3 through 5.

The other issue is should Confl uence
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provi de the Confl uence general |edger, CSWR general

| edger and al | ocati on percentages with supporting
I nformation on a quarterly basis including between
rate cases?

The answer to that question is al so yes.
Staff recommends the Comm ssion order Confluence as
follows: If a cost is directly incurred that was
caused by a specific systemw thin a particular state,
CSWR shoul d assign those costs to the appropriate UCC
where appropriate and not record direct costs to the
CSVR | edger, but rather record themto the | edger at
the state level that incurred the cost.

The CSWR | edger shoul d include only costs
for which the cost cannot be directly associated wth
an individual UCC or state and nust be all ocated.

I n addition, CSR has been and plans to
continue acquiring water and wastewater utilities
within Mssouri, as well as in states outside of
Mssouri. Staff would like to nonitor CSWR s and
Confl uence general |edger as the acquisitions continue
to occur.

Staff recommends the Comm ssion order
Confl uence to provide the general |edger and
Confl uence general |edger for quarterly surveillance,

as well as order Confluence to maintain reports
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showi ng what the nonthly allocations are by CSWR

and/ or UOC for each allocation factor.

These itens will allow Staff to nonitor,
to ensure that as systens are acquired, the allocation
factors are adjusted accordingly.

In conclusion, Staff recomends that the
Commi ssi on order Confluence to provide the follow ng
i nformation on a quarterly basis: A conplete,
detail ed transactional general |edger for CSWR
conplete detail ed transactional general |edger for
Confl uence; overhead all ocation factors by each
affiliate, with the associ ated supporting data for
each factor; plant-in-service dollars; nunber of
customer connections; and expense doll ars.

These i ssues and recommendati on can be
found in Ms. Sarver's direct and her surrebuttal
testi nony.

Thank you. And |I'm avail able for any
guesti ons.

JUDGE HATCHER: Thank you. Are there any
Commi ssi oner questions for M. Scott? Thank you, sir.

M5. STACEY: Thank you.

JUDGE HATCHER: And the O fice of Public
Counsel .

MR. CLIZER  Where did ny book go? |
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need t hat back.

M5. KERR  Sorry.

MR. CLIZER That's okay. My it please
t he Conm ssi on.

"' mgoing to keep this very short and
very sinple and sweet. The problemhere is that Staff
basically said hey, the data that we were getting from
the Conpany isn't of the quality necessary for us to
conplete our audits in a tinely and reasonabl e manner.
They had gaps in the information that was being
provi ded and they had difficulty getting to that
i nformati on.

Al this issue is about is your Staff
telling you, W need you to order the Conpany to
mai ntain data in a manner that we can use to perform
our primary function. That's literally all you need
to do.

The Comm ssion clearly has the grant of
this power. 393.140, sub 4, gives the Conm ssion at
Its discretion the ability to order a conpany to
mai ntain certain forns or accounts, records and
menor andum

Agai n, your Comm ssion -- your Staff was
having difficulty conpleting its job because it wasn't

getting the information that it needed from what
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Confl uence had supplied. And all it's asking you to

do is provide -- or sorry, order the Conpany to
provide that information so that in the future, it can
conplete its audits in a tinely and reasonabl e manner.
Thank you.

JUDGE HATCHER: Any Conmi ssi oner
guestions for M. dizer? Thank you, sir.

If I'"munderstanding this right, we are
going to the Conpany to call its first wtness.

MR, WOODSWMVALL:  Yes, Your Honor.
Confl uence Rivers calls Brent Thies to the stand.

JUDGE HATCHER: And M. Thies, before you
sit down, if you would please raise your right hand.

(Wtness sworn.)

JUDGE HATCHER: Thank you, sir.
M. Thies has been sworn. Confluence, your w tness.

MR, WOODSMALL: Thank you, Your Honor.
BRENT THI ES, being first duly sworn, testified as
fol | ows:
DI RECT EXAM NATI ON BY MR WOODSIVALL.:

Q Wul d you state your nanme for the record

and by whom you' re enpl oyed?

A Brent Thies. |'m enployed by CSWR, LLC.
Q And what is your role at CSWR?
A I'"'mthe vice president and corporate
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controller.

Q And did you cause to be filed in this
case direct testinony, rebuttal testinony and
surrebuttal testinony?

A | did.

Q And for your records, those have been
mar ked as Exhibits 17, 18 and 19. That -- that
testinony was prepared by you or under your
supervi si on?

A Yes.

Q Do you have any corrections to nake to
t hat testinony?

A | do have just one correction in rebuttal
testinony. It's -- it's -- it's mnor. But it's on
page 21, line 17. That line reads: Evidence that
CSWR continues to source capital fromoutside its
out si de i nvestors.

The word "outside" appears there tw ce.
So you would need to cross out the first instance of
t hat word.

Q Ckay. So would you read line 17 as you
are correcting it?

A Evi dence that CSWR continues to source
capital fromits outside investors.

Q Thank you. And with that change, would
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your answers to t he quest 1 ons posed in Exhibits 17, 18

and 19 be the sane as they are reflected there?
A Yes.

MR. WOODSMALL:  Your Honor, | would nove
for the adm ssions of Exhibits 17, 18 and 19 and
tender the witness for cross-exam nation.

JUDGE HATCHER: Thank you. You've heard
the notion to admt Exhibits 17, 18 and 19. Are there
any obj ections?

MR. CLIZER No objection. | mssed the
page nunber of the -- it's line --

JUDCGE HATCHER:  Twenty-one.

MR. CLIZER  Twenty-one, line 17. Thank
you. No objection.

MR. THOMPSON. No objection from Staff,
Judge.

MR, WOODSMALL: Thank you, Your Honor.
Tender the w tness.

JUDGE HATCHER: For the record, those
three, 17, 18 and 19, are admtted onto the hearing
record.

(Exhibits 17, 18 and 19 were received
I nto evidence.)

JUDGE HATCHER: The wi tness has been

tendered. W will go first to Staff. Any questions
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of the w tness?
CROSS- EXAM NATI ON BY Ms. KERR

Q Now, isn't it your testinony that this
I nformation --

JUDCGE HATCHER: Ms. Kerr, |'mso sorry.
We have sonme of the Conm ssioners on WebEx and due to
the -- the audio/video set-up -- yes, thank you. |
need you to talk into the m crophone. | appreciate
it.

M5. KERR:  Sure.
BY M5. KERR

Q Wasn't sone of your testinony that sone
of this information, especially the consuner
I nformati on, was al ready available, that you were
willing to provide that to the Staff?

A Are you referring to sone of the paynent
and billing itens? Yes.

Q Yes.

A Yes.

Q So that's not really anything new that
Staff is asking for?

A The -- the piece that's newis the report
that relates paynents to when the revenue was booked.
That's not a report that we can produce natively so
that report, in particular, would take sone extra work
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to develop. And then | can't even speak today to what

it would take to produce that report on a nonthly
basis. That is not natively available in our billing
or accounting systens.

Q kay. But you have that information and
you had offered to provide it?

A W -- we -- we certainly have information
about when a custoner pays us. But one of
Ms. Dhority's reports relates to -- and she gives an
exanpl e of a paynent a nunber of days after the bil
was made. And so there's a little bit of nuance there
to the particular type of report. And that's not
sonething that we're currently produci ng.

But we do have a report that lists the
date that a custonmer pays us. If we -- if we didn't
have that, we wouldn't be able to charge |late fees and
things Iike that.

Q kay. And | guess are you -- | guess |I'm
referring to Caitlin OReilly's rebuttal testinony.

A Ckay.

Q Her rebuttal testinony on page 11.

A | do not have Ms. OReilly's testinony in
front of ne.

Q Ckay. And she's not testifying, correct?

MR, WOODSMALL:  Your Honor, that's a
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great point. Let ne clear up. | -- | believe what
was tal ked about with the parties -- and | think
everybody understood this -- was that M. Thies was
adopting Ms. -- Ms. OReilly's rebuttal testinony.

| should have had that marked and |
shoul d have noved for that, but | can do that now or
after we do the cross-exam nation. However you want
to handle it. But | would get that to you.
JUDGE HATCHER: And did Ms. O Reilly have
ot her testinony besides rebuttal ?
MR. WOODSMALL: That was just the
rebuttal .
JUDGE HATCHER: (kay. Let's -- let's
pause here, Ms. Kerr. | would Iike to recognize
M. Whodsnall for the sole purpose of noving to enter
Ms. OReilly's testinony as an exhibit to be adopted
by M. Thies.
MR. WOODSMALL: Thank you, Your Honor.
DI RECT EXAM NATI ON (CONT' D) BY MR WOODSMALL:
Q Ms. OReilly filed Exhibit Nunmber 15,
rebuttal testinony. Have you reviewed that, sir?
A Yes.
Q And are the answers contai ned therein
correct, to the best of your know edge, information

and belief?
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A Yes.

MR. WOODSMALL:  Your Honor, |'d nove for
t he adm ssion of Exhibit 15.

JUDGE HATCHER: Any objections? Hearing
none, it is so admtted.

(Exhibit 15 was received into evidence.)

THE W TNESS: Thank you.

MR. WOODSMALL: And for purposes of her
cross-exam nation, |'ve handed the wi tness a copy of
Exhi bit 15. Thank you for the indul gence, Your Honor.

JUDGE HATCHER: Thank you, sir.

Ms. Kerr.

