COMMONWEALTH OF KENTUCKY
BEYORE THE PUBLIC SERVICE COMMISSION
* * K Kk %

In the Matter of:

APPLICATION CF SOUTH CUMBERLAND )
WATEK DISTRICT FOR RATE INCREASL )
PURSUANT TO ALTERNATIVE RATE ) CASE NO, 8672
ADJUSTMENT PROCEDURE FOR SMALL )
UTILITIES )

ORDER

On October 5, 1982, South Cumberland Water District
("South Cumberland”) filed an application with the Commission
to increase its rates pursuant to 807 KAR 5:076, Alternative
Rate Adjustment Proccdure for Small Utilicies (“ARF"). In
the application South Cumberland requested an increase of
$5,720 in annual revenue. The proposed rates actually would
produce additional revenue of $14,764 annually, an increase
of 2& percent. Based on the determination bherein, the
revenue of South Cumberland will increase by $13,213
anpually, an increasc of 21 percent.

A hearing was not requested in this matter and in
accordance with the proviefons of the ARF no hearing was
conductced. Therefore, the decigion of the Commission s
based on informatjon contained in the application, written

sutmissions, and the annual reports and other documents on

file in the Commisgion's offices.



COMMENTARY
South Cumberland 1s a nonproufit water distribution
system organized and existing under the laws of the
Commonwealth of Kentucky, and serves approximately 473

customers in Cumbherland County. South Curherland's supplier
of water is the City of Burkesville (“Burkesville”).

TEST PERICD

The Commission has adopted the 12-nmonth period ending
DPDecewber 31, 1981, as the test period for determining the
rcasonableness of the proposed rates. In wutilizing the
historical test period, the Commission has given full
consideration to known and measurable changes found
recasonable.

RLVENUES AND EXPENSLS

The ARF was established to provide a simplified and
less expensive method for small utilities to apply for rate
increases with the Commission. Therefore, the financial data
from the 198l annual report 1is used as the basis for
determining South Cumberland's revenue rcquirements. South
Cumberland proposcd no sespecific adjustrments to the test
period operating statciment but made genecral atatements In its
application concerning increasces in expenses. In accordance
with the Commission's normnal raote=makiong pollcies, the
following adjustments have been made to South Cumberland's
test perjod operating statement to reflect actual and

anticipated operating conditjions:




Operating Revenuc

The 1981 annual report reflected revenue from water
sales of §65,370. Upon examination of the billing analysis
it was determined that actual revenue produced from the sale
of water was $56,371. South Cumberland submitted a letter on
April 27, 1983, which refleccted that tap-on feces 1in the
amount of $6,015 had been included in the revenue amount
listed in the annual report. PRevcenue obtained from customers
in the form of tap-on feces Is not considered operating
revenue 1in accordance with the Uniform Systew of Accounts.-
Therefore, the Conmission has excluded the $6,615 from
revenue for rate-making purposces.

During 1981 South Cumberland inecreased the number of
customers served by 135, The Commission lias made adjustments
to expenses to reflect the additional costs associated with
providing service to these customers, thercfore, an
adjustmecnt should be made to reflect the additional revenue
that will be produced from additional sales. The Commission
has 1increased test year vrevenue by 55,3516 to reflect the
amount of roevenuve produced by the ¢urrent rates bassed on the
number of customecrs at the end of the test perfod, which
resuits in adjusted operatfing revenue of 561,887,

Operation Labor

The 1981 annual report refilected an expense for
operation labor of §17,161. In response to an information
request  South Cumberlond filed a Lreakdown of Operation

Labor, Account 606G, which {ncluded fnvofees from Purkeaville
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for performing monthly billing and meter rea ' irg. South
Cumberland also provided the calculations used i. determining
the payment to be made to Burkesville for performing these
services. The compensation paf{d to PBurkesville during the
test ye:;r was based on a rate of 585 per month and $.50 per
bill rendered and $.50 per mneter read per month plus any
miscellaneous expenses. In order to reflect the current cost
of these scervices the Commission has calculated the annual
cost based on 473 current customers and metcer rtcading by
South Cumberland. This results in an annual expense of
$3,934, which 1is $1,560 less than the sactual test year
CXPONse . Although this is a proper operating cexpense it has
been improperly assigned and should be charged to Account
902, Accounting and Collecting Labor.

