
COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF NORTH MANCHESTER WATER )
ASSOCIATION FOR A CERTIFICATE OF )
PUBLIC CONVENIENCE AND NECESSITY, AND ) CASE NO, 93-396
FOR ORDERS APPROVING AN ADJUSTMENT IN
WATER RATES AND CONSTRUCTION FINANCING

0 R D E R

On November 18, 1993, North Manchester Water Associ,ation

("North Manchester"} filed its application for Commission approval

of proposed water rates. Commission Staff, having performed a

limited financial review of North Manchester'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 07

requests for a hearing or informal conference no later than 15 days

from the date of this Order.

IT IS THEREFORE ORDERED that all parties shall have no more

than 15 days from the date of this Order to provide written

comments regarding the attached Staff Report or requests for a

hearing or informal conference. If no request for a hearing or

informal conference is received, this case will be submitted to the

Commission for a decision.

Done at Frankfort, Kentucky, this 17th day of February, 1994.

g~ M9-e.
Ekecutive Director

n."8"~'i
For the Commissioh~
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STAFF REPORT

ON

NORTH NANCHESTER WATER ASSOCIATION

CASE NO. 93-396

A. Preface

On October Ql, 1993, North Nanohester Water Association

[ "North Nanchester") submitted an application seeking approval of

its proposed water system improvements and line extensions,

financing and an increase in water rates, Th» applioation wae

considered filed on November 18, 1993, when all deficiencies were

cured, The proposed rates would generate approximately 8588,552 in

annual revenues, an increase of 66 peroent over normaliaed test-
year revenues from water sales of 0354<322i

In order to evaluate the requested increase in rates, the

Commission Staff ("Staff" ) chose to perform a limited financial

review of North Nanchester's operations for the teat period,

calendar year 1992. Karen Harrod and Jack Scott Lawless of the

Commission's Division of Financial Analysis conducted the review on

November 18-19, 1993 at the oifioe of North Manchester' CPA, Nr.

Charles Stivers, in Manchester, Kentucky. Brent Kirtley, of the

Commission's Division of Rates and Researoh, performed his review

of the billing analysis at the Commission' office in Frankfortg

Kentucky.

The findings of the field review have been reduced to writing

in this report. Hr. Kirtley is responsible for the sections
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related to operating revenues and rate design. The remaining

sections of the Staff RePort were prepared by Hs, Harrod.

During the course oi the review, North Manchester was advised

that all proposed ad)ustments to test-year operations must be

supported by some iorm of documentation and that all such

adjustments must be known and measurable. Based upon the Cindings

of this report, Staff recommends that North Nanchester be allowed

to increase i,ts annual revenues by 0204,373, or 58 percent,

Scope

The scope of the review was limited to obtaining information

to determine whether test-period operating revenues «nd expenses

were representative oi normal operations, Insignificant or

immaterial discrnpanoies were not pursued and are not addressed

herein,

Zn it,s application, North Manchester estimated that 46 new

customers would be added to the system in calendar year 1993.
Based on actual 1993 figures, 36 new customers were added

subsequent to the test year. North Nanchester also stated that an

additional 384 customers would be added to the system if the

proposed construction pro]cote were approved. Staff's
recommendations made in this report reClect the additional known

and measurable expenses to be incurred as a result oC the

construction and financing proposed in this filing and, therefore,

includes expenses associated with new customers.
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B. Analysis of Operating Revenues and Expenses

Operating Revenues

North Manchester reported test-period revenue from rates of

$ 236,464 in their 1992 annual report. The results of the billing

nnalysis performed by Staff indicate operations should generate

$ 238,503 in annual revenue at current rates, a difference of $ 2,039

ovnr reported test-year revenue. The 36 new customers added to the

system in 1993 do not appear in the billing analysisi therefore, an

ad)ustment has been made to operating revenue in the amount oi

$ 10,238's the line extensions proposed in this case should

provide service for 384 new customers, an additional ad]ustment oC

$ 105,581 was made to account for this increase. For the purposes

of thin rcport, total test-period normalised operating revenue Crom

rates shall be considered to be $ 354,322.

