COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

* [ ] * * *

In the Matter of:

AN INVESTIGATION INTO THE
COMPLIANCE BY WHITLEY COUNTY
WATER DISTRICT NO. 1 WITH THE
COMMISSION'S ORDER IN CASE NO.
8220 ENTERED OCTOBER 26, 1981,
AND ITS COURRENT FINANCIAL
CONDITION

CASE NO. 8530

O R D E R

In an Order entered October 26, 1981, in Case No. 8220,
the last rate case of Whitley County Water District No. 1
("Whitley County"), the Commission ordered Whitley County to
establish two special interest bearing accounts for the pur-
poses of accumulating funds of $8,040 and $22,340, annually,
to provide meters to the remainder of its system and to pay
the current interest requirements on its outstanding bonds,
respectively. The Commission further required that Whitley
County submit quarterly reports of its deposits, disbursements
and interest earned from the two special accounts. As of May
19, 1982, Whitley County had not met its reporting require-
ments. A review of its 1981 annual report disclosed that no
interest on its bonds had been paid and that operating ex-
penses had significantly increased above those reported for
the calendar year 1980, the test period. Because the change

in financial position could have direct bearing on Whitley




County‘s ability to comply with the reguirements in Case No.
8220, the Commission instituted this proceeding and ordered
Whitley County to present evidence with regard to several

unusual expense increases in addition to testimony regarding

its failure to <comply with the Commission's reporting

requirements.

INVESTIGATION FINDINGS

Whitley County was granted a certificate of convenience
and necessity in 1961. Since its inception Whitley County has
had financial problems. The original construction of the
plant was financed by Water Revenue Bonds totalling $400,000.
As recently as December 1981, Whitley County had not paid any
principal or interest on these bonds. The bondholders have
filed suit against Whitley County. No compromise between the
parties has been reached nor has the court reached a decision.
The Commission is clearly interested in the results of this
suit and expects Whitley County to keep it informed of the
status of this proceeding on a timely basis. The Commission
also is concerned that Whitley County pay its current princi-
pal and interest regquirements on these bonds. The rates in
Case No. 8220 provided sufficiont annual cash~flow for Whitley
County to meet these expendiéures. The annual deposit re-

quirements of $22,340 to a special bank account for payment of

interest expense on debt, and the reporting requirements to

the Commission were established to ensure payment and to allow

the Commission to monitor Whitley County’s compliance.



Moreover, the rates in Case No. 8220 provided suffi-
cient cash-flow for Whitley County to implement and complete
the metering of its system over a 5-year period. Again, to
ensure that this program proceeded according to schedule, the
Commission required Whitley County to establish another spe-
cial bank account, to make annual deposits of $8,040 and to
file quarterly reports of the account activity.

At the hearing in this case held June 17, 1982, Mr.
Everett Witt, Chairman of Whitley County, testified that from
November 1981, the first month after the rate increase was
granted, through April 1982 no money was available to set
aside in these special accounts because Whitley County had an
unsually high level of past due accounts payable outstanding.l
Mr. Witt testified that by April 1982 the majority of those
past due amounts had been paid and Whitley County began setting

aside money in the special accounts as required by the

Commission.2

Mr. Frank Atkins, Whitley County’'s Certified Public
Accountant, corroborated Mr. Witt's statements concerning the

actions taken by Whitley County to pay off past due payables

prior to establishing the accounts for interest payments and
meter {installations and added that the accounts payable were

current at the date of the hearing.3 Mr. Adkins and Mr. Witt

Transcript of Evidence, June 17, 1982, page 9.
Ibid., page 9.

Ibid., page 26.
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both cited numerous examples of nonrecurring costs incurred
during 1981. Mr. Adkinsg further stated that he knew of no rea-
son why Whitley County could not begin to make the full amount
of deposits to the special accounts from that date (June 1982)
Eorward.4

Whitley County has established the two special interest
bearing accounts with the Farmer’'s National Bank in Williams-
burg, Kentucky, and has submitted quarterly reports of the
activity in these accounts for the quarters ending June 1982,
September 1982 and December 1982. Deposits to the meter fund
through December 1982 total $6,030 and should equal the re-
quired $8,040 annual deposit requirement by the quarter ending
March 1983. Deposits through December 1982 to the fund for
payment of interest on the outstanding bonds total $10,206,
less than half the regquired annual deposit of $22,340. Al-
though the Order in Case No. 8220 did not require deposits to
be made in equal amounts throughout the year, it concerns the
Commission that Whitley County must deposit $12,134 in order to
meet its annual requirement in the interest account by the
March 31, 1983, deadline.

The Commission £inds that Whitley County {8 now in
substantial compliance with Case No. 8220 and this investi-
gation can therefore be dismissed. 1I1f Whitley County foresees

that it will be unable to meet the annual deposit requirements,

Ibid., page 55.



it should immediately notify the Commission and supply the
reasons why payment cannot be made.

The Commission further stresses the need for Whitley
County'’'s management to perform better financial planning. The
financial records of Whitley County are not maintained in
accordance with Commission regulations and are of little help
to management in its assessment of financial needs. This
situation must be corrected. The Commission will continue to
monitor Whitley County's operations and directs Whitley County
to institute a system of record-Xkeeping in compliance with the
Uniform System of Accounts and to institute and update a
forecast of budgeted financial reguirements on at least an
annual basis.

SUMMARY

The Commission, after consideration of the record and
being advised, is of the opinion and finds that:

(1) whitley County is currently in substantial compli-
ance with the requirements of Case No. 8220, and this pro-
ceeding should be dismissed.

(2) Whitley County should advise the Commission of any
changes 1in the status of the 1litigation currently pending
between Whitley County and its bondholders.

(3) wWhitley County should notify the Commission imme-
diately if for any reason annual payments of $8,040 and $22,340

cannot be made to the apecial accounts as specified in the

Commigsion’s Order in Case No. 8220,




(4) Whitley County should institute a system of record-
keeping in compliance with the Uniform System of Accounts for
Class C Water Utilities adopted by this Commission.

(5) Whitley County should institute and update a fore-
cast of budgeted financial requirements on at least an annual

basis.

(6) The orders in Case No. 8220 should remain in full

force and effect.

IT IS THEREFORE ORDERED that this case be and it hereby
is dismissed.

IT IS FURTHER ORDERED that Whitley County shall advise
the Commission of any change in the status of the litigation
currently pending between Whitley County and its bondholders.

IT IS FURTHER ORDERED that Whitley County shall notify
the Commission immediately if for any reason annual payments of
$8,040 and $22,340 cannot be made to the special accounts as
specified in the Commissjion’s Order in Case No. 8220,

IT IS FURTHER ORDERED that Whitley County shall insti-
tute a system of record-keeping in compliance with the Uniform
System of Accounts for Class C Water Utilities adopted by this
Commission.

IT IS FURTHER ORDERED that Whitley County shall insti-
tute and update a forecast of budgeted financial requirements
on at least an annual basis.

IT IS FURTHER ORDERED that the findings and Orders in

Case No. 8220 shall remain in full force and effect.



pone at Frankfort, Kentucky, this 29th day of March, 1983.
PUBLIC SERVICE COMMISSION
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