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BEFORE THE PUBLIC SERVICE COMMISSION (¥
In the Matter of:
APPLICATION OF AQUASOURCE UTILITY, )
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303
RIGHTS OF GOSHEN UTILITIES, INC. )

FILING OF JOURNAL ENTRIES

Comes now, AquaSource Utility, Inc. of Pittsburgh, Pennsylvania, by counsel,
and hereby files the attached journal entries with the Public Service Commission
recording the sale of Goshen Utilities, Inc. to AquaSource Utilities, Inc. that took place
on December 2, 1999, as required by the Order issued by the Commission approving the

transfer dated the 5" day of November, 1999.

Respectfully Submitted,

By: /w

Patrick T. Schmidt

Attorney for AquaSource Utility, Inc.
1400 One Riverfront Plaza
Louisville, Ky. 40202

ST




Journal Entries of the AquaSource, Inc. Acquisition of Goshen Utilities
As of the Closing Date, December 2, 1999
Case No. 99-303

Enclosed, please find the journal entries proposed by AquaSource, Inc. to record the
acquisition of Goshen Utilities as of the closing date, December 2, 1999. For your
convenience, we have enclosed a number of schedules used in determining the opening
balance sheet. Further, we provide a brief description of each schedule as follows:

Schedule 1: Adjusted Balance Sheet for Goshen Ultilities, Inc.

This schedule represents the opening balance sheet, by division, as of the closing
date, December 2, 1999. Utility Plant in Service is recorded at original cost. In
addition, a detailed listing of Utility Plant in Service and related depreciation is
provided in Schedule 5. Also, Contributions in Aid of Construction (CIAC) has
been adjusted in accordance with the provisions of the Order provided in Case
No. 99-303. Support for these adjustments is included in Schedules 6 and 7.

Schedule 2:  Final Journal Entries for Goshen Utilities and AquaSource, Inc.
This schedule provides the final closing entries for both the parent company’s
(AquaSource, Inc.) investment in Goshen Utilities, and the entries to record the
opening balance sheet of the subsidiary.

Schedule 3: Calculation of Acquisition Adjustment — Asset Purchase Method

This schedule supports our calculation of the Acquisition Adjustment using the
Net Utility Plant in Service as the basis of determination.

Schedule 4: Calculation of Acquisition Adjustment — Equity Method

This schedule supports our calculation of the Acquisition Adjustment using equity
as the basis of determination. This method is used primarily as a check against
the Asset Purchase Method.

Schedule 5:  Listing of Utility Plant in Service by Object Account

This schedule represents the detail of the respective accounts that comprise Utility
Plant in Service. Information used in this analysis was obtained from Goshen’s
independent Certified Public Accountant. All assets have been recorded at their
original cost.




Schedule 6: Restatement of Goshen Utilities Water Plant Contributions in Aid of
Construction

This schedule is provided to support the adjustment to the Water Plant CIAC
account in accordance with the provisions of the Order associated with Case No.
99-303.

Schedule 7: Restatement of Goshen Utilities Sewer Plant Contributions in Aid of
Construction

This schedule is provided to support the adjustment to the Sewer Plant CIAC
account in accordance with the provisions of the Order associated with Case No.
99-303.




Assets

114 Utility Plant Acquisition Adjustment (Schedules 3 and 4) $2,175,970

101 Utility Plant in Service (Schedule 5)
108.1 Accumulated Depreciation (Schedule 5)
Net Utility Plant

131 Cash

135 Cash - Savings

135 Temporary Cash Investments

141 Customer Accounts Receivable

162 Prepayments

174 Misc. Current and Accrued Assets
Total-Current Assets

Total Assets
Liabilities

201 Common Stock
207 Other Paid In Capital
207 Other Paid in Capital - Acquisition Adjustment
207 Retained Earnings
Total-Capital

232 Notes Payable
232 Note Payable
231 Accounts Payable
235 Customer Deposits
237 Interest Accrued
242 Other
Total-Current Liabilities

271 Contribution In Aid of Construction {(CIAC)
272 Accumulated Amortization of CIAC
Net CIAC (Schedules 6 and 7)

Schedule 1
ADJUSTED BALANCE SHEET FOR GOSHEN UTILITIES, INC. (1,2)
Goshen Utilities, Inc. and AquaSource Utilities, Inc.
Case No. 99-303

Water Sewer Total
$395,487 $2,571,457
2,373,666 1,638,436 4,012,102
(954,143) (831,1186) {1,785,259)
3,595,493 1,202,807 4,798,300
149,250 74,513 223,763
97,891 48,872 146,763
127,741 63,774 191,515
56,905 28,410 85,315
1,180 589 1,769
17,727 8,850 26,577
450,693 225,009 675,702
$4,046,187 $1,427,815 $5,474,002
$133,400 $66,600 $200,000
160,898 80,329 241,227
2,175,970 395,487 2,571,457
681,684 90,861 772,545
3,151,952 633,277 3,785,229
100,253 50,051 150,304
16,675 8,325 25,000
38,473 19,207 57,680
75,154 37,521 112,675
1,819 908 2,727
28,072 14,015 42,087
260,445 130,028 390,473
1,064,030 1,506,538 2,570,568
(430,241) (842,027) (1,272,268)
633,789 664,511 1,298,300
$4,046,187 $1,427,815 $5,474,002

Total Liabilities

1/ [Balance sheet information obtained from Goshen's independent Certified Public Account as of the

closing date, December 2, 1999.

