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AND CSWR-TEXAS UTILITY

FACILITIES AND CERTIFICATE
RIGHTS IN VICTORIA COUNTY

APPLICATION OF JRM WATER LiL.C

OPERATING COMPANY, LLC FOR
SALE, TRANSFER, OR MERGER OF
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DOCKETNO.50251 ... .. . .

CSWR-TEXAS UTILITY OPERATING COMPANY, LLC’S -
REDACTED RESPONSE TO STAFF’S FIRST RE UK

'*:.:-:-} Attached hereto and incorporated herein by refercnce are CSWR Texas Utlhty Operatmg

Company, LLC’s (“CSWR Texas™) written- if:e_sponse's';_ to the aforémentioned request for

information. Each such response is set forth on or attached to a separate page upon which the
request has been restated. Such responses are also made without waiver of CSWR Texas’ right to
contest the admissibility of any such matters upon hearmg CSWR Texas hereby stipulatcs that

its responses may be treated by all partles exactly as'if they were ﬁIed under oath

Respectfully submitted,

L. Russell Mitten

General Counsel

Central States Water Resources, Inc.
500 Northwest Plaza Drive, Ste. 500
St. Ann, Missouri 63074

(203) 249-2289

(314) 763-4743 (Fax)

S O

Evan D. Johnsom™
State Bar No. 24065498
Kate Norman

State Bar No, 24051121
C. Glenn Adkins

State Bar No. 24103097
Coffin Renner LLP
1011 W. 31* Street
Austin, Texas 78705
(512) 879-0900

(512) 879-0912 (fax)

29




" ATTORNEYS FOR CENTRAL STATES
WATER RESOURCES, INC.

CERTIFICATE OF SERVICE

I hereby certlfy that on thas 13th day of Aprll 2020 notnce of the. ﬁlmg of' thls docur;nentE
was prowded to all partles of record v1a e:lectromc maxi in accordance w1th thc Otder Suspendmg

Rules, issued in Project No. 50664,

Evan D. J ohnson
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PUC DOCKET NO. 50251
CSWR-Texas Utility Operating Company, LLC’s
'RESPONSES TO STAFF’S 1+ RFIs

STAFF- CSWR 1-1

Provnde a detalled explanation of the calculatlon and ratemakm effects of the goodwill asset
} H and paid in capltai amonnt of Si on the CSWR, LLC and

Subsidiaries ‘Consolidated Balance Sheet as™ of 12-—31-2018 as shown m confidentlai

attachmentG
transactmnis) that caused the

. b). k Please provnde a detalled description of the transaction(s) that caused the
- - increase in paid in capital change from 12/31/17 to 12/31/18 resulting in a
o 'balance of $H‘

a). "Please ‘provide a detailed descrlption of the
< inerease in goodw:ll from 12[31/17 to 12/31/18

Response; : o
Information responsive to this request has been deemed Confidential under the Protective Order

issued in this docket and is being provided separately under seal.

On November 19, 2018, CSWR, LLC and all of its wholly owned subsidiaries were acquired by a
new private equity investment partner. The purchase accounting methodology used to record the
transaction resulted in intangible assets, goodwill and additional paid-in capital being recognized

~on the books of CSWR, LLC. None of the amounts resulting from the acquisition have been

récorded on the books of the CSWR, LLC-held utility operating companies. Goodwill relates to a
portion of the consideration transferred that was greater than the value of the acquired assets.
Additional paid-in represents the equity portion remaining after values were assigned to intangible
assets and retained earnings and other equity accounts were reset. The journal entry on the books
of CSWR, LLC is attached. See Confidential Attachment Staff-CSWR RFI 1-1.