CROSS- EXAM NATI ON (CONT' D) Ms. KERR:

Q So then | referred you to Ms. OReilly's
testinony, her rebuttal testinony, on page 11, |ine
18. And I'msorry. | think | said sone -- | referred

to the consuner information.

But she says that the information Staff
seeks woul d be nmade -- nmade available to Staff in
future cases with regard to the electric utility ---
I nvoices fromelectric utilities?

A Uh- huh.
Q So aren't -- isn't Confluence basically
agreeing to nake those reports avail abl e?

A The information that she's -- the way |
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i nterpret that and what -- what we would -- would say

Is the information that Staff has requested is
| argely, if | renmenber correctly, if not entirely,
avai | abl e on those invoices. And those obviously
woul d be nmade avail able during -- during a rate case.
So that's -- that's a suggestion there. It's just...
Q So asking the Conpany to make a report on
that isn't really doing anything nore than you're
al ready doi ng?
A We don't have a report in the fornmat
that -- and | don't renmenber if it was Wtness
Ament hor or Dhority who suggested it. W don't have a
report in that format. And so the -- the Conpany's
position and ny thought was, you know, proper audit
procedures, which have been tal ked about already
t oday, necessarily involve going to the source
docunent ati ons, which would be the invoices.

So, you know, the question of an extra
report is -- is extra work. And to your point, you
know, there -- we're doing work wth those electric
I nvoi ces al ready, but -- but there is extra work to be
done there.

Q So isn't it true that CSWR and Confl uence
already do | edgers on a quarterly basis, and that it's

not sonething -- that you would be doing sonething
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new?

A Are we tal king about electric or are
we -- are we speaking of general |edgers?

Q General |edgers.

A As requested by Ms. Sarver, yes. Yes,
we -- we -- we -- we have general |edgers that we --
you know, general ledger is sinply where all the
accounting information is collected. And so in our
accounting system that is a report.

One of the -- the things to note about
that particular report is that we produced a general
| edger report in response to a data request and that
didn't have sufficient detail as it cones natively out
of our accounting systemfor Staff. As they worked
t hrough service area | evel expense, that -- that
I nformati on wasn't al ways there.

So depending on the -- the exact nature
of what -- what Staff needs as a result of that
report, it could take substantial extra work to run
mul tiple reports and conbine them or at the very
| east, it's -- it's -- in our experience in this rate
case it wasn't as sinple as running the native general
| edger report out of our system Mre work was needed
to get Staff the detail that they required for their

audi t .
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Q And isn't it true that you did not
respond to Staff's response on reporting in your
surrebuttal testinony?
A Are we speaking of ny testinony or -- or
Ms. OReilly's? M. OReilly did not file
surrebuttal, so we are tal king about m ne.
Q Yes.
A Bear with nme just a nonent. | do not see
that in the table of contents. | did not renenber,

but | do not see that in the table of contents.
Q "Il withdraw that.

Now, isn't it also true that Staff did
not ask the Conpany to hire anybody -- to hire
additional staff to handl e those reports?

A Your question is did Staff ask or -- or

suggest that we hire soneone for those reports?

Q Ri ght .
A They did not.
Q kay. | don't think I have any ot her

guestions right now.
A kay. Thank you.
JUDGE HATCHER: Okay. Thank you.

M. dizer.
MR. CLIZER  No questions, thank you.
JUDGE HATCHER: Thank you. And any
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Conmm ssi oner questions?
COW SSI ONER COLEMAN:  No, |' m good.
Thank you.
QUESTI ONS BY JUDGE HATCHER:
Q The Bench does have sone questions. And

these were going to be directed to Ms. O Reilly, but
since you're adopting her testinony, do you oversee
t he accounting tean?

A | do.

Q And does that include the enpl oyees
responsi bl e for accounts payabl e functions?

A It does.

Q kay. Wuld it be good practice before
payi ng any invoi ces on behalf of Confluence, to
determ ne that an invoice submtted for paynent of
chem cal s purchased for Confluence includes a
description of the chem cals purchased, the quantity,
the price per unit and total price, date delivered and
where delivered?

A So the question is would that be good
procedur e?

Q Good practice.

A That is not a procedure we have -- have
dictated that our accounts payable teamperform And

part of the reason for that is we -- we have operation
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staff who approve those expenses.

But if -- in a different context where
the operators were not -- operation staff were not
approving those invoices, it wuld be a great -- a
great procedure, yes.

Q Does Confl uence nai ntai n warehouses for
its chem cal s?

A No.

Q Does each facility have its own inventory
of chem cal s?

A Not that Confluence keeps. There's no
I nventory on our books is what |'m saying.

Q Where are the chem cals kept?

A The -- the third-party operators would be
responsi ble for -- for those chem cals.

Q Does Confl uence verify receipt of
chem cals prior to paying each invoice?

A Again, the responsibility for that woul d
fall with the nenber of our operations team who's
approving the invoices that cone either fromthe
supplier or fromthe third-party operator should they
be responsible to buy those chem cal s.

Q Thi s operations team nenber, you've
mentioned tw ce --

A. Sur e.
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Q -- that they're approving things. Wo do

t hey work for?

A They would -- they work for -- they work
for Confluence Rivers. They work for -- for -- |I'm
sorry. Work for CSWR | was trying to think of
who -- who they would report to that mght be a
W t ness, but they work for CSWR

Q I nc. or LLC?

A LLC

Q But they're not on the accounting teanf

A No. And -- and our -- our approval
structure flows outside the accounting teamfor all
types of invoices. Qur attorneys would approve
| egal -- legal invoices and that kind of thing as
wel | .

Q How -- what's the process for determning
when nore chem cals are needed?

A | do not know. That would be an
operations question. | do not know the answer to
t hat .

Q What docunentation is required before an
operator is reinbursed for chem cals they purchase?

A They woul d be required to submt a
recei pt of sone sort. |f the operator purchased it,

they would send us their invoice with -- with
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supporting docunentation that -- that would be a
receipt.
Q Thank you.

JUDGE HATCHER: That's all the Bench
guestions | have. That does take us, though, to
recross examnation. So we will start again with
Staff. Do you have any questions on recross?

M5. KERR:  No.

JUDGE HATCHER: Thank you. And
M. dizer?

JUDGE HATCHER: And redirect? W do.
M. Wodsmal | .

REDI RECT EXAM NATI ON BY MR WOODSIVALL:

Q You were asked a nunber of questions,

Do you have M. Amenthor's direct testinony?

A | do. Gve ne a nonent. Okay. \What

page.

on |line 13.

A I|"msorry. You said page 13 or page

Page 159

MR. CLIZER  No questions. Thank you.

MR. WOODSMALL: Thank you, Your Honor.

I ncl udi ng questions about electric reports. And so
rat her than go through every report, let's just start

on electric reports and we'll just limt it to that.

Q Page 16. It's the third bullet, starting

167
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going forward there's nore than 68 systens that
Confl uence Rivers operates; is that correct?

A Correct.

Q kay. The systemtype, water or

wast ewat er, easy enough. The nane of the electric

sane electric provider?

A No.

Q Ckay. So Confluence may have systens
provi ded service by Aneren?

A Sur e.

Q Ever gy?
A Sur e.

Q Enpi re?

cooperati ves.

Q Ckay. Nunber of cooperatives?

Page 160

Q Page 16.

A Li ne 137

Q Li ne 13.

A kay. Got it.

Q kay. | just want to give the Conm ssion
an idea of the conplexity of this report. So let's
start off, nanme of the system In Mssouri, would you
agree that there's -- was 68 in this rate case, but

provider. Are all Confluence systens served by the

A | don't know of Enpire, but a nunber of
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A Uh- huh.

Q Sonme nunicipalities?

A Uh- huh.

Q So we're tal king about nunerous different
el ectric providers --

A Sur e.

Q -- for 68, 70 different systens?

Ckay. Let's go a little further. The
type of asset; asset receiving service for each
electric bill such as |ift station, well, |agoon and
treatnment plant. Do you see that?

A Uh- huh.

Q So 70 systens with let's say a total of
six electric providers. And sone of these systens
have nunerous assets; is that correct?

A That's correct.

Q Ckay. So Terre Du Lac systemwth a
| agoon -- or two | agoons and an oxidation ditch and
lift stations and punps and bl owers and aerators. W
may have, while one provider, nunerous different
assets receiving electric service; is that correct?

A That's correct.

Q And they all may be netered separately;
Is that correct?

A That is correct.
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Q Ckay. And then they ask for -- this is

the one that really stunps ne so maybe you can find
sone value in this. Staff asks for the phase of
electricity used for each. So for these hundreds, if
not thousands, of assets across M ssouri, they want to
know what phase of electricity is used for each. Can
you tell me what that even neans?

A | cannot. | don't know.

Q (kay. You don't see -- for a cost to
Confl uence River, for your purposes of doing
accounting, controlling the books, you don't see the
val ue of knowi ng what the phase of electricity is for
t hese hundreds, if not thousands, of assets?

A | do not.

Q Ckay. This is going to be a |engthy
report; is that correct?

A | think so, yes.

Q And it's going to get harder and harder
the nore systens we add; is that correct?

A That's correct.

Q And if the Conmm ssion undertakes
consol i dation, would you believe the need for this
type of detail is mnimzed?

A | would. And | believe the -- you know,

part of Staff's procedure was to create a cost of
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service for each service area. And so -- and if
you're trying to break cost down at that |evel, you
certainly need nore detail. But once -- once
consol i dati on happens, sone of that detail nmay not be
guite as necessary.