2/ [Current assets, capital, current liabilities and long term debt allocated 67% to water and 33% to sewer
based upon the percentage of revenues included in the respective 1998 annual reports.




FINAL JOURNAL ENTRIES FOR GOSHEN UTILITIES AND AQUASOURCE, INC
Goshen Utilities, Inc. and AquaSource Utility, Inc.
As of the Closing Date, December 2, 1999
Case No. 99-303

Accounting Entries for Goshen Utilities, Inc. After Acquisition

Debit

114 Utility Plant Acquisition Adjustment $2,571,457
207 Shareholder Equity-Paid In Capital

To record the Utility Plant Acquisition Adjustment on the balance
sheet of the new subsidiary, Goshen Utilities, as of the closing date,
December 2, 1999.

Accounting Entries for AquaSource Utilities, Inc.

Debit

124 Investment in Goshen Utilities, Inc. $3,785,229
131.2 Cash
224 Other Long Term Debt (Deferred payment of purchase
Price in accordance with section 2.2 (c) of purchase
agreement)
To record investment in the Goshen Utilities subsidiary as of the
closing date, December 2, 1999.

Schedule 2

. CLOSING

Credit

$2,571,457

Credit

$3,285,229
$500,000




Schedule 3
CALCULATION OF ACQUISITION ADJUSTMENT - ASSET PURCHASE METHOD

Goshen Utilities, Inc. and AquaSource Utility, Inc.
Case No. 99-303

Summary of Utility Plant in Service as of 12/2/99

Water Sewer Total

Utility Plant in Service as of 12/2/99 $2,373,666 $1,638,436 $4,012,102
Less Accumulated Depreciation (954,143) (831,116) (1,785,259)
Net Utility Plant in Service 1,419,523 807,320 2,226,843
Contributions in Aid of Construction (CIAC) 1,064,030 1,506,538 2,570,568
Less Amortized CIAC (430,241) (842,027) (1,272,268)
Unamoritzed CIAC 633,789 664,511 1,298,300
Net Book Value-Net Plant Less Unamortized CIAC 785,734 142,809 928,543

84.62% 15.38% 100.00%
Purchase Price Allocated to Net Book Value (1) 2,961,704 538,296 3,500,000
(Price excluding transaction costs)
Acquisition Adjustment-Allocated Price Less Net Book $2,175,970 $395,487 $2,571,457

(1) |Purchase price is allocated based on the percentage of Net Book Value-Net Plant Less
Unamortized CIAC for water and sewer to the total. Note that no costs associated with
transaction fees are included in the purchase price at this time.




Estimated Acquisition Adjustment

Purchase Price

Adjustment for Working Capital:
Current Assets
Current Liabilities
Working Capital Adjustment

Cash Paid at Closing

Equity Including CIAC Adjustments

Schedule 4
CALCULATION OF ACQUISITION ADJUSTMENT - EQUITY METHOD
Goshen Utilities, Inc. and AquaSource Utility, Inc.
Case No. 99-303

$3,500,000

Water Sewer

450,693 225,009

260,445 130,028
190,248 94,981 285,229
3,785,229
975,982 237,790 1,213,772
$2,571,457

Estimated Acquisition Adjustment




Schedule 5
AquaSource, Inc.
Listing of Utility Plant In Service by Object Account
As of the Acquisition Date of December 2, 1999
Account
Number Description Water Sewer Total

303 Land & Land Rights $205,231 $0  $205,231
304 Stuctures & Improvements 17,590 2,531 20,121
307 Wells & Springs 79,464 0 79,464
309 Supply Mains 0 0 0
310 Land & Land Rights 0 30,035 30,035
311 Pumping Equipment 65,747 35,092 100,839
320 Water Treatment Equipment 7,984 0 7,984
330 Distribution Reservoirs & Standpipes 484,075 0 484,075
331 Transimssion and Distribution Mains 1,108,022 0 1,108,022
333 Services 78,014 0 78,014
334 Meters & Meter installation 152,700 0 152,700
335 Hydrants 10,737 0 10,737
339 Other Pant & Misc. Equipment 0 0 0
340 Office Furniture &Equipment 23,032 9,585 32,617
341 Transportation Equipment 60,807 31,438 92,245
343 Tools, Shop & Garage 51,965 2,878 54,843
345 Power Operated Equipment 8,700 0 8,700
346 Communication Equipment 6,125 3,091 9,216
348 Other Tangible Plant 0 Y 0
348 Common Assets 13,473 13,472 26,945
348 Ultility Plant Acquisition Adjustment 0 0

1,235,307 1,235,307
82,674 82,674

0 0

145,214 145,214
25,908 25,908

352.2 Collection Sewers - Gravity

363A Pumping Equipment - Electric
364 Flow Measuring Devices
373 Treatment and Disposal Equipment
374 Plant Sewers

O QOO QOOO OO

376 Other Treatment & Disposal Plant Equipment 12,907 12,907
393B Tool, Shop & Garage Equipment 1,750 1,750
393F Other Tangible Property 6,554 6,554

101 Utility Plant in Service $2,373,666 $1,638,436 $4,012,102
108.1 Accumulated Depreciation $954,143  $831,116 $1,785,259

NOTE: All amounts recorded at original cost.




