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APPIDAVIT OP C. A. BUSSCHER 

The undersigned, C. A. Bueacher, having been first duly 

sworn on hi• oath, states that the exhibit entitled "Direct 

Testimony of c. A. Buescher", and consisting of 9 pages, contain• 

his aruswer• under oath to the queationa therein propounded to 

him. and that the Appendix A, incluaive, to the testimony of c. 
A. !hieseher, Chairman of the Board of St. Loui• County Water 

Company, St. Louia, Niaaouri, are true and corr•ct copies of the 

appendix referred to in hi• testimony, all of which testimony and 

appendix have :been prepared in written form by him for 

introduction into evidence in Public Service C0111iaaion Case Ro. 

ftaf5•145 on :behalf of It. Louis County Water Company. 

~~ 
lubseribed and sworn to :before me thi• --"-~-- day of 

o.e.-.r, lftf. 
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MZTIIII IIDOPPCTIOI 

I Q. •LBUB HATB YOUR Dll8 PLBUB7 

10 As Charlea A. Buescher 

11 Q. BY noll AD 1• WJIA'f C.UM!lff AU YOU BNJILOYIID'I 

12 A. I hold several poaition• within Continental Water Company 

11 

14 

15 

11 

11 

1, 
20 

and its subsidiaries including It. Louis County Water 

Coapany. Amoq those position• are lxecutive Vice Preaidat 

of Continental, Chairman of the Board of Director• of each 

of it• operating eoapanie•, and Preaident and ChairMD of 

the Board of Water Utility lerviee COlll)Uly (WUICo). WUICo 

provide• special service• to all the subaidiary operating 

eoaparde• of Contin•ntal including the It. Louis County 

Water Coapany. Ny credential1 and education are outlined 

Ny principle 

regponaib1lity, however, within th• organization can be very 

9enerally deacribed •• havin1 oversight tor en1ineerin9 and 

operation• for all of the Companies• eperatinf subaidiari••· 
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WHAT IS THB PUaPOSB OP YOUa TBSTINONY OK THB ISSUB OP 

GIDOHtAL POLICY? 

To state the Company'• policy with respect to infrastructure 

replacement. In the Company's previous case, WR-94-166, I 

offered testimony about the Company's financial dilemma 

which had caused the Company to fail to meet its interest 
' coverage for nine straight months and had left the Company 

unable to obtain secured debt financing. I described 

infrastructure problems, changing accounting rules, 

increasing governmental rules affecting operations, 

maintenance and construction, •• well as ever increasing 

dnand• of the Safe Drinking Water Act. All of these 

directly impact the Company•• revenue requirement. 

I then addressed what I called a •fundamental problem• 

with the Commisu1ion'• Rate caae methodology which was not 

allowing the Company to receive adequate revenue to meet 

Thia was tied to the Company•• large 

expenditure for infrastructure improvement• which was and is 

the principle reason for the size and frequency of the 

Company•• rate increase requests. 

That ease resulted in a settlement agreement, one 

portion of which required the Company to make a preeentation 

to tbe Comnd.susion Staff and Public Counsel, detailing all 

its proposed water main infraatrueture 
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replacement program. The Report and Order, dated July 19, 

1994, stated the following: 
"· . . Said pre• entation will include, but is not 

limited to, a definition of the problem, the extent of 
the problem, currently available solutions to the 
problem, a plan to begin to address the problem, the 
estimated cost of the plan, ratemaking alternatives to 
implement the plan, and benefits to the customers. The 
presentation will also discuss the long-term aspects of 
the program, a cost\benefit analysis for the program, 
and other financial information pertinent to the 
program." 

WU SUCH A PUSDTATION MADB? 
Yes. The Company on September 29, 1994, sent to the 

Commission and Public Counsel a letter confirming that the 

Company had made the presentations to the Staff of the 

Commission and Public Counsel, as well as to the Commission. 

WOULD YOU IUNNAJtlZB TRB INPOJtTAlfT ASPIICTS OP TRB 

PIBIUTATION? 
Basically, there were three components of the presentation: 

(1) Increasing maintenance costs due to increased 
main failures and higher costs which are not 
now covered by rates. 

