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REBUTTAL TESTIMONY OF
BRIAN D. BAHR

L INTRODUCTION
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
A My name is Brian D. Bahr. My business address 1s 1620 Grand Avenue Parkway,

Suite 140, Ptlugerville, Texas 78660.

Q. ARE YOU THE SAME BRIAN D. BAHR WHO PROVIDED DIRECT
TESTIMONY IN THIS CASE?
A Yes.

IL PURPOSE OF REBUTTAL TESTIMONY

Q. WHAT 1S THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS

10

11

12

PROCEEDING?

The purpose of my rebuttal testimony 1s to respond to the direct testimony of James
Harville on behalt of the Staff (Staft) of the Public Utility Commission of Texas
(Commission). More specifically, 1 respond to Mr. Harville’s recommendation
regarding the initial rates Texas Water Utilities, L.P. (Texas Water Utilities) has

requested under Texas Water Code (TWC) § 13.3011,
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111 RESPONSE TO DIRECT TESTIMONY OF JAMES HARVILLE

WHAT DOES MR. HARVILLE RECOMMEND REGARDING THE INITIAL
RATES REQUESTED UNDER TWC § 13.3011?

Mr. Harville recommends the “potential implementation” of the rates that took effect
for the customers served by the Villas of Willowbreok public water system (PWS) on
June 1, 2024." These rates constitute the fourth phase of the seven-phased rate schedule

approved for the Villas of Willowbrook in Docket No. 50944,

HAS MR. HARVILLE PREVIQUSLY OPINED ON THE INITIAL RATES
REQUESTED UNDER TWC § 133011 FOR CUSTOMERS TO BE
TRANSFERRED FROM SOUTHERN HORIZONS?

Yes. In Commission Staft’s Recommendation on Approval of the Transaction tiled on
July 17, 2023, Mr. Harville recommended approval of the proposed transaction and,
notably, did not recommend approval of a rate that differed from the imtial rates
requested by Texas Water Utilities in the application. The relevant portions of Mr.

Harville’s memorandum read as follows:

3.12.  Consideration of the probable improvement in
service or lowering of cost to consumers (TW(C
§ 13.246(c)(8); 16 TAC §§ 24.227(e)(8), 24.239(h) (3)(If)).
The customers’ rates will be higher than the current rates for
the Southern Horizons. Reliability and quality of water
service 1s expected to improve under Texas Water's
management.

4. Recommendation.

Based on the above information, I recommend that the
Commission find that the transaction will serve the public
interest and that the Applicants be allowed to proceed with
the proposed transaction.

A copy of Commission Staff’s recommendation is included as Attachment BDB-R-1.

' Direct Testimony of James Harville at 12:11-13:1 (Mayv 30, 2024) (Harville Direct).
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WHAT 1S THE BASIS FOR MR. HARVILLE’S REVERSAL OF THE
RECOMMENDATION IN HIS TESTIMONY RELATIVE TO HIS PREVIOUS
RECOMMENDATION?

To support his recommendation, Mr. Harville States that the Villas of Willowbrook
rates “could be applied as a contingency to alleviate rate shock tor the current customers

. . . 2
and ratepayer parties in this docket.”

DOES MR. HARVILLE PRESENT ANY ANALYSIS TO SUPPORT HIS
CHANGE IN POSITION?

Mr. Harville included a billing comparison of the Southern Horizons current rates, the
initial rates requested by Texas Water Utilities, and the Villas of Willowbrook rates at
2,000, 5,000, and 10,000 gallons oi'"usage,3 He does not provide any narrative analysis
interpreting this billing comparison, an explanation of its significance, or a defense of

why his opinion differs from his original recommendation.

HAVE YOU PERFORMED AN ANALYSIS TO DEMONSTRATE WHY THE
INITIAL RATES REQUESTED BY TEXAS WATER UTILITIES ARE IN THE

PUBLIC INTEREST?

Yes. Using the total water operations and maintenance expense of - and

the normalized water customer count of - from Texas Water Ultilities’
2022 Annual Report, results in an operations and maintenance cost of service of-

per month on a per customer basis. Using the ratemaking rate base for Southern

Horizons of - Texas Water Utilities’ pre-tax weighted average cost of

2 Id at12:9-11,

! Id. at Attachment JH-2.
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capital of . and the Southern Horizons customer count of 461 results in a capex
cost of service of - per customer per month. Please refer to Confidential
Attachment BDB-R-2 for these calculations. These calculations would result in an
average bill of -per month for Southern Horizons customers, which is higher

than the initial rate requested by Texas Water Utilities.

Q. HAS MR. HARVILLE MADE RECOMENDATIONS ON THE INITIAL RATE
REQUESTED BY TEXAS WATER UTILITIES IN OTHER PROCEEDINGS?

A. Yes. Mr. Harville has made recommendations in at least two other dockets for a sale,
transfer, or merger (STM) 1n which Texas Water Utilities 1s the transferee, Docket
Nos. 54171" and 55304.” He has also made a recommendation in a fourth proceeding,
Docket No. 54341 ,6 which is for approval of a transaction that does not include Texas
Water Utilities. Copies of Mr. Harville’s recommendations in these proceedings are

included as Attachment BDB-R-3.

Q. DID ANY OF MR. HARVILLE’S RECOMMENDATIONS IN THE DOCKETS
IDENTIFIED ABOVE USE THE TERM “RATE SHOCK?”
A No, “rate shock™ was not raised as a concern in his recommendations in any docket

other than this one, even though he noted in all three other cases that the requested

! Application of Monarch Utilities { L.F. and CS Water Corporation for Sale, Transfer, or Merger of
Facilities and Cerfificate Rights in Bosque County, Docket No. 34171, Cominission Staff”s Recommendation on
Approval of the Sale and on the CCN Amendment (Jan. 31, 2023).

* The request for inilial rates in this case was ullimately withdrawn by Texas Water Ultilitics. and Mr. Harville
amended his recommendaltion (o rellect this. Application of Texas Water Ulilities, [.P. and SWIH'C Ulililies, Inc.
dha Hornshy Bend Uhility Company, Inc. jor Sale, Transfer, or Merger of Facilities and Certificate Righis in
Travis County, Docket No. 35304, Commission Stall’s Amended Final Recommendation on the Transaction
(Feb. 15, 2024),

* 4 pplication of Agua Texas, Inc. and Forest Grove, Inc. dba Southern Oaks Waler Supphy for Sale, Transfer,
or Merger of Facilities and Cerfificate Rights in Navarre and Freestone Counties and for Dual Certification with
Winider Water Supply Corporation, Docket No. 54341, Commission Staff’s Recommendation on Approval of
the Sale and CCN Amendment (Apr. 6, 2023).
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initial rates were higher than the transferor’s existing rates before then recommending

that the transaction was in the public interest.

DID ANY OF MR. HARVILLE’S RECOMMENDATIONS IN THE DOCKETS
IDENTIFIED ABOVE SUGGEST THAT THE COMMISSION APPROVE A
DIFFERENT INITIAL RATE THAN THE INITIAL RATE REQUESTED BY
THE TRANSFEREE?

No.

DOES MR. HARVILLE’S TESTIMONY IN THIS PROCEEDING CITE TO
ANY OF THE RATEMAKING STANDARDS FOUND IN STATUTE OR
RULE?

No.

IS THE TERM “RATE SHOCK” DEFINED IN MR. HARVILLE’S
TESTIMONY IN THIS PROCEEDING?

No.

IS “RATE SHOCK” DEFINED IN THE TEXAS WATER CODE OR 16 TAC
CHAPTER 24?

No.

WHAT IS DRIVING THE INCREASE BETWEEN SOUTHERN HORIZONS’
EXISTING RATES AND THE INITIAL RATES REQUESTED BY TEXAS
WATER UTILITIES?

The main driver of the increase i1s the difference in the gallonage rates. More
specifically, for a customer using 5,000 gallons per month, 63% of the increase in rates

would be attributable to the difference in the gallonage charges. Please see

REBUTTAIL TESTIMONY BRIAN D). BAHR
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Attachment BDB-R-3 for this calculation. Southern Horizons’ current rates include:
(1) 2,000 gallons of usage in the $32.20 minimum monthly charge, and (2) a flat rate
of $3.18 per 1,000 gallons. The portion of a customer’s bill that is based on usage is
the portion of the bill over which the customer has some control. However, both of
these rate design features do not encourage, and may in some cases discourage,
conservation. Mr. Harville admitted in response to discovery that a flat gallonage rate
does not encourage conservation,?

If 2,000 gallons was not included in the minimum monthly charge, the
ditference in a customer bill for 5,000 gallons of usage at Southern Horizons’ current
rates and the Villas of Willowbrook Rates would only be $9.46.° This, combined with
the fact that the $31.17 minimum monthly charge tor the Villas of Willowbrook is
lower than the current Scuthern Horizons minimum monthly charge of $32.20,
suggests that the Villas of Willowbrook rates are not just and reasonable for customers

to be transferred from Southern Horizons.

DOES MR, HARVILLE’S TESTIMONY COMPORT WITH TWC § 13.001(c)?
It is not clear that Mr. Harville considered TWC § 13.001(¢c), which states that the
regulatory structure enacted in TWC Chapter 13 should “assure rates, operations, and
services that are just and reasonable to the consumers and to the retail public utilities.”
While Mr. Harville seems to have considered the effect of Texas Water Utilities’
requested initial rates on customers, his testimony merely speculates as to the possible

effects on Texas Water Utilities stating: “Considering Southern Horizons’ active TCEQ

Commission StafT"s Responsc 10 Texas Waler Ulilitics First Request for Tnformation at TWU 1-3 (Jun. 17,

2024).

¥ Attachment BDB-R-4.

REBUTTAIL TESTIMONY BRIAN D). BAHR
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capacity violations, the rate change is potentially necessary for the reliability and

. . . 9
quality of water service to be improved upon under Texas Water’s management.”

