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CURRENT DEFINITION OF “UTILITY"

" means ar
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KRS 278.010(3)

Simpson County Water Dist. v.
City of Franklin [1994)

« 1963 Contract [SC 1,000 gals rate —
5 QK if applied to both wholesale

Contract fevision sets rate at 50.84

per 1,000 gals. for 5 years

Franklin raises rate to 51.35 per

()

Simpson County Water Dist. v,
City of Franklin {1994)
« 1991 Franklin rai atetoS1.67
gallons
* Simpson County refuses to pay Increases
* Franklin brings action to collect unpaid
amounts & to declare conlract vaid

= Simpson District: Courts lack jurisdiction -




Simpson County Water Dist. v,
City of Franklin {1994)

278.040(2):

the commis
this

put with -that EHCE‘ptiﬂn

Simpson County Water Dist. v.
City of Franklin (1994)

®
Simpson County Water Dist. v.
City of Franklin {1994)
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PROCEDURE FOR MUNICIPAL
WHOLESALE RATE ADJUSTMENT

NOTICE OF RATE ADIUSTMENT

3| LLiey Must Give Noticeof Rate

.-?':I

NOTICE TO PSC

= File Tariff

ate Customen (ifnot a tniform

= Electronically Submitted




NOTICE TO WHOLESALE CUSTOMERS

* BO7 KAR 5:011, §8{4) governs
* Proposed Effective Date
* Date Filed with PSC

* Dollar & Percentage Amount of

Proposed Change

MNOTICE TO WHOLESALE CUSTOMERS

« Effect on Average Bill

« Lacation of Filing for Examination

* Right to Intervene

* Right to Comment on the Pro
Rate

CONTRACT NOTICE REQUIREMENTS

= Contract Notice Reguirements still apply
* Required notice in excess of 30 days

should be given prior to filing with PSC

Runnmng out
the clock vs. lost review time




®

NOTICE TO WHOLESALE CUSTOMERS

* PSC has previously required
with potice regulation
eptable Methods of Notlce: Mail -
nal Delivery - Newspaper

Malled/Delivered,/Published

MNotice to the Public is required

ADDITIONAL DOCUMENTS

Cost-of-Service Study Rate Study
Fmancial Reports

Histarical Narrative

Ordinance Establishing New Rates"
Wholesale Customer’s Statement of No
Objection/Waiver of Hearing

)
PSC’S RESPONSE

Posts praposed contract/rate to PSC
Website

Reviews for compliance with filing

requirements

If filing requirements are met, PSC
must act before proposed effective
date




®
PSC'S RESPONSE

* KRS 278.190: Before a rate becomes
effective, PSC may suspend
operation of that rate for 5 months
beyond its proposed effectjve date to
further review

* Waits for comments/objections

« May request additional information

(&)
WHOLESALE CUSTOMER'S OPTIONS

* Mo Resporse Required

* Notice of No Objection

« Request PSC Review/Investigation

* |dentify Specific Areas of Cancern or
Objections

STANDARD FOR PSC INVESTIGATION

OEect Lo [he prognsed

— Mo Action |Rate




regulations

Cate Na. 2017-D0417, Order of 7/12/2018

|-f Y

L

PSC INVESTIGATION: PROCEDURAL RULES

* Formal Proceeding Established

* Proposed Rate Suspended For 5
Months

= Scope OF Review: Reasonableness Of
Rate

= Burden of Proof on Municipal Utility

PSC INVESTIGATION: PROCEDURAL RULES

* Proposed Rate May Be Assessed
After 5 Months subject to refund

* Final Decision Due Within 10 Months
Of Filing

* Extensive requests for information
possible

* Written Testimony required




PSC INVESTIGATION: PROCEDURAL RULES

* No cost-of-service study required
(But Recommended)

* Intervening Parties not required to

present testimeny: or participate in
proceadings

.:ICT]
PSC INVESTIGATION: PROCEDURAL RULES
Hearing
—No opening/closing ements
—Cross-examination only

