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NOTICE OF FILING OF COMMISSION STAFF REPORT 

Notice is hereby given that, in accordance with the Commission's Order of 

December 27, 201 6, the attached report containing the findings of Commission Staff 

regarding the Applicant's proposed rate adjustment has been filed in the record of the 

above-styled proceeding. Pursuant to the Commission's December 27, 2016 Order, 

North Mercer Water District is required to file written comments regarding the findings of 

Commission Staff no later than 14 days from the date of this report . 
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STAFF REPORT 

ON 

NORTH MERCER WATER DISTRICT 

CASE NO. 2016-00325 

North Mercer Water District ("North Mercer") is a water utility district organized 

pursuant to KRS Chapter 74 that owns and operates a water distribution system 

through which it provides retail water service to approximately 4,518 customers that 

reside in the Kentucky counties of Anderson, Boyle, Mercer, and Washington.1 On 

November 16, 2016, North Mercer tendered an application ("Application") to the 

Commission requesting to increase its water service rates pursuant to 807 KAR 5:076. 

After North Mercer corrected a deficiency, its Application was deemed filed on 

December 9, 2016. To ensure the orderly review of the Application, the Commission 

established a procedural schedule by Order dated December 27, 2016. 

North Mercer based its requested rates on a historical test period that coincides 

with the reporting period shown in its most recent Annual Report on fi le with the 

Commission at the time it filed the Application , the calendar year ended December 31 , 

2015, as required by 807 KAR 5:076, Section 9. 

The rates requested by North Mercer would increase the monthly bill of a typical 

residential �c �u�s�t�o�m�e�~� by $7.74, from $36.86 to $44.60, or 20.9 percent, and would 

generate $481 ,314 in additional annual water sales revenues, a 24.41 percent increase. 

1 Annual Report of North Mercer Water District to the Public Service Commission for the Calendar 
Year Ended December 31, 2015 ("Annual Report") at 12 and 53. 

2 A typical residential customer purchases 4,000 gallons of water per month through a 5/8-inch x 
3/4-inch meter. 



North Mercer presented financial exhibits in the Application that show how North Mercer 

calculated the amount of the requested revenue increase. The exhibits are summarized 

below in condensed form. 

Pro Forma Operating Expenses 
Plus: Average Annual Principal and Interest Payments 

Additional Working Capital 

Overall Revenue Requirement 
Less: Other Operating Revenue 

Interest Income 

Revenue Required From Rates 
Less: Pro Forma Present Rate Service Revenues 

Required Revenue Increase 
Pecent Increase 

$1,963,975 
472,088 

90,419 

2,526,482 
(63,514) 
(1 0,078) 

2,452,890 
(1 ,971 ,576) 

$ 481 ,314 
24.41% 

To determine the reasonableness of the rates requested by North Mercer, Staff 

performed a limited financial review of North Mercer's test-year operations. The scope 

of Staff's review was limited to determining whether operations reported for the test year 

were representative of normal operations. Known and measurable changes to test-year 

operations were identified and adjustments were made when their effects were deemed 

to be material. Insignificant and immaterial discrepancies were not necessarily pursued 

or addressed. 

Staff's findings are summarized in this report. David Foster reviewed the 

calculation of North Mercer's Overall Revenue Requirements. Jason Green reviewed 

North Mercer's reported revenues and rate design. 
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Summary of Findings 

1. Overall Revenue Requirement and Required Revenue Increase. By 

applying the Debt Service Coverage ("DSC") method, as generally accepted by the 

Commission, Staff found that North Mercer's Overall Revenue Requirement is 

$2,372,234 and that a $336,064 revenue increase, or 17.12 percent, to pro forma 

present rate revenues, is necessary to generate the Overall Revenue Requirement. 

2. Water Service Rates. North Mercer currently uses a five-step declining 

block rate design for customers on all meter sizes. North Mercer has approximately 

4,122 customers served by a 5/8-inch meter connection, 32 customers served by a 1-

inch meter connection, and three customers served by a 2-inch meter connection. 