RESTATEMENT OF GOSHEN UTILITIES WATER PLANT CONTRIBUTIONS IN AID OF CONSTRUCTION
Goshen Utilities, Inc. and AquaSource Utility, Inc.
Case No. 99-303

Year End

1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999

Total at 12/31/98  $1,064,030

Additions

$513,479

[eNoleNoNoloeNe)

16,500
24,000
32,276
23,130
15,300
25,175
211,685
37,518
17,447
35,122
33,868
46,245
32,285

Cumulative
Total

$513,479
513,479
513,479
513,479
513,479
513,479
513,479
513,479
529,979
553,979
586,255
609,385
624,685
649,860
861,545
899,063
916,510
951,632
985,500
1,031,745
1,064,030

Water Plant

Annual Years
Amortization (1) to Date

$16,046 19.5

0 18.5

0 17.5

0 16.5

0 15.5

0 14.5

0 138

0 12,5

516 11.5

750 10.5

1,009 9.5

723 8.5

478 7.5

787 6.5

6,615 5.5

1,172 4.5

545 3.5

1,098 25

1,058 1.5

1,445 0.5

1,009 n/a

Schedule 6
Accumulated 1999
Amortization Adjusted Amortization Adjusted
Through CIAC at Through CIAC at

12/31/98 12/31/98 11/30/99 11/30/99 (2)
$312,897 $200,582 $14,709 $185,873

0 0 0 0

0 0 0 0

0 0 0 0

0 0 0 0

0 0 0 0

0 0 0 0

0 0 0 0

5,934 10,566 473 10,093

7,875 16,125 688 15,437

9,586 22,690 925 21,765

6,146 16,984 663 16,321

3,585 11,715 438 11,277

5116 20,059 721 19,338
36,383 175,302 6,064 169,238
5,274 32,244 1,074 31,170

1,908 15,539 500 15,039

2,745 32,377 1,007 31,370

1,587 32,281 970 31,311

723 45,522 1,325 44,197

0 32,285 925 31,360

$399,759 $664,271 $30,482 $633,789

1/ Based on composite amortization rate using 1998 plant and depreciation shown below:

2/ Reduction in CIAC and a contra increase in retained earnings and equity.

Utility Plant in Service-12/31/98
Depreciation Expense - 1998
Composite Amortization Period - Years

$2,373,666
$73,155




RESTATEMENT OF GOSHEN UTILITIES SEWER PLANT CONTRIBUTIONS IN AID OF CONSTRUCTION
Goshen Utilities, Inc. and AquaSource Utility, Inc.
Case No. 99-303

Year End Additions
1979 $920,114
1980 80,500
1981 0
1982 0
1983 0
1984 0
1985 0
1986 0
1987 67,000
1988 41,700
1989 37,000
1990 32,000
1991 25,000
1992 37,000
1993 30,000
1994 18,800
1995 21,000
1996 58,424
1997 9,000
1998 44,000
1999 85,000

Total at 12/31/98  $1,506,538

Cumulative
Total

$920,114
1,000,614
1,000,614
1,000,614
1,000,614
1,000,614
1,000,614
1,000,614
1,067,614
1,109,314
1,146,314
1,178,314
1,203,314
1,240,314
1,270,314
1,289,114
1,310,114
1,368,538
1,377,538
1,421,538
1,506,538

Sewer Plant

Annual Years
Amortization (1) to Date

$32,861 195

2,875 18.5

0 17.5

0 16.5

0 15.5

0 14.5

0 13.5

0 125

2,393 11.5

1,489 10.5

1,321 9.5

1,143 8.5

893 7.5

1,321 6.5

1,071 5.5

671 45

750 3.5

2,087 25

321 1.5

1,571 0.5

3,036 n/a

1/ Based on composite amortization rate using 1998 plant and depreciation shown below:

Utility Plant in Service-12/31/98
Depreciation Expense - 1998

Composite Amortization Period - Years

$1,638,436
$58,962

2/ Reduction in CIAC and a contra increase in retained earnings and equity.

Total CIAC
Total Sewer $1,506,538
Total Water 1,064,030
Totals $2,570,568

Add 11 mos amort
Est Accum CIAC Amort as of 11/30/99

Schedule 7
Accumulated 1999
Amortization Adjusted  Amortization Adjusted
Through CIAC at Through CIAC at
12/31/98 (2) 12/31/98 11/30/99 11/30/99
$640,790 $279,324 $30,123 $249,201
53,188 27,312 2,635 24,677
0 0 0 0
0 0 0 0
0 0 0 0
0 0 0 0
0 0 0 0
0 0 0 0
27,520 39,480 2,194 37,286
15,635 26,065 1,365 24,700
12,550 24,450 1,211 23,239
9,716 22,284 1,048 21,236
6,698 18,302 819 17,483
8,587 28,413 1,211 27,202
5,891 24,109 982 23,127
3,020 15,780 615 15,165
2,625 18,375 688 17,687
5,218 53,206 1,913 51,293
482 8,518 294 8,224
786 43,214 1,440 41,774
0 85,000 2,783 82,217
$792,706 $713,832 $49,321 $664,511
Est Accum CIAC  NetCIAC 11 mos Amort  Net CIAC
as of 12/31/98  as of 12/31/98 as of 11/30/99
$792,706 $713,832 $49,321 $664,511
399,759 664,271 30,482 633,789
1,192,465 $1,378,103 $79,803 $1,298,300
79,803
$1,272,268