Q kay. So if the Conm ssion accepts the
Conpany's position on consolidation, the need for this
detail down to the infinite level is reduced; is that
correct?

A I n ny opinion, yes.

Q Ckay. Let's tal k about general | edger.
You recall sone -- some conversation about that?

A Yes.

Q And |'ve gotten kind of lost, so keep ne
straight here. Unlike sone of the reports, the
electric report, with all of its detail, that would
only be provided in the context of a rate case, as |
understood it; is that correct?

A Correct.

Q kay. But the general |edger, Staff
wants you to provide that, what, quarterly between
rate cases?

A Quarterly, yes.

Q For what purpose?

A | don't -- | don't know specifically.
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Q And -- and is that work to you? V\()rkFEage164
t he Conpany?

A To generate and provide that report,
sure.

Q Can you tell nme what's involved in that?

A So again, as | was nentioning --
mentioning before, | don't know all the nature of
exactly what Staff is |ooking for that, but | know
that in this rate case when we produced the report
that's nanmed General Ledger Detail Report from our
accounting system it was not sufficient.

And | understand why because, it -- it
didn't have sonme of the detail of service areas on it.
That detail is available in another place in our
system but it involves taking another report and, you
know, mapping it -- sort of Excel magic, right,
agai nst that general |edger report to produce
sonething that can give Staff all the detail that they
needed.

So again, to produce that regularly would
require nore work than sinply pressing the "go" button
on a Ceneral Ledger Detail Report out of ny accounting
system

Q Ckay. And again, you don't see the value
of giving that between rate cases, because there's no
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I ssue involved that Staff needs it between rate cases;

Is that correct?

A Not that |'m aware of.

Q kay. And re- -- help ne. Do you submt
an annual report on -- on behalf of Confluence River
every year?

A W do.

Q And that information -- there's
i nformation there -- financial information and asset
i nformation and different costs; is that correct?

A Certain operational information as well,
things |like sledge hauling, chem cal usage on the
water side is in that report.

Q So we give -- pursuant to Conm ssion
practice, we give the Comm ssion certain information
every year. Wat's being tal ked about here is far and
away above those annual reports; is that correct?

A That's correct.

Q kay. And the general |edger, Staff
didn't just want it for Confluence River; is that
correct? They wanted it for the parent conpany, CSR;
is that correct?

A CSWR, LLC, yes.

Q So all the work you tal ked about goi ng

I nto scrubbing and nodi fying and providing this
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general ledger in the formthat Staff wants for rage 160
Confl uence River, multiply it by two because you'l
have to do it for CSWR as well; is that correct?

A That's correct.

Q Any other state require that fromyou?

A No.

Q So M ssouri would be the only state?

A Correct.

Q So even though Staff said they didn't ask
you to enploy anybody to do this, there would be costs
to you to do this; is that correct?

A Yes.

Q And the only state that wants you to do
It is Mssouri. Kentucky, Texas, Loui siana,

M ssi ssi ppi, no one el se asks you to do this; is that
correct?

A That's correct.

Q So there's no enpl oyee currently around
doing this stuff for other states?

A That -- certainly not -- certainly not
this, no.

Q Ckay. And while Staff didn't ask you to
hi re anybody, would this require man hours and cost?

A It would require man hours.

Q Staff include any of those man hours or
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cost in their revenue requirenent here?

A No.

Q You'd have to eat that?

A At -- at the beginning, yes. Until the
next rate case.

Q Ckay. And so if you go three years
between rate cases, that's three years of costs com ng
off of your bottomline just to provide a Staff -- a
report to Staff when you don't even have a rate case
pendi ng?

A Correct.

MR. WOODSMALL: | have no further
guestions, Your Honor.

JUDGE HATCHER: Thank you. And
M. Thies, you are excused.

Staff, your witness or w tnesses.

M5. KERR: Call Paul Anenthor.

JUDGE HATCHER: Thank you. And
M. Amenthor, if you would please raise your right
hand.

(Wtness sworn.)

JUDGE HATCHER: Thank you, please have a
seat. Ms. Kerr, your wtness.

M5. KERR: Thank you.
PAUL AMENTHOR, having been first duly sworn, testified
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as foll ows:

DI RECT EXAM NATI ON BY Ms. KERR

Q Coul d you pl ease state your nanme for the
record and spell your last nanme as well?

A My nane is Paul Amenthor. The |ast nane
Is spelled AA-me-n-t-h-o-r.

Q And by whom are you enpl oyed and what's
your position?

A Yeah. |'m enployed by M ssouri Public
Service Conmi ssion as a senior utility regulatory
audi t ors.

Q Have you prepared and filed testinony in
this proceeding? Specifically direct testinony on
May 26, 2023; rebuttal testinony on June 29th, 2023;
and surrebuttal testinony on July 21st, 2023, which
have been premarked as Exhibits 100, 113, and 1227

A Yes.

Q Do you have any changes or corrections to
make to any of those docunents?

A No.

Q If I were to ask you the sane questions
in those -- in those docunents today, would your
answers be the sane or substantially the sane?

A Yes.

Q And are those sane answers true and
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correct, to the best of your know edge and belief?

A. Yes.
Q Excuse ne.
MS. KERR | offer Exhibits 100, 113 and

122 into evidence and tender the witness for cross.

JUDGE HATCHER: Thank you. You have
heard the notion of counsel for the adm ssion of
Exhibit 100, 113 and 122. Are there any objections?

MR. WOODSMALL: No objections, Your
Honor .

JUDGE HATCHER: Hearing none, it is so
adm tt ed.

(Exhi bits 100, 113 and 122 were received
I nto evidence.)

JUDGE HATCHER: The wi tness has been
tendered and we will go to M. dizer.

CROSS- EXAM NATI ON BY MR CLI ZER:

Q Good evening, M. Anenthor.
A Good eveni ng.
Q Were you here during the openings?
A Yes.
Q Were you here during the testinony of
M. Thies?
A Yes.
Q Part of the Conpany's position in this
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case is that they evidence -- sorry, the information

you want is already present in source docunents. You
woul d agree with ne on that?

A That's what the Conpany sai d.

Q Do you have a copy of your surrebuttal in
front of you?

A Yeah.
Coul d you turn to page five --
Yes.

-- of your surrebuttal for ne, please?

> O > O

Yes.

Q Ch, sorry. Page five, lines 21 through
23. You would agree with ne that it reads: Sonetines
the electric bills -- sonetinmes the electric bil
contains that information and sonetines it does not,
as there are nultiple electric providers and not a
uniformbill format. Sonme are cooperatives and sone
are investor-owned utilities.

Did | read that substantially correct?

A Yes.

Q You woul d agree with ne that the source
docunment -- first of all, you' d agree with ne that
Staff does review the source docunents based on that
statenent, correct?

A. Yes.
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Q And you would agree with ne that the
source docunents that are being provided to Staff are
not sufficient for Staff to make the recommendati ons
that it needs to; is that correct?

A That's correct.

Q And the -- am | correct in understanding
that your position in this case is based on the
| nadequacy of the source docunents that are being
provi ded to you by Confl uence?

A That's correct.

Q Junmpi ng around, could you turn to your
direct testinony. On page 16 you outline what the
requirenments or the report that you were asking for
Is; is that correct?

A That's correct.

Q Regarding that fourth bullet point, so
starting at line 13, why -- | want to ask as an open
guestion because |'m genuinely curious just |'mjust
going to ask. Wiy is Staff seeking the phase?

A Oh, about |ike the phase of the
electricity used for each systenf

Q Yeah.

A We ask that information in case they have
a new equi pnent, like a new punp -- punp nachi ne or
bl ower. And then based on that information, we can
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properly or accurately -- accurately annualize the

electric expense. So | nean, if like the electric
rate change, we can use that current rate to annualize
the el ectric expense.

Q So based on your response, you woul d
agree wth ne that the phase of the electricity would
have a direct cost inpact?

A Yes.

Q I s the nunber of assets using electricity
expected to change frequently? Well, you would agree
wth me that the nunber of assets using electricity in
a system woul d not change frequently?

A That's correct.

Q So you woul d agree with ne that once the
Conpany prepares the report for a systemwth the
nunmber of assets, it's highly unlikely that report
woul d need to change frequently on that issue?

A That's correct.

Q Wul d you agree with ne that the
consol i dation being requested by the Conpany woul d
mnimze the need for the data that you're requesting?

A | can't speak to that.

Q You can't speak to that. [|s that what
you sai d?

A. Yeah. Yeabh.
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Q Fair enough. | don't think that your

testinony touched the general ledger. Am| correct on
t hat ?

A Yes.

Q Then I will skip the general | edger
guestions. You are not receiving sufficient
information to conplete your audit based on what's in
the annual report alone; is that correct?

A What do you nean by "the annual report
alone"? | don't --

Q Wll, let's start with you agree that the
Conpany files an annual report every year, correct?

A That's -- | nmean, | believe so.

Q And woul d you agree with ne that that
annual report does not supply the information that you
require related to, for exanple, electricity or
chem cal expenses for you to conplete your audit?

A That's correct.

Q So one last thing I've got. Turn back to
your surrebuttal, page six, lines 15 through 17. You
woul d agree with ne that it reads: |f nore than one
year of a chem cal is purchased, Staff does not know
over how many years to normalize that cost and Staff
does not know how nuch is used, how long a quantity --

and how long a quantity purchase |asts w thout the
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hi storical i1 nfornmation.

Wul d you agree that | read that
substantially correct?

A Yeah, that's correct.