—PSC Staff participates

= Decision issued within 240-280 days

* Apreement terminates |nvestigation

TIMELINE FOR A MUNICIPAL RATE ADJUSTMENT

PROCEEDING
Nnscape} Lty Fles Propossd Reles P
With PSC & Provides Notice To Enda— | [biely Muy Place Tha Proposest
T Rabe e Prfond

* 20-chay pariod for Rohosring Wil Nol Bagin Uinil Service of Fina! Ordar
Ordor b Prasumed To Harve Besn Sarved 3 Daya ARer Maied
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APPEAL PROCESS

* Request Rehearing NLT 23 days after

Order’s Issuance

* PSC Must Rule Within 20 Days of
Request

* Action far Review in Franklin Circuit
Ct NLT 23 days of Rehearing Order

APPEAL PROCESS

* Party May Bring Action For Review
MLT 33 days of Initial Order Without
Requesting Rehearing

* Appealing Party Must Demonstrate
that Order is Unlawful or
Unreasonable

LEBANON WATER WORKS:
A CASE STUDY

10



PSC CASE NO. 2017-00417

Seller:
Buyer:

Filed;

Hearing:
Decided:

BACKGROUND

»r
Lebanon

(£)

Lebanon

Marion County Water Dist
09-13-2017
p-20-2018
2-2018

11



®
FINAL CUTCOME

* Requested: 34% 4

» Approved: 16% ¥

* Rate Case Expense Surcharge
— 572,000
— 52,000 per Month

— 36 Months

(3

BACKGROUND
Lebanon Annual Revenues: 5i
Marion Co unty WD Purchases

No Wholesale Rate

Marion County WD Pays Retall Rate

Flat Rate; 52.50 per CCF

Mo Cost of Service Study

BACKGROUND

* Contractual Limitations (1988)

—Several Arnendments

— Uniform Rate
— g0-day Advance Notice
— P5C Approved Contract
* Ordinance
* Mo Negotiation Room
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BACKGROUND

* Customers
— Lebanon:
— MCWD:
* Last Rate Increas

* Revenue Increase;

REASONS FOR RATE ADIUSTMENT

« Campbellsville Water Line
— Water Purchases
= [Debt S5&r &
= Depraciation
= Dther New De ervice
srred Maintenance
 Funded Depreciation

* Increased Operating Expenses

®

TIMELINE

Rate Review

Lebanon & MCWD Rate
Discussions

Spring 2017
07-07-2017

07-10-2017 First Reading of Ordinance
July 2017 Numerous Public Meetings
08-07-2017 2d Reading Postponed

{at MCWD’s Request)
08-15-2017 Lebanon & MOWD Mect

13



08-11-2017
08-12-2017
09-20-2017
09-27-2017

11-15-2017

06-20-2018
07-12-2018

TIMELINE

Rate Ordinance Enacted
Lebanon Notifies MCWD
Rate Ordinance Published
Retail Rates Implemented
Propased Effective Date
[(Wholesale Rate)

Heoaring

Final Decision Issued

RATE CASE PREPARATION
AND MANAGEMENT

COMMUNICATIONS

14



PRE-FILING DISCUSSIONS

Explain reasons for rate adjustment
Provide supporting data/documents
otiate before filing the rate with PSC
i-any objections
ritiques of supporting data
tamer should vaice all reasonable

objections and concerns

()

CONTRACT REVIEW

Limitations on frequency of rate
adjustment

Contract formula?