ARE THERE ANY OTHER CONSIDERATIONS YOU BELIEVE SHOULD BE
TAKEN INTO ACCOUNT IN LIGHT OF MR, HARVILLE’S
RECOMMENDATION?
Yes. Generally, customer assistance programs like the Low-Income Household Water
Assistance Program (LIHWAP) are a more effective tool for mitigating bill impacts
than artiticially depressing the rates for an entire group of customers below the
approved cost of service. In Texas, LIHWAP is administered by the Texas Department
of Housing and Community Affairs which then relies on local administering
agencies—community action agencies and local governments (cities and counties)—
to actually award funds. These local administering agencies are part of the
communities they serve and often manage other tunds such as Low-Income Energy
Assistance Program funds. Therefore, they are uniquely positioned to understand their
clients and work with them to provide a comprehensive solution to utility needs.
Texas Water Utilities also offers different forms of payment assistance. The
Elderly Assist Rates provide qualifying customers over the age of sixty-five with a $20
discount on monthly water bills and another $20 discount on monthly wastewater bills.
Our customers may also apply for Texas Water Utilities” Water Assist program, which
works through third-party agencies to provide qualified customers a $20 discount on
monthly water bills and ancther $20 discount on monthly wastewater bills. In addition,

Texas Water Utilities has published communications encouraging customers to avail

¢ Harville Direct at 12:6-8.
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themselves to the extent possible of the LIHWAP funds discussed above. Finally,
TWU makes payment arrangements available to customers requiring temporary
assistance.

These various measures appropriately address bill impacts by providing
economic assistance specifically to those customers who actually require it.
Conversely, artificially depressing rates through the phasing in of rate increases and
implementing other such measures that benefit broad groups of customers, including
those who don’t really need the assistance and/or who use large amounts of water, 18
less effective, less etficient, and less likely to result in assistance being directed at those

who need it most.

Iv. DATE OF NEXT RATE CASE

IS THERE ANYTHING YOU WOULD LIKE TO CLARIFY REGARDING
THE DATE OF TEXAS WATER UTILITIES NEXT RATE CASE?

Yes. Mr. Harville’s testimony references Texas Water Utilities’ response to Question
No. 15B. in the STM application,IU This response states that Texas Water Utilities
does not anticipate filing a general rate case in the next 12 months. The application
was filed on February 2, 2023, so the 12-month period referenced in the application has
passed. Further, Question No. 15B asks if Texas Water Utilities plans to file a rate case
“as a result of the transaction” and not whether it plans to file a rate case generally.

[ e 1
Texas Water Utilities has requested a docket number for its next general rate case and

n
fd al 13:3-14:2,

] Application of Texas Water Utilities, L.1° for Authority fo Change Rares, Docket No. 366635, Request for
Docket Number (May 29. 2024).
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anticipates that the application will be filed within a week of the date this rebuttal

testimony is filed.

ARE THE SOUTHERN HORIZONS SYSTEMS AND CUSTOMERS
INCLUDED IN THE SOON-TO-BE-FILED TEXAS WATER UTILITIES

RATE CASE?

No. Because is not known exactly when Texas Water Utilities and Southern Horizons
will receive approval to close the transaction proposed in this proceeding, the Scuthern
Horizons systems and connection counts will not be included in the application to
change rates, and the rates approved by the Commission in Docket No. 56665 will not

be applicable to the current Southern Horizons customers.

V. CONCLUSION

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?
Yes, it does. However, I reserve the right to supplement this testimony based on any
discovery responses received on or after June 20, 2024. The current deadline for

Commission Staff to respond to Texas Water Utilities’ Request for Information

Nos. 1-5, 1-6, 1-7, 1-9, 1-10, 1-14, 1-15, and 1-16 is June 24, 2024

" Order Granting Motion to Conipel (Jun. 17, 2024).

REBUTTAIL TESTIMONY BRIAN D). BAHR
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DOCKET NO. 54617

APPLICATION OF TEXAS WATER § PUBLIC UTILITY COMMISSION
UTILITIES, LP AND SOUTHERN
HORIZONS DEVELOPMENT, INC. FOR
SALE, TRANSFER, OR MERGER OF
FACILITIES AND CERTIFICATE
RIGHTS IN LIBERTY AND
MONTGOMERY COUNTIES

OF TEXAS

oR O O WO O O

COMMISSION STAFF'S RECOMMENDATION ON APPROVAL OF THE
TRANSACTION

L INTRODUCTION

On February 2, 2023, Texas Water Utilities, LP (Texas Water) and Southern Horizons
Development, Inc. (collectively, Applicants) filed an application for the sale, transfer, or merger
of facilities and certificate rights in Liberty and Montgomery counties. Texas Water filed
supplemental information on February 16, March 15, April 6, and June 23, 2023.

On June 22, 2023, the administrative law judge (ALJ) filed Order No. 9, directing the Staff
(Staff) of the Public Utility Commission of Texas (Commisgion) to request a hearing or file a
recommendation on approval of the transaction by July 17, 2023, Therefore, this pleading 1s timely

filed.
I1. RECOMMENDATION ON APPROVAL OF THE SALE

Statf has reviewed the application, as supplemented, and, as supported by the memoranda
of James Harville, Infrastructure Division, and Fred Bednarski III, Rate Regulation Division,
recommends and respectfully requests the entry of an order permitting the proposed transaction to
proceed. Under 16 TAC § 24.239(1), and TWC §§ 13.246 and 13.301, Staff recommends that this
transaction will serve the public interest and should be allowed to proceed without a public hearing.
If the transaction is permitted to proceed, Staft further requests that the Applicants be required to
file evidence that all assets have been transferred to the acquiring entity and that the disposition of
any remaining deposits have been addressed as soon as possible, as required by 16 TAC §
24.239(1).

Statf notes that the approval of the sale expires 180 days from the date of the Commission’s

written approval of the sale. If the sale 1s not consummated within that peried, and unless the

14
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Applicants request and receive an extension from the Commission, the approval is void, and the

Applicants must re-apply for the approval of the sale, as required by 16 TAC § 24.239(m).

CONCLUSION

Staff respectfully requests the entry of an order permitting the proposed transaction to

proceed.

Date: July 17, 2023

Respecttully submitted,

PUBLIC UTILITY COMMISSION OF TEXAS
LEGAL DIVISION

Marisa Lopez Wagley
Division Director

John Harrison
Senior Managing Attorney

/5 Margaux Iox
Margaux Fox

State Bar No. 24120829

1701 N. Congress Avenue
P.O. Box 13326
Austin, Texas 78711-3326
(512) 936-7021
(512) 936-7268 (facsimile)
Margaux. Fox@puc.texas.gov

15



Page 3 of 3

DOCKET NO. 54617
CERTIFICATE OF SERVICE

I certify that unless otherwise ordered by the presiding officer, notice of the filing of this
document was provided to all parties of record via electronic mail on July 17, 2023 in accordance

with the Second Order Suspending Rules, filed in Project No. 50664,

5 Merganx Fox
Margaux Fox
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Public Utility Commission of Texas

Memorandum
TO: Margaux Fox, Attorney
Legal Division
FROM: James Harville, Infrastructure Analyst

Infrastructure Division
DATE: July 17, 2023
RE: Docket No. 54617 — Application of fexas Water Ulilities, LP and Southern

Horizons Development, Inc. for Sale, Transfer, or Merger of Iacilities and
Certificate Rights in Liberty and Montgomery Counties

1. Application

On Febmary 2, 2023, Texas Water Utilities, LP (Texas Water) and Southern Horizons
Development, Inc. (Southern Horizons) (collectively Applicants) filed an application for sale,
transfer, or merger (STM) of facilities and certificate rights in Liberty and Montgomery
counties, Texas, under Texas Water Code (TWC) §§ 13.242 through 13.250 and § 13.301 and
16 Texas Administrative Code (TAC) §§ 24.225 to 24.237 and § 24 239,

Specifically, Texas Water, Certificate of Convenience and Necessity (CCN) No. 12983, seeks
approval to acquire facilities and to transfer all of the water service area from Southern
Horizons under water CCN No. 12863,

Based on the mapping review by Hank Journeay, Infrastructure Division:

e The requested area includes 452 customer connections and approximately 728.2 acres,
comprised of’
102.5 acres of uncertificated area to amend to CCN No. 12983;
527 acres of transferred area from Southern Horizons (CCN No. 12863) to Texas Water
{(CCN No. 12983); and
98.7 acres of decertified area from CCN No. 12863,

o The application proposes the subtraction of approximately 625.7 acres from CCN No.
12863 and the addition of approximately 629.5 acres to CCN No. 12983,

17



2. Notice

Texas Water provided notice consistent with 16 TAC § 24.239(c). The deadline to intervene
was May 22, 2023; motions to intervene were submitted.

3. Factors Considered

Under TWC §§ 13.241, 13.246, and 13.301 and 16 TAC §§ 24.11(e), 24.227, and 24.239, the
Commission must consider certain factors when granting or amending a water or sewer CCN.
These factors are addressed below.

3.1. Consideration of the adequacy of service currently provided to the requested area
and system compliance (TWC §13.246(c)(1), 13.301(e)(3)(A); 16 TAC

§§ 24.227(@) and ()(1), 24.239MW)(3)(A), B)(S)(A), and 1) (5)(D).

Southern Horizons has two Texas Commission on Environmental Quality (TCEQ)
approved public water systems (PWS) registered as Southern Crossing Water System
Phase 2, PWS ID No. 1460158, and Southern Oaks Water System Phase 2, PWS ID No.
1460150. The last TCEQ compliance investigation of each system was on August 12,
2022, Southern Horizons has violations listed in the TCEQ database being addressed. The
Commission’s complaint records, which date back 5 years, show 4 complaints against
Southern Horizons. All the complaints have been reviewed and closed by the
Commission’s Customer Protection Division.

3.2. Consideration of the need for additional service in the requested area (TW(C
§13.246(c)(2); 16 TAC §§ 24.227(e)(2) and 24.239(h)(5)(B)).

The purpose of the transaction is to transfer Southern Horizons to Texas Water. The
customers are currently receiving water service from Southern Horizons” water systems.

3.3. Consideration of the ¢ffect of granting an amendment on the recipient of the
certificate or amendment, on the landowners in the area, and on any other retail
public utility of the same kind already servicing the proximate area (TWC
§13.246(c)(3), 16 TAC §§ 24.227(e)(3), 24.239(h)(5)(c)).

Texas Water will be the certificated entity for the requested area and be required to provide
continuous and adequate service to the requested area.

There will be no effect on landowners as the area 1s currently certificated. There are no
landowners with 25 or more acres in the additional requested area.

There will be no etfect on any retail public utility servicing the proximate area. All retail
public utilities in the proximate area were provided notice of the transaction taking place
in this application and did not request to intervene.