Q And once again, you would agree with ne
that that neans that Staff is not receiving the
information it needs to properly performits audit
based on what the Conpany is currently able to
provi de?

A That's correct.

Q And once again, you would agree with ne
that the basis of your recomrendation is the |ack of
the information that you are currently receiving in
t hose reports?

A That's correct.

Q | have no further questions at this tine.
Thank you.

JUDGE HATCHER: Thank you.

And M. Wodsnal | .

MR. WOODSMALL: Thank you, Your Honor.
CRCOSS- EXAM NATI ON BY MR WOODSMVAL L :

Q Let's just stick with electric report.
We've talked a ot about that. And | want to -- |
want to figure out what exactly you want. Okay?

Let's say we have a system Have you heard of Terre

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS
www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023

Page 175
Du Lac?

A Yes.

Q You know the conplexity of Terre Du Lac?

A | don't know, but | know they have I|ike
six -- | nmean, look at the electric expense. You
have -- | think they have like six different provider
for the system

Q Six different providers?

A Yes.

Q For just this one systen?

A Yeah.

Q kay. And nultiple different assets;
bl owers and punps and aerators and everything el se.

s that correct?

A Yeah, that's correct.

Q Ckay. Just so | understand, let's say we
have an el ectric feed comng in from XYZ electric
provider. GCkay? And it's comng in at three --
one -- one phase. |Is -- that nmakes sense?

A Yes.

Q What are the different phases of
electricity?

A | believe it's one and two or three.

Q One, two or three?

A Yeah.
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Q kay.

A I --

Q You don't know t hough?

A | mean, |I'mnot sure. But based on sone
of the bills, | see |like a phase 1 and a phase 3,
sonething like that. But |'m not sure.

Q Ckay. But you want that information?

A Yes.

Q Because what you're going to do is take
t he nunber of phases, go to the electric provider's
tariffs, and try to price that out and determne if
the bill is correct?

A No. That's not what we --

Q kay. So why do --

A -- want to.

Q -- you need the phases?

A | nmean, |ike |I say, you know, if you guys
put in new equipnent, |ike a new punp or new bl ower,
and then just |looking at the history of the electric
expense, if that -- if the expense fluctuate a |ot,
that can explain |ike there's sonething going on.

And based on the information, we can ask
the Conpany if they have |Iike new equipnent. So we
can base that information to annualize the electric
expense.
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Q kay.

A And like | said, if there is electric
price change, like a -- if there's change in electric
rates, we can also take that into considerati on when
we are -- when we annualize the electric expense.

Q (kay. So you are going to use the phase
so that you can check for rate increases and annuali ze
It; is that correct?

A That's correct. If --

Q kay. That's all | needed. So -- so
you're not going to take this report at face val ue.
You're not going to take the invoice at face val ue.
You are then going to go to the phase for thousands of
different assets, price themout at the rate and then
cal cul ate el ectric expense; is that correct?

A | mean, that's not correct. Because |
said -- like I said, if we notice through the invo- --
the history of the electric expense, if we notice |ike
there's a ot of fluctuation, |like up and down or the
costs -- or the costs just keep going up, | nean, that
can explain like, you know -- that can explain |ike
when the cost is going up.

So when we're going to propose |ike
annual i ze that cost, we mght just take the -- |ike

the I ast known. But that just based on the history.
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It's not like we just -- | nean, we can just take the
bill and reprice everything. | nmean, we've attenpt
concerning howto work on it. There's no way we can
do that. So that's not what we are asking for.
Q Understand and | agree with you totally.
That at sone point you're just going to take the
I nvoi ce at face value. That's all you can do; isn't
that correct?
A | nmean, that's sone ways correct. But
what we have in this case, |ike we ask for the
el ectric invoices and there are so nmany invoices the
Conpany didn't provide to us in this case.
Q You didn't know how to find them and you
didn't --
M5. KERR: (njection.
BY MR, WOODSMALL.:
Q -- ask howto find them is that correct?
M5. KERR: (bjection.
BY MR WOODSMALL:
Q Did you end up finding thenf
M5. KERR: Badgeri ng.
JUDGE HATCHER: (Okay. Let's take a
break. What's your objection?
M5. KERR: Asked and answered
JUDGE HATCHER: What was your question?
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M5. KERR: Badgering the w tness.

MR, WOODSMALL: He was saying he didn't
get invoices. And | haven't even asked a question
about that till just now.

JUDGE HATCHER: And what's your specific
obj ection? Wat was asked and answered?

M5. KERR: | think he's asked this
guestion a few tines already.

JUDGE HATCHER: |'mnot sure. Go -- go
ahead, M. Wodsmall. Qbjection overrul ed.

BY MR WOODSMALL.:

Q kay. Well, let's just nove onto
sonething else. Let's take -- let's say we have a
system as conplex as Terre Du Lac wth nunerous lift
stations and punps and bl owers and aerators. Okay?

Let's say we have several different
pi eces of equipnent that cone in at three phase. Can
you picture this? Cones into a neter at three phase.
Then it cones off and there's a transforner that
reduces it to single phase to go to nultiple pieces of
equi pnent .

We get a bill for $100 for that neter for
a nonth. How do you want us to break that down to
each individual asset and by phase?

A | mean, nobody asked that information
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though. It's not inny -- | nean, it's not in ny

testinony. We didn't ask you guys to break that down
by phases in the testinony.

Q Look at page 16 of your direct testinony,
line 17: And the phase of electricity used for each.
And -- and if you want to change your answer to
clarify what you're looking for in this report, we'd
| ove to hear it. Because this is where -- part of our
problemis the confusion.

A You know, the reason why we ask that
In- -- we ask the information is because we didn't get
it in this case.

Q | understand. But I'mtrying to get at
what you want in this report.

A What we want in the report is just a
general information. W just want, you know, the --
to keep the electricity bills and the -- the general
i nformation, |like the sys- -- the nane of the system
the systemtype, the nane of the electric provider,
the -- the nunber of bill of each systens, the assets
that is receiving the -- the electric service.

Q Exactly. And that's what |'mtrying to
get at. We have an electric line comng into a neter.
That's three phase. And that serves ten different

assets. But it serves two assets at three phase,
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cones through a transfornmer and serves the other eight

assets at single phase.

How do you want ne to break down t hat
bill to tell you which assets it serves and at what
phase for each asset? O if you want sinply just what
Is the electric bill for that nonth --

M5. KERR: (njection.

BY MR WOODSMALL:
Q -- much different.

M5. KERR: He's asked and ans- -- he's
asked this question like three tinmes and he's gotten
an answer.

MR. WOODSMALL: | can't figure out how to
do this report he wants.

M5. KERR: He answered -- he's answered
the question. They want a general 1ist.

MR. WOODSMALL: But he wants it by asset
and by phase and it's inpossible to do.

M5. KERR: That's your argunent. And his
answer - -

MR. WOODSMALL: And that's what |I'm
testing himon. |[|'m asking himhow would you |ike us
to do this report?

JUDGE HATCHER. Okay. M. Anment hor was

in the mddle of giving his answer when M. Wodsnal |
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interrupted with comments about phases.

M. Anmenthor, you were stating that you
wanted -- and |'mgoing to read off your testinony
because that's what you were answering, if | was
| i stening correctly. You wanted the nane of the
system the systemtype, the nane of the electric
provi der, the nunber of bills at each water and
wast ewat er system the type of asset receiving service
for each electric bill. And that's where you ended
of f.

THE W TNESS:  Yes.

JUDGE HATCHER: So did you --

MR WOCODSMALL: No -- |I'msorry.

JUDGE HATCHER: Did you have nore answer
to that?

THE W TNESS: No.

BY MR WOODSMALL.:

Q So you no | onger need the phase? Because
he didn't include that.

A You know, the phase information you're
tal king about is on the bill. So once we get that
bill, that information is on -- it's on the bill.

Q So you're going to go to the bill. You
don't need that in a report because you're going to

| ook at the bill anyway?
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A Yeah. W just need a bill. Because, you
know, we --

Q Just -- okay. You just --

A -- asked -- we ask the information in
this case. W didn't get that. The -- you know,
there's a ton of omssion, electric invoices.

Q So bottomline --

A We didn't get --

Q Bottomline, what you want is us to do a
better job of getting you the bills in the next case?

A Yes. And also to keep --

Q No further questions.

A -- | mean to --

Q Thank you.

JUDGE HATCHER: We'Il nove to Bench
gquestions. Are there any Conm ssi oner questions?
QUESTI ONS BY JUDCGE HATCHER:

Q The Bench does have a few questi ons.

M. Anmenthor, can you finish your answer that you were
just giving to M. Wodsnmall ?

A Ckay. | was just going to add that since
Confluence is grow ng very quickly, they need to keep
that information so when we need it, they can provide
the information to us in future rate cases.

Q Thank you. | do have a few other
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questions for you. |I'mgoing to reference your direct

testi nony.

A Ckay.

Q Page 12 and |I'm | ooking at |ines six
t hrough eight, that sentence. 1'mgoing to read the
sentence out |loud for the record and for those in the
room But M. Anenthor, ny question is going to be:
Can you expl ain what you nean by the end of that
sentence where it says "this would be considered a
donation"?

Here is the full sentence, quote: Staff
reviewed electric invoices from Cctober 2019 through
January 2023 and renoved any | ate paynent fees and
rounded up bill anmounts as this would be considered a
donat i on.

Can you tell ne, M. Anenthor, what you
nmean by the end of that sentence?