COMMONWEALTH OF KENTUCKY
PUBLIC SERVICE COMMISSION
730 SCHENKEL LANE
POST OFFICE BOX 615
FRANKFORT, KY. 40602
(502) 564-3940

CERTIFICATE OF SERVICE

RE: Case No. 1999-303
GOSHEN UTILITIES, INC.

I, Stephanie Bell, Secretary of the Public
Service Commission, hereby certify that the enclosed attested
copy of the Commission’s Order in the above case was
served upon the following by U.S. Mail on January 11, 2000.

Parties of Record:

Annemarie Beach
Administrative Manager
Goshen Utilities, Inc.
1001 Riverside Drive
P. O. Box 36

Goshen, KY. 40026

Honorable Terrell L. Black
Honorable Patrick T. Schmidt
Attorneys for AquaSource Utility, Inc
1400 One Riverfront Plaza
Louisville, KY. 40202

D A2
i < ¢ 9
4 * b= N
\

Secretary of the Commission

SB/sa
Enclosure




COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF AQUASOURCE UTILITY, )

INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303

RIGHTS OF GOSHEN UTILITIES, INC. )

ORDER

On November 17, 1999, AquaSource Utility, Inc. (“AquaSource Utility”) filed a
motion for clarification of the éommission's Order of November 5, 1999. AquaSource
Utility states that the Commission’s Order contains a typographical error in the amount
of unrecorded amortization of Contributions in Aid of Construction. AquaSource Utility
requests that the Commission's Order be corrected to accurately reflect the unrecorded
amortization amount of $1,221,826.

AquaSource Utility additionally requests that the record reflect that the analysis
provided by AquaSource Utility in Item No. 6 of its October 8, 1999 Response to
Request for Additional Information was used as one test of the reasonableness of the
purchase price of Goshen Utilities, Inc. (“Goshen”) and not to develop the purchase
price. It requests that the record also reflect its undérstanding that the margin al!owed
Goshen in the last rate case was based on the operating ratio method rather than a
return on rate base.

The Commission, having considered the motion, the evidence of record and

being otherwise sufficiently advised, finds that the motion should be granted.




IT IS THEREFORE ORDERED that:

1. The amount of unrecorded amortization of Contributions in Aid of
Construction statéd in the Commission’s Order of November 5, 1999 is corrected, nunc
pro tunc, to }$1,221,826.

2. The record shall reflect that the analysis provided by AquaSource Utility in
ltem No. 6 of its October 8, 1999 Response to Request for Additional Information was
used as one test of the reasonableness of the purchase price of Goshen and not to
develop the purchase price. .The record shall further reflect that AquaSource Ultility
understood the margin allowed Goshen in the last rate case was based on the operating
ratio method rather than a return on rate base.

Done at Frankfort, Kentucky, this 11th day of January, 2000.

By the Commission

ATTEST: A
A, il
xecutive Director ~ |’




COMMONWEALTH OF KENTUCKY
PUBLIC SERVICE COMMISSION
730 SCHENKEL LANE
POST OFFICE BOX 615
FRANKFORT, KY. 40602
(502) 564-3940

January 7, 2000

Annemarie Beach
Administrative Manager
Goshen Utilities, Inc.
1001 Riverside Drive
P. 0. Box 36

Goshen, KY. 40026

Honorable Terrell L. Black
Patrick T. Schmidt
Attorneys for AquaSource Utility, Inc

1400 One Riverfront Plaza
Louisville, KY. 40202

RE: Case No. 1999-303

We enclose one attested copy of the Commission’s Order in

the above case.

Sincerely,

ggééz§32ie Bel

Secretary of the Commission

SB/sa
Enclosure




COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF AQUASOURCE UTILITY, )

INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303

RIGHTS OF GOSHEN UTILITIES, INC. )

ORDER

On November 5, 1999, the Commissioh entered an Order approving the transfer
of Goshen Utilities, Inc. ("Goshen”) to AquaSource Utility, Inc. (“AquaSource Utility”).
AquaSource Utility was ordered to file with the Commission, within 30 days of the
completion of the transaction, the journal entries used to record the purchase. The
transaction was completed on December 2, 1999; thus, the journal entries were to be
filed with the Commission by January 2, 2000. On December 28, 1999, AquaSource
Utility filed a motion for an extension of time to February 2, 2000 to file the journal
entries.  AquaSource Utility states in support of its request that it is experiencing
difficulty assembling the information from Goshen'’s Certified Public Accountant.

The Commission, having considered the Motion and being otherwise sufﬁc_iently
advised, HEREBY ORDERS that the Motion is granted and the time within which

AquaSource Utility shall file the information is extended to the close of business on

February 2, 2000.




