Preparing an Application for a
General Rate Adjustment

The comments made by the presenter
represent the presenter’s opinions only;
these comments and opinions do not
necessarily represent those of the Kentucky
Public Service Commission.



Three Types of General Rate Case
Filings Accepted by the KPSC

1) Alternative Rate Filing (ARF) — for
“small” utilities

2) General Rate Filing, Forecasted Test-
Year

3) General Rate Filing, Historic Test-Year



ARF — for “Small” Utilities

Allowed by 807 KAR 5:076 - ARF form available at
http://psc.ky.gov/agencies/psc/forms/arf.pdf

New, Revised Regulation; Qualify if Utility has:

1) less than $5,000,001 in gross annual
revenue; and

2) utility records are kept separate from any commonly-
owned enterprise; and

3) annual reports on file with KPSC for previous 3 years.



ARF

Water Utilities Qualifying for ARF

Under current regulation = 20 out of 148

Under proposed regulation = 141 out of 148



General Rate Filing, Forecasted
Test-Year

Allowed pursuant to KRS 278.192, became
effective March 12, 1993.

Allows rates for service to be based on
financial projections for the first 12-month
period the rates are to first become effective
and all subsequent periods.



General Rate Filing, Forecasted
Test-Year

Advantages:
* Reduce Regulatory Lag

e Matches revenues with actual/estimated
cost of providing service.

Disadvantages:

 Filing requirements voluminous and

complicated when compared to historic test-
year rate case.



General Rate Filing, Forecasted
Test-Year

Number of Utilities using Forecasted Test-
Year

Water 1 out of 148
Electric 2 out of 25
(Gas 2 out of 27

Sewer 0 out of 67



General Rate Filing, Historic
Test-Year

Also allowed by KRS 278.192

Water district can accomplish nearly the same results using
the Historic Test-Year Method as the Forecasted Test-Year
Method through pro — forma adjustments to assets,
liabilities, revenues and expenses.

A historic test-year can be any 12 consecutive month period.
Most logical to use most recent annual report on file with
the KPSC but not required.



Preparing Application Using
Historic Test-Year Is Easy Using
Filing Requirements Checklist

Filing Requirements Checklist can be found at
Applies to all utilities, big or small.

Only 4 items present difficulties:

1) Pro forma Operating Statement, always required.
2) Calculation of Revenue Requirements, always required.
3) Billing Analysis, required when a change in rate design is proposed. Deviation may be requested

and granted when no change in rate design is proposed and billing analysis is not easily compiled
using computerized billing program. Must support request for deviation in the application.

4) Cost of Service Study, required when revenues exceed $5 million. 7 out of 148 water utilities fall
into this category.

Can use COSS from previous KPSC case if no major changes to utility’s operating characteristics
have occurred.


http://psc.ky.gov/
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TIMELINE FOR A RATE ADJUSTMENT PROCEEDING USING
HISTORIC TEST-YEAR

At Least 1 AtLeast | | 1 1
30 Days | 30 Days ' ' '
1 1 1

1 1 1 1
: L__| 5Months | 1| 4Months |

No Time Period Required




General Rate Filing, Historic
Test-Year

807 KAR 5:001, Section 10(7) states that
“Upon good cause shown, a utility may
request pro forma adjustments for known
and measurable changes to ensure falir, just
and reasonable rates based on the historical

test period.”
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Common Adjustments to Test-Year
Operations made by Staff

Eliminate Contributions in Aid of Construction from
Revenue, I.e. Tap-Fees, Grants etc.

Salary Increases / Change in employee level
Employer Retirement Contributions
Health Insurance

Large Non-recurring lItems to be Amortized (Tank
Painting, Storm Damage)

Capitalization of Investment in Assets
Changes to Depreciable Lives

Remove Costs that are NOT within the Statutory Purposes
of District
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