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REBUTTAL TESTIMONY OF

BRENT THIES

I. INTRODUCTION

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Brent G. Thies, and my business address is 655 Maryville Centre Drive.,
Suite 200, St. Louis, MO 63141.

WHATIS YOUR POSITION WITH  BLUEGRASS WATER UTILITY
OPERATING COMPANY?

[ am employed by CSWR, LLC (“CSWR?”), the affiliated company that has operational
oversight over CSWR’s utility operating companies (including Bluegrass Water). My
current position is Senior Vice President & Chief Financial Officer.

ON WHOSE BEHALF ARE YOU FILING THIS DIRECT TESTIMONY?

I am filing on behalf of Bluegrass Water Utility Operating Company, Inc. (“Bluegrass
Water” or “Company”), which is a subsidiary of CSWR, LLC.

HAVE YOU PREVIOUSLY FILED TESTIMONY BEFORE THIS
COMMISSION?

Yes, I previously testified before the Kentucky Public Service Commission
(“Commission”) in both of the Company’s prior rate cases, Case Nos. 2020-00290 and
2022-00432. Talso filed direct testimony in this case.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS

CASE?

Bluegrass Water
3 Case No. 2025-00354
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Q.

My rebuttal testimony will address some of the revenue requirement adjustments

proposed in the direct testimony of John Defever, who is appearing in this proceeding

on behalf of intervenors the Office of the Attorney General and Scott County. Other

adjustments proposed by Mr. Defever will be addressed in the rebuttal testimony of

Company witness Caitlin O’Reilly.

WHICH OF MR. DEFEVER’S PROPOSED ADJUSTMENTS WILL YOU

ADDRESS?

I will address the following adjustments proposed by Mr. Defever:

An adjustment to rate base to eliminate the amortization of stranded investment
that resulted from Bluegrass Water’s sale of the Randview sewer system to the
Electric Plant Board of Mayfield, Kentucky (“Mayfield EPB”);

A proposed adjustment rejecting the “1/8 method” the Company used to
calculate its cash working capital requirement;

An adjustment to operating income that proposes to increase wastewater late
fees above the normalized level proposed by the Company to an amount equal
to late fees Bluegrass Water collected during the test period; and

An adjustment proposing to reduce operating expense to return to customers late
fee amounts the Company collected in excess of late fees the Commission
included in the revenue requirement used to set rates in Bluegrass Water’s last

general rate case.

ARE YOU SPONSORING ANY EXHIBITS WITH YOUR REBUTTAL

TESTIMONY?

Bluegrass Water
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No.

WAS YOUR TESTIMONY PREPARED BY YOU OR BY SOMEONE UNDER

YOUR DIRECT SUPERVISION?

Yes.

I1. RANDVIEW STRANDED INVESTMENT

PLEASE EXPLAIN YOUR UNDERSTANDING OF MR. DEFEVER’S
RATIONALE FOR DENYING RECOVERY OF STRANDED INVESTMENT
RESULTING FROM BLUEGRASS WATER’S SALE OF ITS RANDVIEW

SEWER SYSTEM TO THE MAYFIELD EPB.

As stated at page 3 of his direct testimony, Mr. Defever justifies his proposed denial of
recovery of the stranded investment because “[t]he risk of eventually selling Randview
at a loss was taken by the Company with no input or agreement from ratepayers.” He
also argues that because the stranded assets currently serve “a customer base distinct
from Bluegrass customers” those customers “should not be responsible for the costs

related to a system serving a different set of ratepayers.”

HOW DO YOU RESPOND?

Generally, I think Mr. Defever is correct: under normal circumstances customers are
not obliged to make up a loss that results from a utility’s voluntary decision to sell its
assets to someone else at less than the net book value of those assets. But the
circumstances that led Bluegrass Water to decide to sell the Randview system to the

Mayfield EPB were not “normal” and both the sale and sale price were effectively

Bluegrass Water
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compelled, not voluntary. It is unclear if Mr. Defever was aware of what led the

Company to sell the Randview system.

PLEASE DESCRIBE THE CIRCUMSTANCES THAT CAUSED BLUEGRASS
WATER TO DECIDE TO SELL ITS RANDVIEW SYSTEM ASSETS TO THE

MAYFIELD EPB.

In late September 2021, Josiah Cox, Bluegrass Water’s president, received a letter from
Kevin Krill on behalf of the “Randview Subdivision Lagoon Members,” (“Lagoon
Members”) a group consisting of 41 of the Company’s sewer customers who resided in
the Randview Subdivision. The letter stated that because the Lagoon Members believed
the rate increase the Commission approved for the Company in Case No. 2020-00290
was “excessive” the customer group initiated discussions to determine whether the
Mayfield EPB would be willing to extend its facilities to serve the 41 customers
currently served by Bluegrass Water. The letter further stated that all Lagoon Members
had signed an agreement formally requesting annexation into the Mayfield EPB service
area and that Mayfield EPB’s Superintendent, Marty Ivy, had agreed to perform a study

to determine the feasibility of such an annexation.