Done at Frankfort, Kentucky, this 7th day of January, 2000.

By the Commission

ATTEST:
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COMMONWEALTH OF KENTUCKY

RECEIVED

DEC 2 8 1999
BEFORE THE PUBLIC SERVICE COMMISSION
PléBLlC SERVICE
In the Matter of: OMMISSION
APPLICATION OF AQUASOURCE UTILITY, )
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303
RIGHTS OF GOSHEN UTILITIES, INC. )

REQUEST FOR EXTENSION OF TIME
TO FILE JOURNAL ENTRIES

Comes now, AquaSource Utility, Inc. of Pittsburgh, Pennsylvania, by counsel,
and hereby respectfully’requests the Public Service Commission for an extension of time
to file with the Commission the journal entries recording the sale of Goshen Utilities, Inc.
to AquaSource Utilities, Inc. that took place on December 2, 1999, as required by the
Order issued by the Commission apprbving the transfer dated the 5™ day of November,
1999. AquaSource is having difficulty assembling the information from Goshen’s
Certified Public Accountant needed to completely and accurately record the proper
entries to reflect this acquisition.

Therefore, AquaSource respectfully requests an extension of thirty (30) days to
February 2, 2000 to file the entries as required. This motion is issued on the 27th day of

December, 1999.

Patrick T. Schmidt
Attorney for AquaSource Ultility, Inc.
1400 One Riverfront Plaza
Louisville, Ky. 40202
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COMMONWEALTH OF KENTUCKY

s

BEFORE THE PUBLIC SERVICE COMMISSION Iy 0 VED
13
In the Matter of: %fc ‘7‘999
Sy,
APPLICATION OF AQUASOURCE UTILITY, ) 00%05
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303

RIGHTS OF GOSHEN UTILITIES, INC. )

NOTIFICATION OF CLOSING OF SALE

Comes now, AquaSource Utility, Inc. of Pittsburgh, Pennsylvania, by counsel,
and hereby notifies the Public Service Commission that the closing of the sale of Goshen
Utilities, Inc. to AquaSource Utilities, Inc. took place on December 2, 1999.

This notice is issued on the 9th day of December, 1999, in conformity with the
Order issued by the Commission approving the transfer dated the 5™ day of November,

1999.

Respectfully Submiited,

By:

Patrick T. Schmidt

Attorney for AquaSource Utility, Inc.
1400 One Riverfront Plaza
Louisville, Ky. 40202
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. @11.50rD, Doeins, ALEXANDE _‘
: BuckAwAY & BLACK, LLP

ATTORNEYS AT LAW
1400 ONE RIVERFRONT PLAZA

STUART E. ALEYANDER, JR.
WILLIAM A. BUCKAWAY, JR.

HAROLD E. DILLMAN!
CHARLES W. DOBBINS, JR.
TERRELL L. BLACK

JOHN M. NADER?

MARK W. DOBBINS
STUART E. ALEXANDER, Ill
SANDRA F. KEENE

C. THOMAS HECTUS!
RANDALL S. STRAUSE?
JOHN A. WILMES
THOMAS J. B. HURST

H. KEVIN EDDINS!
WILLIAM J. WALSH, IV¢
PATRICK T. SCHMIDT
JOHN T. EVANS®

DANA M. TAYLOR

CAROLYN K. BALLEISEN "
RANDOLPH NOE™
MICHAEL G. KAREM**

* Of Counsel

LOUISVILLE, KENTUCKY 40202

PHONE: (502) 584-6137
FAX: (502) 584-2318
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November 16, 1999
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HENRY J. TILFORD (1880-1968)
CHARLES W. DOBBINS (1916-1992)
DONALD H. BALLEISEN (1924-1993)

LAWRENCE W. WETHERBY (1908-1994)

INDIANA OFFICE
219 N. CAPITOL AVENUE
P. O. BOX 640
CORYDON, INDIANA 47112
PHONE: (812) 738-2100

!Also admitted in Indiana
.. 2Also admitted in New York
3Also admitted in District of Columbia
- and Maryland
*Also.admitted in District of Columbia
SAlso admitted in Florida and Indiana

2
o ‘*Abo admitted in Georgia and Illinois

1Also admitted in South Carolina

Hon. Helen Helton
Executive Director

Public Service Commission
730 Schenkel Lane

P.O. Box 615

Frankfort, Kentucky 40602

RE: Motion for AquaSource Utility, Inc.
Dear Ms. Helton:

I am enclosing the original and ten (10) copies of a motion requesting a couple of changes
in the Commision’s Order dated November 5, 1999 granting approval for our client, AquaSource
Utility, Inc. to acquire the stock of Goshen Utilities, Inc. The additional copy is enclosed for file

stamping and the return in the enclosed stamped envelope.

If you have any questions or comments, please let me know. Many thanks.

Sincer; 7/ ;

Patrick T. Schmidt

Enclosures
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COMMONWEALTH OF KENTUCKY 4 N
0‘& ’
BEFORE THE PUBLIC SERVICE COMMISSION 4. s
“ ’?' : {%)
In the Matter of: R 4
APPLICATION OF AQUASOURCE UTILITY, )
INC. FOR TRANSFER OF OWNERSHIP ) CASENO. 99-303
RIGHTS OF GOSHEN UTILITIES, INC. )
MOTION

Comes AquaSource Utility, Inc., by counsel, and respectfully requests
clarification of one issue and correction of a typographical error in the Public Service
Commission’s Order dated November 5, 1999 on the Application of AquaSource Utility,
Inc. for Transfer of Ownership Rights of Goshen Utilities, Inc., Case no. 99-303.