North Mercer proposes to replace its existing five-step declining block rate structure with 

a two-rate tier with higher minimum bills for its customers with larger meter sizes. North 

Mercer states that the proposed revised rate design will encourage conservation and 

will eliminate the subsidy currently being given to large-volume customers.3 

Commission Staff performed a cost-of-service study ("COSS") based upon the 

Commodity-Demand method, as set out in the American Water Works Association 

Manual M-1 , fifth edition, which the Commission has generally accepted for rate-design 

purposes, to allocate allowable expenses to the various rate blocks. Minimum usage 

levels for larger meter sizes are typically set by demand ratios in comparison to a 5/8-

inch meter. Staff finds that North Mercer's minimum usage levels for 1-inch and 2-inch 

meters should be revised to reflect the differing demand ratios of the various meter 

sizes. This revision will promote fairness and equity to the utility's various 

classifications of customers, while recovering the costs associated with providing 

3 Application, Reasons for Rate Increase 
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service to those classes of customers. The Commission has historically accepted 

declining block rate designs as a fair and reasonable rate structure to reflect differences 

in water and capacity use of different classes of customers. The rates in Attachment A 

to this report reflect Staff's rate design revisions and are based on Staffs COSS, which 

is reflected in Attachment C. These rates will produce revenues from water sales of 

$2,299,758 and will provide more reasonable equity between customer classes by 

considering the demand characteristics of each class. 

3. Depreciable Lives. In this proceeding, North Mercer requests to adjust for 

ratemaking purposes the depreciable lives that are currently assigned to some of the 

asset groups shown in its plant ledger. Staffs review and find ings of the depreciable 

lives used by North Mercer during the test year and the adjustments it proposes thereto 

are summarized in this report beginning on page 12 at Ref. Item (F). Any depreciable 

lives approved by the Commission in this proceeding for ratemaking purposes should 

also be used by North Mercer for all future accounting and reporting purposes. No 

adjustment to accumulated depreciation or retained earnings should be made to 

account for the effect of this change in accounting estimate. 

Pro Forma Operating Statement 

North Mercer's Pro Forma Operating Statement for the test year ended 

December 31 , 2015, as determined by Staff, appears below. 
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Test Year Adjustment �~� Pro Forma 

Operating Revenues 
Sales of Water $1 ,971 ,576 $ (8,998) (A) $1 ,962,578 
Miscellaneous Service Revenue 63,514 63,514 

Total Operating Revenues . 2,035,090 (8,998) 2,026,092 

Operating Expenses 
Operation and Maintenance Expenses 

Salaries and Wages- Employees 428,981 (35,423) (B) 393,558 

Salaries and Wages - Commissioners 15,300 15,300 
Employee Pensions and Benefits 150,138 1,382 (C) 

20,117 (D) 171 ,637 
Purchased Water 629,216 629,216 
Purchased Power 23,274 23,274 
Materials and Supplies 67,190 67,190 
Contractual Services 39,225 39,225 
Water Testing 15,650 15,650 
Transportation Expenses 28,455 28,455 
Insurance 36,346 36,346 
Bad Debt Expense 5,054 5,054 
Miscellaneous Expense 34,340 34,340 

Total Operation and Maintenance Expenses 1 ,473,169 (13,924) 1,459,245 
Taxes Other Than Income 36,756 (2,710) (E) 34,046 
Amortization 2,815 2,815 
Depreciation 455,478 (11 2,830) (F) 342,648 

Total Operating Expenses 1,968,218 (129,464) 1,838,754 

Net Operating Income 66,872 120,466 187,338 
Interest Income 10,078 10,078 

Income Avai lable to Service Debt $ 76,950 $ 120,466 $ 197,416 

(A) Bill ing Analysis Adjustment. The utility's 2015 bi lling analysis of customer 

usage at current rates produces normalized revenues from water sales of $1 ,962,578. 

Accordingly, Staff has decreased annual revenues from water sales by $8,998, from 

$1 ,971 ,576 to $1 ,962,578. 

(B) Salaries and Wages - Employees. During the test year, North Mercer 

reported $428,981 for Salaries and Wages- Employees expense. In its Application , 
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 *Denotes Served by Email                                         Service List for Case 2016-00325

*North Mercer Water District
P. O. Box 79
Salvisa, KY  40372

*Mischell Lee
North Mercer Water District
P. O. Box 79
Salvisa, KY  40372