3.4. Consideration of the managerial and technical ability of the applicant to provide
adequate service (TWC §§ 13.241(a) and (b), 13.246(c)(4); and 13.301(b) and
(e)(2); 16 TAC §§ 24.227(«r) and (e)(4), and 24.239(f) and (h)(5)(D)).
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TCEQ rule, 30 TAC § 290.46, Minimum Acceptable Operating Practices for Public
Drinking Water Systems, requires the operation of a public water system by trained and
licensed personnel. The production, treatment, and distribution facilities at the public water
system must be operated at all times under the direct supervision of a water works operator
who holds an applicable, valid license issued by the TCEQ executive director. Thelicensed
operator of a public water system may be an employee, contractor, or volunteer. Texas
Water will have qualified TCEQ licensed operators licensed in water treatment to run the
acquired systems,

Texas Water will have licensed operators to run the system operations. Class B, C, and D
operators will be the responsible operators for the systems.

Texas Water has the ability to provide adequate service in the requested area. Texas Water
has several registered TCEQ approved public water systems. Texas Water has violations
listed in the TCEQ database which are being addressed. In addition, the Commission’s
complaint records, which date back 5 years, show 34 complaints against Texas Water. All
the complaints have been reviewed and closed by the Commission’s Customer Protection
Divigion.

3.5. The applicants’ demonstrafion that regionalization or consolidation with another
retail public utility is not economically feasible when construction of a physically

separate water or sewer system is required to provide service to the requested area.
(TWC § 13.241(d); 16 TAC § 24.227(h)).

The construction of a physically separate system is not necessary for Texas Water to serve
the requested area. Therefore, concerns of regionalization or consolidation do not apply.

3.6  Consideration of the feasibility of obtaining service from an adjacent retail public
utility (TWC § 13.246(c)(5); 16 TAC §§ 24.227(e)(3) and 24.239(h)(5)(E)).

Southern Horizons is currently serving customers and has sufficient capacity. Obtaining
service from an adjacent retail public utility would likely increase costs to customers
because new facilities will need to be constructed. At the minimum, an interconnect would
need to be installed in order to connect to a neighboring retail public utility. Therefore, it
1s not feasible to obtain service from an adjacent retail public utility.

3.7. An application for a certificate of public convenience and necessity or for an
amendment to a certificate must contain: a capital improvements plan, including a
budget and estimated fimeline for construction of all facilities necessary to provide
full service to the enfire proposed service area (TWC § 13.244(d)(3)).

Texas Water is proposing to make improvements to the Southern Horizons™ water system.
The proposed capital improvements are expected to exceed $100,000, theretore the need
for firm capital commitment under 16 TAC § 24.11(e)(5) is required. Construction of the
water system facilities 1s expected to be in 2023 and 2024,

The Rate Regulation Division will be addressing the need for firm capital commitment
criterion in a separate memo.
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3.8. Consideration of the financial ability of the applicant to pay for facilities necessary
to provide continuous and adequate service (TWC §§ 13.246(c)(6) and 13.301(b);
16 TAC §§ 24.227(a) and (e)(6), 24.11{e), and 24.239(f) and (h)(3)(F)).

The Rate Regulation Division will be addressing this criterion in a separate memo,

3.9. Requirement of the applicant to provide a bond or other financial assurance in a
form and amount specified by the Commission to ensure that continuous and
adequate ufilify service Is provided (TWC §§ 13.246(d), 13.301{¢); 16 TAC

8 24.227(f), 24.239(p)).

The Rate Regulation Division will be addressing this criterion in a separate memo.

3.10. Consideration of the environmental integrity and the effect on the land to be
included in the certificated area (TW(C § 13.246(c)(7) and (9); and 16 TAC
$8 24.227(e)(7) and (9) and 24.239(h)(5)(G)).

The environmental integrity of the land will be minimally affected as facilities are
constructed to provide service to the requested area.

3.11. Consideration of the initial rates for certain water or sewer systems after purchase
or acquisition (TWC § 13.3011).

As allowed by the statute, Texas Water has requested that the customers’ rates be changed
to match Texas Water’s currently etfective approved rates. Texas Water’s currently
approved rates have been in effect since September 6, 2022' which is the most recent date
prior to the date the application was deemed administratively complete, April 5, 2023.2

3.12. Consideration of the probable improvement in service or lowering of cost to
constmers (TWC § 13.246(c)(8); 16 TAC §§ 24.227(e)(8), 24.239(h)(5)(H)).

The customers’ rates will be higher than the current rates for the Southern Horizons.
Reliability and quality of water service is expected to improve under Texas Water’s
management.

. Recommendation
Based on the above information, 1 recommend that the Commission find that the transaction

will serve the public interest and that the Applicants be allowed to proceed with the proposed
transaction. There are no deposits held by Southern Horizons for the customers being served
by Southern Horizons. 1 further recommend that a public hearing is not necessary.

' Docket 532201, Tiem 34, Stamped Approved Tarifl
2 Tn Order No. 4 filed on 4/5/2023, (he administrative law judge found the application administratively complete.
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Public Utility Commission of Texas

Memorandum
TO: Margaux Fox
Legal Division
FROM: Fred Bednarski 111

Rate Regulation Division
DATE: July 17, 2023
RE: Docket No. 54617 — Application of Texas Weter Utilities, LP and Southern Hori-

zons Development, Inc. for Sale, Transfer, or Merger of acilities and Certificate
Righis in Liberiy and Monitgomery Counties

On February 2, 2023, Texas Water Utilities, LP (TWU) and Southern Horizons Develop-
ment, Inc. (Southern Horizons) filed an application for the sale and transfer of facilities and certif-
icate rights in Liberty and Montgomery counties under the provisions of Texas Water Code §

13.301 and 16 Texas Administrative Code § 24.239.

An owner or operator of a retail public utility must have the financial resources to operate
and manage the utility and to provide continuous and adequate service to the current and requested
utility service areas, as established by 16 Texas Administrative Code (TAC) § 24.11. TWU must
demonstrate that it meets one of the five leverage tests under 16 TAC § 24.11(e)(2) as well as the
operations test under 16 TAC § 24.11(e)(3).

Leverage Test

TWU ftiled an atfidavit stating that SouthWest Water Company (SouthWest) 1s capable,

available, and willing to cover any temporary cash shortages and operating expense shortfalls.'

My analysis is based on financial statements ending December 31, 2021. These financial

statements contain an unqualitied auditor’s opinion from PricewaterhouseCoopers LLP stating that

' Conlidential attachments to STM application at pd( 98 and 99 (Fcb. 2, 2023).
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the financial statements present fairly, in all material respects, the financial position of SouthWest

as of December 31, 2021 2

SouthWest’s financial statements demonstrate a debt service coverage ratio of 7.56, as pro-
vided in confidential attachment FB-1. Because the ratio is greater than 1.25, I recommend a
finding that SouthWest meets the leverage test specified in 16 TAC § 24.11(e)(2)(B). Therefore,
I recommend a finding that—through its affiliate—TWU meets the leverage test as specified in 16

TAC § 24.11(e)(2)E).
Operations Test

An owner or operator must demonstrate sufficient available cash to cover projected cash
shortages for operations and maintenance expense during the first five years of operations; or an
atfiliated interest may provide a written guaranty of coverage of temporary cash shortages if the

atfiliated interest also satisties the leverage test, as required by 16 TAC § 24.11(e)(3).

The atfidavit provided by TWU demonstrates a written guarantee of coverage of temporary
cash shortages from an atfiliated interest. TWU projects no net operating and maintenance short-
ages, as provided in confidential attachment FB-1. Therefore, I recommend a tinding that TWU

meets the operations test specified in 16 TAC § 24.11(e)(3).
Planned Capital Improvements and Purchase Price

An applicant proposing service to a new CCN area must provide documentation of ade-
quate funding for the purchase of an existing system plus any improvements necessary to provide

continuous and adequate service to the existing customers per 16 TAC § 24.11(e)(5)(A).

TWU has filed documentation demonstrating a firm capital commitment for funding of the
purchase price and planned system improvements for Scuthern Horizons’ water system alongside
all of TWU’s other purchased systems and planned system improvements, as shown in confidential
attachment FB-1. Therefore, I recommend a finding that TWU satisfies the requirements of 16

TAC § 24.11(e)(5)(A) and that a good cause exception should be granted it needed.

Fair market value and ratemaking rate base (TW( 13.303(1))

2 fd at pdf 107 and 108.
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Because TWU has filed notice with the Commission of 1ts intent to use a fair market value (FMV)
process to determine the ratemaking rate base of Southern Horizons, the following provisions of

TWC § 13.305 apply to this proceeding:

(f) For the purposes of the acquisition, the fair market value is the average of the three

utility valuation expert appraisals conducted under Subsection (c).

(g) For an acquisition of a selling utility, the ratemaking rate base of the selling utility is
the lesser of the purchase price negotiated by the acquiring utility and the selling utility or
the tair market value. The ratemaking rate base of the selling utility shall be incorporated
into the rate base of the acquiring utility during the utility's next rate base case under Sub-

chapter F.

(1) It the utility commission approves the application for acquisition under Section 13.301,

the utility commission shall issue an order that includes:

(1) the ratemaking rate base of the selling utility as determined under

Subsection (g); and

(2) any additional conditions for the acquisition the utility commission

requires.

Consistent with the above statutory provisions, the table in confidential Attachment FB-1 shows
the FMY appraisal amount reported by each of the utility valuation experts and the resulting aver-

age amount,

Because the average of the three appraisals yields a FMV which equals the sales price, the rate-
making rate base for Southern Horizons is the average of the three appraisal amounts, provided in

confidential attachment FB-1, as prescribed by the provisions of TWC § 13.305(g).
Recommendation

Because TWU meets the financial tests, 1 do not recommend that the Commaission require

additional financial assurance.

Consequently, | recommend a finding that TWU demonstrates the financial and managerial

capability needed to provide continuous and adequate service to the area subject to this application.
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My ceonclusions are based on information provided by TWU before the date of this memorandum

and may not reflect any changes in TWU’s status after this review.
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Attachment BDB-R-2 is CONFIDENTIAL
and being filed under seal.
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Attachment BDB-R-3

Commission Staff’s recommendations on the
transactions in Docket Nos. 54171, 54341, and 55304
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DOCKET NO. 54171

APPLICATION OF TEXAS WATER § PUBLIC UTILITY COMMISSION
UTILITIES, LP AND CS WATER
CORPORATION FOR SALE, TRANSFER,
OR MERGER OF FACILITIES AND
CERTIFICATE RIGHTS IN BOSQUE
COUNTY

OF TEXAS

W R R R U

COMMISSION STAFF'S RECOMMENATION ON APPROVAL OF THE SALE AND
ON THE CNN AMENDMENT

L INTRODUCTION

On September 30, 2022, Texas Water Utilities, LP (Texas Water) and CS Water
Corporation (CS Water) (collectively, Applicants) filed an application for the sale, transfer, or
merger (STM) of tacilities and certificate rights in Bosque County, under Texas Water Code
(TWC) § 13301 and 17 Texas Administrative Code (TAC) § 24.239. Texas Water filed
supplemental information on October 4, October 25, and October 26, 2022, November 1,
November 21, and November 23, 2022, and December 12, 2022.