A Yeah. Wien we | ook at Confluence's bill,
there is a section that -- they have |like they -- they
give like sone type of a donation and a --

Q Who? The custoners or the Conpany is
gi ving the donation?

A It's the -- it's the Conpany. |[It's when
you see that on the bill, there's a round up.

Q Ckay. So this is a simlar situation

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS
www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023

Page 185
to -- | think McDonald's is very fanous. They ask you
to round up. O her businesses, just |ocal regular
busi nesses -- | nean, not nonopoly ask you to round up
for donati ons.

And so Confluence bills has a simlar
type of question to its custoner: Do you want to
round up for such and such charity?

A It's not question to custoner, but it's
on the electric bill. So it's |like maybe the electric
conpany just ask themlike if they can round up. So
It's not invoices to |like custoners, but it's just
| i ke invoices they are getting fromtheir electric
provi ders.

Q The bills --

A From - -

Q -- fromthe --

A -- electric providers --

Q -- utility conpany's --

A Yes.

Q -- electric conpany?

A Yeah.

Q kay. And Confluence has been roundi ng
up its electric bills?

A Yes.

Q My next question is page 13. This is
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about the chem cals.
MR, WOODSMALL:  Your Honor, direct or
surrebuttal ?
JUDGE HATCHER: Direct, page 13.
MR, WOODSMALL: Thank you.
BY JUDGE HATCHER:

Q And |I'm | ooking for the sentence. Line
si6. Okay. |I'mgoing to read the sentence and then
I'"'mgoing to ask the question. But |I'mgoing to give
you the question first so you can think about it while
" mreading for everybody el se.

A kay.

Q My question is, when the operators
purchase the chemcals, were you able to review the
I nvoi ce to reconcile the rei nbursenent requested by
t he operator?

So let nme go back to the sentence that

| eads into that question. Line 6, page 13,

M. Amenthor's direct testinony, quote: During its
review process, Staff noticed m ssing quantities on

sone invoices, such as when operators purchased the

chem cals and that sone invoices had bul k quantities

of chemcals or total invoice anobunts split between

mul tiple systens wi thout any explanations or rationale
for how the anmount was all ocat ed.
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So based on that sentence, M. Anenthor,
my question, were you able to reconcile the chem cal
purchase and the rei nbursenent by the chem cal
operator -- the reinbursenent that was requested by
t he operator?

A That's not sonething asked specifically
when | 1 ook at chem cal invoices. You know, | don't
| ook at reinbursenent. How nuch they reinburse the
conpany, | don't |ook -- yeah.

Q Were you able to track the chem cal
purchases -- did you ever figure out how they
all ocated the anmounts that they did for the chem cal
pur chases?

A No.

Q kay. M last question. In -- is it
your testinony that during your review of those
chem cal invoices, that you found sone invoices that
did not include a -- the specific quantity and type of
chem cals or where the chem cal was delivered to?

l"'msorry. That was a really |ong
guestion. Do | need to rephrase that?

A You know, during ny review, we -- we see
the invoice, how nuch the purchase -- |ike of the
chem cal, but we don't know how t hey used t hat
chemcal. W don't know how often they buy that
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chem cal and we don't know, |ike, how they all ocated

I nvoice total to nmultiple system

So they don't have any track of |ike
their chem cal usage. Wen we ask that information,
t hey say the Conpany doesn't track their chem cal
use -- usage infornmation.

So Staff was unable to accurately
annual i ze the chem cal expense, because we don't have
any information about, |ike, how nmany quantity you
have to build in this case. Because we don't know how
they use it, howlong they use it. W don't have
any -- any information on -- that kind of information.
So we didn't -- | mean, Staff wasn't able to
accurately annualize the chem cal expense.

Q Thank you. That ends the Bench
questi ons.

JUDGE HATCHER: Before | go to recross, |
want to point out to everyone it is a few m nutes
after five o'clock. So if anyone needs to arrange
pi ck-ups for their offspring or arrange other neetings
wth friends and famly, this is going to be that
time.

Also, if any -- if anyone is unable to
stay after 5:00, please |et nme know. ©Madam Court

Reporter, are you doi ng okay? Awesone.
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Let's go back to cross --
recross-examnation. M. dizer?
MR. CLIZER No questions. Thank you,
Your Honor .
JUDGE HATCHER: Yeah, M. Wodsnall ?
MR. WOODSMALL: No questions. Thank you.
JUDGE HATCHER: Thank you. And t hat
takes us to redirect.
M5. KERR: Thank you.
REDI RECT EXAM NATI ON BY MS. KERR:

Q So would a report help you reconcile or
track that chem cal purchase, for exanple?

A Yeah. | nean, the -- the chem cal usage
log will help us to know |i ke how much chem cal they
use at each system how long they use that chem cal.
And it also going to tell us if there is sonme chem cal
that they may not use anynore.

So once it conme to annualize that
chem cal, we can accurately do that. So the
chem cal -- we need that chemical |og -- usage |og
i nformation to annualize the chem cal expense.

Q Is -- in your opinion, is that sonething
that a conpany should be doing on their own?

A Yeah. | nean, it's a good business
practice to know how nuch chem cal they use at each
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system That will help themto keep track of the

costs. That will now help themfor their planning and
budgeting. So it's sonething they should be doing
anyway.

Q kay. And -- and would the sane go for
the -- would the same go for the keeping track of the
el ectrical expense reports and the consuner billing?

A | nmean, the sane goes to the electric
expense, but once when it cone to the -- the
billing --

Q Revenue reporting?

A Yeah, hold on. Let ne -- | nean, for the
billing i ssue what we have -- what we have in this
case is like they provide us with three different
format of billing -- billing report information. So
that making it hard on Staff to conpile this data to
annual i ze the revenue accurately.

So they need to provide the billing
I nformation the way Staff want it so that can, you
know, assist us in the next -- next rate case.

Q Now, M. Whodsmal|l had asked you and gone
into a lot of detail about the elec- -- needing to
know about the electric phase. You're asking for the
phase -- electric phase for the electric account,

right?
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A | nmean, we just -- we just |ooking for

the -- the general information, you know, about
electric bills.

Q kay.

A If they can just provide the bill. And
on the bill, they have all the information. So it's
not like -- we are not asking the Conpany to log in
| i ke phases, information fromany type of -- you know,
the bill and give that info to us. That's not what we
are aski ng the Conpany.

Q So you're asking it by electrical -- by
el ectric account?

A Yeah. W just want themto provide that
i nformation on -- | nean, each -- when you | ook at --
| i ke on each bill, they have that -- the information
we are looking for. So it's not -- we just want them
to have it by electric accounts, but not to the
el ectric account the provider -- the assets who is
recei ving the service.

Q kay. So you don't need to know it by
each specific asset, what phase it is?

A We are not asking the phase information.

Q Ckay. And that's so you can know the
proper tariff rate to annualize it?

A Yeah. | nean, like | say, if there is a
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new equi pnent, if they have |ike a new nmachi ne, when

you |l ook at an electric expense history, how that
price -- that expense fluctuates, based on that, we
can, you know, know how nuch we can put into the
rates.

Ckay.

So that's why --

You said that -- |'msorry.

> O > O

That's why we need infornmation for.

Q kay. And you said that information is
right there on the bill?

A | nmean, the problemwe have, |ike | said,
in this case, they didn't provide those bills to us.
We asked them we went through |ike inform
neeting -- weekly informal neeting with the Conpany to
get those invoices. They just said we're going to get
It to you. They never provide that information.

Q Ckay.

A So that's the whole problemw th, you
know, this issue -- the reporting issue is because
t hey never provide us the information.

Q Ckay. And as a conpany, they should be
getting this information?

A | nmean, they get a bill fromtheir

provider, so they should have all the information.

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS
www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023

) ) ~ Page 193
And there -- you know, they log all this information

in their system so it's sonething they should be able

to provide us.

Q kay.
A So they didn't provide us in this case.
That's why.
Q Ckay
M5. KERR. | don't have any other
questi ons.

JUDGE HATCHER: Thank you.

M. Anmenthor -- M. Amenthor, you are
excused. | appreciate your testinony.

Staff, call your next witness. | believe
it is Ms. Dhority.

MR. STACEY: Staff calls Jane Dhority.

JUDGE HATCHER: Am | pronounci ng that
correctly?

THE WTNESS: Dhority.

(Wtness sworn.)

JUDGE HATCHER: Thank you. Pl ease have a
seat .

Staff, your w tness.

MR. STACEY: Thank you, Judge.
JANE DHORI TY, being first duly sworn, testified as

foll ows:
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DI RECT EXAM NATI ON BY MR, STACEY:

Q Pl ease state and spell your nanme for the
record.

A My nane is Jane C. Dhority, J-a-n-e, |ast
nane is Dhority, D-h-o-r-i-t-y.

Q And by whom are you enpl oyed?

A The M ssouri Public Service Comm ssion.

Q And what is your position there?

A |'"'ma senior reg- -- senior regul- --
senior utility reqgulatory auditor.

Q Al right. Have you prepared and filed
testinony in this proceedi ng?

A Yes, | have.

Q Specifically direct testinony filed on
May 26th, 2023 set forth in Exhibit 103?

A Yes, | have.

Q And rebuttal testinony filed on
June 29t h, 2023 and set forth in Exhibit Nunmber 1157

A That's correct.

Q And finally, surrebuttal testinony filed
on July 21st, 2023, public and confidential, set forth
i n Exhi bit Nunmber 1257

A That's correct.