The breakdown of Account 600 also Jlisted $360 of
expenses paid to Burkesville for taking samples of South
Cumberland's water for regulatory agencies. This cxpense is
also faumproperly classfif{icd and should have been charged to
Account 630, Operation Labor.,.

The brecakdown oaof Account 660 also reflects that
exponges of $3,137 for work performed o the installation of
new lines were fmproperly dncluded therein. In accordance
with the Uniform System of Accounts for Class € Water
Utilities, South Cumberland should capitalize all costs of
construction. Therefore, the Commission has excluded this as

an expense for rate—making purposes herein.



o T

The cumulative effect of these adjustments 18 to

decreasc the test period operation labor expensce by $10,142,

! Purchased Watcr

The Commission has determined that South Cumberland's
purchased water costs should be increascd by §$8,029 to
reflect the increased cost of purchascd water from
Burkesville, efficctive July 1, 1y82.

South Cumberland's 1961 annual report shows that line
loss for this period was 30 percent. The Cormmission has an
establigshed policy for ratc-making jpurposes of disallowing
the cost associated with line loss in excess of 15 percent.
In a prior rate case, Case No. 7132, South Cumberland was
reprimanded for its excessive line loss and was instructed to
maintain a program of leak detection and correction until
line loss had been reduced to 15 percent. In the Order of
November 11, 19d2, the Commissfion also ordered South
Cumberland to submit monthly reports stating the quantity of
water purchased, the quantity of water sold and the quantity
unaccounted for until 1line loss for the utility had been
reduced to 15 percent. As to this date no reports have been
submitted by South Cumberland. In an information request in
this matter, South Cumberland was given the opportunity to
present c¢vidence on the ¢xcessive line loss. However, South
Cumberland failed to present any data 1In support of {ts
oxcessive line Jass other than stating that {ts line losus
would not be as great {f the water lost by the monthly
flushing of lines and the amount uscd by the fire department
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were considered. No wusage amounts were provided by South
Cumberland to account for the effect of these two factors on
the reported line loss. Therefore the Commission has made an
adjustment of $4,356 to exclude the cost associated with the
line loss in excess of 15 percent.

The cumulative cffect of these adjustments 1s to
increase the test period purchased water expense by $3,934.,

Operation Supplies and Expenscs

The 1981 annual report reflected an expensc of $7,311
for operstion supplices and cexpensces., In response to  an
information request South Cumberland stated that the total
amount of the expenses included in Operation Supplies and
Expenses, Account 641, should have keen capitalized.
Therefore, the test period operation supplies and cxpenses

has been decreased by $7,311 for rate-making purposes.

Office Supplies and Uther Expenses

The 1981 annual report reflected an expense for office
supplies and other expenses of $§7,216. In reponse to an
information request South Cumberland ({iled a brecakdown of
Office Supplies and Other Expenses, Account 921, which listed
invoices totaling $7,374. Included therein were the utility
bills from Tri-County Electric Membership Corporation
("Tri-County EMC") for welectric sgservice provided {n 19481
totaling $4,768. Although this is a propcer operating expuense
it has Leen iAmproperly assipgned and should be placed In Fuel
or Power Purchased, Account 622. This bhrecakdown of Account
921 listed $24 as an cexpensc {for testing performed by the
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Department of HNatural Resources. This expense 1s also
improperly assigned and should have been «classified as
Operation Supplics and Expenses, Account 632,

Also 1Included 1in the breakdown of Account 921 were
expcenses of $295 tor regulators, tubing and service saddles
which are matcrials uscd in the installation of new service
connections. In accordance with the Uniform Systcem of
Accounts for Class C Water Utilities, South Cumberland should
be capitalizing all costs of construction. Other invoices
totaling $541 included within this brecakdown werc for items
used Iin repairs such as tees, reducers, nuts, and bolts.
Thesc costs are also proper opecrating expenses but have been
improperly assigned and siould have been charged to Account
641, Operation Supplies and Expensecs.

The net cffeect of these adjustments on office supplies
and other expenses is a pro forma expense of $1,746,

Outside Services Employed

In response to an information request South Cumberland
stated that the cost it incurred to have the 1981 financial
data audfited and compiled 4in the annual report ¢toc the
Commi{ssion was $1,500, The expensce incurred during the test
year was $1,050, Therefore, the Commission has Increascd
this cexpense by $450 to reflect the current costs of this
scrvicce.

