
COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMIBBION

In the Matter of~

THE APPLICATION OF BCHMIDT, INC ~ FOR A
RATE ADJUSTMENT PURBUANT TO THE
ALTERNATIVE RATE FILING PROCEDURE FOR
SMALL UTILITIEB

0 R D E R

)
) CASE NO ~

) 92-370
)

On August 24, 1992, Bchmidt, Inc. ( "Schmidt" ) filed its
application for Commission approval to increase its water rates.
Commission Staf f, having performed a limited financial review of

Schmidt's operations, has prepared the attached Staff Report

containing Staff's findings and recommendations regarding the

proposed rates, All parties should review the report carefully and

provide any written comments or requests for a hearing or informal

conference no later than 15 days from the date of this Order.

IT IB THEREFORE ORDERED that all parties shall have 15 days

from the date of this Order to provide written comments regarding

the attached Staff Report or requests for a hearing or ini'ormal

conference. If no request for a hearing or informal conference is
received, then this case will be submitted to the Commission for a

decision.

Done at Frankfort, Kentuckyi this 12th dsy of Move@her, 1992.

PU C SERVICE CO BSION

id.. a.
For the Commlesfon

ATTEST>

+J a lui '19~
x cutive Director
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STAFP REPORT

ON

SCHMIDT, INC+

CASE NO. 92-370

A. Preface

On August 24'992'chmidt, Inc. {"Schmidt") filed its application

with the Kentucky Public Service Commission ("Commission" ) seeking

approval to increase its tariffed sewer rates by 33.3 percent, an

increase in annual operating revenues of 57,500.
In order to evaluate the requested increase, the Commission Staff

<"Staff" ) chose to perform a limited finanoial review of Sohmidt's

operations for the test period, the twelve month period ending December

31, 1991. Jack Scott Lawless, CPA, of the Commission's Division of

Rates and, Tariffs conducted the review on October 1< 1992 at Schmidt's

office in Henderson, Kentucky. Etta Townsend of the Commission's

Research Division performed a review of Schmidt's reported revenues at
the offices of the Commission.

The findings of the field review have been reduced to writing in

this report. Ns. Townsend is responsible for the sections related to

operating revenues and rate design. The remaining sections of this
report were prepared by )4r. Lawless. Eased upon the findings of this
report, Staff recommends that Schmidt be allowed to increase its
normalized operating revenues by 55,567.
~Sco e

The scope of the review was limited to obtaining information to
determine whether test period operating revenues and expenses were



Staff Report
PSC Case No. 92-278
Page 2 of 10

representative of normal operations. Insignificant or immaterial

disorepancies were not pursued and are not addressed herein.

During the course of the reviews Schmidt was advised that all
proposed ad)ustments to test year expenses must be supported by some

form of. documentation and that all such ad)ustments must be known and

measurable.

8. Analysis of Operations Revenues and Exbenses

Operate,nu Revenue

Schmidt reported test-year revenues of 622,969. Its application

indicates that, at the time of filing, it had 100 customers. This

number of customers would generate 822,500 i,n revenue annually at
current rates, a difference of 8469 under actual test-period revenue

collected. The differenoe between reported and generated revenues can

be attributed to a loss of 3 customers during the test-year. For this
filing, the Commission recognizes Che 622,500 collected from rates as

the normalized operating revenues for the test-period and foreseeable

i'uture. Additionally, 8450 were collected for late charges. Total

ad]usted operating revenues for the period totalled 622<950.

Operatinc Expenses

Schmidt reported operating expenses of 623,286 for the test year

which it proposed to increase by 65,964. Staff has calculated pro forms

ad)ustments to the operating expenses in the amount of 61,810. Staff's
adjustments are shown on Appendix B attached Co this report. Schmidt's

and Staff's pro forms ad]ustments Co test period operations are
discussed in the following sections of this reporC.
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Salaries and Wages

Schmidt reported test year salaries and wages expense of 86,028

which it proposed to increase by 82,872 to reflect the current salaries

being paid to its employees. Staff agrees with this adjustment and has

adjusted test year salaries and wages by 82,872'.

Utilities
Schmidt reported test year purchased power and purchased water of

$3,534. Schmidt proposed to increase test year utilities by $ 266 for

future increases in the rates charged by its suppliers. This adjustment

does not meet the known and measurable requirement employed by this
Commissi,on and has therefore been disallowed by Staff for the purpose of

setting rates in these proceedings. During Staff's financial review of

Schmidt there were no pro forms adjustments identified when analyzing

the utilities account that would have a material impact on the revenue

requirements recommended by Staff, therefore, no additional adjustments

were recommended to test year utilities expense.