On January 3, 2023, the administrative law judge (ALJ) filed Order No. 6, directing the
Staft (Staft) of the Public Utility Commission of Texas (Commission) to request a hearing or file
a recommendation on approval of the sale and on the CCN amendment by January 31, 2023,

Therefore, this pleading is timely filed.

IL RECOMMENDATION

Staff has reviewed the application, as supplemented, and, as supported by the attached
memoranda of James Harville, Infrastructure Division, and of Fred Bednarski, Rate Regulation
Division, recommends and respectfully requests the entry of an order permitting the proposed
transaction to proceed. Under 16 TAC § 24.239(1) and TWC §§ 13.246 and 13.301, Staff
recommends that this transaction will serve the public interest and should be allowed to proceed
without a public hearing. If the transaction 1s permitted to proceed, Staft further requests that the
Apphcants be required to file evidence that all assets have been transferred to the acquiring entity,
and that the disposition of any remaining deposits have been addressed as soon as possible, as

required by 16 TAC § 24.239(1).
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Staff notes that the approval of the sale expires 180 days from the date of the Commission’s

written approval of the sale. If the sale 15 not consummated within that period, and unless the

Applicants request and receive an extension from the Commission, the approval is void, and the

Applicants must re-apply for the approval of the sale, as required by 16 TAC § 24.239%(m).

CONCLUSION

Staft respecttully requests entry of an order permitting the proposed transaction to proceed.

Date: January 31, 2023

Respectfully submitted,

PUBLIC UTILITY COMMISSION OF TEXAS
LEGAL DIVISION

Keith Rogas
Division Director

John Harrison
Managing Attorney

/s/ Margaux Fox
Margaux Fox
State Bar No. 24120829
Tan Groetsch
State Bar No. 24078599
1701 N. Congress Avenue
P.O. Box 13326
Austin, Texas 78711-3326
(512) 936-7021
(512) 936-7268 (facsimile)
Margaux. Fox{@puc.texas.gov
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DOCKET NO. 54171
CERTIFICATE OF SERVICE

I certify that unless otherwise ordered by the presiding officer, notice of the filing of this
document was provided to all parties of record via electronic mail on January 31, 2023 in

accordance with the Second Order Suspending Rules, filed in Project No. 50664.

/s/ Margaux Fox
Margaux Fox
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Public Utility Commission of Texas

Memorandum
TO: Margaux Fox, Attorney
Legal Division
FROM: James Harville, Infrastructure Analyst

Infrastructure Division
DATE: January 31, 2023
RE: Docket No. 54171 — Application of Texas Water Ultilities, LP and CS Water

Corporation for Scle, Transfer, or Merger of Facilities and Certificate Rights
in Bosque County

1. Application

Texas Water Utilities, LP (Texas Water) and the CS Water Corporation (CS Water)
(collectively, Applicants) filed an application for sale, transfer, or merger (STM) of facilities
and certificate rights in Bosque County, Texas, under Texas Water Code (TWC) § 13.301 and
16 Texas Administrative Code (TAC) § 24.239.

Specitically, Texas Water, water Certiticate of Convenience and Necessity (CCN) No. 12983
seeks approval to acquire facilities and to transfer all of the water service area from CS Water

under water CCN No. 11441.

Based on the mapping review by Tracy Montes, Infrastructure Division:

e The requested area includes 178 customer connections and approximately 726 acres,
comprised of transterred area from CCN No. 11441.

e The application proposes the subtraction of approximately 726 acres from CCN No.
11441 and the addition of approximately 726 acres to CCN No. 12983,

In addition, the Applicants requested approval of the transaction using the fair market value of
the assets rather than their original cost as allowed under TWC § 13.305,

3



2. Notice

Texas Water provided notice consistent with 16 TAC § 24.239(c). The deadline to intervene
was December 19, 2022; there were no motions to intervene, protests, or opt-out requests
received.

3. Factors Considered

Under TWC §§ 13.241, 13.246, and 13.301 and 16 TAC §§ 24.11(e), 24.227, and 24.239, the
Commission must consider certain factors when granting or amending a water or sewer CCN.
These factors are addressed below.

3.1. Consideration of the adequacy of service currently provided to the requested area

and system compliance (TWC §13.246(c)(1), 13.301(e)(3)(A); 16 TAC
§§ 24.227(a) and (e)(1), 24.239(h) GHA), (h) (5)(A), and (B)(SKD))).
CS Water has a Texas Commission on Environmental Quality (TCEQ) approved public
water system (PWS) registered as CS Water, PWS ID No. 0180033. The last TCEQ
compliance investigation of the CS Water system was on June 30, 2020. CS Water does
not have any viclations listed in the TCEQ database. The Commission’s complaint records,
which date back to 2017, show 2 complaints against CS Water,

3.2, Consideration of the need for additional service in the requested area (TW(C

§ 13.246(c)(2); 16 TAC §§ 24.227(e)(2) and 24.239(h)(5)(B)).

The purpose of the transaction is to transter CS Water to Texas Water. The customers are
currently recetving water service from CS Water’s water system.

3.3, Consideration of the effect of granting an amendment on the recipient of the
certificate or amendment, on the landowners in the area, and on any other retuil
public utility of the same kind already servicing the proximate area (TWC

§ 13.246(c)(3), 16 TAC §§ 24.227(e)(3), 24.239(h) (5)(c))-

Texas Water will be the certiticated entity for the requested area and be required to provide
continuous and adequate service to the requested area.

There will be no effect on landowners as the area is currently certificated.

There will be no effect on any retail public utility servicing the proximate area. All retail
public utilities in the proximate area were provided notice of the transaction taking place
in this application and did not request to intervene.

3.4, Consideration of the managerial and technical ability of the applicant to provide
adequate service (TWC §§ 13.241(a) and (b), 13.246(c)(4); and 13.301(b) and
(€)(2); 16 TAC §§ 24.227(a) and (e)(4), and 24.239(f) and (h)(5}(D)).

TCEQ rule, 30 TAC § 29046, Minimum Acceptable Operating Practices for Public
Drinking Water Systems, requires the operation of a public water system by trained and
licensed personnel. The producticon, treatment, and distribution facilities at the public water
system must be operated at all times under the direct supervision of a water works operator
who holds an applicable, valid license issued by the TCEQ executive director. The licensed
operator of a public water system may be an employee, contractor, or volunteer. Texas



Water will have qualified TCEQ licensed operators licensed in water treatment to run the
acquired systems.

Texas Water will have licensed operators to run the system operations. A Class B, C, and
D operator will be the responsible operator for the system.

Texas Water has the ability to provide adequate service in the requested area. Texas Water
has several TCEQ approved public water system. In addition, the Commission’s complaint
records, which date back to 2017, show 400 complaints against Texas Water which have
been addressed by the Commission’s Customer Protection Division. Texas Water provides
service to approximately 30,345 connections.

3.5. The applicants’ demonstration that regionalization or consolidation with another
retail public ufility is not economically feasible when construction of a physically
separate water or sewer system is required to provide service fo the requested areq.

(TWC § 13.241(d); 16 TAC § 24.227(h)).

The construction of a physically separate system is not necessary for Texas Water to serve
the requested area. Therefore, concerns of regionalization or consolidation do not apply.

3.6 Consideration of the feasibility of obtaining service from an adjacent retail public
utility (TWC § 13.246(c)(3); 16 TAC §§ 24.227(e)(3) and 24.239(h)(5)(E)).

CS Water 1s currently serving customers and has sufficient capacity. Obtaining service
trom an adjacent retail public utility would likely increase costs to customers because new
facilities will need to be constructed. At the minimum, an interconnect would need to be
installed in order to connect to a neighboring retail public utility. Therefore, it is not
teasible to obtain service from an adjacent retail public utility.

3.7. Consideration of the financial ability of the applicant to pay for facilities necessary
to provide continuous and adequate service (TWC §§ 13.246(c)(6) and 13.301(b),;
16 TAC §§ 24.227(a) and (e)(6), 24.11(¢), and 24.239(f) and (h)(5)(F)).

The Rate Regulation Division will be addressing this criterion in a separate memo.

3.8. Requirement of the applicant to provide a bond or other financial assurance in a
Jorm and amount specified by the Commission to ensure that confinuous and
adequate wufility service is provided (TWC §9§ 13.246(d), 13.301(c); 16 TAC
§§ 24.227(f), 24.239(f)).

The Rate Regulation Division will be addressing this criterion in a separate memo.

3.9, Consideration of the environmental infegrity and the effect on the land to be
included in the certificated area (TWC § 13.246(c)(7) and (9); and 16 TAC
§$ 24.227(e)(7) and (9) and 24.239(h) (5)(G)).

The environmental integrity of the land will not be affected as no additicnal construction
18 needed to provide service to the requested area.



3.10. Consideration of the probable improvement in service or lowering of cost to
consumers (TWC § 13.246(c)(8); 16 TAC §§ 24.227(e)(8), 24.239(h)(5)(H)).

The customers’ rates will be higher than the current rates for CS Water as the rates will be
changing to the current approved rates for Texas Water. Reliability and quality of water
service is expected to improve under Texas Water’'s management.

The Applicants meet all of the applicable statutory requirements of TWC Chapter 13 and the
Commission's Chapter 24 rules. Approving this application is in the public interest and
necessary for the service, accommodation, convenience and safety of the public.

4. Recommendation

Based on the above information, I recommend that the Commission find that the transaction
will serve the public interest and that the Applicants be allowed to proceed with the proposed
transaction. There are no deposits held by CS Water for the customers being served by CS
Water. | further recommend that a public hearing is not necessary.




Public Utility Commission of Texas

Memorandum

TO: Margaux Fox
Legal Division

FROM: Fred Bednarski 11
Rate Regulation Division

DATE: January 31, 2023
RE: Docket No. 54171  Application of {exas Waiter Ulilities, L.P. and ('S Walter

Corporation for Sale, Transfer, or Merger of Facilities and Certificate Rights in
Rosque County

On September 30, 2022, Texas Water Utilities, L.P. (Texas Water) and CS Water
Corporation (CS Water) filed an application for the sale and transfer of facilities and certificate
rights in Bosque County under the provisions of Texas Water Code § 13.301 and 16 Texas
Admimistrative Code § 24.239.