(2) Delineation of a phased capital program to 
replace tho•• mains which are causing greatest 
breakage. 

(3) Most important, financial means to do needed 
maintenance and to begin a phased capital 
program. If procedural changes are not made 
the Company cannot expand the present 
replacement program. 

DI Cm«PUX' I JIDAIDPC'lPII 
IIIPI MP IALQT1Qll 
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l Q. HOW llB NAIN'l'BKUICB UPBHSB 'l'llBATNIUft' AND CASH PLOWS ULA'l'BD 
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'1'0 THB PROBLBN WI'l'B ll'l'B BASIHQ OP IHPJtAS'l'ltOC'l'tJU 

IHVBS'l'NBN'l'? 

, A. In the last 5 years, maintenance costs have increased 
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dramatically and for the last few years have not been 

covered in rates. Por example, normalized maintenance coats 

between 1990 to 1992 were approximately $4.5 million. For 

rates effective September 1993, this ia what was covered; 

while for the year 1993, actual maintenance costs were $5.7 

million, a shortfall of $1.2 million not covered in rates. 

In our laat rate case with rates effective Auguat 1994, 

approximately $5.9 million of maintenance expenses were 

covered in rates. It is now anticipated that 1994 will be 

our most costly maintenance year with costs exceeding fl.1 

million, leaving a shortfall of $2.2 million not covered in 

rates. Thia is a loss of $3.4 million in the last two yeara 

funded by the shareholder. 

Keep in mind that it is the ultimate financial 

condition of the CQ11Pany that is at issue. All the parts 

are consequently interrelated. The Company has no option 

other than to continue maintenance of broken maina, whether 

or not any rate making procedures can be improved. But 

present normalizing methods for maintenance expen••• cause 

an attrition in earnings which usurp eaah flow• needed for 

the commitment to additional main replacement inveatment. 

Whether to undertake an infrastructure replacement program 

1• the only optional decision the Company effectively has, 
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and it would be ineffective and inconsistent to deal with 

investment lag problem without addressing the growing cost 

to ownership of unrecovered maintenance expenses. 

4 Q. WOULD YOU SOMNAltIZB WHAT THB COMPANY PROPOSED WITH RBQARD TO 

5 ITS IlfPRASTRUCTUU UPLACBNlDIT PROGRAM? 

~ 6 A. Yes. In our presentations we explained how the Company's 

7 distribution and transmission piping ia aging, and how 

I certain vintages are beginning to fail at what we believe 

9 are unacceptable levels. We explained that the Company 

10 beli•ves that management ha• an obligation to provide the 
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equivalent aervice to future customers aa has been provided 

to paat customers. Therefore, the responsible thing to do 

ia to begin a replacement program. But that program cannot 

be feasibly undertaken without regulatory help. In our 

presentation, the Company explained that we were willing to 

coamit to a level of investment and a schedule for that 

investment if some machinery could be devised which was 

acceptable to all the parties which could mitigate the 

effects of regulatory lag, help provide necessary cash flows 

and dul reali•tieally with maintenance coats. Mr. TUrner 

and Mr. Jenkins speak in particular• on th••• subjects. 

1l()W DOU Y001l ftSTIMOff Dtrna ftON TIIB PAll'l'ICOLAa8 OPPBaBD 

BY•• TOUBa AJIID D. JDKIN8? 

I have authority to commit the Company to a achecSule of 

investment to be financed by additional equity and debt, 

contingent upon assurance• from the Commiaaion and Public 
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Counael that the procedural changes which are needed can be 

accomplished. 

WHAT CONMITMBN'l' CAN THB COMPANY MAD AT THIS TINS? 

As Chairman of the Board, I wish to report that our owners 

are willing to make a one time infusion of equity in the 

amount of $10 million in the Company in the next three years 

to allow the phase-in of the infrastructure replacement 

program until auf f icient cash flows are generated as more 

specifically explained by Mr. Turner. Thia commitment is 

contingent upon the ability of the Commission and the 

parties to this case to devise acceptable methodology to 

eliminate the penalties built into present procedures which 

cause deficient earnings on new investment. 

