
Dimmore 
ATTO R N E Y  S 

Edward T. Depp 
502-540-2347 

ti p.depp@dinslaw.com PUBLIC SERVICE 
COMMISSION 

July 5,2007 

VIA FEDERAL E X P E S S  
Hon. Beth O'Donnell 
Executive Director 
Public Service Coinmission 
21 1 Sower Blvd. 
Fraiilcfoi-t, ICY 40601 

Re: North Central Telephorze Cooperative Corporation 

Dear Ms. O'Donnell: 2097 -0olCL 

We have enclosed for filing, the original and eleven (1 1) copies of a letter sent oil behalf 
of North Ceiitral Telephone Cooperative Corporation to Amy E. Dougliei-ty, Esq. Please file- 
stamp and retum oiie copy to LIS in the enclosed, self-addressed, stamped envelope. 

Tlianlc you, and if yo-u have any questions, please call me. 

Sincerely, n 

ETD/lb 
Enclosure 
cc: Amy E. Dougliei-ty, Esq. (w/ eiicl.) 

Jolm E. Selent, Esq. (w/o encl.) 
Holly C. Wallace, Esq. (w/o encl.) 

122843~1 
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Dimmore 
ATTO R l\d E Y S 

John E. Selent 

john selent@dinsiaw.com 
502-540-23 15 

JUL 8 6 2007 
PUBLIC SERVICE 

COMMISSION 

July 5,2007 

VIA E-MAIL (aedoiiglzerty@y.gov) 
nizd FEDERAL EXPRESS 
Aniy E. Dougherty, Esq. 
Keiituclcy Public Service Commission 
P. 0. Box 615 
21 1 Sower Boulevard 
Frankfort, KY 40602-06 15 

Re: North Ceiztral Teleplzoize Cooperative Corporatioiz 

The purpose of this letter is to respond to your question regarding whether Kentucky law 
permits tlie Public Service Conmission of tlie Conmonwealth of Kentucky (tlie "Commission") 
to approve the June 28, 2007 tariff filing of North Central Telephone Cooperative Corporation 
("North Central") without suspending the revised tariff. For tlie following reasons, we believe 
that Kentuclcy law perniits tlie Coinmission to do so. 

Suspension of tariffs is a permissive right - but not an obligation - of tlie Commission. 
KRS 278.190 ("Procedure when new schedule of rates filed - Suspension of new rate schedule - 
Burden of proof - Refunds") provides that " [w]henever any utility files with tlie conmission any 
schedule stating new rates, the coinmission may, upon its own motion, or upon complaint as 
provided in KRS 278.260, and upon reasonable notice, hold a hearing concerning tlie 
reasonableness of the new rates." KRS 278.190( 1) (emphasis added). "Pending such hearing 
and the decision thereon, and after notice to the utility, the conimission may, at any time before 
said schedule becomes effective, suspend the operation of said schedule and defer the use of such 
rate, charge, classification, or service.. . .I1 KRS 278.190(2) (emphasis added). Accordingly, tlie 
Commission is not obligated to suspend Nortl~ Central's June 28, 2007 tariff filing. 

Here, Nortli Central's tariff filing proposes only to iiiodify tlie existing rates for the 
existing basic residential and business service provided by the company. It is not a rate 
application, governed by 807 KAR 5:011 sec. 7. It is not a filing to furnish additional or revised 
equipment or service to a customer, governed by 807 KAR 5:Oll sec. 6(2)(c). It is not a filing 
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associated with nonrecurring charges, governed by 807 JSAR 5:011 sec. 10. Accordingly, we do 
not believe the simple cliaiige of a rate (provided the change is not sought in a rate application, as 
here) requires tlie submission of cost of seivice studies or other cost support data. 

Nevei-tlieless, in s~ipport of its June 2@" filing, North Central lias attached the following 
cost suppoi-t data. The attached Exhibit A contailis the fiiiancial stateinelit of North Central for 
tlie year elided Deceiriber 31, 2006. This exhibit, part of tlie conipaiiy's audited fiiiancial 
stateiiieiits, shows a loss of approximately $303,000 for that year. The attached Exhibit B 
contaiiis infoiinatioii regarding North Central's actual rate of retuiii in 2006 and projected rate of 
retuiii in 2007 (both with and without the requested rate revision). As the exliibit indicates, the 
company's coiisolidated rate of return iii 2006 was actually negative. Absent tlie additioiial 
reveiiues sought here, North Central will continue to suffer low retiiiiis, aiid even with the 
revisions proposed in its filing, tlie company projects to earn well below a reasonable rate of 
retuiii, in any event. The attached Exhibit C contailis a historical graph clearly illustratiiig that 
the company's revenues are stagnant while its expenses continue to grow year-upon-year. 

The attached Exhibit D sliows a coriiparisoii of Noi-th Central's proposed rates to tlie 
existing rates of other carriers in the region. As noted in its filing, North Central's proposed rates 
are comparable to, if not less than, rates already charged by similarly situated carriers. 