Operating Expenses

North Manchester reported test year operating expenses of

$ 244,458 which it proposed to increase by $173,380. The pro-forms

adjustments to test-period expenses are discussed in the following

sections of this report.
Balarv and Wage Expense

In its test year operations North Manchester reported salary

and wage expense of $23,620. During 1992 the district stafi
consisted of two employees, one full-time and one part-time. North

Nanchester currently has three full-time employees with weekly

salaries of $400, $ 400 and $240. Based on the current salary
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lovel ~ of North Manchester's employees, 8tafi'as oaloulated the

district's annual expense to be 854,0SO, an increase of 830,460

over the test year level. Since this ad]ustment ie known and

moasurable Staff recommends it be allowed for rate-making purposes.

Tnxes other than Income Tax Expense

North Manchester reported taxes other than income Cax expense

of 82,156 for the test period. This account actually represenCs

payroll texan paid by the utility. Staff recommends an ad)ustment

be made to increase payroll tax expense to allow for FICA and

Medicare taxes assooiated with the recommended increase in salary

expense. Accordingly, taxes other than income Cax expanse has been

increased by 82,330", to a level of 84,486,

Purchased Water Expense

North Manchester reported test year purchased water expense oi
8134,157. An «d)ustment was proposed Co increase this amount by

861,053 based on the estimated usage of the proposed new customers

and teat year line loss of 16 percent. The maximum line loss
generally allowed by the Commission is 15 percent. Eased on

normalized and estimated usage as calculated by Mr, Rirtley, Staff
has calculaCed a recommended increase to purchased water expense as

follower

Normalized test year usage 70,608,772 gallons
Usage for 1993 new cusComers 3,002,760 gallons
Usage for proposed new customers 30I303,64S gallons

Recommended Increase to Salary Expense 30,460
Applicable PICA and Medicare Rate x .0765
Recommended Payroll Tax Increase 8 2i330
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Total normaliaed usage
Ad)ustment for 15% line loss

Recommended usage
Current purchased water rate

(61~ 50 per 1 000 gallons)

Recommended expense
bess< Test year expense

Recommended Tncrease

103,915,180 gallons
+ e85

122,253,153 gallons

x .0015

103,3e0
134 '57

9 49i223

Therefore Staff has included an adjustment to increase

purchased water expense by 649,223.

Purchased Power Expense

Xn its application North Ranchester proposed to increase test
year purchased power expense by 54,773 to account for the

~ddiCionai power required to pump water for the new customers. The

proposed sd)ustment was based on Che per customer cost of test-year

purchased Power expense. Although Staff agrees that additional

purchased power would be required to pump the addiCional water,

Staif doea not agree that purchased power exPense would necessarily

vary directly with the number of customers. Therefore, Staff is oi
the opinion that the increase would be more accurately estimated

based on Che percentage increase of wsCer usage.
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assed on an inaresse in water usage cf 47.17 percent Staff
has made an ad]ustment to increase purahssed power expense by

$4,378.i
Contractual Services Expense

North Nanchester reported oontraatual services expense of
515,856 for the test year. In its application an ad)ustment vas

PrOPOSed tO inCreaee thie SmOunt by $8r155 CO aaacunt fOr

additional expenses to be incurred as a result ci Che nrnr auetctsere

being added to the system. The proposed adfustmenC was based en a

per customer expense. As a result Of SCaff's reuirnr it was

determined that, with the exception of billing expensesr the

expenditures included in this account were not, directly related to
the number of customers being served, Aaaordlnglyr Staff. has

disallowed the proposed ad)ustment for ratemaklng purposes.

of the 815<856 contraatual services expenses reported for the

test poriod, 88,400 was incurred for billl,ng and oCher'eruices
provided by North Manchester's cpA, Hr, charles Stluers. Sffectiue
December 1, 1993, North Manchester entered into a contract with r4r.

stivers to continue providing accounting< bookkeeping and billing
services for the district, inaluding the preparation of public

Recommended normalized usage
Normalized test year usage
Increase in normalized usage
Percentage increase

(33g306g408 + 70i608r77Z)

