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Woodland Acres Sanitation, Inc., ( Woodland Acres )

filed an application on February 21, 1984, for a certificate
of public convenience and necessity authorizing the con-

struction of a 25,000 gallon per day sewage treatment p1ant

and collection system. On May 15, 1984, Woodland Acres

amended its application to request approval of initial rates.
A third party beneficiary agreement was filed June 18, 1984.

A copy of a Construction Permit from the Natural

Resources and Environmental Protection Cabinet for the pro-

posed project is on file with this Commission.

The rates proposed would produce annual revenue of

836,416 based upon 121 customers. Based on the determination

herein, the Commission has granted Woodland Acres rates that

will produce annual revenue of $28,270.

A hearing was held on July 17, 1984, in the offices of

the Public Service Commission in Frankfort, Kentucky. At the

hearing certain requests for additional information were

made. This information has been filed.



TEST PERIOD

This is a proposed rather than an operating utility<
and, accordingly, test,-year information does not exist.
Estimated pro fonna expenses have been utilized for the

determination of revenue requirements.

PROJECTED REVENUES AND EXPENSES

woodland Acres projected opexating expenses on the

basis of providing service to 121 residential customers. The

Commission is of the opinion that the pro)ected operating
expenses generally are proper and they have, therefore, been

accepted with the following modifications:

Nanagement Fee

Woodland Acres proposed a management fee of $ 4<800

according to its amended application of May 15, 1984. How-

ever, at the hearing of July 17, 1984, Woodland Acres stated

that the manager's fee will be SI,800 'hile the remaining

$ 3,060 will be paid to a daily operator. 1

Woodland Acxes has contracted with a sexvice company

for provision of routine maintenance of the sewage treatment

plant and collection system at an annual cost of S4,000.
Thus, the Commission is of the opinion that there is no need

to employ a daily opex'ator for sexvices which are to be pro-

vided by the service company. Furthermore, the day-to-day

opexation of the utility should be the responsibility of the

1 Transcript of Evidence, July 17, 1984, p. 13.



manager. Therefore, the Commission has allowed $1,800 as the

total compensation for the management fee.
Baokkeeping Services

Woodland Acres has proposed an annual expense of
$ 3,000 for bookkeeping services. Since billing will be done

by Louisville Mater Company, the Commission is of the opinion

that $ 100 per month should be an adequate allowance for book-

keeping. Xn arriving at this amount, the Commission has

taken into consideration bookkeeping expenses for similar-
sized utilities. Therefore, the Commission has included

$1,200 as the annual cost of bookkeeping services for rate-
making purposes.

Legal Expense

woodland Acres proposed an annual legal expense of
$800. According to the amended application of Nay 15, 1984,
$ 500 of the $800 is a non-recurring legal expense which is
the result of the rate case before this Commission. Essen-

tially, Woodland Acres has proposed to amortize the rate-case

legal expense aver a 2-year period. However, in this
instance, the Commission is of the opinion that a more rea-
sonable amortization period would be 3 years. Therefore, the

Cammission has allowed a legal expense in the amount of $633.
Payroll Taxes

Woodland Acres proposed a payroll tax expense of $ 504.

This is based on a social security rate of 7 percent and an

unemployment tax rate of 3.5 percent applied to $4,800, the

amount proposed by Woodland Acres as a management fee. As



F 1

explained previously, the Commission has disallowed $3,000 of

the 04<800. The remaining $1,800, vhich represents the mana-

ger's salary, is not generally subject to payroll taxes inas-

much as this amount would be reported as self-employment

income by the manager. The Commission generally allows

Sl,800 as the total compensation for the manager's fees.
Therefore, no provision for payroll taxes has been alloved

herein.

Interest Expense

Woodland Acres proposed interest expense of $1,164 on

loans advanced from its parent company, Big Star Land Com-

pany. However, Woodland Acres has agreed to subsidize the

operation of the sewage treatment plant until it can become

self-supporting. Furthermore, it is the policy of the Com-

mission not to allow, for rate-making purposes, interest

expense on debt incurred to subsidize operating losses.
Therefore, the Commission has determined that the entire
amount of interest expense should be disallowed.

In its application, Woodland Acres projected operating

expenses, exclusive of depreciation, of $ 31,513. After the

adjustments made by the Commission herein, the pro forma

operating expenses found reasonable amount to $ 24,878. In

allowing this level of operating expenses, the Commission

recognizes that most of the costs are estimates and actual

costs may vary. The resulting rate, based on this level of

expense, is high in comparison to many sma11 privately-owned

sever utilities. Therefore, Woodland Acres should try to



minimize costs to the fu11est extent possible and, if possi-
ble, attempt to reduce rates when the system achieves full
capacity. The Commission will monitor costs and expenses and

will examine the reasonableness of the rates of Woodland

Acres when the system achieves full capacity.
REVENUE REQUIRENENTS

The Commission is of the opinion that the operating

ratio2 is a fair, just and reasonable method for determining

revenue requirements in this case. The Commission finds that
an operating ratio of 88 percent vill allow Woodland Acres to
pay its operating expenses and provide a reasonable return to
its owners. Therefore, the Commission finds that Woodland

Acres is entitled to establish rates to produce total annual

revenue of $ 28>270

'INDINGS AND ORDERS

Based on the evidence of record, the Commission is of
the opinion and finds that:

1. Public convenience and necessity require that the

construction proposed in the application be performed and

that a certificate of public convenience and necessity be

granted.