Preparer: Aaron Silas, Business Analyst, Central States Water Resources, Inc.
Sponsor: Mike Duncan, Assistant Vice President, Central States Water Resources, Inc.
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PUC DOCKET NO: 50251
CSWR-Texas Utility Operating Company, LLC’s
RESPONSES TO STAFF’S 1**RFls

STAFF-CSWR 1-2

Please - provide the  general. journal entries recorded . for- the year:end 12/31/2017 and
12/31/2018 for CSRW, LLC relevant to the Consolidated ‘Balance Sheet, including. any
journal ‘entries affected by the transaction’ that created the goodwill asset balance of
$ _ and the change in pald in capltal from 12/31/2017 to: 12/31/2018 X

Re'sEonse.

Information responsive to this request has been deemed Confidential under the Protective Order .
1ssued in thls dockct and is bemg prowclcd separatcly under seal

Please see response to Staff CSWR RFI l 1 for a breakdown of the goodwﬂl asset balance and
paid in capital values.

Preparer:. AaronSﬁas, QGSine'ss-Analyst-, Central States- Water Resources; Ine.
Sporisor: Mike Duncan, Assistant Vice President, Central States Water Resources, Inc,
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PUC DOCKET NO. 50251
CSWR-Texas Utility Operating Company, LLC’s
RESPONSES TO STAFF’S 1 RFIs.

STAFF-CSWR 1-3

statements, showmg that the equlty mvestors upon which CSWR; LLC rehes upon to prowde
sufficient  equity ' to: purchase the ‘water and. wastewater systems.and related  assets
CSWR-Texas seeks to acquire; spee:ﬁeally, thie funds available for the purchase price in ‘this
docket and the resulting equity infusion to cover cash shortages for the first year of
operations. STeeTe

Responise: - i

CSWR Texas dees not have access to the requested mferrnatmn or know lf such mformat]on
exists. i s L : N

Preparer: Aaron Silas, Business Analyst, Central States Water Resources, Inc.
Sponsor: M_i-k_e [_)un‘can,"Assistant-Vie‘e‘.Presi’dent,-_Central States Water Resources, Inc.
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PUC DOCKET NO, 50251
CSWR-Texas Utility Operating Company, LLC’s
RESPONSES TO STAFI’S 1% RFTs

STAFF-CSWR 1-4

Provide affidavits from all equity investors owning CSWR, LLC indicating their ability and
willingness to cover any and all required improvements and- operational losses for the
companies being purchased.

Resgonse

No wrltten agrcement exists between CSWR LLC and its eqmty investor ‘governiitg equxty
investments in CSWR Texas: However, the investor has verbally commitied to invest equity
sufficient to fund the acquisition and required- lmprovemcnts Similar verbal commitments were
made with respect to equity investments necessary to acquire and improve utility assets affiliated
companies currently own and operate in Missouri, Arkansas, Kentucky, and Louisiana. As
evidenced by acqmsltlons and mprovements made in each of those states, rcgulators can reiy on
such verbal‘inivestment comm:tments S : -

Pfeparer: Aaron Silas, Business Analyst, Central States Water Resources, Inc.
Sponsor: Mike Duncan, Assistant Vice President, Central States Water Resources, Inc.
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PUC DOCKET NO: 50251
CSWR-Texas Utility Operating Company, LLC’s
RESPONSES TO STAFF’S 1% RFIs

STAFF-CSWR 1-5

Provide a list of each company being purchased, the water systems within the com pany bemg.
pu rchased .and the purchase price for each company. - : e

Response:

Information responsive to this request has been deemed Confidential under the Protective Order
;ssued in thls docket and is bemg prowded separately undcr seal. .