Q Do you have any changes or corrections to

make to these docunents set forth in Exhibits 103, 115
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and 1257
A | do not.
Q If I were to ask you the sane questions

i n these docunents today, would your answers be the
sane?

A They woul d.

Q Are those questions and answers true and
correct, to the best of your know edge and belief?

A They are.

MR. STACEY: Your Honor, | offer State's
Exhi bits 103, 115 and 125, public and confidential, to
be admtted into evidence.

JUDGE HATCHER: Thank you. Are there any
objections to the adm ssion of Exhibit 103, 115 and
1257

No objections. They are so admtted onto
t he hearing record.

(Exhi bits 103, 115 and 125 were received
I nto evi dence.)

MR. STACEY: Staff tenders Ms. Dhority
for cross-exam nation.

JUDGE HATCHER: And M. i zer.
CROSS- EXAM NATI ON BY MR CLI ZER:

Q Good evening, Ms. Dhority. Do you have a

copy of your surrebuttal testinony in front of you?

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS
www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023

Page 196
| do.

Can you turn to page five for nme?

| can.

o >» O »F

I'"'mgoing to read lines five through
nine. | want to nmake sure |I'mreading correctly.
Collection lag report would include data --

THE COURT REPORTER I'msorry. You're
goi ng to have to sl ow down.

MR. CLIZER  Much slower. Got it.
Trying to hustle.

BY MR CLI ZER

Q A collection lag report woul d include
data regarding how long it takes Confl uence's
custoners to pay their bills, which, in turn, hel ped
determne the timng of cash flowthat is needed to
determ ne the revenue lag in a cash-working capital
| ead-1 ag study.

In this case, Staff had to use a
surrogate collection lag as the Conpany did not have
the data Staff required to cal cul ate Confl uence's
collection | ag.

Did | read that substantially correct?

A You di d.
Q And am | understandi ng correct that the

reason you are requesting the information in the
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report is to allow you to performthe collection part
of the |lead-lag study --

A Correct.

Q -- in the future?

And just for the sake of everything, a
| ead-1ag study is a study designed to understand the
timng of paynents and collections. Wuld you agree
wth me on that?

A A lead -- yes.

Q And it's necessary to |look at the timng
and collections over nultiple nonths, over multiple
peri ods when perform ng such a study, correct?

A Correct.

Q And that is why you are requesting the
col lection information over nultiple nonths; is that
correct?

A Correct.

Q And as you say in this testinony, in this
case, the information that was provided by the Conpany
was not sufficient, correct?

A Correct.

Q And you had to resort to using surrogate
data, correct?

A Correct.

Q So again, just to finalize, the purpose

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS

www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023

) ) Page 198
of your recomendation is to allow you to have the

data you need in future to conplete this study w thout
having to rely on surrogate data. Do | have that
correct?

A You do.

Q You did not touch the general |edger?
That's --

A No.
-- Savor? Sarver?
Sarver, correct.

Then |' m done.

O > O

JUDGE HATCHER: M. Wodsnal | .
MR. WOODSMALL: Thank you, Your Honor.
["11 be very brief.
CROSS- EXAM NATI ON BY MR WOODSMALL :
Q Do you have your surrebuttal testinony in
front of you?
A | still do.
Q kay. Page five, lines 11 through 13
roughly. And I'mnot going to ask you to read it out
| oud or anything. | just want sone clarification. At
the very beginning of line 13 -- well, continuing back
to line 12: Once the report is set up, this report
can be updated intermttently.

Termis a little vague. How often do you
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want this report updated? rage 1

A It doesn't have --

Q What do you nean by intermttently?

A -- to be nonthly.

Q Mont hl y?

A It does -- no, it does not have to be
nont hl y.

Q So how often? Wiat is intermttently
t hen?

A Every --

Q Quarterly?

A That -- that woul d worKk.

Q So quarterly would work. Ckay. And --
and briefly, you say -- line 11: Wile Staff
recogni zes that Confluence may incur additional tinme
and possibly costs.

Do you see that?

A | do.

Q And did you nake any all owance in the
revenue requirenment in this case for this additional
cost ?

A No.

Q kay. So if the Conm ssion ordered that
| nposed on Confluence River, Confluence River woul d
have to eat that cost until the next rate case?
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A Correct.

Q kay. So our profit level com ng out of
this case would i nmedi ately be | ess because we're
i ncurring additional cost that's not in the revenue
requirenment ?

A Correct.

Q Ckay. No further questions. Thank you.

JUDGE HATCHER: Thank you. And are there
any Conm ssioner questions for Ms. Dhority? Ckay.
QUESTI ONS BY JUDCGE HATCHER:

Q The Bench does have a few questions. On
page four of your surrebuttal, you had expl ai ned the
need for actual revenue or day-to-day collection
reports to understand the paynent habits of custoners.

A Correct.

Q Wul d these reports need to be separated
by rate class or rate district?

A | don't know.

Q Can you expand on that a little bit?

A Yes. We would like to have it separated
|i ke residential, non-residential.

Q Ckay.

A Uh- huh.

Q How woul d that -- why would Staff like it
separated in that manner?

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS

www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023

Page 201

A It's all in -- so we can calculate the
collection lag for the | ead-lag study, sufficient
detail .

Q Do other utilities in Mssouri nmaintain
this information?

A They maintain information that we can use
to generate a collection lag. And Confluence does not
mai ntai n that informtion.

Q Is cash-working capital still an issue in
this case?

A | don't believe so.

Q On page nine of your surrebuttal, you
stated that the positive working capital requirenent
is $27, 7037

A Correct.

Q That's line 14. |Is that water and sewer
conbi ned?

A Yes.

Q kay. And then M. Thies's direct
testinony, and that's page 15 and 16. But that
I ndi cated that using the 45-day convention, that
Confl uence has calculated its positive water working
capital requirenent to be 112,722 for water and for
sewer, $186,385. Has -- here -- and |I'msorry. Long
set-up. Has Confluence accepted Staff's total Conpany
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anount of 27,7037

A | believe so.
Q Ckay.

JUDGE HATCHER: That is all the questions
fromthe Bench. But stay there. W have nore. That
takes us to -- that takes us to -- we are getting
punchy late in the day. | apol ogize.

THE W TNESS: Fair enough.

JUDGE HATCHER: That takes us to
recross-exam nation and | believe -- yeah, M. dizer.

MR. CLIZER | have no questions though.
Thank you.

JUDGE HATCHER: Thank you.

M. Wodsnal | .

MR. WOODSMALL: No questions, thank you.

JUDGE HATCHER: Thank you. And that
takes us to redirect.

MR. STACEY: | think |I have just one
guestion, Judge.

REDI RECT EXAM NATI ON BY MR STACEY:
Q Do we know for sure that it would any
additional nonies for themto do these reports?
A We don't know that.
MR. STACEY: Ckay. Nothing further,

Judge.
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JUDGE HATCHER: Thank you. And,
Ms. Dhority, you are excused fromthe stand. |
appreci ate you being here. | got everybody, right?
Yeah.
THE W TNESS:  Uh- huh.
JUDCGE HATCHER: Yes. Thank you.
Staff, your next witness | believe is
Ms. Sarver.

MR. STACEY.: State calls Ashley Sarver.
(Wtness sworn.)
JUDGE HATCHER: Thank you. Pl ease have a
seat. Staff, your w tness.
MR. STACEY: Thank you, Judge.
ASHLEY SARVER, being first duly sworn, testified as
fol | ows:
DI RECT EXAM NATI ON BY MR, STACEY:
Q Wul d you pl ease state and spell your
nanme for the record?
A Ashl ey Sarver, A-s-h-l-e-y, last nane is

S-a-r-v-e-r.

Q By whom are you enpl oyed?

A Publ i c Service Conmm ssi on.

Q And what is your position there?

A Lead senior utility regulatory auditor.
Q Have you prepared and filed testinony in
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t hi s proceedi ng?
A Yes.
Q Specifically, direct testinony filed on

May 26th, 2023, public and confidential, as set forth
in Exhibit 10772

A Yes.

Q Surrebuttal testinony filed on
July 21st, 2023, public and confidential, set forth in
Exhi bit 1317

A Yes.

Q Now, do you have any changes or
corrections to make to those docunents set forth in
Exhi bits 107 or 131 respectively?

A Yes, | do.

MR, WOODSMALL: Thank you.

MR. M TTEN:. Thank you.

MR. CLIZER  Thank you, sir.
BY MR STACEY:

Q Now, |'ve handed you a docunent entitled
Staff Errata Sheet, Confidential prenmarked as
Exhibit -- or Staff's Exhibit 133. Does that include

your -- your changes --
A Yes, it does.
Q -- to your docunents?

And specifically paragraph -- or nunber
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three, Exhibit 107, which is your direct testinony; is

that correct?

A Yes.

Q Header on the title page. Delete
May 11th, 2023 and replace it with May 26th, 20237

A Yes.

Q Ckay. And then again, in nunber six,
Exhi bit 131, your surrebuttal testinony, that shoul d
say page five, lines 26 through 29. And you want to
delete: No. As M. Cox has shown on page 33 of his
rebuttal testinony, the corporate allocation for
M ssouri is 7.99 percent. Therefore, 7.99 percent of
t hese executive salaries and benefits and recomend
for disallowance by Staff in this case, not
100 percent. The renuai nder of executive salaries and
benefits are recovered fromother states in which CSWR
oper at es.

You want to renove that, correct?

A Yes.