First, AquaSource wishes to clarify the discussion concerning the basis of
Goshen’s allowed margin in its last rate case and development of the estimated purchase
price. In the last paragraph on Page 4, the Commission refers to AquaSource’s October
8, 1999 Response to Request for Additional Information Item No. 6. This response is
also referenced in Footnote 4 on Page 5. In the first paragraph on Page 5, the
Commission states that “The information provided indicates that AquaSource incorrectly
assumed that in Goshen’s last rate case the allowed margin or revenue requirement was
based on a return on rate base; however, the Commission used the operating ratio
method.

AquaSource understood that the margin allowed in the most recent rate case was
based on the operating ratio method. The purpose of the Company’s response to Item
No. 6 was to provide a discussion of the evaluation of Goshen and development of the

estimated purchase price. As part of its evaluation of the reasonableness of the purchase




B ® ®

price, AquaSource calculated an investment amount that if made would have provided a
reasonable rate of return to investors. AquaSource wishes to emphasize that this exercise
was used as one test of the reasonableness of the purchase price. It was not used to
determine the purchase price.

Secondly, AquaSource requests correction of a typographical error in the second
paragraph on Page 3. The unrecorded amortization of CIAC referenced in the seventh

sentence should be $1,221,826 instead of $1,231,826.

Respectfully Submitted,

o (AL

Patrick T. Schmidt

Attorney for AquaSource Utility, Inc.
1400 One Riverfront Plaza
Louisville, Ky. 40202




COMMONWEALTH OF KENTUCKY
PUBLIC SERVICE COMMISSION
730 SCHENKEL LANE
POST OFFICE BOX 615
FRANKFORT, KY. 40602
(502) 564-3940

CERTIFICATE OF SERVICE

RE: Case No. 99-303
GOSHEN UTILITIES, INC.

I, Stephanie Bell, Secretary of the Public
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COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:
APPLICATION OF AQUASOURCE UTILITY, )

INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303
RIGHTS OF GOSHEN UTILITIES, INC. )

ORDER

On July 9, 1999, AquaSource Utility, Inc.j. ("AquaSource Utility”) applied to the
Commission for authority to transfer all outstanding stock in, and ownership rights of,
Goshen Utilities, Inc. (“Goshen”). The application also contains requests for
Commission approval to treat the difference between the purchase price of the stock of
Goshen and the book value of the acquired assets as an acquisition adjustment for
accounting and rate-making purposes and to amortize the acquisition premium over a
fifteen-year period. In conformity with Commission regulations, AquaSource Utility filed
an Adoption Notice stating that the rates and services of Goshen would be adopted.

REQUEST FOR APPROVAL OF TRANSFER OF THE STOCK OF GOSHEN

The requirements for determining if a transfer should be approved are contained
in KRS 278.020(4) and (5). KRS 278.020(4) provides that the Commission must
approve the transfer if the person acquiring the utility has the financial, technical, and
managerial abilities to provide reasonable service. KRS 278.020(5) provides that the
Commission shall approve the transfer if it finds the transfer is to be made in

accordance with the law, for a proper purpose, and is consistent with the public interest.




The Commission finds that KRS 278.020(4) and (5) are applicable to the
transaction proposed by AquaSource Utility and that Commission approval is
necessary.

Goshen is a public utility organized under the laws of the State of Kentucky
serving approximately 1,700 water and 1,200 wastewater customers in Oldham County,
Kentucky. Goshen's principal mailing address is 1001 Riverside Drive, Goshen,
Kentucky 40026.

AquaSource Utility is a corporation incorporated under the laws of the State of
Texas. It is a wholly owned subsidiary of AquaSource, Inc., an investor-owned water
utility company formed on April 1, 1997 as a subsidiary of DQE, Inc. (‘DQE"). DQE has
assets of more than $5.2 bilion and annual revenues in excess of $1.2 billion.
AquaSource, Inc. is acquiring and operating water utility systems throughout the United
States and presently provides water and wastewater services to more than 370,000
customers in 12 states.

The Commission, having determined that KRS 278.020(4) and (5) are applicable
to the proposed transaction, finds that the transaction will be made in accordance with
law, for a proper purpose, and consistently with the public interest. The Commission
further finds that the information submitted by AquaSource Utility in the application
establishes that AquaSource Utility has the financial, technical, and managerial ability to
provide reasonable service in Kentucky. Therefore, the request for approval to transfer
the issued and outstanding stock of Goshen is consistent with the requirements of KRS

278.020(4) and (5) and should be approved.




PLANT ACQUISITION ADJUSTMENT

When the sale of a utility results in a purchase price greater than the original cost
less accumulated depreciation (net book value), the difference between the purchase
price and the net book value is accounted for as a plant acquisition adjustment.