MNotice Requirements

Iswhaolesale rate tied to retail rate
adjustmenty

Dther Concerns

gcument

to 17

them In prepatatio negotiations




IF AGREEMENT IS REACHED

customers agreement should be in

COST OF SERVICE STUDY

WHAT IS A COST OF SERVICE STUDY?

d to determine the cost of providing
vice to customer groups based upon
gach group’s water use characteristics

and service re guirements

* |Used to determine a supplier's

providing service to a wholesale

customer

16
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BENEFITS OF A
COST OF SERVICE STUDY

Friodu critical information abott
Muni's cost to serve all customer groups

Identifies th ific cost to serve a

cUstomer
ment of the applicant’s case
ustment pnor to pr1}’._'fﬂEi.'|'l|'lﬂ

Facilitates rate negatiations

TIME TO PREPARE
COST-OF-5ERVICE STUDY

befler praciice: inoomu

17



TIME TO PREPARE
COST-OF-SERVICE STUD

CUSTOMER TAKEAWAYS

T acopyofth

'!F]|'||'||TIJ”I Y

A T e o e i L
[he LUSS S assumpTions

ssUmptions

Consider retaining own expert to review |
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RATE CASE ISSUES

TEST PERICD

TEST PERIOD

* A consecutive 12-month period

* Generally the 12 month-period
reflected in the utility's most recent
annual report or audit.

19



TEST PERIOD

TEST PERIOD

TEST PERIOD

ITUEASLT
Actual F
upon FY 201

PSC based salar BNSE On

20



TEST PERIOD

* Employee retirement expense based pn

(Mot FY Z016)

construction)

TEST PERIOD:
MUNICIPAL TAKEAWAYS
period

hudaet

factors unlikely to be accepted

npletion

3

TEST PERIOD:
MUNICIPAL TAKEAWAYS

vement wage/salary changes NLT rate filing

ETAWN ang

21



TEST PERIOD:
CUSTOMER TAKEAWAYS

* Idantify use of budeeted am
mpiions

» Lan “Matching P " b appliedto

proposed-adjustment?

» |dentify the use of inllation factors

DEPRECIATION

* ebanon's proposed

1 internally de

Aol lated

iould be e

22



eontracy. mid-n

MUNICIPAL TA

aur usaf
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DEPRECIATION:
MUNICIPAL TAKEAWAY
Raql

0, Dutc

resens

DEPRECIATION:
CUSTOMER TAKEAWAY

quest & examine Mund's depreciation

agdule

FRINGE BENEFITS

& nght to

24



* Lebanonin FY 20
reduction Inemij

PSC o

576G

P5C POLICY

PSC raviewing employers contribution

for health insuran

ay bution

timate of national aver

BLS: Estimate of National Average

Private
Industry

Family  68/32 67/33

Coverage Average

Single 80/20 79/21

State & Local
Government

25



If not cost-effective, still document the recore

MUNICIPAL UTILITY TAKEAWAYS

Compare
Other R
Utilities

Offer compar

Frovide evidence on local labor markets

Emphasize unigue aspects of your
workforco

26
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CUSTOMER TAKEAWAYS

* Conduct discovery on employee’s
regquired contribution for the cost of
health, vision, and dental insurance

Argue for application of the PSC's rules on
fringe benefits

PSC AUTHORITY TO MANDATE
EMPLOYEE CONTRIBUTION

Employer Contribution isa
PSC jurisdiction limited to ratemaking

PSC restrict wi mplayer pays

for employee health ins

PSE mandate employees
contribute to health insurance cost

FREE WATER

27



()

FREE WATER SERVICE

* MCWD: Rey legLireme

reduced t

should be

* Lebanon: = ues should be

 Treatment costs

582,500

28



FREE WATER SERVICE:
MUNICIPAL TAKEWAYS
wiuni will not be allowed to recover cost
related to free

Identify. all free

FREE WATER SERVICE:
MUNICIPAL TAKEWAYS
arate agreements for the
of in-kind services
Water service to City should be metered

or measurod

FREE WATER SERVICE:
CUSTOMER TAKEWAYS
formation on all services
us city departments
: ned to such sepvice &
revenue requirement calculation reflects
imputed income from such ser

Qther services may be provide

lection ser

sewer/garbage/911 operations)