Q And you want to replace it with: No.
Staff is renoving the M ssouri portion in the test
year for CSWR executive salaries and benefits. CSR
used an al |l ocation percentage of 7.99 percent for
executive salaries. Therefore, if the Comm ssion

accepts CSWR s al l ocation factor, CSWR can recover the
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remai ning 92. 01 percent of executive salaries and

benefits fromother states in which CSWR oper at es.
A That is correct.
MR, STACEY: All right. Staff offers the
errata sheet as listed as Exhibit 133 into evidence,
which is to be used later for the other direct

testinonies of other Staff nmenbers, if you want to do

It that way.

JUDGE HATCHER: | haven't done this as an
exhi bit.

MR. STACEY: That's fine. | just --

JUDGE HATCHER: Let's -- let's see where
we're at. | -- 1 don't think | have any issues with
this, but let's -- let's see where we're at first.

MR. STACEY: There is a part -- portion

on that that is confidential, and that's on paragraph
one.

JUDGE HATCHER Yes. And | see that.
First, let's take Ms. Sarver's testinony. |'mpretty
sure | heard M. Stacey offer Exhibit 107 --

MR. STACEY: No, | have not yet.

JUDGE HATCHER: kay.

MR. STACEY: But Staff offers State's --
or Staff's Exhibits 107 and 131, public and

confidential, will be admtted i nto evi dence.

888-893-3767 Lexitas operates in all 50 states and is licensed where required Nevada Registration #116F. LEXITAS
www.lexitaslegal.com



© 00 N O 0o A~ W N P

N N N DN NN P PP,
aa A~ W N P O © 00 N oo o~ w N+, O

Evidentiary Hearing August 10, 2023

Page 207
JUDGE HATCHER: (Okay. Let's go ahead and

take just those two. | amnot talking about the
errata sheet. Are there any objections to the
adm ssion of Exhibit 107 or 1317

Hearing none, it is so admtted onto the
heari ng record.

(Exhibits 107 and 131 were received into
evi dence.)

JUDGE HATCHER: Next, we have offered
Exhibit 133. This is marked as the Staff Errata Sheet
Confidential and it is being offered as an exhibit.
Are there any objections or other commentary?

MR. WOCDSMALL: No, Your Honor. W'l
get an opportunity to cross those other w tnesses, so
| don't have any problem

JUDGE HATCHER: Okay. No, then great.
Exhibit 133 is admtted onto the record as
Confidential Exhibit 133.

(Exhibit 133 Confidential was received
I nto evidence.)

JUDGE HATCHER: M. Stacey, your wtness.

MR. STACEY: And Staff tenders Ms. Sarver
for cross-exam nation.

JUDGE HATCHER: M. di zer.
CROSS- EXAM NATI ON BY MR CLI ZER:
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Q Good eveni ng, M. Sarver.

A Good eveni ng.

Q | apol ogi ze for m spronounci ng your nane
earlier, by the way. Do you have a copy of your
surrebuttal testinony?

A Yes, | do.

Q Can you turn to page 27? Let nme know
when you're there.

A kay. |'m here.

Q On page [sic] 9 through 13, there's two
sentences I'd like to read. Mke sure that |I'm
actually reading themcorrectly: Staff wll be able
to nonitor overall CSWR costs and how t hey change
t hrough review of the CSWR general |edger, as well as
t he amount eventually recorded in the Confluence
general | edger.

This allows Staff to see the entire
bucket of costs to be allocated at CSWR and the
portion that is recorded in the Confl uence general
| edger as these should change as further acquisitions
are made, whether in Mssouri or in other states.

Did | read that substantially correct?

A Yes, you did.

Q So let's just nmake sure sonme things are
clear for the record. CSWR in this -- |"msure you
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specified earlier, but that's Central States Water

Resources; is that accurate?

A Yes.

Q And because | think the Judge m ght want
me to, do you know whether that's CSWR, LLC or Central
States Water Resources, Inc.?

A LLC

Q kay. Thank you. So now back to the
actual substance. Based on this reading, am| correct
to understand that Staff had difficulty devel opi ng the
proper corporate allocation used in this case due to a
| ack of information provided by Confl uence Rivers?

A We had to ask for several work papers to
conme up with how they cane up wth their allocation,
but not really the allocation percentage.

Q Is the informati on that you are
requesting benefic- -- you would agree -- am| correct
to understand that the information you are requesting
Is nmeant to benefit the Staff in being able to devel op
corporate allocation factors in the future?

A Correct.

Q And |'mnot going to read it, but
starting at -- the paragraph starting at page 2
t hrough 6, you discuss the rapid change in -- |I'm

sorry. |I'mstill on page 27 of your surrebuttal, to
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be clear. Again, lines 2 through 6. You discuss

the rapid change in the affiliate group of Confl uence
Ri vers?

Lines 2 through --

Si x.

It's comng fromJosiah Cox's rebuttal.

o >» O >

Fair enough. But the -- the issue at
hand is the rapid change in aff- -- in the affiliate
group of Confluence Rivers, correct?

A Yes, that is correct.

Q And that rapid change in -- am| correct
I n understanding that that rapid change in affiliate
group is what is pronpting Staff to request this
I nformation on a quarterly basis?

A That is correct.

Q So by having this information on a
quarterly basis, Staff believes it wll be better able
to understand the proper allocation of corporate
overhead costs from CSWR, LLC to Confluence Rivers in
future rate cases?

A Yes.

Q And | apol ogize. That was a | ong
guestion. But I'mpretty sure |I'mdone. Thank you.
JUDGE HATCHER: M. Wodsnal | .

MR, WOODSMALL: Very briefly.
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CRCOSS- EXAM NATI ON BY MR, WOODSMVAL L :

Q | -- on the -- on the corporate
all ocation report, first off, let's stop -- start at a
hi gh I evel and work down. That the Staff did not take
exception with the fornula that CSWR uses to all ocate.
The formula; is that correct?

A The method that is used we did not have a
probl em w t h.

Q Ckay. The only problemwas the
availability of data to calculate that on a quarterly
basis? Is -- is that the issue?

A The -- just how the cost itself canme down
to Mssouri. It was hard to determ ne which one --
what the cost was that cane down to M ssouri just by
review ng the general | edgers.

Q Ckay. Well, let -- let ne back up. |
think I junped ahead. So no issue with the fornul a.
The conpany updates the allocation factor quarterly;
s that correct?

A Correct.

Q And you don't have a problemw th that
bei ng updated quarterly. You're not asking --

A Huh- uh.

Q -- for it nore frequently?

A. No, |'m not.
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Q kay. So the allocation manual, the
all ocation process is okay. You had sone probl ens
seeing how it applies to the cost. Is that what
you' re sayi ng?

A The corporate allocation sheet that you
keep tal ki ng about that you're supposed to do -- that
you guys do every quarter, that was fine.

Q Ckay.

A | just want that like it is.

Q kay.

A Then the general |edger, | would like to
have that too along with it.

Q Okay. Now, the allocation report that's
cal cul ated quarterly --

A Uh- huh.

Q -- you want that calculation to be given
to you in the future rate case?

A Every quarter in the -- plus, in the
future rate case.

Q Ch, you want it submtted between cases?

A This one | do, yes. So we can non- --
wat ch the acquisitions, since you guys are rapidly
growi ng, to watch what the allocation factor does.

Q Ckay. In this case you use the
all ocation factor cal cul ated as of Decenber 31st. It
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was the | atest one that was done, correct?

A Well, then | added South Carolina.

Q Ckay.

A But yes.

Q kay. So you used the nost |latest -- the
| at est cal culation for the allocation factor; is that
correct?

A Yes. In this case.

Q Ckay. So what happened historically was
di sregarded in favor of the nobst recent nunber; is
that correct?

A No, | wouldn't say that. The reason we
want it -- or I want it is to just watch the
al location factor itself. Because obviously a couple
years ago, it was a lot higher than it is now.

Q Uh- huh.

A So if you guys don't cone in for a rate
case for another three, five, ten years, then if the
al l ocation factor changes, then that would be a -- you
know, that could possibly be a problem

Q How woul d it be a probl enf

A | nmean if the allocation factor drops
down to, you know, less than -- to unreas- -- | nean
to a lot |ess nunber, then that cost com ng down to
M ssouri custoners.
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Q Isn't that good? Less noney conming to
M ssouri -- being charged to M ssouri ?

A But the -- the nunber's still built in
rates is still the higher nunber.

Q kay. So how woul d you use this report
bet ween cases? |Is it just nore curiosity to nonitor
t he Conpany?

A No. It's nore if we need to file a
conpl ai nt or sonething agai nst the Conpany possibly.
O if we have questions on it, we could ask you, you
know -- ask you guys what -- you know, questions about
It too.

Q Ckay. You nentioned a conplaint. An
earni ngs conpl ai nt?

A | mean, possibly.

Q Ckay. Do you realize the conpany
operates at a | oss every quarter?

A |''mnot saying that that will be the
| ssue.

Q So if it's not to determ ne the
possibility of an earnings conplaint -- and given the
Conpany is operating at a loss | can't believe it's
that -- what is the purpose -- not in a future case.
Certainly willing to give it to you in a future case.
What is the purpose of the report between cases?
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A W were just -- want to make sure that
the allocation factor didn't dramatically change.

Q And if it did, so what? If -- if we nake
a lot of acquisitions in Texas, which reduces the
allocation in Mssouri, if we're operating at a |oss,
what's it matter to you?