An owner or operator of a retail public utility must have the financial resources to operate
and manage the utility and to provide continucus and adequate service to the current and requested
utility service areas, as established by 16 Texas Administrative Code (TAC) § 24.11. Texas Water
must demonstrate that it meets one of the five leverage tests under 16 TAC § 24.11(e}(2) as well
as the operations test under 16 TAC § 24.11(e)(3).

Leverage Test

Texas Water filed an affidavit stating that SouthWest Water Company (SouthWest Water)
is capable, available, and willing to cover any temporary cash shortages and operating expense

shortfalls.

My analysis is based on financial statements ending December 31, 2021. These financial

statements contain an unqualified auditor’s opinion from PricewaterhouseCoopers LLP stating that

I Texas Waler Utilitics, L.P's Response (o Commission StalTs Sccond Request Tor information at pdlr 9
and 10 (Jan. 4, 2023),
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the financial statements present fairly, in all material respects, the financial position of SouthWest

Water as of December 31, 20212

Texas Water provided the tinancial statements of SouthWest Water, which demonstrate a
debt service coverage ratio of 7.56 as provided in contidential attachment FB-1. Because the ratio
is more than 1.25, I recommend a finding that Southwest Water meets the leverage test specitied
in 16 TAC § 24.11(e)(2)(B). Therefore, | recommend a finding that—through its affiliate —Texas
Water meets the leverage test as specified in 16 TAC § 24.11(e)(2)XE).

Operations Test

An owner or operator must demonstrate sufficient available cash to cover projected cash
shortages for operations and maintenance expense during the first five years of operations; or an
affiliated interest may provide a written guaranty of coverage of temporary cash shortages if the

aftiliated interest also satisties the leverage test, as required by 16 TAC § 24.11(e)(3).

The affidavit provided by Texas Water demonstrates a written guarantee of coverage of
temporary cash shortages from an affiliated interest. Texas Water projects no operating shortages
as provided in confidential attachment FB-1. Therefore, 1 recommend a finding that Texas Water

meets the operations test specitied in 16 TAC § 24.11(e)(3).
Planned Capital Improvements and Purchase Price

An applicant proposing service to a new CCN area must provide documentation of
adequate funding for the purchase of an existing system plus any improvements necessary to

provide continuous and adequate service to the existing customers per 16 TAC § 24.11(e){5)(A).

Texas Water has filed documentation demonstrating adequate sources of funding, in the
form of a line of credit, for the purchase price and planned system improvements for the CS water
system alongside all of Texas Water’s other purchased systems and planned system improvements
provided in confidential attachment FB-1. Therefore, I recommend a finding that Texas Water

satisties the requirements of 16 TAC § 24.11{e}{5){(A).

2 Confidential Supplemental Attachments 2-5(1) and 2-5¢2) at pdf 4 and 5 (Jan. 20, 2023).
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Fair market value and ratemaking rate base (TWC 13.305(i))

Because Texas Water has filed notice with the Commission of its intent to use a fair market value
(FMV) process to determine the ratemaking rate base of CS Water, the following provisions of

TWC § 13.305 apply to this proceeding:

() For the purposes of the acquisition, the fair market value is the average of the three

utility valuation expert appraisals conducted under Subsection (c).

(g) For an acquisition of a selling utility, the ratemaking rate base ot the selling utility is
the lesser of the purchase price negotiated by the acquiring utility and the selling utility or
the fair market value. The ratemaking rate base of the selling utility shall be incorporated
into the rate base of the acquiring utility during the utility's next rate base case under

Subchapter F.

(i) It the utility commission approves the application for acquisition under Section 13.301,

the utility commission shall issue an order that includes:

(1) the ratemaking rate base of the selling utility as determined under

Subsection (g); and

(2) any additional conditions for the acquisition the utility commission

requires.

Consistent with the above statutory provisions, the table in confidential Attachment FB-1 shows
the FMV appraisal amount reported by each of the utility valuation experts and the resulting

average amount.

Because the average of the three appraisals yields a FMV which is more than the sales price, the
ratemaking rate base for CS Water is the sales price amount, provided in confidential attachment

FB-1, as prescribed by the provisions of TWC § 13.305(g).
Recommendation

Because Texas Water meets the financial tests, 1 do not recommend that the Commission

require additional financial assurance.

Consequently, T recommend a finding that Texas Water demonstrates the financial and

managerial capability needed to provide continuous and adequate service to the area subject to this
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application. My conclusions are based on information provided by Texas Water before the date

of this memorandum and may not reflect any changes in Texas Water’s status after this review.
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DOCKET NO. 54341

APPLICATION OF AQUA TEXAS, INC. § PUBLIC UTILITY COMMISSION
AND FOREST GROVE, INC. DBA
SOUTHERN OAKS WATER SUPPLY
FOR SALE, TRANSFER OR MERGER OF
FACILITIES AND CERTIFICATE
RIGHTS IN NAVARRO AND
FREESTONE COUNTIES AND FOR
DUAL CERTIFICATION WITH
WINKLER WATER SUPPLY
CORPORATION

OF TEXAS

WA U U SR R TR VR U o

COMMISSTION STAFF’S RECOMMENDATION ON APPROVAL OF THE SALE AND
CCN AMENDMENT

[. INTRODUCTION

On November 14, 2022, Aqua Texas, Inc. (Aqua Texas) and Forest Grove, Inc. dba
Southern Oaks Water Supply (Southern Oaks) (collectively, Applicants) filed an application for
approval of the sale, transfer, or merger of facilities and certificate of convenience and necessity
(CCN) rights in Navarro and Freestone counties and for dual certification with the Winkler Water
Supply Corporation (Winkler WSC). Aqua Texas filed supplemental information on December 2
and 14, 2022 and on February 23 and April 5, 2023,

On April 3, 2023, the administrative law judge (ALJ) filed Order No. 8, directing the Staft
(Staff) of the Public Utility Commission of Texas (Commission) to request a hearing or file a
recommendation on the approval of the sale and on the CCN amendment by April 6, 2023,

Therefore, this pleading 1s timely filed.
I RECOMMENDATION

Staft has reviewed the application, as supplemented, and, as supported by the attached
memoranda of James Harville, Infrastructure Division, and of Fred Bednarski I11, Rate Regulation
Division, recommends and respectfully requests the entry of an order permitting the proposed
transaction to proceed. Under 16 Texas Administrative Code (TAC) § 24.239(1) and Texas Water
Code §§ 13.246 and 13.301, Statf recommends that this transaction will serve the public interest
and should be allowed to proceed without a public hearing. If the transaction i1s permitted to

proceed, Staft turther requests that the Applicants be required to file evidence that all assets have
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been transferred to the acquiring entity and that the disposition or any remaining deposits have

been addressed as soon as possible, as required by 16 TAC § 24.239(/).

Staff notes that the approval of the sale expires 180 days from the date of the Commission’s

written approval of the sale. If the sale is not consummated within that period, and unless the

Applicants request and receive an extension from the Commission, the approval is void, and the

Applicants must re-apply for the approval of the sale, as required by 16 TAC § 24.239(m).

CONCLUSION

Staft respectfully requests the entry of an order permitting the proposed transaction to

proceed.

Date: April 6, 2023

Respectfully submitted,

PUBLIC UTILITY COMMISSION OF TEXAS
LEGAL DIVISION

Marisa Lopez Wagley
Interim Division Director

John Harrison
Managing Attorney

/s/ Margaux Fox
Margaux Fox
State Bar No. 24120829
lan Groetsch
State Bar No. 24078599
1701 N. Congress Avenue
P.O. Box 13326
Austin, Texas 78711-3326
(512) 936-7021
(512) 936-7268 (facsimile)
Margaux. Fox{@puc.texas.gov
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DOCKET NO. 54341
CERTIFICATE OF SERVICE

I certify that unless otherwise ordered by the presiding officer, notice of the filing of this
document was provided to all parties of record via electronic mail on April 6, 2023 in accordance

with the Second Order Suspending Rules, filed in Project No. 506064.

/s/ Margaux Fox
Margaux Fox
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Public Utility Commission of Texas

Memorandum
TO: Margaux Fox, Attorney
Legal Division
FROM: James Harville, Infrastructure Analyst

Infrastructure Division

DATE: April 6, 2023

RE: Docket No. 54341 — Application of Aqua 1exas, Inc. and I'orest GGrove, Inc.
dba Southern Oaks Water Supply for Sale, Transfer or Merger of Facilities and
Certificate Rights in Neavarro and Freestone Counties and jfor Dual
Certification with Winkler Water Supply Corporation

1. Application

On November 14, 2022, Aqua Texas, Inc. (Aqua Texas) and Forest Grove, Inc. dba Southern
Oaks Water Supply (Southern Qaks) (collectively Applicants) filed an application for sale,
transfer, or merger (STM) of facilities and certificate rights and for dual certification with the
Winkler Water Supply Corporation (WSC) in Navarro and Freestone counties, Texas, under
Texas Water Code (TWC) §§ 13.242 through 13.250 and § 13.301 and 16 Texas
Administrative Code (TAC) §§ 24.225 t0 24.237 and § 24.239,

Specitically, Aqua Texas, Certiticate of Convenience and Necessity (CCN) No. 13201, seeks
approval to acquire facilities and to transfer all of the water service area from Southern Qaks
under water CCN No. 12344 and for dual certification with a portion of Winkler WSC, water
CCN No. 10754,

Based on the mapping review by Hank Journeay, Infrastructure Division:

¢ The requested area includes 758 customer connections and approximately 2,472 acres,
comprised of:
84 acres of uncertificated area to amend (add) to Aqua Texas (CCN No. 13201);
1,332 acres of transferred area trom Southern Oaks (CCN No. 12344); and
1,056 acres of dual certificated area with Winkler WSC (CCN No. 10754).

e The application proposes the subtraction of approximately 1,332 acres from Southern
QOaks (CCN No. 12344) and the addition of approximately 2,472 total acres to Aqua
Texas (CCN No. 13201). The requested area includes 84 acres that will be single



certification with Aqua Texas (CCN No. 13201) and 2,388 acres that will be dual
certification with Winkler WSC (CCN No. 10754).

2. Notice

Aqua Texas provided notice consistent with 16 TAC § 24.239(c). The deadline to intervene
was March 3, 2023; Winkler WSC filed a motion to intervene stating that no efforts were made
by Aqua Texas or Southern Oaks for the dual certification with Winkler WSC. The motion to
intervene was granted on February 15, 2023. On March 10, 2023, Winkler WSC provided an
amended motion to intervene confirming that an agreement for dual certification was signed
and their desire to remain an intervenor in the docket.