2. The construction pro)ect. proposed by Woodland

Acres consists of a sewage collection system and a 25,000

2 Operating ExpensesOperating Ratio ~ Gross Revenue



gallon per day sewage treatment plant to provide sewage

service for a proposed subdivision consisting of 121 single-

family residential units.

3. Any devi.ations from the construction drawings and

specifications herein approved which coul8 adversely affect
service to any customer should be subject to the prior

approval of this Commission.

4. The total cost of the construction project is
estimated to be $164,938, which will be recouped by Woodland

Acres at such time as all 121 lots of the proposed develop-

ment have been sold.
5. The proposed initial rate is inadequate at this

time to produce the revenue required to meet Woodland
Acres'perating

expenses and pre.vide for sufficient capital growth.

6. The rates proposed by Woodland Acres are promo-

tional in nature.

7. A utility formed by real estate developers should

not request initial rates which are insufficient to meet its
anticipated operating requirements. Noreover, inadequate

initial rates are unfair to the purchasers of the developed

lots who expect to pay low sewage fees for a period of time

longer than these rates are usually in effect.
8. Woodland Acres represented to the Commission that

it will subsidize any shortfall of operating revenue until

the subdivision can become self-supporting. The granting of

a certificate of public convenience and necessity and

approval of the rates herein are expressly conditione8 on the



performance by Woodland Acres of such undertaking, and fur-

ther, on full written disclosure by Woodland Acres to its
customers that rates may not reflect all the costs of opera-

tion Of the treatment system. The disclosure shall be made

before such customers have committed themselves to purchase

property to be served by the system, and shall be in substan-

tially the following form:

The current rate for sewage disposal
services for the subdivision is not
sufficient to cover operating expenses
without a subsidy from the developer.
Xf this development does not continue as
anticipated> your rate may increase
substantially in the near future.

9. The Commission is of the opinion that the initial
customers should not pay for excess plant capacity and that

the initial rate should be based on the total plant capacity.
The rate in Appendix A is based on plant capacity of 121

customers and is the fair, just and reasonable rate to be

charged by Woodland Acres.

10. The rate proposed by Woodland Acres would produce

revenue in excess of that found reasonable herein and should

be denied.

ll. Woodland Acres has filed with the Public Service

Commission a valid third-party beneficiary agreement as a

part of its application.

12. Woodland Acres should furnish duly verified docu-

mentation of the total cost of this project including the

cost of construction and all other capitalized costs (engi-

neering, legal, administrative, etc.) within 60 days of the



date that construction is substantially completed. Said

construction costs should be classified into appropriate

plant accounts in accordance vi th the Un i form Sys tern of
Accounts for Sever Utilities prescribed by this Commission.

13. Woodland Acres should furnish to the Commission a

copy of the as-built drawings and a signed statement that

the construction has been satisfactorily completed in accord-

ance with the contract plans and specifications within 60

days of the date of substantial completion of this construc-

tion.
IT IS THEREFORE ORDERED that Woodland Acres be and it

hereby is granted a certificate of public convenience and

necessity to proceed with the construction of the sevage

treatment and collection system set forth in the drawings and

specifications herein approved.

IT IS FURTHER ORDERED that woodland Acres be and it
hereby is granted a certificate of public convenience and

necessity to operate this sewer system.

IT IS FURTHER ORDERED that the rate in Appendix A is
hereby fixed as the fair, just and reasonable rate to be

charged by Woodland Acres for sever service rendered on and

after the date of this Order.

IT IS FURTHER ORDERED that the rate proposed by Wood-

land Acres be and it hereby is denied.

IT IS FURTHER ORDFRED that Woodland Acres be and it
hereby is directed to abide by the conditions in Finding

No. 8. In addition, Woodland Acres shall furnish to the



Commission on a quarterly basis, as required, written

acknowledgement of notice from each prospective customer as

contained in Appendix B to this Order.

IT Is FURTHER oRDERED that woodland Acres shall file
its tariff sheets setting forth the rate approved herein

within 20 days of the date of this Order.

IT IS FURTHER ORDERED that Noodland Acres shall file
with the Commission duly verified documentation which shows

the total costs of the construction herein certificated
including all capitalized costs (engineering, legal, adminis-

trative, etc.) within 60 days of the date that construction
is substantially completed. Said construction costs shall be

classified into appropriate plant accounts in accordance with

the Uniform System of Accounts for Sewer Utilities prescribed

by this Commission.

IT IS FURTHER ORDERED that Woodland Acres shall

furnish this Commission with "as-built" drawings and a signed

statement that the construction has been satisfactorily com-

pleted and has been done in accordance with the contract

plans and specifications within 60 days of the date of
substantial completion of the proposed construction.



Done at Frankfort, Kentucky, this 31st day of August, 1984.

PUBLIC SERVICE COMMISSIONS./~
Vice Chairman

%RA.s54bne r

Secretary



APPENDIX A

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
CONNISSION IN CASE NO. 8989 DATED AUGUST 31, 1984

The following rate is prescribed for the customers in the

area served by Woodland Acres Sanitation, Inc., located in sullitt
County, Kentucky.

RATE: Monthly

Single Family Residential $ 19'7



APPENDIX B

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE
COMMISSION IN CASE NO ~ 8989 DATED AUGUST 31, 1984

I have read and fully understand the following:

The current rate for sewage disposal
services for the subdivision is not suf-
ficient to cover operating expenses
without a subsidy from the developer.
If this development does not continue as
anticipated, my rate may increase sub-
stantially in the near future.

Customer's Signature