Kentucky law does not prevent government owned and operated utility systems
like the Mayfield EPB from annexing areas served by regulated, investor-owned
utilities and expropriating their customers. The regulated utility has no ability to oppose
such an annexation, and, if the annexation occurs, the government system is not
required to fully compensate the regulated utility for the value of assets that are stranded

due to the annexation/expropriation. Consequently, when Bluegrass Water learned the
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Mayfield EPB planned to annex the portion of the Randview Subdivision where the
Lagoon Members lived, the Company commenced discussions seeking to sell its sewer
assets to the Mayfield EPB.

Bluegrass Water initially proposed a sale price of $175,298.64, which
represented the Company’s total investment in the Randview system. The Mayfield
EPB rejected that offer, but eventually the parties were able to agree to a sale price of
$100,000. The Commission authorized sale of the Company’s sewer assets in Docket
No. 2022-00218. However, because the purchase price the Mayfield EPB paid did not
fully compensate Bluegrass Water for assets it previously used to serve the Lagoon

Members, a portion of that investment was “stranded.”

WHY DO YOU BELIEVE BLUEGRASS WATER SHOULD BE ALLOWED TO
RECOVER STRANDED INVESTMENT RELATED TO ITS SALE OF THE

RANDVIEW SEWER ASSETS?

I’m not an attorney, but I’'m advised by counsel that, as a general rule, utilities are
allowed to recover investments made to fulfill their obligations as regulated utilities
even if those investments are no longer used to provide service. Bluegrass Water made
its investments in the Randview sewer system to fulfill the Company’s obligation to
provide customers served by that system safe and reliable service. The loss of all
customers served by that system as a result of the planned annexation by the Mayfield
EBT - the event that caused a portion of the Company’s investment to be stranded —
was not something Bluegrass Water sought or could prevent. Therefore, under the

circumstances I previously described, I believe it is appropriate for the Commission to
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allow the Company to recover its stranded investment through the multi-year
amortization proposed in this case. Allowing recovery of investment stranded through
no fault of the Company is fair to investors who invested in assets with the expectation
the value of those assets would be recovered through rates (i.e., through authorized
recovery of depreciation expense) and the proposed amortization reduces the annual

rate impact of such recovery to customers.

IF BLUEGRASS WATER IS NOT ALLOWED TO RECOVER ITS

INVESTMENT, WHAT POTENTIAL CONSEQUENCES EXIST?

The Randview circumstance presents significant potential issues for Companies who
might consider investment in utilities in the Commonwealth of Kentucky. As stated
above, the Mayfield EPB had authority to annex the Randview system and there was
no guarantee that Bluegrass Water would be allowed to recover any of its prudently
incurred expenditures or investment. This creates a significant risk that must be
considered for any utility seeking to acquire system assets in Kentucky, whether those
assets be distressed or not. If a utility investor or creditor were faced with the
opportunity to provide funding for investment in Kentucky utility assets, the risk that
an investment could be taken away with no remuneration would have to be quantified.
For many potential investors or creditors, this quantification of risk would result in the
simple decision that investment in Kentucky is not safe and therefore should not be
made. On the other hand, an investor or creditor could decide to invest, but the riskiness
of the investment would cause them to demand a higher return in the form of a higher

interest rate on debt or rate of return on equity. The higher cost to attract capital
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investment would result in higher rates to customers. The Commission has an
opportunity in this case to confirm that utility investments in Kentucky are safe even

though situations like the Randview system and City of Mayfield are a possibility.

III. CASH WORKING CAPITAL

WHAT ADJUSTMENTS DOES MR. DEFEVER PROPOSE TO CASH

WORKING CAPITAL?

Mr. Defever proposes to adjust the amount of cash working capital allowed in rate base
to reflect the effects of certain of his proposed expense adjustments. He also
recommends the Company perform a lead-lag study to support cash working capital in
future rate cases in lieu of the “1/8 method” used in this case, a method he describes as
“a very crude tool which is insufficient for determining an accurate level of cash

working capital.”

HOW DO YOU RESPOND?

As discussed in my direct testimony, the 1/8 method is a widely recognized
methodology to approximate working capital. The method was also approved for use
in Bluegrass Water’s prior rate cases. While a lead-lag study should theoretically
produce a more precise outcome, there is little chance that any change would offset the
increase to rate case expenses that could come from using an outside consultant to
perform such a study. Bluegrass Water does not dispute the proposition that a lead-lag
study would yield a better mathematical result. The Company’s position is that the cost
of such a study is not justified when an acceptable and cheaper method is available. I
Bluegrass Water
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also would note the Commission used the 1/8 method to determine cash working capital

in the Company’s last rate case.