A Because if you're comng in at less -- |
mean, if you're just -- if you're comng in at, |
nean, |like 3 percent, way |ess then your 7.99 that you
want, then we want to nmaybe have you guys cone in for
maybe -- | don't know if we can suggest you guys cone
in for a rate case or just ask.

Q You m ght use this so you can ask the
Conpany to file a rate case?

A No, we can't -- we can't ask you guys to.
But we can just -- | nean, it's just another form so
the custoners won't get -- the custoners are paying
their fair price.

Q In conjunction with this, are you going
to ook at increases in other costs to make -- to see
If there's offsetting factors?

A vell --

Q O is this just going to be |ooked at in
a vacuunf?

A | would probably [ ook at the three
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factors that go into -- into it.

Q Ckay. Having troubl e understandi ng the
val ue between rate cases, but |I think |I've gotten as
far as 1'mgoing to go. Thank you.

A Thank you.

JUDGE HATCHER: Thank you. Are there any
Comm ssi oner questions for Ms. Sarver?
QUESTI ONS BY JUDCGE HATCHER:

Q Ckay. Hearing none, the Bench does have
a couple questions. You do not need to reference your
testinony. However, ny question's going to reference
your testinony so that everyone |listening can follow
al ong.

Your direct testinony, schedul e one,
whi ch tal ks about your experience and your case
participation, that schedule indicates that you were
responsi bl e for the chem cal expense issue in the | ast
three M ssouri American Water Conpany rate cases. |Is
that correct?

A That is correct.

Q Second question, is the reporting of
chem cal expenses that Staff is recomendi ng, and we
heard M. Anmenthor testify about that, is what Staff
I's recomendi ng for the chem cal expenses different

than what is required or provided by M ssour
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Aneri can?

A No. M ssouri Anerican, the information
that they provided was sufficient enough to do the
audi t .

Q Did they break down their chem cal
expenses by systemportions? Did they track the
chem cals by how often they purchased? |I'mtrying to
t hi nk of sone of the other itens that M. Anmenthor
nmentioned in his testinony. But he nentioned a | ot of
that tracking of the chemcals so that the cost could
be associated at a later tinme with each system

Now, | understand that Confl uence is
tal ki ng about 60-plus systens that are separate right
now, but M ssouri American is -- is tracking sonething
simlar, are they not?

A Yes, they are.

Q Can you explain a little bit further
about how M ssouri Anerican is tracking their
chem cal s?

A Fromwhat | renmenber -- I'mtrying to
t hi nk of what ny work paper |ooked |ike. They had it
by the -- they had it broke down even by the system

that they have. And then they had the quan- -- the
quantity of it, the pounds -- if it's tons or by

pounds, they had the nunber -- |ike how many of
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that -- | don't knowif they -- they broke it down by
nmonth, | believe.

Q And when you say by system M ssouri
Anmerican Water, in ny mnd, is -- is one |arge system

Are you referencing like the | egacy systens? Kind of
like if -- if we would | ook ahead to Confluence, their
request woul d be that we have one consolidated rate
and we m ght be |ooking or calling these their |egacy
systens. |Is that how M ssouri Anerican was tracking
It when you say systenf

A Yes. \Whenever | reviewed it, | actually
was able to identify which |ocation the chem cal went
t o.

Q Ckay. Thank you. | -- ny verbiage fails

JUDGE HATCHER: That is all the questions
| have. But that does take us to recross.
M. Cizer.
RECROSS- EXAM NATI ON BY MR, CLI ZER:

Q Very briefly because you were asked
questions regarding the chemcal situation. M
understanding from M. Anenthor's testinony -- yes,

M. Amenthor's testinony was that he did chem cal
usage. D d MAWC break down or provide information on

chem cal usage?
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A From what | can renenber, they did.
Q Ckay.
MR. CLIZER That was ny only question.
Thank you.
JUDGE HATCHER: Thank you. And t hat
t akes us to the Conpany.
MR. WOODSMALL: No questions. Thank you.
JUDGE HATCHER: Thank you. That takes us
to redirect.
MR, STACEY: Al right. Thank you,
Judge.
REDI RECT EXAM NATI ON BY MR, STACEY:
Q You're asking for the general |edger for

Confl uence and CSWR; is that right?

A That is correct.

Q And they already do that; is that
correct?

A That is correct.

Q And you want that on a quarterly basis?

A Yes.

Q Now, do you expect themto have any

addi tional cost by doing that?

A No.
Q Did you ask Confluence to hire soneone to
do reports to allege -- to nake your job easier?
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A No.

Q Al right. You nentioned about using
that information to file a -- in filing a conplaint.
What would Staff |ook at in filing a conplaint? Wuld
it only be the allocation factors?

A No. The general |edger would help us
out. But that's not our -- | nean, the general |edger
woul d hel p us out. Maybe you want -- we're not
wanting this information to file a conplaint on them
W want the information for information for us to
have.

Q And why is it inportant to know the
al l ocation factors?

A Just to see if it would drop or if it
woul d i ncrease perhaps, either direction.

Q Is it inportant to ratepayers?

A Yes.

Q Isn't it true that -- or would you | ook
at nore than just the allocation factors if -- you
woul d | ook at everything if there was a conpl ai nt
actually filed?

A Ch, for sure, yes.

MR. STACEY: Ckay. Nothing further,
Judge.

JUDGE HATCHER:  Thank you. Ms. Sarver,
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you are excused. | appreciate your being here to

testify today.

Let's take a mnute to do a quick status
check. First, counsel, are we com ng back in at
9:00 a. m tonorrow?

MR, WOODSMALL: We haven't had an
opportunity to talk any nore. W were going to do
t hat when we ended up doing this. Not to be crass,
but -- so | believe given the nunber of issues that
have been announced are settled that we need to
docunent, as | nentioned, | think we have a resolution
certainly with Public Counsel. W need to get Staff's
buy-off on two additional issues.

| -- 1 think we've taken a | ot of
pressure off the schedule. | think we're not talking
about going long. W' re tal ki ng about shortening the
case. | would prefer to give us opportunity to neet
in the norning to see if we can nail down further
settlenment and get a status report on that.

| would like for us to neet at 9:00. Can
we give you a status report at 10: 307

JUDGE HATCHER: And what woul d be your
vision then for when we reconvene?

MR. WOODSMALL: Net -- Net Operating

Losses. If we need to reconvene, that's where we
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woul d start.
JUDGE HATCHER: kay. That's issue --
what | have as nunber four, |ncone Taxes.
MR. WOODSMALL: I'msorry. Yeah. [|I'm

sorry. Yeah.

JUDGE HATCHER. (Okay. And do you want --
meet at 9:00.

MR. WOODSMVALL: We will neet at 9:00.

JUDGE HATCHER: Onh, yeah. Not nme. You
guys neet at 9:00. 10:30-ish e-mail ne, hey, we're
doi ng great or we're not.

Are we then tal king about com ng back

into the courtroomat 1: 007

MR CLIZER | would prefer nuch earlier.
VMR, WOODSMALL: Yeah. | -- 1 -- 1 would
hope that -- we may |let you know at ten o'clock saying
It's not going well, we're going to start the hearing

wi th I ncone Taxes at 10: 30.

MR CLIZER | -- | --

VMR, WOODSMALL: Ten o' cl ock.
Ten o' cl ock.

MR, CLIZER | would concur. | think
that we can probably tell you by at |east 10:00
whet her or not we need to take up I ncone Taxes that

day. And if we do, | think we could probably start it
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by at |east 10:30 or --
MR. STACEY:

Rel at ed Costs?

t her e.

before 10: 30.
MR. CLI ZER:
tinme for 10: 30.

sure, because I'mgoing to get asked as well,

too much further on Friday,

Staff concurs.

of the table, are we then foll ow ng the anended

MR WOODSMALL: Yes, Your Honor.
JUDGE HATCHER: And then Acquisition

VR, WOODSMALL: Correct.

Ckay. So let us set atinme for 10:30

t he Judge asks, question nark?

But yes, we should set a

JUDGE HATCHER:  Yeah. Let's -- let's

Page 223

JUDGE HATCHER: kay. And just to nake
I f we

finish taxes -- Incone Taxes, if you all take it off

schedule; i.e., Rate Design D strict Consolidation?

JUDGE HATCHER: And | can't see us going

but Tine Sheets if we get

MR. WOODSMALL: You w |l have an update

| like to set a permanent tinme, nmake sure everybody is

ready to go and then we can figure out if we need nore
or less -- not less. 10:30. No objections?
MR. STACEY: No objection.
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JUDGE HATCHER: Last call. Excellent.

Let us adjourn until 10:30 tonorrow norning.

Thank you all for your patience, for your
staying |l ate, especially our technical staff and court
reporter. This was unplanned and | really appreciate
that. Thank you all. W're off the record.

(Wher eupon, the proceedi ngs were
concluded at 5:56 p.m)
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CERTI FI CATE OF REPORTER
I, Tracy Thorpe Taylor, CCR No. 939, within the
State of M ssouri, do hereby certify that the
testinony appearing in the foregoing matter was duly
sworn by ne; that the testinony of said wtnesses was
taken by me to the best of ny ability and thereafter
reduced to typewiting under ny direction; that I am
nei ther counsel for, related to, nor enployed by any
of the parties to the action in which this matter was
taken, and further, that I amnot a relative or
enpl oyee of any attorney or counsel enployed by the
parties thereto, nor financially or otherw se
i nterested in the outcone of the action.
/L M% })f \) ﬂ/ﬂ(
Tracy Thor Tayl or, RPR
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