See Conﬁdentta] Attachment Staff«CSWR RF E 1-5 s

Prepé.ret;'-:.: Aaron SlIas, Busmess Analyst Central States Water Resources lnc e
Sponsor: Mike Duncan, Assistant Vice President, Central States Water Resources Inc
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PUC DOCKET NO. 50251
CSWR-Texas Utility: Operating: Company, LLC’s
RESPONSES TO STAFF’S 1* RFIs

STAFF-CSWR 1-6

Provide a definition of “Successor™ and “Predecessor” as the terms are used on CSWR, LLC‘
and Subsndlarles Consolldated Baiance Sheets and Income Statements for 2018 and 2017
Resgonse
| CSWR1 LLC was acquired by US Water Systems, LLC on November 19, 2018. The referenced
financial statements contain activity for the acquired business (the “Successor”) and reflect the
. application of pushdown accounting. Successor financial statements-are as of December 31; 2018
~ and for the period from November 19, 2018 to December 31, 2018. The Company’s consohdatcd
financial statements and certain footnote disclosures are presented in two distinct periods in 2018
to indicate the application of two different bases of accounting, which may not be comparable,

between the periods presented.: ‘The ‘periods ‘prior to the-acquisition  date- are 1dent1ﬁed as
“Predecessor ‘and the period after the acquisition date is identified as “Successor." S

Preparer: Aaron Silas, Business Analyst, Central States Water Resources, Inc.
Sponsor: Mike Duncan, Assistant Vice President, Central States Water Resources, Inc.

000008



PUC DOCKET NO. 50251
CSWR-Texas Utility Operating Company, LLC’s
RESPONSES TO STAFE’S 1% RFIs

STAFF-CSWR 1-7

Provide a capital improvement plan for each public water system being acquired to bring it
into compliance with TCEQ standards. Please include a budget, an estimated timeline for
improvements to each public water system, and the source of funds to make the necwsary
improvements. 5

Response

'See the Company s Thlrd Supplemcnt to the Apphcatnon in thls procecdmg, Whlch was. ﬁled on.
Apr|I92020 CLonen Gl R e : o

Prépérerﬁ e Aaron Sllas, Busmess Analyst Central States Water Resources, lnc .
Sponsor: Mike Dunecan; Assxstant Vice President, Central States Water Resources, Inc. -
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PUC DOCKET NO 50251
CSWR-Texas Utility Operatmg Company, LLC’s
RESPONSES TO STAFF’S 1% RFIs

STAFF-CSWR 1-8

Provnde copies of any due diligence assessments and reports’ prepared in connectlon wuth
purchases included in the projections provided in this docket s :

Res‘gonse:
Pursuant to an agreement arnong counsel thls rcquest does not seek pnvxieged mformat}on
See the Prehmmary Engmeermg chort ﬁied as Attachment ¥ to the Company s Apphcatlon

Préﬁa?é_r': :-AardnfSi'Ia_s';-Bﬁsin_ts_'ss Analyst, Central States Water Resources, Inc: _
Sponsor: - Mikc Duncan, Assistant Vice President, Central States Water Resources, Inc. -
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PUC DOCKET NO. 50251
CSWR- Texas Utlllty Operatmg Company, LLC’s
RESPONSES TO STAFF’S 1*' RFIs

STAFF—CSWR 1-9

Prov:de a detalled explanation for the positive income reflected in the projections provided,
specnfical!y in the second year of operations.. Please mclude calculations for income and
expenses snpportmg the net income.

Resgonse: .

Please see tﬁeﬁ-zés_s}u'n'i'ptioné memo included in .t'hé'(fo.mpéﬁy"s supplement to its Applicatién filed
on March 3,.2020. As shown therein, general and administrative expenses were developed
utilizing an as‘sﬂfne’d $150 total per connection as demonstrated in the assumptions memo.

Operatlng expenses are estimated.on a.per-system basis and broken down by O&M, Repairs,
Power, Chemicals, and Purchased water/sewer.. These estimates are based on systems of similar
size and condltlon The purchased water/sewer is based on historical data available for the systeim.

With regards to revenues, the projections assume a rate increase in years 2 and 3. Year 2 assumes
arevenue pet meter of $67 and years 3 on assume a revenue of $85.27 per meter. These projections
assume that after the acquisition the Public Utility Commission of Texas will approve
compensatory rates that reflect the Company’s reasonable and necessary operating expenses and
a reasonable opportunity to earn a fair return on its investment.