29



RATE CASE EXPENSE

PAST PRECEDENT

“Lhe utility

RATE CASE EXPENSE PROPOSAL

* Separale
rate.cas

PSC det

Motice Contains

Actual Expense

scover reasonable

30
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Lirmits Recoy

Compa ebanon’s

Expense to determine reaso

Magnitude of Rate C
Requs

PSC RESPONSE

Lebanon-had “duty to by
control penditu upan origingl

Lebanon faiied Lo g notice of al amount

Fe-notice wher ated level exceedpd

(£ 3

MUNICIPAL TAKEAWAYS

vee means of rate

MWiust be identified in initial notice

If estimate of costs used, base estimate
an rabust litigation from PSC & cu
Estimate will likely serve

Consider "actual eosts” 1ILD estimate

31
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MUNICIPAL TAKEAWAYS

id re-notice for increased expense
| —resets statutory clock

CONCLUSION

32
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QUESFIONS?
N

prrakd, wsricha @@ kafinm.com
B5%-211-¥017

APPENDIX:
RATE MAKING 101

STEPS OF COST-BASED
RATE MAKING

Cost-of-Service Analysis

33



WHAT IS A REVENUE REQUIREMENT?

* The reasonable level of revenue
required for a utility to properly
operate and maintain its system and
meet its financial obligatians.

A revenue reguirement pr
basis for determining the amount
revenue to be collected from rates.

REVENUE TO BE COLLECTED
FROM RATES

TOTAL REVENUE REQUIREMENT
Miscellaneous Operating Revenues

- Unrestricted Interest Income

'I.E_:'
DETERMINING REVENUE REQUIREMENTS;
DEBT SERVICE METHOD

Adjusted Operating Expenses
Average Annual Debt Service

Reguirement
Debt Service Coverage

34



AVERAGE ANNUAL DEBT SERVICE
REQUIREMENT

* Principal + Interest payable on long-
term debt

P5C generally uses a 5-year average

®

DEBT SERVICE COVERAGE

required

This reguiremeant is

= RD Debt 120% or 1.2x%
« KIA Debt 110% or 1.1x
* Private Debt Varies

TEST YEAR
A consecutive 12-month period
Generally the 12 month-period

reflected in the utility's most recent
annual report or audit.

35



REVIEW OF TEST YEAR

* Retonciliation of books to test year

* Review accountant’s adjusting
Jjournal entries

* Review for proper accrual accounting

* Review of test year expenses

months repres

¥'s on-going, normal
cperations

Adjus ls musl be
urable
+ Adjustments must be adequately

PRO FORMA ADJUSTMENTS

* Known or anticipated increases or
decreases (n revenues and expenses
Increase in'ws

Changes in Insurance —Taxes - CERS

. S5u PROrtung documenialian lL—'l|I.I1H_’[1
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NORMALIZING ADJUSTMENTS

* Adjustments to reflect a full 12 months
of oparations far items that changed
during the test period

= Example: Electric Rate Increased During

Test Period

* Supparting documentation reguired

OPERATION & MAINTENANCE
EXPENSES

» Salarjes & Wages
= Emplo

* Purchased P

* Purchased Water
* Hent

* Chemicals

OPERATION & MAINTENANCE
EXPENSES

Materials & Supplies

Repairs & Maintenance

General Dverhead

Includes Allocated Portion of
Batween Utility Divisions

37



DEPRECIATION EXPENSE

¢ Included In Revenue Requirement
Determination for Non-Profit Water
Districts & Water Associations

* Depreciation Expense for Non-
contributed Property

* P5SC Uses NARUC Guide

{ E“il

ALLOCATION OF COMMON COSTS

Y 1o préevent subsidies
Methaodolegy to allocate expenses
needed

PSC will impose methodology If nane

* Non-recurring expenses may be
amaorti over the life of expense
- Tank painting

- Rate case expense

* Capitalization of improperly classified

2nses

38



ESTABLISHING RATES

Cost of Service Study Used

Across the Board Increase

Balancing of Ratepayer Interests

Rates must preduce revenue
requirement from rates
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