Naintenance of Plant

Office Nanager/Nonthly Salary
Annualize

Sub-total

Plant Operator/Weekly Salary
Annualize

Bub-total

Pro forms
Lesss Test year

Adjustment

200
12

2,400

125
52

6,500

8,900
(6,028)

8 2.872
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Schmidt reported test year maintenance of plant expense of $ 4,299

which it proposed to increase by $1,702. This ad]ustment, as explained

by Schmidt in its application, is for the increase in chemical expenses,

an increase in testing costs and an allowance for contract labor. Due

to the ambiguous nature of Schmidt's adjustment, Staff was unable to

make a determination as to its reasonableness. Therefore, Staff chose

to disregard Schmidt's ad)ustment while analyzing the maintenance of

plant expense account in order to make pro forms adjustments.

During Staff's analysis of the maintenance of plant expense

account, Staff discovered that Schmidt made payments to Nr, Frank

McCormick for contractual services related to maintenance of the plant

totaling $1,738. Nr. McCormick no longer provides maintenance services

to Schmidt and Schmidt has indicated to Staff that it does not intend to

replace him with another serviceman. Therefore, Staff has eliminated

the payments made to Nr. NcCormick from test year operating expenses in

the determination of pro forma revenue requirements.

Staff has also ad)usted this account to allow Schmidt to recover an

increase in chemical costs. At the request of the Division of Water

("DOW") Schmidt has switched from a grab test to a composite test to
more accurately evaluate its discharge. Composite testing requires the

use of more chlorine than grab testing. In determining what amount was

reasonable for the recovery of pro forms chemical costs, Staff analyzed

chemical purchases made in 1992 while Schmidt was using the composite

test. Staff discovered that through September, 1992 Schmidt had already

spent $743 on chemicals. Staff then added the cost of chlorine to be
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purchased in October and December totaling 8230 to arrive at its pro

iorma chemical expense. Staff has made the appropriate ad)ustment to

operating expenses of $715~ to properly reflect pro forma chemical

expenses'ostage
and Supplies

Schmidt has made arbitrary adjustments to both postage and supplies

expenses which could not be supported. Since these adjustments fail to

meet the criteria of being known and measurable, Staff recommends that

they be disallowed for rate making purposes.

Truck

During the teat year Schmidt reported mileage paid to Mr. Frank

McCormick of 888. Schmidt did not record mileage as an expense for

trips made by the office manager and plant operator even though they

used their personal automobiles. Schmidt now is requesting that these

employees be reimbursed for their mileage and has made a pro forms

ad)ustment of 8112 to test year operating expenses. Schmidt's

ad)ustment was based on its own mileage estimate. This ad)ustment is
not known and measurable and should therefore be disallowed for rate

making purposes. However, Staff is of the opinion that Schmidt's

employees are entitled to be reimbursed for the use of their personal

automobiles. In order to determine a reasonable level of pro forms

mileage expense, Staff determined the number of miles Schmidt would have

Pro forms
less< Test year

Ad)ustment

973
<258)

8 715
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been responsible for during the most recent twelve month period. Staff
discovered that from October, 1991 through September, 1992 the Office

Nanager and Plant Operator drove 1,298 miles on business related to
Schmidt's operations. 8taff applied the allowable mileage rate used for

federal tax calculations of $ .28 per mile to 1,298 miles to calculate a

pro forma mi.leage expense of $363. Accordingly, Staff has ad)ust test
year operating expenses by $275'o reflect the pro forma mileage

expense.

Insurance

Schmidt reported test year insurance expense of $1,274 which it
proposed to increase by 6226, Staff was unable to determine a basis for
Schmidt's ad)ustment and is recommending that it not be considered for

rate making purposes in this case. However, during Staff's review it
was discovered that workers compensation insurance premiums had increase

during 1992. 8taff has taken this into consideration and has ad]usted

test year insurance expense by 666'.

Niscellaneous

Schmidt reported test year miscellaneous expense of $ 605. Schmidt

proposed to increase this expense by $45 due to increases in wastewater

associations dues, seminars, fire protection, bank charges, small tools,

Pro forma
Less: Test year

Ad)ustment

Pro forms
Less~ Test year

Ad)ustment

363
(88)

275

898
(832)

66
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operator's licenses, etc. Schmidt did not provide any information to

Staff showing that the 945 dollar ad)ustment was known and measurable.

Therefore, Staff has recommended that this adjustment be disallowed for

rate making purposes.

Furthermore, included in this account was 553 for flowers from

O'Daniel Flowers. Staff is of the opinion that the ratepayers received

no benefit from this expenditure and therefore the cost should not be

borne by them. Accordingly, Staff recommends an ad)ustment be inclu8ed

to decrease operating expense by 953.

Rate Case Expense

During the test year Schmidt reported 5365 of rate case expense.

This expense was included in the test year due to the late billing of

Schmidt's accountant for services ren8ered in Schmidt's previous rate

case in 1997. Schmidt then ad)usta this amount by 5355 which results in

an annual recovery of 9750 annually. Schmidt justified this recovery as

a conservative estimate since the last rate case cost Schmidt SBSO.