3. Factors Considered

Under TWC §§ 13.241, 13.246, and 13.301 and 16 TAC §§ 24.11(e), 24.227, and 24.239, the
Commission must consider certain factors when granting or amending a water or sewer CCN.
These factors are addressed below.

3.1. Consideration of the adequacy of service currently provided to the requested area

and system  compliance (TWC §13.246(c)(1), 13.301(e)(3)(A); 16 TAC
§8 24.227(a) and (€)(1), 24.239)(3)(A), W) (A), and (W)(5)(D).

Southern Oaks has a Texas Commission on Environmental Quality (TCEQ) approved
public water system (PWS) registered as Southern Oaks Water Supply, PWS ID No.
0810034. The last TCEQ compliance investigation of the Scuthern Oaks system was on
July 7, 2021. Southern Oaks does not have any violations listed in the TCEQ database.
The Commission’s complaint records, which date back to 2017, show one complaint
against Southern Oaks. The Commission’s Customer Protection Division has evaluated
the complaint.

3.2, Consideration of the need for additional service in the requested area (TW(C

§ 13.246(c)(2); 16 TAC §§ 24.227(e)(2) and 24.239(h)(5)(B)).

There are currently 758 existing customers in the requested area, therefore, there is a need
tor service.

3.3, Consideration of the effect of granting an amendment on the recipient of the
certificate or amendment, on the landowners in the area, and on any other retail
public utility of the same kind already servicing the proximate area (TWC

§13.246(c)(3), 16 TAC §§ 24.227(e)(3), 24.239(h) (5)(c).

Aqua Texas will be the certificated entity for the requested area and will be required to
provide continuous and adequate service to the requested area with 1,056 of these acres
being dual certificated with Winkler WSC.

3.4. Consideration of the managerial and technical ability of the applicant to provide
adequate service (TWC §§ 13.241(a) and (b), 13.246(c)(4); and 13.301(b}) and
(€)(2); 16 TAC §§ 24.227(a) and (e)(4), and 24.239(f) and (h)(5}(D)).



TCEQ rule, 30 TAC § 290.46, Minimum Acceptable Operating Practices for Public
Drinking Water Systems, requires the operation of a public water system by trained and
licensed personnel. The production, treatment, and distribution facilities at the public water
system must be operated at all times under the direct supervision of a water works operator
who holds an applicable, valid license 1ssued by the TCEQ executive director. The licensed
operator of a public water system may be an employee, contractor, or volunteer. Aqua
Texas will have qualified TCEQ licensed operators licensed in water treatment to run the
acquired systems.

Aqua Texas will have licensed operators to run the system operations. A Class B operator
will be the responsible operator for the system.

Aqua Texas has the ability to provide adequate service in the requested area. Aqua Texas
has several TCEQ approved public water systems registered. In addition, the
Commuission’s complaint records, which date back to 2017, show 942 complaints against
Aqua Texas. Aqua Texas, Inc. is alarge utility that operates multiple water and wastewater
systems with approximately 19,500 connections. The complaints have been evaluated by
the Commission’s Customer Protection Division.

3.5, The applicants’ demonstration that regionalization or conselidation with another
retail public utility is not economically feasible when construction of a physically
separate water or sewer system is required to provide service fo the requested areq.

(TWC § 13.241(d); 16 TAC § 24.227(h)).

The construction of a physically separate system is not necessary for Aqua Texas to serve
the requested area. Therefore, concerns of regionalization or consolidation do not apply.

3.6. An application for a certificate of public convenience and necessity or for an
amendment to a certificate must contain: a capital improvements plan, including a
budget and estimated timeline for construction of all facilities necessary to provide
full service to the entire proposed service area (TWC § 13.244(d)(3)).

Aqua Texas provided documentation regarding incremental capital data for project
prioritization and cost estimates spanning 5 years.

3.7. Ceonsideration of the feasibility of obtaining service from an adjacent retail public
utility (TWC § 13.246(c)(3); 16 TAC §§ 24.227(e)(3) and 24.239(h)(5)(E)).

Southern Oaks is currently serving customers and has sufficient capacity. Obtaining
service from an adjacent retail public utility would likely increase costs to customers
because new facilities will need to be constructed. At the minimum, an interconnect would
need to be installed in order to connect to a neighboring retail public utility. Therefore, it
1s not feasible to obtain service from an adjacent retail public utility.

3.8. Consideration of the financial ability of the applicant to pay for facilities necessary
to provide contfinuous and adequate service (TWC §§ 13.246{c)(6) and 13.301(h);
16 TAC §§ 24.227(a) and (e)(6), 24.11(e), and 24.239(f) and (h)(5)(F)).



The Rate Regulation Division will be addressing this criterion in a separate memo.

3.9, Requirement of the applicant to provide a bond or other financial assurance in a
Jorm and amount specified by the Commission to ensure that confinuous and
adequate utility service is provided (TWC §§ 13.246(d), 13.301(c); 16 TAC
§§ 24.227(f), 24.239(1)).

The Rate Regulation Division will be addressing this criterion in a separate memo.

3.10. Consideration of the environmental integrity and the effect on the land to be
included in the certificated area (TWC § 13.246(c)(7) and (9); and 16 TAC
8§ 24.227(e)(7) and (9) and 24.239(h) (5(G)).

The environmental integrity of the land will not be affected as no additional construction
18 needed to provide service to the requested area.

3.11. Consideration of the probable improvement in service or lowering of cost to
consumers (TWC § 13.246(c)(8); 16 TAC §§ 24.227(e)(8), 24.239(h) (5)(H)).

The customers’ rates will be higher than the current rates for Southern Qaks. Reliability
and quality of water service is expected to improve under Aqua Texas’s management.

The Applicants meet all of the applicable statutory requirements of TWC Chapter 13 and the
Commission's Chapter 24 rules. Approving this application 1s in the public interest and
necessary for the service, accommodation, convenience and safety of the public.

4. Recommendation

Based on the above information, I recommend that the Commission find that the transaction
will serve the public interest and that the Applicants be allowed to proceed with the proposed
transaction. There are no deposits held by Southern Oaks for the customers being served by
Southern Oaks. 1 further recommend that a public hearing 1s not necessary.



Public Utility Commission of Texas

Memorandum
TO: Margaux Fox,
Legal Division
FROM: Fred Bednarski I11,
Rate Regulation Division
DATE: April 06, 2023
RE: Docket No. 54341  Application of Aqua Texas, Inc. and Forest Grove, Inc. dba

Southern QOaks Water Supply for Sale, Transfer or Merger of Facilities and
Certificate Rights in Nevarro and Freestone Counties and for Dual Certification
with Winkler Water Supply Corporation

On November 14, 2022, Aqua Texas, Inc. (Aqua Texas) and Forest Grove, Inc. dba
Southern Oaks Water Supply (Southern Oaks) filed an application for the sale and transfer of
facilities and certificate rights in Navarro and Freestone Counties under the provisions of Texas

Water Code § 13.301 and 16 Texas Administrative Code § 24.239.

An owner or operator of a retail public utility must have the financial resources to operate
and manage the utility and to provide continuous and adequate service to the current and requested
utility service areas, as established by 16 Texas Administrative Code (TAC) §24.11. Aqua Texas
must demonstrate that it meets one of the five leverage tests under 16 TAC § 24.11(e)(2) as well

as the operations test under 16 TAC § 24.11(e)(3).
Leverage Test

My analysis is based on Aqua Texas’s financial statements ending December 31, 2021,
which demonstrate a debt service coverage ratic of 3.79, as calculated in Attachment FB-1.
Because the ratio is greater than 1.25, 1 recommend a finding that Aqua Texas meets the leverage

test specified in 16 TAC § 24.11(e)(2)(B).
Operations Test

An owner or operator must demonstrate sufficient available cash to cover projected cash

shortages for operations and maintenance expense during the first five years of operations; or an
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affiliated interest may provide a written guaranty of coverage of temporary cash shortages if the

affiliated interest also satisfies the leverage test, as required by 16 TAC § 24.11(e)(3).

Aqua Texas' s projected financial statements show that there are no projected operating
losses in the first of five years of operations as provided in attachment FB-1. Therefore, 1

recommend a finding that Aqua Texas meets the operations test specified in 16 TAC § 24.11(e)(3).
Planned Capital Improvements and Purchase Price

An applicant proposing service to a new CCN area must provide documentation of
adequate funding for the purchase of an existing system plus any improvements necessary to

provide continuous and adequate service to the existing customers per 16 TAC § 24.11(e)}(5)(A).

Aqua Texas has filed documentation demonstrating adequate funding of the purchase price
and planned systems improvements for Southern Oak’s water system alongside all of Aqua
Texas’s other purchased systems and planned system improvements provided in Attachment FB-
1. Therefore, I recommend a finding that Aqua Texas satisfies the requirements of 16 TAC §

24.11(e)5)A).
Fair market value and ratemaking rate base (TWC 13.305(i))

Because Aqua Texas has filed notice with the Commission of its intent to use a fair market value
(FMV) process to determine the ratemaking rate base of Aqua Texas, the following provisions of

TWC § 13.305 apply to this proceeding:

() For the purposes of the acquisition, the fair market value is the average of the three

utility valuation expert appraisals conducted under Subsection (c).

(g) For an acquisition of a selling utility, the ratemaking rate base of the selling utility is
the lesser of the purchase price negotiated by the acquiring utility and the selling utility or
the fair market value. The ratemaking rate base of the selling utility shall be incorporated
into the rate base of the acquiring utility during the utility's next rate base case under

Subchapter F.

(i) It the utility commission approves the application for acquisition under Section 13.301,

the utility commission shall issue an order that includes:
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(1) the ratemaking rate base of the selling utility as determined under

Subsection (g); and

(2) any additional conditions for the acquisition the utility commission

requires.

Consistent with the above statutory provisions, the table in confidential Attachment FB-1 shows
the FMV appraisal amount reported by each of the utility valuation experts and the resulting

average amount.

Because the average of the three appraisals yields a FMV which is more than the sales price, the
ratemaking rate base for Aqua Texas 1s the sales price amount, provided in attachment FB-1, as

prescribed by the provisions of TWC § 13.305(g).
Recommendation

Because Aqua Texas meets the financial tests, 1 do not recommend that the Commission

require additional financial assurance.