Preparer: Aaron Silas, Business Analyst, Central States Water Resources, Inc.
Sponsor: Mike Duncan, Assistant Vice President, Central States Water Resources, Inc.
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PUC DOCKET NO, 50251
CSWR-Texas Utility Operating Company, LLC’s
RESPONSES TO STAFE’S 1% RFIs

STAFF-CSWR 1-10

Provide a projected timeline for individual purchases included in' the income’ statement
projéctions provided in this docket.

Response:

The Company does not have a projected timeline at this time., Pursuant to discussion with
Commission Staff, CSWR Texas agreed to file a limited number of applications at a time in order
to facilitate review and not overburden Commission resources. The Company anticipated filing
all of the additiénal applications by June 2020, However, because of the restrictions placed on
CSWR Texas by the COVID-19 crisis, the" Company assumes some delay in the filing:and
processing of its applications. It will continue to evaluate the timing of its future filings and update
this response accordingly.

Prep_aréi"'i_' Aaron Silas, Business Analyst, Central States Water Resources, Inc.
Sponsot: - ~.©  Mike Duncan, Assistant Vice President, Central States Water Resources, Inc.
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PUC DOCKET NO. 50251
CSWR-Texas Utility Operating Company, LLC’s
RESPONSES TO STAFF’S 1*V RFIs

STAFF-CSWR 1-11

Provide a five-year budget, which begins with: the year 2020, for CSWR, LLC. . i

Response:

See the projected information provided in the Supplement to the Application filed on'Mai’él‘i'.._’a',
2020, .. AU e : _ - :

i_:"r'ep'aire'r:" ; '-Aaroh_S_i'las, Bﬁ_sinesé.-Ahéi-y'st; Central States Water Resources, lnd.; :
Sponsor: - . Mike Duncan, Assista_nt-Vi_ce_ President, Central States Water Resources, Inc. -
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PUC DOCKET NO. 50251
CSWR-Texas Utility Operating Company, LLC’s
RESPONSES TO STAFFE’S 1 RFIs

STAFF-CSWR 1—12

Provide a list of water assets.to be transferred by the company. being. purchased ‘Please
include the original cost of plant i in service, the date the item was placed in service for sewer
service, and accumulated depreciation amount of each asset that total the amounts report
for application page 6 of 20 for each system as applicable.

Response

The current owrniers of thns system have mdlcated to- CSWR Texas that a llst of water assets does
not exist. The original cost of plant in service and accumulated depreciation amounts included in
the Application were provided to the Company by the current owners based on the current owners’
books and records. .

Preparer: Aaron Silas, Business Analyst, Central States Water Resources, Inc.
Sponsor: Mike Duncan, Assistant Vice President, Central States Water Resources, Inc.
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PUC DOCKET NO. 50251
CSWR-Texas Utility Operating Company, L1.C’s
RESPONSES TO STAFF’S 1% RFIs

STAFF-CSWR 1-13

Hthe 'eq'u'i v invéstment required to cover the purchase price of S 21 d operational
deficit of ‘will not come from the equtty investors referenced mn Questlon No:
Staff1-3 above, please provide: SR et e e e Dene e

a) the names of the entltles OF persons who wull provnde the fundmg, and |
b)  documentation such as individual net worth statements, balance sheets, or
ot bank statements showing that the entities or persons have the funds available
b to ' make the eéquity infusions. . : -
Response: |
The equity investment will come from the equity investors referenced.
Preparer: Aaron Silas, Business Analyst, Central States Water Resources, Inc.
Sponsor: Mike Duncan, Assistant Vice President, Central States Water Resources, Inc.
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'PUCDOCKETNO. 50251
CSWR-Texas Utility Operating Company, LLC’s
RESPONSES TO STAFF’S 1% RFIs

STAF F-CSWR 1-14

Provide the total amount of income or Ioss mcurred by CSWR LLC for January 1, 2018
thmugh December 31 2018 e .