Test year purchased power expense
Percentage increase
Recommended increase

103r915r180 gallons
70 608 779 gallons
33r30&r408 gallons

6 grZ8i
x 47,17 percent
9 %378
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Service Commission reports and tax returns. As compensation Mr ~

Stivers would receive 61.00 per bill per month for the first 700

water bills processed and mailed. All other bills over and above

the 700 bills would be charged at a rate oi 6 ~ 75 per bill. Based

on the pro-forms customer level of 1,233, Chi ~ would result in ~

monthly fee of 51,100, or 513<200 annually. Stafi is of the

opinion that this is a reasonable fee for Che services being

performed and has included an increase to oontractual services

expense of 64,800.
North Manchester also included invoices for meter

installations in this account during the test period. Staff has

determined that these expenses should be capitalixed and

depreciated for rate-making purposes, Therefore< an adjustment has

been made to decrease this account by 51,010.
Based on the aforementioned ad]ustments, Staff recommends a

net incr'ease to contractual services expense oi $3g790 ~

Materials and Supplies Expense

For the test year North Manchester reported materials and

supplies expense of 518,251. An ad)ustment was proposed to
increase this amount by 51,000 to reflect Che esCimaCed additional

expense to be incurred as a result of the proposed construction.

Sawever, since this does not reflect a known and measurable

adjustment, Staff has disallowed Che increase in the calculation oi
North Manchester's revenue reguiremenC.
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Based on Staff's review it waa determined that $730 expansad

in this account during the test period was i'or the purchase of

mater installation supplies and should be capitalixed and

depreciated for rata-making purposes. Accordingly, Staff has made

an ad]ustment to decrease materials and supplies expense by $730 to

correctly account for these items.

Insurance and Transoortation Expanses

North Manchester included insurance and transyortation

expenses in test year operations of 57,756 and $ 2,273,
respactfvsly ~ In its application ad)ustments were proposed to

increase these expanse accounts by 53,000 each to account for the

increased costa expected to bs incurred as a result oi the proposed

construction. Although Staff concurs that these expenses are

likely to increase, tha yroposad ad$ ustmsnts ars based on estimates

and therefore, do not meet the rate-making criterfa of being known

and measurable. Accordingly, Staff has disallowed these fncraasas

in North Manchester's adjusted

operational'ent

ExPense

During the test year North Manchester incurred rent expense of

5600, Subseguent to the test year tha district relocated to
another building and began paying rent expense of 5175 per month or

52,100 annually. Since this increase of 51,500 over ths test year

level meets the rate-making criteria of heing known and measurabls,

Staff recommends it be allowed in the determination of North

Manchester's revenue raguirament.
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Daprsclstion Expense

North Manchester rsparted Cent year depreciation »spans» of

834,643, In its application an ad)ustment uas lnaluded Co incr»as»

dspr»elation expanse by 870,008 for the depreciation of the

proposed aonatruatlon aver a period of 40 years, pursuant to the

Commission' Order ln Case Noi 10481/ Nof th Manchester has

propos»d ad]ustments to update ita revenues and expenses to Ch»

level sntlalpated upon aompletlon of Che proyosed construction.

Sino» these ad)ustmsnts roti»at the impact that Che proyosed

construction snd estimat»S 384 neu customers vouid have on its
revenues and expenses, as reeuired by the above retereneed aas»,
St»i't recommends an increase ln depreaiaCion exyense of 870I008.

Based on the aapl,Calla»1 expenSltures discussed ln the

materials snd supplies and Che contractual services sections of
this rsporc, Staff has maSe an additional ad)ustment to
depreciation expense. After aonsultin0 with the Commission's

Division oi'nyineering lt uas S»C»rmlned that 40 years vrouw be

the appropriate «ervlae lite for meter installations. Aacordinplj,
test year deprealaclon expense has been increased by an additional
844'esulting in s total increase of 870<052.