Depreciation Expense

South Cumberland reported actual depreciation expense

for the test year of §$26,832,. The Coumission finds that
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deprecfation expense should be computed for rate-making
purposes on the basis of the original cost of the plant in
service less contributions in aid of construction. The
Commigsion is of the opinion that contributions paid to a
utility for 1installation of meters or any other capital
expenditure have the effect of reducing the utility's capital
requirementa. The portion of the plant paid for by these
contributions has been provided to South Cumberland free of
cost and, therefore, it has nothing to recover by
depreciating the donated property and should not expect 1its
ratepayers to provide this recovery.

The record herein reflects that the level of
contributions in aid of construction at the end of the test
period was $718,578 which 1s approximately 69 percent of the
total cost of wutility plant 1in service. Therefore, the
Commission has reduced depreciation expense by $§17,965 to

exclude depreciation on plant paid for with contributions in
aid of construction.

Purchased Power Cost

South Cumberland incurred purchased power cost of
$4,768 4n 1981. This expense was improperly assigned to
Account 921, Office Supplies and Other Expenses, and should
have been placed in Fuel or Power Purchased, Account 622,
The Commission has 1increased thie expense by §1,014 to
reflect the annual cost of electricity based on the current
rates of Tri-County EMC. In determining the adjustment, the

Conmisesion has used the actual volume of electricity
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purchased during the test year and applied the rates of
Tri-County EMC in e¢ffect in January 193,

Interest Expense

Intcrest expense has been reduced by $150 to reflect

the annual interest cxpcnse on long-term debt outstanding at

the eand of the test period.

After consideration of the aforemcntioned adjustments

the Commission finds that South Cumberland's test period
operations are as follows:
Actual Pro Forma Adjusted
Test Period Acdjustments Test Year
Operating Revenue $ 65,370 $ <3,4b3> $ 61,887
Operating Expensc 77,901 <26,123> 51,778
Operating Income $<12,531> $ 22,0640 $ 10,1069
Intercst Income 1,994 ¢ 1,998
Interest on Long~—
Term Debdbt 19,250 < 150> 19,100
Net Income $<29,783> $ 22,790 $< 6,993>

REVEKUE REQUIREMEKNTS

South Cumberland's annual debt service requircment f{sg

$21,100. The adjusted test period operating statement

rcflects a net loss of $6,993 which provides no coverage on

South Cumberland's debt secrvicc. The Comnission is of the

opfuion that the oadjusted operating loss will aoadversely

affect the financilal condition of South Cumberland., To

improve South Cumberland's debt scervice coverage to  a

reasonable lcevel of 1.2, additional revenues of $13,213 are

required. Based on adjusted test period results, total

operating revenues  of $79,100 will produce ncet operating

income of $23,322, which after consfdering {utercot {ncome of
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§1,998 will be sufficicnt to allow South Cumberland to pay
its operating expenses and mecet fte debt service
requirenmcnts.

The Commission has made adjustments to reflect a
normal Jevel of revenue and expenses for rate—-making
purposes. Some of the adjustments werc necessary becausc
South Cumberland failed ¢to follow accounting practices
prescribed by the Uniform System of Accounts for Class C
Water Utilities as adopted bty this Commission. Ratc
procecdings filed under the ARF require that the utilicey
maintain adequate financial records and that the annual
reports be reasonably accurate. Thercfore, in the future
South Cumberland should be aware of this requirement and
maintain accurate and complcte records in order to comply
with the regulations established by this Commission.

When a wutility finds 1t necessary to obtain the
assistance of professionals, the Commission expects the
ucrilfty to sccure the scrvices of professionals who are
faniliar with Cormmission regulations and utility operations
and accounting requirements to assure that maximum benefit Is
derived from the money paid for these scrvices. It {58 the
responsibility of the utility to monitor the professionals it

chooses to «c¢valuate the adequacy of the services being

provided.

OTHER 15SULS

This agency is charged by statute with the
respongibility of seccing thaet safe¢e and adequate svrvice 1is
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provided to the customers served by the public utilities in
this state. Thercfore, the Commission 1s conccerned with
South Cumberland's failure to comply with the Order in Case
No. 7132, dated November 11, 1880, which required the

establishment of a leak detection and corrcction program.
This program is necessary Iin order for South Cumberland to
provide andequatc scervice to its customers.