Resgonse

Please see audited 2018 financial statements included in the supplement to the Application filed
on March 3, 2020. The total loss amounts to $3,092,685,

Preparer: Aaron Silas, Business Analyst, Central States Water Resources, Inc.
Sponsor: Mike Duncan, Assistant Vice President, Central States Water Resources, Inc.
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PUC DOCKET NO.50251
CSWR-Texas Utility Operating Company, LLC’s
RESPONSES TO STAFF’S 1% RFIs

STAFF-CSWR 1-15

Does CSWR,. I;.L_C_:_r__or-any of its affiliates intend .to request return on-investment for.the
difference between the purchase price paid for Texas water utility assets and the original
cost less accumulated depreciation of Texas water ufility assets to be purchased in the
transactions for which projections are made in this docket?

a) I:_f-jrés',-;'p'_rovidc.an_ explanation as to why the transaction is in the public interest.

b) Ifno; please provide a full ex.planéﬁon 'a.ddressi.ﬁg the issue of business .g.oing
concern in the case of possible operational losses and lack of return o invested
capital that is substantially higher than rate base.

Response;

Yes. Please see the Company’s response to Question No. 14, included in Attachment K to its
Application. CSWR, LLC intends to request a return on investment based on the difference
between the purchase price paid for Texas water utility assets and the original cost less
accumulated depreciation or, otherwise, the net book value as determined by some other
reasonable valuation method. Whether or not there is a difference between the purchase price paid
and the original cost less accumulated depreciation and contributions in aid on construction is still

.- under review. Currently, the best records for determining net book value of assets is the current
- owner's accounting records. It is CSWR's experience that these records often did not completely
- account for the entire asset value of the system being transferred due to lack of sophistication
- around recording system improvements, additions or repairs/replacements that extended usable

life of assets. It is CSWR's experience that an independent third party original cost study provides
the most accurate valuation of distressed utility assets like those at issue here.

Please see the Company’s responses to Questions No. 16, 17 and 20 included in Attachment K to
its Application. The transaction is in the public's interest because CSWR has demonstrated an
ability to consolidate small water utility and make necessary investments in systems to ensure that
safe, reliable service is provided to customers. This system is currently in a distressed state, has
numerous outstanding ‘TCEQ violations and is currently not in compliance with applicable
regulations.  Accordingly, the system’s customers are not currently being provided safe,
continuous and adequate service. Moreover, the system has experienced numerous operational
challenges in just the last three months, including system failures, mandatory water boil notices,
and loss of critical personnel necessary to operate the system. This system would benefit from the
transition to a stable, long-term management team willing to make necessary investments to
improve the system. As further explained in the Company’s application,

o CSWR Texas has access to much needed capital that it will use to make reasonable,

prudent, and timely investments to bring the system back into compliance with all
applicable rules and regulations;
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PUC DOCKET NO, 50251
CSWR-Texas Utility Operating Company, LLC’s
RESPONSES TO STAFF’S 1* RFIs

STAFF-CSWR 1-15 (con’t)

Through its affiliates, CSWR Texas has access to experienced technical and managerial
expertise and experience not usually available to systems of this size and at a lower cost
than othérwise would be available because of the economies of scale the affiliated structure
is able to-achieve; -

CSWR Texas will implement new management and customer serv ice systems and practices
that will greatly improve the level of service to customers;

CSWR Texas will seek to consolidate and regionalize this system with other systems it
acquires in order to pool financial, managerial, and technical resources that achieve
econiomies of scale or efficiencies of service; and

CSWR Texas will operate the system to ensure it is in compliance with all environmental
regulations.

As a result of the acquisition, the system will become a part of a financially stable and technically
sound utility and customers will receive higher quality and more reliable service. Also, the

 purchase price for Texas water utility is the lowest agreeable negotiated price between the parties.

- Preparér:.__ _' _  Aaron Silas, Business Analyst, Central States Water Resources, Inc.
‘Sponsor: .- - Mike Duncan, Assistant Vice President, Central States Water Resources, Inc.
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