However, this alternative rate filing f"ARF") was prepared by the office
manager, not an accountant, which will drastically reduce the cost of
the ARP. Furthermore, Schmidt's ad)ustment 8oes not take into

consideration the amortiration of rate case expenses which i,s a rate
making metho8ology used by this Commission. Therefore, Staff is of the

opinion that Schmidt's ad]ustment be disallowed for determining revenue

requirements in this case ~

Staff has calculated an annual recovery based on the actual rate

case expense incurre8 by Schmidt up through September, 1992. The actual
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rate case expense was $105 which Staff proposes to amortixe over a three

year period resulting in a pro forma adjustment of ($330)'. Staff's
adjustment does not include any estimates for attorney fees or

consulting fees which will be incurred and should be recovered through

rates if proceedings in this matter continue. Therefore, an additional

pro forma adjustment may be required.

Depreciation

Schmidt adjusted test year depreciation expense by $122 for

depreciation on any equipment to be purchased in the near future. Staff
is of the opinion that this adjustment should not be allowed in this

proceeding as it is not known and measurable.

Taxes Other Than Income Taxes

Schmidt proposed to increase test year miscellaneous taxes and

payroll taxes by $ 32 and $ 35, respectively. These adjustments are not

known and measurable and should therefore not be considered for rate
making purposes. Staff has made a minimal adjustment to payroll taxes

of $1. This adjustment does not have a material impact on the revenue

requirements recommended in this report but it is an adjustment that
should be made in conjunction with a salary and wage adjustment as made

previously in this report.

Rate Case Expense
Amortize

Annual Recovery
Less: Test year

105
3

35
(365)

Adjustment (330)
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C. Revenue Recuirements Determination

The approach frequently used by this Commission to determine

revenue requirements for small, privately owned utilities is an 88

percent operating ratio. Staff recommends the use of this approach in

determining Schmidt's revenue requirements.

When using the approach recommended by Staff, Schmidt's revenue

requirements are $ 28,518~. Staff recommends that Schmidt be allowed to
increase its normalized operating revenue by $ 5,567 .
D. Rate Design

Under the existing rate schedule, all residential customers are

paying a flat rate.
Using the proposed rate design, Staff has developed rates that will

produce $28,080, the revenue required to meet annual operating expenses.
Therefore, Staff recommends that the schedule of rates in Appendix A be

approved for services rendered.

Pro forma Operating Expenses
Divide by: Operating Ratio

Required revenue

Revenue requirement
Less: Normalized revenues

Other Operating Revenue

Required increase in revenues

25,095
88%

8 28,517

$ 2Sg 517
(22g500)

(450)

S 5,567
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E. Signatures

82~~4 &~A ~~.r:R
Prc/pared Bye Jack Scott Irawless, CPA
Public Utility Financial
Analyst
Water and Sewer Revenue
Reguirements Branch
Rates and Tariffs Division

Prepared Byi Etta Townsend
Public Utility Rate
Analyst
Communications, Water and
Sewer Rate Design Branch
Research Division



APPENDIX A
TO STAFF REPORT CASE NOo 92-370

The Staff recommends the following rats bs prescribed for customers

of Schmidt, Inc.

Customers Claea

Residential (Single Family)

Rates

023.40 psr month



(1PPENDI )( 8
TO STAFF REPORFT FOR CASE NO. 92-,7u

Schmadt. inc.
Statement of Ad(usted (jperat1ons

Test
Year

Pra form¹
Pr'esdnt

Ad>ustments Rates

Operatana Revenue
Flat Rate Revenue
Late Charac

Tata) Qpel atlno Revenue

S'"', 969
45u

.419

(S469) S .,5OO
4 '5 I'.)

(469)

Oper at1na Ei:senses
Vperataon and l1¹antenance
Salarans and Waaes
l.ontractual Snrvtcns
! It'1 I I ties
I'Ia an tenancn nf PI an i

Postaoe
Seipplses
Trucll E,",pen«i
1 n s el I"an c

F.'lscel

1 anr.au - E::p(.nsl
Amart( =.it> on ot Perm( t
Hate Case I=: penes

6 ~ I.(28
2 ~ 4l II i

",,"t.',4
9L)

]L'I',

I"'

1»2r I

bl

I',87»( 1 ~ 7 LS I
L

'rg
66("

8, 9I Il I

4I II I

5

g) rr I,
I".)
".6.
,411

55
,I I,

Total Oni I. t e<II i ind I ieeen telri«nce 19.O''I I,BEi7 I .

Ocprr c eat(nn "L1

1;;.es Ot hei Than Income
Pavro1 ] Ta;:e»l
MI eccl 1aneou. Ta;,ea

965i
418

rrbc
418

Tata I 'I a.:e .. Other Tli* ri (ncamr-

Total ()peratanq I.;.pened:*

Net Operatina Income

I . 8. ~ ( I .',I34

1.808 25. ri9«

( S2, 77) ('S2. 145)sl,52
«a«a«a«a«a«a«a«a«a«a«a«a«a«a«a