AquaSource Utility and Goshen have entered into an agreement wherein
AquaSource Utility will purchase all the outstanding shares of stock of Goshen for the
purchase price of $3,500,000. Goshen reported in its 1998 Annual Reports a net book
value of $2,292,824." However, a deduction must be made from this amount to reflect
Goshen’s Contributions in Aid of Construction (“CIAC”). The Commission finds that in
the past Goshen did not amortize its CIAC. Therefore, Goshen’s CIAC balance should
be reduced by the unrecorded amortization. Goshen's reported CIAC balance is
$2,453,283. When the unrecorded amortization of $1,231,826 is deducted, Goshen's
CIAC balance is $1,231,457. Deducting the correct CIAC balance fro}n Goshen's
reported net book value leaves a correct net book value of $1,061,367. Therefore, the
plant acquisition adjustment is approximately $2,488,633. AquaSource Ultility requests

Commission approval of this acquisition adjustment for accounting and rate-making

purposes.
! Utility Plant $3,988,827
Accumulated Depreciation -1,696.003

Net Utility Plant $2,292,824




One primary source of information regarding the Commission’s past position on
acquisition adjustments is Case No. 9059.2 In the Order on rehearing in that case, the
Commission stated that plant acquisition adjustments should be considered on a case-
by-case basis and that, if the record demonstrates that the consumers are benefited by
the acquisition, the recovery should be allowed. The Commission, however, maintained
its position that the net original cost of plant devoted to utility use is the fair value for
rate-making purposes unless there is conclusive evidence that the overall operations
and financial condition of the utility have benefited from the acquisition at a price in
excess of the net book value. The Commissioniset forth in that case five criteria that
should be taken into consideration when granting recovery of an acquisition
adjustment.® A discussion of each of those criteria as it perta'ins to this case follows:

1. The purchase price was established upon arm’s-length neqotiations.

AquaSource Utility stated that it had no prior affiliation with Goshen or any of its
principal employees or shareholders. It stated that AquaSource Utility mailed a letter of
intent to Goshen and negotiated the potential transaction that the shareholders of
Goshen approved.

The Commission agrees that the negotiations were at arms-length, but finds the
evidence produced by AquaSource Utility to support the reasonableness of the
purchase price to be based on incorrect assumptions. On October 8, 1999, in response

to a request for information made by Commission Staff at the informal conference held

2 case No. 9059, An Adjustment of Rates of Delta Natural Gas Company, Inc.

3 Case No. 9059, Order dated September 11, 1985, at 3.
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on September 30, 1999, AquaSource Utility filed information on its due diligence.* The
information provided indicates that AquaSource incorrectly assumed that in Goshen's
last rate case the allowed margin or revenue requirement was based on a return on rate
base; however, the Commission used the operating ratio method. If Goshen’s revenue
requirement had been based on a return on rate base, its revenue requirement would
have been significantly lower.

Given that the acquisition adjustment is approximately 70 percent of the
purchase price, AquaSource Utility should have been prepared to provide evidence
beyond its due diligence analysis to support the 'r"equested rate-making treatment. To
support the reasonableness of the acquisition adjustment, AquaSource Utility should
have provided either an analysis showing the appraised value of Goshen's system or a
comparison of the price paid for Goshen in relation to comparable system sales.

2. The initial investment plus the cost of restoring the facilities to required

standards will not adversely impact the overall costs and rates of the existing and new

customers.

According to AquaSource Utility, there will be no adverse impact in the overall
costs as a result of the acquisition. In support of its position, AquaSource Utility pointed

to its commitment to a rate freeze through the year 2000. If the anticipated savings in

4 ltem No. 6, Response to Request for Additional Information, dated October 8,
1999.




operations and maintenance expense occur, AquaSource Utility will extend the rate
freeze, absent any unforeseen capital expenditures.5

AquaSource Utility's position regarding the impact of the acquisition on Goshen's
ratepayers is based on projections that might or might not come true. Therefore, the
Commission is unable at this time to find that the rates paid by Goshen’s ratepayers will

not be adversely impacted.

3. Operational economies can be achieved through the acquisition.

AquaSource Utility anticipates cost savings through operational efficiencies in

areas such as professional fees, insurance and office operations and, over time,
through regionalized operations. Upon review of AquaSource Utility’s projections, the
Commission has determined that they are based upon reasonable assumptions.
However, there is no guarantee that they will be realized.

4. The purchase price of the utility and non-utility property can be clearly

identiﬁéd.

Goshen has maintained its financial records in accordance with the Uniform
System of Accounts (“USoA”) prescribed by the Commission. According to AquaSource
Utility, the only non-utility property on Goshen’s books is a dam. In negotiating its
purchase price of Goshen, AquaSource Utility attributed a zero value to Goshen’s dam.
However, AquaSource Utility did not provide evidence to support its a'ssumption that the

dam should have a zero value and not be allocated a portion of the purchase price.

5 Amended Petition for Transfer of Ownership Rights of Goshen Ultilities, Inc.,
dated August 30, 1999, p. 6.




5. The  purchase will result in overall benefits in the financial and service

aspects of the utility’s operations.