Consequently, T recommend a finding that Aqua Texas demonstrates the tinancial and
managerial capability needed to provide continuous and adequate service to the area subject to this
application. My conclusions are based on information provided by Aqua Texas before the date of

this memorandum and may not reflect any changes in Aqua Texas’s status after this review.
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DOCKET NQO. 55304

APPLICATION OF TEXAS WATER § PUBLIC UTILITY COMMISSION
UTILITIES, LP AND SWWC
UTILITIES, INC. DBA HORNSBY
BEND UTILITY COMPANY, INC. FOR
SALE, TRANSFER, OR MERGER OF
FACILITIES AND CERTIFICATE
RIGHTS IN TRAVIS COUNTY

OF TEXAS

Al R AR R Y ]

COMMISSION STAFF’S FINAL RECOMMENDATON ON THE TRANSACTION
On July 31, 2022, Texas Water Utilities, LP (Texas Water) and SWWC Utilities, Inc. dba
Hornsby Bend Utility Company, Inc. (collectively, Applicants) filed an application for the sale,
transfer, or merger of facilities and certificate rights in Travis County under the provisions of Texas
Water Code § 13.301 and 16 Texas Administrative Code (TAC) § 24.239,
On November 21, 2023, the administrative law judge filed Order No. § directing the Staff
(Staft) of the Public Utility Commission of Texas (Commission) to request a hearing or file a
recommendation on the approval of the sale and on the CCN amendment by December 19, 2023,

Therefore, this pleading is timely filed.

L RECOMMENDATION ON THE TRANSACTION

Staff has reviewed the application and supplemental information and, as supported by the
attached memoranda of James Harville of the Intrastructure Division and Fred Bednarski ITI of the
Rate Regulation Division, recommends that the proposed transaction satisfies the relevant
statutory and regulatory criteria, including those factors identified in Texas Water Code Chapter 13
and under 16 TAC Chapter 24. Additionally, based upon its review, Staff recommends that Texas
Water has demonstrated that it possesses the tinancial, technical, and managerial capability to
provide continuous and adequate service to the area subject to the proposed transaction, Theretfore,
Staftf recommends that the transaction will serve the public interest and should be allowed to
proceed without a public hearing.

In addition, Staft recommends that the Applicants be ordered to file documentation
demonstrating that the transaction has been consummated and that the disposition of any remaining
deposits have been addressed as required under 16 TAC §§ 24.109(m)-(n).

If the Commission enters an order permitting the transaction to proceed, such approval

expires 180 days from the date of the Commission’s written approval of the sale. If the sale is not
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effectuated within that period, and unless the Applicants request and receive an extension from the

Commission, the approval is void, and the Applicants must re-apply for approval of the sale.

IL CONCLUSION

For the reasons detailed above, Staff respectfully recommends that the sale be approved.

Date: December 19, 2023
Respectfully submitted,

PUBLIC UTILITY COMMISSION OF TEXAS
LEGAL DIVISION

Marisa Lopez Wagley
Division Director

Margaux Fox
Managing Attorney

/s/ Markel Perkins
Markel Perkins
State Bar No. 24126428
1701 N. Congress Ave,
P.O.Box 13326
Austin, Texas 78711-3326
(512) 936-7099
(512) 936-7268 (fax)
Markel Perkinsf@puc.texas.gov

DOCKET NO. 53304
CERTIFICATE OF SERVICE

1 certify that unless otherwise ordered by the presiding officer, notice of the filing of this
document will be provided to all parties of record via electronic mail on December 19, 2023 in

accordance with the Second Order Suspending Rules, filed in Project No. 506064.

/s/ Markel Perking
Markel Perkins
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Public Utility Commission of Texas

Memorandum
TO: Markel Perkins, Attorney
Legal Division
FROM: James Harville, Infrastructure Analyst

Infrastructure Division
DATE: December 19, 2023
RE: Docket No. 55304 — Application of Texas Water Ulilities, LP and SWW(C

Utilities, Inc. dba Hornshy Bend Utility Company, Inc. for Sale, Transfer, or
Merger of Facilities and Certificate Rights in Travis County

1. Application

On July 31, 2023, Texas Water Utilities, L.P. (Texas Water Utilities) and SWWC Ultilities,
Inc. dba Hornsby Bend Utility Company, Inc. (SWWC Utilities) (collectively Applicants) filed
an application for sale, transter, or merger (STM) of facilities and certificate rights in Travis
County, Texas, under Texas Water Code (TWC) §§ 13.242 through 13.250 and § 13.301 and
16 Texas Administrative Code (TAC) §§ 24.225 to 24.237 and § 24.239.

Specitically, Texas Water Utilities, Certificate of Convenience and Necessity (CCN) No.
12983 and 20899, seeks approval to acquire facilities and to transfer all of the water and sewer
service area from SWWC Utilities under water CCN No. 11978 and sewer CCN No. 20650.

As allowed by the statute, Texas Water has requested that the customers' rates be changed to
match Texas Water' s currently effective approved rates. Texas Water' s currently approved
rates have been in effect since September 28, 2023 which is the most recent date prior to the
date the application was deemed administratively complete, October 9, 20232,

Based on the mapping review by Hank Journeay, Infrastructure Division:

e The requested water area includes 3,340 customer connections and approximately
5,629.4 acres of transterred area from SWWC Utilities, Inc. dba Hornsby Bend Utility
Company, Inc. (CCN No. 11978) to Texas Water Utilities, L.P. (CCN No. 12983).

¢ The requested sewer area 1 includes 3,767 customer connections and approximately

! Docket 34201, ltem 215, Stamped Approved Tariff
2 In Qrder No. 3 (iled on 10/9/2023, the administrative law judge found ihe application administratively complele.
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10,483.5 acres of transferred area from SWWC Ultilities, Inc. dba Hornsby Bend Utility
Company, Inc. (CCN No. 20650) to Texas Water Utilities, L.P. (CCN No. 20899).

e Therequested sewer area 2 includes 0 customer connections and approximately 3,958.6
acres of transferred area from SWWC Utilities, Inc. dba Hornsby Bend Utility
Company, Inc. (CCN No. 20650) to Texas Water Utilities, L.P. (CCN No. 20899).

¢ The total water area includes 3,340 customer connections and approximately
5,629.4 acres of transferred area from SWWC Utilities, Inc. dba Hornsby Bend
Utility Company, Inc. (CCN No. 11978) to Texas Water Utilities, L.P. (CCN No.
12983).

o The total sewer area includes 3,767 customer connections and approximately
14,442.1 acres of transferred area from SWWC Ultilities, Inc. dba Hornsby Bend
Utility Company, Inc. (CCN No. 20650) to Texas Water Utilities, L.P. (CCN No.
20899).

e The application proposes the subtraction of approximately 5,629.4 acres from CCN No.
11978 and the addition of approximately 5,629.4 acres to CCN No. 12983,

e The application proposes the subtraction of approximately 14,442.1 acres from CCN
No. 20650 and the addition of approximately 14,442.1 acres to CCN No. 20899,

2. Notice

Affidavits were provided atfirming that notices were submitted to customers, cities, districts,
neighboring retail public utilities, the county judge, and 163 landowners owning 25 acres
partially or wholly located in the requested area.

Texas Water Utilities provided notice consistent with 16 TAC § 24.239(e). The deadline to
intervene was December 4, 2023 a motion to intervene was submitted.

3. Factors Considered

Under TWC §§ 13.241, 13.246, and 13.301 and 16 TAC §§ 24.11(e), 24.227, and 24.239, the
Commission must consider certain factors when granting or amending a water or sewer CCN.
These factors are addressed below.

3.1. Consideration of the adequacy of service currently provided fo the requested area

and system compliance (TWC §13.246(c)(1), 13.301(e)(3)(4); 16 TAC

§§ 24.227(a) and (&)(1), 24.239(W)3)(A), (W(S)(A), and (W)(5)(1)).
SWWC Utilities has a Texas Commission on Environmental Quality (TCEQ) approved
public water system (PWS) and a wastewater treatment plant (WWTP) registered as
Austin’s Colony, PWS ID No. 2270255, and Austin’s Colony WWTP, Wastewater
Discharge Permit No. WQOO013138001, respectively. The last TCEQ compliance
Investigation of the Austin’s Colony system was on March 8, 2023. The last TCEQ
compliance investigation of the Austin’s Colony WWTP system was on August 31, 2023,
SWWC Utilities has violations listed in the TCEQ database which are being addressed.
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The Commission’s complaint records, which date back 5 years, show 36 complaints against
SWWC Utilities. All the complaints have been reviewed and closed by the Commission’s
Consumer Protection Division.

3.2. Consideration of the need for additional service in the requested area (TWC
§13.246(c)(2); 16 TAC §§ 24.227(e)(2) and 24.239(h) (5)(B)).

The purpose of the transaction 1s to transfer SWWC Utilities to Texas Water Utilities. The
customers are currently receiving water and sewer service from SWWC Utilities’ water
and sewer systems.

3.3. Consideration of the effect of granting an amendment on the recipient of the
certificate or amendment, on the landowners in the area, and on any other retail
public atility of the same kind already servicing the proximate area (TW(C

§ 13.246(c)(3), 16 TAC §§ 24.227(e)(3), 24.239(h)(5)(c))-

Texas Water Utilities will be the certificated entity tor the requested area and be required
to provide continuous and adequate service to the requested area.

There will be no effect on landowners as the area 1s currently certificated.

There will be no effect on any retail public utility servicing the proximate area. All retail
public utilities in the proximate area were provided notice of the transaction taking place
in this application and did not request to intervene.

3.4. Consideration of the managerial and technical ability of the applicant fo provide
adequate service (TWC §§ 13.241(a) and (b), 13.246(c)(4); and 13.301(b) and
(e)(2); 16 TAC §¢ 24.227(u) and (e)(4), and 24.239(f) and (h)(3)(D)).

TCEQ mile, 30 TAC § 290.46, Minimum Acceptable Operating Practices for Public
Drinking Water Systems, requires the operation of a public water system by trained and
licensed personnel. The production, treatment, and distribution facilities at the public water
system must be operated at all times under the direct supervision of a water works operator
who holds an applicable, valid license 1ssued by the TCEQ executive director. The licensed
operator of a public water system may be an employee, contractor, or volunteer. Texas
Water Utilities will have qualified TCEQ licensed operators licensed in water treatment to
run the acquired systems.

TCEQ rule, 30 TAC §30.331(b), Wastewater Operators and Operations Companies,
requires the operators of a domestic wastewater treatment facility to have a valid license
issued by the TCEQ executive director. Texas Water Utilities will have qualified TCEQ
licensed operators licensed in wastewater treatment to run the acquired systems.

Texas Water Utilities will have licensed operators to run the system operations. Class B
and C operator’s will be the responsible operator for the system.