IV. WASTEWATER LATE FEES

WHAT ADJUSTMENT TO REVENUE RELATED TO WASTEWATER LATE

FEES DOES MR. DEFEVER PROPOSE?

Mr. Defever proposes to increase test period revenue generated from late fees charged
to wastewater customers to the amount actually collected by Bluegrass Water during
2025. This would result in a revenue increase of $43,464 above the normalized level of

late fees the Company included in its revenue requirement.

DO YOU BELIEVE MR. DEFEVER’S PROPOSED ADJUSTMENT IS

APPROPRIATE?

Yes, as discussed in direct testimony, the Company believes that late fees are
appropriate for wastewater service. While these fees may fluctuate from year to year,

the Company believes that the use of 2025 as a representative year is appropriate.

V. REFUND OF “EXCESSIVE” LATE FEE COLLECTIONS

HOW DOES MR. DEFEVER RECOMMEND THE COMMISSION TREAT
LATE FEES BLUEGRASS WATER COLLECTED THAT EXCEED THE
AMOUNT INCLUDED IN THE REVENUE REQUIREMENT IN THE

COMPANY’S LAST RATE CASE (DOCKET NO. 2022-00432)?

In its last rate case, the Commission included $14,244 in late fee revenue and ordered

the Company to “track all invoice late fees and record them as a regulatory asset or
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liability to the extent that they exceed” that amount. In accordance with that order,
Bluegrass Water recognizes a regulatory liability totaling $87,394. Mr. Defever

proposes the Company amortize that amount over three years.

DO YOU AGREE WITH MR. DEFEVER’S RECOMMENDATION?

No, I do not. Mr. Defever is arguing for the amortization of ‘overcollected’ late fees at
the same time that he is suggesting the actual amount of late fees charges should be
included in the revenue requirement. This is an inconsistent argument. As stated above,
the Company believes that late fees for sewer service are appropriate and were charged
in a manner consistent with the tariff. Therefore, they should be considered in the
revenue requirement and the Company be allowed to keep those late fees that were
properly charged. For this reason, Mr. Defever’s position that the late fees should be

amortized should be rejected by the Commission.

MR. DEFEVER RECOMMENDS RECOGNITION OF PROJECTED WATER

LATE FEE REVENUES. DO YOU AGREE?

No. Different than for wastewater customers, no late fees are allowable under the
current Commission-approved water tariff. For that reason, there is no rational basis to
determine what level of late fee revenue should be included in the revenue calculation.
Mr. Defever relies on an estimation of fees that would have been charged based on
timing of payments actually received by the Company. This is logically irrelevant
because with no late fee available to motivate timely payment by customers, the
circumstances are completely different. As discussed above, the Company believes
that late fees, as authorized in a tariff, are a normal and recurring part of its revenue

Bluegrass Water
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profile. However, with no logical basis for estimating late fees for water in this case,

the Commission should reject Mr. Defever’s premise.

VI. CONCLUSION

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.
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ELECTRONIC APPLICATION OF BLUEGRASS WATER UTILITY OPERATING
COMPANY, LLC FOR AN ADJUSTMENT OF WATER AND SEWAGE RATES,
CASE NO. 2025-00354

BLUEGRASS WATER UTILITY OPERATING COMPANY, LLC’S REBUTTAL
TESTIMONY

YERIFICATION

I, Brent Thies, verify, state, and affirm that | prepared or supervised the preparation of the Rebuttal

Testimony filed with this Verification, and that Rebuttal Testimony is true and accurate to the best

of my knowledge, information, and belief formed after a reasonable inquiry on this §*~ day of

September, 2026. -
{Brent Thies

Senior Vice President & Chief Financial Officer
Bluegrass Water Utility Operating Company, LLC

STATE OF MISSOURI
ss:

S S gt

COUNTY OF ST. LOUIS

, 2026.

jUBSCRlBED AND SWORN TO before me by @mf Zg:g on this the Zﬁ—day of

My commission expires: 5"/’1’/&8

e

DANIEL RYAN JANOWIAK

Natary Public, Notary Seal
SsttatLe of Néissouri % Al
- Louis County .
Commissi \
My cSoMmission ¥ 20374795 Notary Ptblic T/ U

1 mission Expirgs 05-04-2028




	Table of Contents
	I. Introduction
	II. Randview Stranded Investment
	III. Cash Working Capital
	IV. Wastewater Late Fees
	V. Refund of "Excessive" Late Fee Collections
	VI. Conclusion
	Thies - Verification