AquaSource Utility states that it will have the financial backing of its parents,

AquaSource and DQE, and access to financial markets to attract lower cost capital than
that which is otherwise available to Goshen. In addition, AquaSource Utility states that
these resources, combined with DQE’s experience in utility operations, demonstrate
AquaSource Utility’s commitment to ensure high levels of customer satisfaction, to
comply more efficiently and more expeditiously with federal and state requirements, and
to support future growth in the region. DQE’ has granted corporate approval to
AquaSource to invest over $350 million in its water and wastewater subsidiaries. Since
these resources are available to all subsidiaries of AquaSource, it is difficult for the
Commission to determine the actual impact these resources will have on either
Goshen’s utility operations or the region.

The Commission finds that the acquisition adjustment should be approved for
accounting purposes only and a decision on rate-making treatment deferred until the
next rate proceeding. This finding is based upon Aquasource Utility’s inability to prove
in this proceeding the reasonableness of its purchase price. Furthermore, many of the
benefits, operational efficiencies, and financial resources of AquaSource Utility’s
acquisition of Goshen are speculative.

AMORTIZATION OF THE ACQUISITION PREMIUM

AquaSource Utility requested approval to amortize its acquisition premium over a
15-year period for both accounting and rate-making purposes. The Commission’s

finding regarding the acquisition premium dictates the manner in which the amortization




will be treated. For this reason the Commission finds that the amortization of the
acquisition premium should be approved in this proceeding for accounting purposes
only, with the decision on rate-making treatment deferred to the next rate proceeding.

Since the acquisition adjustment relates to the utility plant investment, it should
be amortized over the remaining life of the assets. The Commission has determined
that a 20-year amortization period is a closer estimation of the remaining life of
Goshen’s water and wastewater assets. For this reason the Commiséion finds that
AquaSource Utility should amortize its acquisition adjustment premium over 20 years for
accounting purposes.

IT IS THEREFORE ORDERED that:

1. The proposed transfer of all the outstanding stock of Goshen as well as
the responsibility for its management, operation, and maintenance is approved.

2. AquaSource Utility shall notify the Commission of the transfer within 10

days of the completion thereof.

3. AquaSource Utility is granted approval to treat the difference between the
purchase price of the Goshen stock and the net book value of the acquired assets as an

acquisition adjustment for accounting purposes only.

4. AquaSource Utility is granted approval to amortize the acquisition

premium over a 20-year period for accounting purposes only.

5. AquaSource Utility shall record the acquisition adjustment on its books in

accordance with the requirements of the UsoA.




6. AquaSource Utility shall maintain the financial records of its water and
wastewater divisions separately. All allocations used by AquaSource Ultility to separate

the shared costs and plant investment between its two divisions shall be presented in

the next rate case.

7. Within 30 days of the completion of the transaction, AquaSource Utility
shall file the journal entries used to record the purchase and identify the detailed plant
accounts to which the assets are recorded. AquaSource Utility shall also file the
proposed amortization of the acquisition adjustment as a journal entry.

8. In its next rate case, AquaSource Utility shall have the burden of
demonstrating why the acquisition adjustment and amortization premium should be
approved for rate-making purposes.

9. In its next rate case, AquaSource Ultility shall have the burden of
demonstrating that its projected operational efficiencies have been achieved and in
what manner they will be used to benefit the ratepayers.

10.  AquaSource Utility, having filed an adoption notice pursuant to 807 KAR
5:011, shall, within 10 days of the date of this Order, issue and file in its own name
those tariffs of Goshen that it has adopted.

Done at Frankfort, Kentucky, this 5th day of November, 1999.

By the Commission

Exectitive Director
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In the Matter of:
APPLICATION OF AQUASOURCE UTILITY, )
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303
- RIGHTS OF GOSHEN UTILITIES, INC. )

P.S.C. Adoption Notice No. 1 for AquaSource Ultility. Inc.

ADOPTION NOTICE
| Comes now, AquaSource Utility, Inc. of Pittsburgh, Pennsylvania, by counsel,
| and hereby adopts, ratifies, and makes its own, in every respect as if the same had been
’ originally filed and posted by it, all tariffs and supplements containing rates, rules, and
administrative regulations for furnishing water and wastewater services at Goshen in the
Commonwealth of Kentucky, filed with the Public Service Commission by Goshen

Utilities, Inc. of Goshen, Kentucky, and in effect on the day of ,

1999, the date on which the public service of the said Goshen Utilities, Inc. was taken |
|
|

over by it.

o R o Seplonbic. 199, i conormity o
This notice is issued on the ?_ day of , 1999, in conformity with
Section 11 of P.S.C. Tariff Administrative Regulations adopted by the Public Service

Commission.

RECEIVED

SeP 3 01999

atrick T. Schmidt
Attorney for AquaSource Utility, Inc.
1400 One Riverfront Plaza

GENERAL COUNSEL Louisville, Ky. 40202
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BEFORE THE PUBLIC SERVICE COMMISSION \Si‘f?% @
In the Matter of:
APPLICATION OF AQUASOURCE UTILITY, )
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303
RIGHTS OF GOSHEN UTILITIES, INC. )

RESPONSE TO REQUEST FOR ADDITIONAL INFORMATION

Comes now, AquaSource Utility, Inc., by counsel, and respectfully submits the
attached information in response to the Commission’s request for additional information
as a result of the inform