The infusion of equity investment will come from retained 

earnings by reducing dividends to ownership. This approach 

maximizes the purchasing power of those earnings by avoiding 

taxation and stock issuance coats. The debt will be, if 

possible and feasible, from new EIERA tax-free issues. 

.Absolutely not. As has always been the case, each dollar 

invested will have to pass the same tests which have 

hi•torically applied, and the rate of return on those 

dollars invested will be determined in the •am• way it has 

always btutn. All we need are changes in the approach to 

procedure• which will permit these evaluations to take place 

expediently, not months or years after the investment is 
6 
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made. In addition, we need some agreement regarding the way 

legitimate, provable maintenance expenses will be recovered, 

and a way that cash flows can be reliably generated. 

HOW CAN THB COMMISSION DBTBIUCIHB A RA.TB IHCUASB POR THB 

CONPAHY IP THB COMPANY IS ATTACHIHQ CONTIHQBHCY CONDITIONS 

TO IT? SHOOLDH'T IT BB THB OTHBR WAY AROOHD? 

Of course. It is in fact the other way around. If the 

Commission does not effect the necessary changes, and if the 

Company attempted the infrastructure replacement program 

under existing procc,durea, it would reaul t in financial 

disaster. The Company 1• just coming out of a situation with 

the rehabilitation of a production facility causing major 

financial stress to the Company. The magnitude of this main 

replacement investment relative to the Company• s existing 

rate baae, coupled with the lag and maintenance deficits 

built into the existing process, would literally guarantee 

mignifieant undereaminge and inadequate cash flows. It 

would be difficult and quite po••ibly, at some point, 

impoaaible to raise the nee••••ry capital to fund a program. 

'fhi• would thereby make auch a deeiaion, at best, 

impractical. A• alwaya, the Commission will determine: 

Whether a rate increase is warranted; the conditions, if any 

which attach to it; and the policies and proeedurea employed 

in the process. The Company ia only indicating that if it 

can for•••• the financial capacity to undertake aueh a 

pro,ram, tho Company believes it both desirable and 

appropriate to begin it now. 
7 
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IS TBB INPRASTRUCTORB RBPLACBNBNT PROGRAM OPTIONAL? 

Aa I explained in the presentations, the Company can 

continue to deal with infrastructure failures with 

maintenance repair. Whether or not the replacement program 

is undertaken, maintenance will continue to increase. It is 

less expensive in the short run to repair rather than '• 

replace, if you do not attempt to place a value on the 

quality of service or reliability. However, it is the 

Company's recommendation, with its shareholder's approval, 

that the replacement program should not be delayed and 

should be begun at this time. Since it is infeasible 

economically to do this without Commission help, the 

decision is effectively in the Commission•• hands. 

WHAT BXACTLY DO YOO WAll'l' PRON TBB CONNISSION AT THIS TIJIB TO 

BIIG!N THB PltOOltAN7 

Procedural changes. As we stated in the infrastructure 

presentation, if regulatory practices can be modified to: a) 

eliminate the devastating effects of regulatory lag 

associated with capital infrastructure replacement; b) 

increase and stabilize cash flow; and c) provide for the 

true recovery ot maintenance costs; then the Company will 

have the practical capability to raise the necessary 

external capital to fund the program. The Company will have 

the ability to obtain necessary external debt capital on 

reasonable terms and necflU1UU1ry additional equity capital 

through dividend abeyance or other means of raising equity 

capital. 

• 

• 
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The Company's infrastructure replacement program is 

unique because it does not involve the construction of one 

extraordinary asset over a long construction cycle, but a 

continuous multitude of short-cycle construction projects 

which taken aa a whole, are extraordinary in nature. A 

continuation of ratemaking methodologies that restrict 

synchronization of rates with plant completion will prohibit 

the Company from obtaining the funds to finance its capital· 

program and force the Company to abandon the program. We 

believe that with the spirit of cooperation, the parties to 

this case can come up with solutions to these problems which 

are progressive and which meet the Company's needs with no 

detrimental effect on the public. 

DOU THIS COWCLODB YOUR TBSTINOWY? 

Yes, it does. 
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