Texas Water Utilities has the ability to provide adequate service in the requested area.
Texas Water Utilities has several TCEQ approved PWS’s and WWTP’s registered. Texas
Water Utilities has violations listed in the TCEQ database which are being addressed. In
addition, the Commission’s complaint records, which date back 5 years, show 132

a5



complaints against Texas Water Utilities, with 8 open complaints. All the complaints have
been reviewed and are being addressed by the Commission’s Consumer Protection
Division.

3.5. The applicants’ demonstration that regionalization or consolidation with another
retail public utility is not economically feasible when construction of a physically
separate water or sewer system is requived to provide service to the requested area.
(TWC §13.241(d); 16 TAC § 24.227(b)).

The construction of a physically separate system is not necessary for Texas Water Utilities
to serve the requested area. Therefore, concerns of regionalization or consolidation do not

apply.

3.6 Consideration of the feasibility of obtaining service from an adjacent retail public

utility (TWC § 13.246(c)(5); 16 TAC §§ 24.227(e)(3) and 24.239(%) (5) (E)).

SWWC Utilities 18 currently serving customers and has sufficient capacity. Obtaining
service from an adjacent retail public utility would likely increase costs to customers
because new facilities will need to be constructed. At the minimum, an interconnect would
need to be installed in order to connect to a neighboring retail public utility. Theretore, it
18 not feasible to obtain service from an adjacent retail public utility.

3.7. An application for a cerfificate of public convenience and necessity or for an
amendment to a cerfificate must contain: a capital improvements plan, including a
budget and estimated timeline for construction of all facilities necessary to provide
full service to the entire proposed service area (TWC § 13.244(d}(3)).

There are no improvements necessary to provide continuous and adequate service to the
requested area; therefore, a capital improvements plan is not necessary.

3.8. Consideration of the financial ability of the applicant to pay for facilities necessary
to provide continuous and adequate service (TWC §§ 13.246(c)(6) and 13.301(b);
16 TAC §§ 24.227(a) and (e)(6), 24.11(e), and 24.239(f) and ()(3)(F)).

The Rate Regulation Division will be addressing this criterion in a separate memo.

3.9. Requirement of the applicant to provide a bond or other financial assurance in a
form and amount specified by the Commission to ensure that continuous and
adequate utility service is provided (TWC §§ 13.246(d), 13.301(c); 16 TAC
8§ 24.227(P, 24.239(f)).

The Rate Regulation Division will be addressing this criterion in a separate memo.

3.10. Consideration of the environmental integrity and the effect on the land to be
included in the certificated area (TWC § 13.246(c)(7) and (9); and 16 TAC
$§ 24.227(e)(7) and (9) and 24.239(h)}(5)(()).

The environmental integrity of the land will not be atfected as no additional construction
1s needed to provide service to the requested area.
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3.11. Consideration of the probable improvement in service or lowering of cost to
consumers (TWC § 13.246(c)(8); 16 TAC §§ 24.227(e)(8), 24.239(h)(5)(H)).

As shown in Attachment No. 1% to this memo, the customers’ rates will be higher than the
current rates for the SWWC Utilities. Reliability and quality of water service is expected
to improve under Texas Water Utilities’ management.

4. Recommendation

The Applicants meet all of the applicable statutory requirements of TWC Chapter 13 and the
Commussion's Chapter 24 rules. Approving this application is in the public interest and
necessary for the service, accommodation, convenience and satety of the public.

Based on the above information, [ recommend that the Commission find that the transaction
will serve the public interest and that the Applicants be allowed to proceed with the proposed
transaction. There are deposits held by SWWC Utilities for the customers being served by
SWWC Utlities. 1 further recommend that a public hearing is not necessary.

* Attachment No. 1 — Rate comparison worksheet
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Public Utility Commission of Texas

Memorandum
TO: Markel Perkins, Attorney
Legal Division
FROM: Fred Bednarski 111, Financial Analyst
Rate Regulation Division
DATE: December 19, 2023
RE: Docket No. 55304 Application of Texas Water Ulilities, LP and SWW( Ultilities,

Inc. dba Hornshy Bend Utility Company, Inc. for Sale, Transfer, or Merger of

Facilities and Certificate Rights in Travis County

On July 31,2023, Texas Water Utilities, LP (TWU) and SWWC Utilities, Inc. dba Hornsby
Bend Utility Company, Inc. (Hornsby Bend) filed an application for the sale, transter, or merger
of water and sewer facilities and certiticates rights in Travis County under the provisions of Texas

Water Code § 13.301 and 16 Texas Administrative Code § 24.239.

An owner or operator of a retail public utility must have the financial resources to operate
and manage the utility and to provide continuous and adequate service to the current and requested
utility service areas, as established by 16 Texas Administrative Code (TAC) § 24.11. TWU must
demonstrate that it meets one of the five leverage tests under 16 TAC § 24.11(e}2) as well as the
operations test under 16 TAC § 24.11(e)(3).

Leverage Test

TWU filed an atfidavit stating that SouthWest Water Company (SouthWest) is capable,

available, and willing to cover any temporary cash shortages and operating expense shortfalls. !

My analysis 18 based on financial statements ending December 31, 2022, These financial

statements contain an unqualified auditor’s opinion from PricewaterhouseCoopers LLP stating that

! Confidential apphication atlachments at pdl 70 and 71 (Jul. 31, 2023),
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the financial statements present fairly, in all material respects, the financial position of SouthWest

as of December 31, 20222

SouthWest’s financial statements demonstrate a debt service coverage ratio greater than
1.25, as shown in confidential attachment FB-1. Because the ratio is greater than 1.25, I
recommend a finding that SouthWest meets the leverage test specified in 16 TAC §24.11(e)}(2)(B).
Therefore, 1 recommend a finding that—through its affiliate —TWU meets the leverage test as

specified in 16 TAC § 24.11(e)}(2XE).
Operations Test

An owner or operator must demonstrate sufficient available cash to cover projected cash
shortages for operations and maintenance expense during the first five years of operations; or an
affiliated interest may provide a written guaranty of coverage of temporary cash shortages it the

affiliated interest also satisfies the leverage test, as required by 16 TAC § 24.11(e)(3).

The aftidavit provided by TWU demonstrates a written guarantee of coverage of temporary
cash shortages from an affiliated interest.® TWU projects no net operating and maintenance
shortages, as shown in confidential attachment FB-1. Therefore, 1 recommend a finding that TWU
meets the operations test specified in 16 TAC § 24.11(e)(3).

Planned Capital Improvements and Purchase Price

Capital improvements are not required per the memorandum provided by James Harville,
Infrastructure Analyst.  Therefore, TWU should not be required to satisfy 16 TAC §
24.11(e){(5)(A).

Recommendation

Because TWU meets the financial tests, 1 do not recommend that the Commission require

additional financial assurance.

Consequently, I recommend a finding that TWU demonstrates the financial and managerial

capability needed to provide continuous and adequate service to the area subject to this application.

2 Id alpdl 79 and 80.
P fdoalpdlt 70 and 71.
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My conclusions are based on information provided by TWU before the date of this memorandum

and may not reflect any changes in TWU's status after this review.
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Attachment BDB-R-4 is being filed in
native file-format.
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Attachment BDB-R-5
Commission Staff’s Response to TWU 1-3

62



Filing Receipt

Filing Date - 2024-06-17 12:36:19 PM
Control Number - 54617

Item Number - 95



SOAH DOCKET NO. 473-24-13127. WS
PUC DOCKET NOQO. 54617

APPLICATION OF TEXAS WATER § PUBLIC UTILITY COMMISSION
UTILITIES, LP AND SOUTHERN
HORIZONS DEVELOPMENT, INC. FOR
SALE, TRANSFER, OR MERGER OF
FACILITIES AND CERTIFICATE
RIGHTS IN LIBERTY AND
MONTGOMERY COUNTIES

OF TEXAS

o WOR UOR LON WO O

COMMISSION STAFF’S RESPONSE TO
TEXAS WATER UTILITIES, LP’S
FIRST REQUEST FOR INFORMATION
TO COMMISSION STAFF
QUESTION NOS. TWU 1-1 THROUGH 1-17 AND
RESPONSE TO TEXAS WATER UTILITIES, LP’S
MOTION TO COMPEL

The Staff (Staff) of the Public Utility Commission of Texas (Commission) responds to
Texas Water Utilittes, LP’s (TWU) First Request for Information (RFI) to Staff and further
stipulates that the following responses may be treated by all parties as if the answers were filed

under oath. Negotiations related to Staff’s objections were conducted diligently and in good faith.

TWU’s First RFI to Staft was served on June 5, 2024, and specified a response deadline of
June 17, 2024. Staff timely filed objections to TWU's RFI Nos. TWU 1-5 - TWU 1-7, TWU 1-9
—TWU 1-12, and TWU 1-14 - TWU 1-17. TWU responded to Staftf’s objections to its First RFI
on June 10, 2024, Pursuant to 16 Texas Admimistrative Code (TAC) § 22.144(d)(4), responses to
RFl1s to which objection 1s made shall be pestponed until the objections are ruled upen and for
such additional time thereafter as the presiding officer may direct. Further, under 16 TAC §
22.144(t), responses to motions to compel shall be filed within five working days after receipt of
the motion. Therefore, these responses to TWU’s First RF1 to Staff and responses to TWU’s

motion to compel are timely filed.
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Dated: June 17, 2024
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Respectfully submitted,

PUBLIC UTILITY COMMISSION OF TEXAS
LEGAL DIVISION

Marisa Lopez Wagley
Division Director

Phillip Lehmann
Managing Attorney

/s/ Kelsey Deugherty
Kelsey Daugherty
State Bar No. 24125054
1701 N. Congress Ave.
P.O. Box 13326
Austin, Texas 78711-3320
(512) 936-7255
(512) 936-7268 (fax)
Kelsey. Daugherty@puc.texas.gov

SOAH DOCKET NO. 473-24-13127.WS
PUC DOCKET NO. 54617

CERTIFICATE OF SERVICE

I certify that, unless otherwise ordered by the presiding officer, notice of the filing of this

document will be provided to all parties of record via electronic mail on June 17, 2024, in

accordance with the Second Order Suspending Rules, filed in Project No. 506064.

/s/ Kelsev Daucherty
Kelsey Daugherty
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TWU 1-3

RESPONSE:

Prepared by:
Sponsor:

Page 4 of 12

Reference the table in the direct testimony of James Harville at the bottom
of page 11 and top of page 12. Please admit or deny that Southern Horizons’
tlat gallonage rate does not encourage water conservation. If the response is
anything other than an unqualified admit, please explain.

Admit,

Counsel
James Harville
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