Notice ot Ad justment of the Races of Kentucky-Arserican frater
company Etteatlve on pebruary 2, 1989,
Meter InsCallations
Estimated Serviae I lfe
Annual Depr»elation Expense

1g740
+ 40 years

s 44



Staff Report
CN 03-306
Page 10 of 12

Operations Summary

Based on Che recommendations of Stafi', North Nanchester's

operating sCaCement «ould appear as set forth in Appendix B to this
report.
C e Revenue Requirements Date lminaCioh

As of Che end of the test period North Nanohoster did not have

any outstanding long-term debt. The ne« debt to be acquired for

the proposed constr'uction «ould resulC in an average annual debC

service payment of $150I726I as sho«n in Exhibit.t 2 of the

application. Xn Che evenC approval for any portion of the

construcCion is not obtained, the recommendations contained herein

related to financing and expenses for the construction «ouM change

accordingly. Assuming the consCruction is approved, Staff
recommends Chat the proposed debt be included in revenue

requirements in order to fund the proposed construction.

Based on adjusted Cest year operations and the proposed debt,

North Manchester's debt service coverage i"DSC") is ".26x,~ Staff
has determined Chat, in accordance «1th the loan requirements of
the Kentucky InfrastrucCure AuthoriCy, a DSC of l.lx is necessary

to allo« NorCh Manchester Co meet iCs operating expenses and

service iCs debt. Therefore, Staff recommends that North

manchester be allo«ed to increase its annual revenues by 6204,373,

calculated as folio«ss

/$ 38 514) + $150 726 i 26)
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Ad]usted Operating Expenses
Average Annual Debt Service
10 Percent DSC
Other Expense

Total Revenue Requirement

Less< Metered Water Sales
Other Water Revenues
Other Income

Required Revenue Increase

$405g461
150p726
15i073

526

$571g786

354e322
12g442

649

8204,373

D. Rate Design

North Nanchester's yresent rate structure is composed of a

decli.ning block schedule for each of the three various siaed meters

offered to their customers. In its application, North Manchester

proposed to charge a minimum bill for each of the three meter sixes
and a flat rate for usage above the gallons included in the minimum

bill. Staff agrees that the proposed rate design change should be

made The recommended rates will generate the required operating
revenue from rates of 555B,695. Therefore, Staff recommends the

rates in Apyendix A be approved for water service.
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APPENDIX A
TQ STAFF REPORT CASE NO ~ 93-396

The Staff recommends the following rate be prescribed for

customers of North Manchester Water Association.

5/8" x 3/4" Meter

First 2,000 gallons
Above 2,000 gallons

515.55 Minimum Bill
4.25 per 1,000 gallons

1" Meter

First 5,000 gallons
Above 5,000 gallons

$ 28.30 Minimum Bill
4.25 per 1,000 gallons

2" Meter

First 15,000 gallons
Above 15,000 gallons

570.80 Minimum Bill
4.25 per 1,000 gallons



APPRNDZX B
TO STAFF )lRPORT CARR NO. 93-398

North Nanoheater Water Aaaooiation
Statement of Ad]usted Operations

Teat Year Rnded 12/31/92

Test Year per
hnnual Resort

Reaommended
hdkust(tents

Te ~ t Year
hddustsd

Operating Revenuesi
Motored Water sales
Other Water Revenues

Total Operating Rovonuos

Operating Expenseei
salaries 6 Wages
Purahased Water
Purahasoil Paver
Chomlaale
material ~ 4 supplies
Contraatual eerviaes
Rent ~
Transportation Expense
Insuranae
Reg. Cammlssion Expense
Miscellaneous

Total Operating Expenses

Oepreolatlon Expense
Taxes other than Inaome

Utility Operating Expenses

Utlllty Operating Inaome

Interest Inaomo
Intorest Expense

Net inaome/(Ioss)

8236>464
12,442

8148>906

I 23>620
134>157

9>281
290

18>251
15>856

600
2>273
7>756

500
5s076

8217 > 660

24>642
1 ~ 156

6244.458

I 4,448

649
526

8117 > 858

8117> 858

I 30>460
49>223

4>378

( 730)
3>790
1> 500

I ee,s21

70>052
2>330

8161>003

(I 43>145)

(9 43,145)

8354>311
11>441

83dd>7d4

I 54,0eo
183>380

13>859
290

17> 521
19>648

2>100
2 > 273
7>756

500
5,076

8306,2el

94>694
4 48d

9405>461

(I 38>69'7)

649
526

(4 3$ .574)