The Commission wishes to apprise South Cumberland of
the sceriousness of fts noun-compliance with lawful Orders, and
furthermore that, as a result of this non-compliance, it is
subject to the imposition of penalties uvnder Kentucky Revised
Statutes 278.990.

In order to avoid the imposition of such penaltics,
South Cumberland should take immediate action to accomplish
the leak detection and correction program specified 1in the
Order in Case lo. 7132 and should report said action to the
Commission within 30 days of the date of this Order.

RATE DESIGH

South Cumberland did not propose to alter its ratc
design but to incrcase the present rate structure to provide
the requested revcnue, After repcatced recquests, South
Cumberland failed to provide an accurate and useful billing
analyais, but it did provide the actual usagfe records for the
tcst ycar. These records were uged by stnaff to construct the

billing ananlysls uwscd to develoup the revenue requirement and

rates contajned in this Order.
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The 5/8 x 3/4 dnch and 3/4 inch meter blocks were
combined to reflect the similarities iIin metcr types. This
will have no effect on revenuc because there are no customers
in the 3/4 inch meter blocks,

SUMMAPRY

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

1. The rates in Appendix A are fadir, Jjust and
rcasonable ratcs for South Cunberland dn that they will
produce annual rcvcnucs of approximately $§75,100 and should
bec approved. This revenue will be sufficient to mect South
Cunmberland's operating expenses found recasonable for
restc—making purposcs, scervice fts debt, and provide a
rcasonable surplus.

Z. The rates proposcd by South Cumberland would
produce revenue in excess of that found rcasonable herefn and
should be denfcd.

3. The record herein demonstrates that South
Cumberland's 198] annual rcport contnins deficiencics that

should be corrected to be in comformity with Commission
regulations,

IT IS5 THEREFORE ORKDEREL that the raten {n Appendis A
be and they hereby are approved for scrvice rendered by South
Cumberlund on and aiter the date of this Urder.

IT 18 FURTHER ORDERED that the rates proposcd by South

Cumberland be and they hcreby are denied.
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IT IS FURTHER ORDERLD that South Cumberland shall,
within 30 days of the datec of this Order, comply with the
Order in Case No. 7132,

IT IS5 FURTHER ORDERED that within 30 days from the
date of this Order South Cumberland shall file with ¢this
Commission its revisced tariff sheets sctting out the rates
approved herein.

IT 1S FURTUER ORDERED chat South Cumberland ehall
rcvise 1ts 198! annual report in conformity with accounting
practices as prescribed by the Uniform System of Accounts {or

Class C Water Utilities as adopted by thiis Commission.

Done at Frankfort, Kentucky, this 1l6th day of May, 1983,

PURBLIC SERVICE COMMISSION

airman

Wotteecsice Apontari

Vi/ce Chairwan/

%m

Commissioncr

ATTEST :

Secretary



APPENDIX A

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE

COMMISSION IN CASE NO. 8672 DATEL MAY 16, 1983

The following rates and charges are prescribed for the
customers in the areca scerved by South Cumberland Water
District. All other rates and charges not spccifically
mentioned herein shall remain the same as those in effect under
authority of this Commission prior to the effective date of

this Order.

WATER RATES

5/8 X 3/4 Inch and 3/4 Inch Mecters

First 2,000 Gallons (Minimum Bill) $9.50 Per Month
Next 3,000 Gallons 3.50 Per 1,000
Next 5,000 Gallons 2.55 Per 1,000
All Over 10,000 Gallons 1.60 Per 1,000

1 Inch Meter

First 5,000 Gallons (Minimum Bi1l1l) §20.00 Per Month
Next 5,000 Gallons 2.55 Per 1,000
All Over 10,000 Gallons 1.60 Per 1,000

1-1/2 Inch Meter

First 12,500 Gallonse (Minimum B111) $50.00 Per Manth
All Over 12,500 Gallons 1.60 Per 1,000

2 Inch Meter

First 25,000 Gallons (Minimum B111) $100.00 Per Month
All Over 25,000 Gallons 1.60 Per 1,000



5S/8 X 3/4
3/4

1

1-1/2

2 Inch

SERVICE CONNECTION CHARGES

Inch Meter
Inch Meter
Inch Meter
Inch Meter
and Larger

$§300
300
375
735
Actual Cost of Installation