Talteii together (and iii light of tlie infonnatiori contained iii Noi-tli Central's cover letter 
to tlie Julie 28 filing), tliese exhibits derrionstrate that Noi-th Central's proposed rate revision is 
reasonable. It is reasonable in liglit of tlie rates of other cai-riers in the region. (See Exhibit D.) 
It is reasonable iii liglit of Noi-th Central's decreasing reveiiues and increasing expenses. (See 
Exhibits A, B, and C.) Finally, it is reasonable in light of the fact tliat Noi-th Central lias iiot 
increased its basic residential and business rates in nearly a quarter-century. (To this end, North 
Central notes that it has iiot, to date, received any inquiries or complaints fi-om tlie public or tlie 
Attoiiiey General's office regarding the proposed tariff revision.) Accordingly, Noi-tli Central 
respectfully requests tliat the Coirirnissioii exercise its statutory discretion @ to suspend tlie 
filed tariff revision. 

Thank you. 

Sincerely, 

DTNSMORE & SHOHL, L,L,P 

JES/mb t 

cc: Holly C. Wallace, Esq. (w/ encl.) 
Edward T. Depp, Esq. (w/ eiicl.) 
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EXHIBIT "A"' 



North Central 
Telephone 

Coopmitive, Cow. 
$ 

AS5ETS / 
CURRENT ASSETS 

Cssh - general $ 4052,332 
Cash - construction hndq 1.205.493 
Temporary cash investments 2,370.000 
Telecommunicdions 

accounts recdvable I ,03 1351 
Notes receivable - Current 0 

Other accounts tcocivabie ia(i.392 
Advance to related m p n y  0 
Materials and seppliw 267+,R$7 
Other current assem ltX719 

TOTAL CURRENT ASSETS L 9,147, I24 

NONCURRENT ASSETS " 

Investment in sibsidiary $ 20,821,391 
lnvefimrents 565.376 

Noki receivable 
Goodwill - net 

Nonregulated investments 1.53 1.258 

TOTAL NONCURRENT ASSETS $ 22,918,025 i 

PROPERTY. PLANT AND EOWMRJT 
Telecommunications plant in Rervice $ 79,R56,576 
Telecammunicrttioru: plant 

under construction 13372,093 

$ 93,228,669 
TASS accurnulated depreciation 46.660.81 2 

AND EQUIPMENT $ 46,567,857 
TOTAL PROPERTY, PLANT 

CONSOLIBATRJG 

NORTH C E m L  TELEPHONE 

December 3 1. 

i 

fi; 78,633,006 
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BALANCE SHEETS 

COOPERATlVE CORPORATION AND SIJBSIC)IARY 

2006 

North Central 
Telephone 

Coapemtiw, Gorp: 
\ 

I,iABXLI!I@ 
CURRENT LIABILITIES 

Accounts payable 
Advance billings and payments 
Advance to related company 
Cu!!tomer deposits 
Current maturities on bng-icnn 

Accrued taxes 
Accnrcd interest 
Achued rent 
Amrued salaries and wages 

debt 

- -  
S, L,X28,903 

120,242 
1,256,958 

447,803 

2,8 f 4,472 
473,620 
104,540 
465,127 
206,577 

Accrued vacation and aick 
leave benefits 2,028305 

Other c m t  liabilities 338.366 

TOTAL CURRENT LIABILITZES $ 10,014,913 

Rural Utilities Senrice 26,673,460 
Ofher long-term debt 

OTHER LrABILITI~ 
Postretirement bcncfir~ other than pension 

LONG-TERM DEBT 

a I 
f ,217,242 

Deferred taxes - net , i t  j 

TOTAL LlABILITIES 5; 37.975.615 

MEMBERS' EOWIW 
rupitel stook 
Patronage capital 
Relaincd earnings 

% 0 
40,657391 

0 . . .  

TOTAL MEMBERS' EQUITY .% 4Q.657.391 

I 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAG_E CAPTTAL ".. - 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDTMY 

Year ended December 3 1.2006 

Nanfi Central 
Telephone 

~ ~ Cooperative, corp, 
\ 

Operating revenues: '8 
Lacal network services revenue S 4,346,782 
Network ~cccss servicc revenue 6,165,199 
Long distance network fitnriE 

revenue 3,550,205 
Mificellancous revenue 2,29!J.I30 
Less: Uncollectible revenue ( I 10,567) 

TOTAL OPEXATING REVEWES S 16,250,749 

Operating expcnw: 
Plaut specific operations expense 5; 3,592,504 
Plant nonspecific operatione 
aP- 2,236,698 

Provision for dcpmiation 5339.42 I 
Customer bpamtianR expense 2353,832 
Corporate operations expense 2,718,772 
Operating taxes 402,808 

TOTAL OPERATING EXPENSES $ 16554.035 

OPERATING INCOME (LOSS) $ (303.2861 
I 



EXHIBIT "B" 



North Central Telephone Cooperative (consolidated) 
Rate of Returri Calcrilation 

Exhibit IB 

Telephone Plant in Service 
Plant Under Construction 
All Other Investment 

L S S  

Accumulated Amortization 
Accumulated Depreciation 
Accumulated Deferred Inc. Tax 

Net Investment (rate base) 

Capital Structure 
Equity 
Debt 
Cost of debt 
Cost of equity 
Calculated RQR 

Return (ROR applied to rate base) 

Operating expenses net oper taxes 
Operating taxes 
Less Other income 
Additional Allowed Revenues 

Toal Allowed Revenues 

Actual I Projected Revenues 

Shortfall 

Calculated ROR 

Additional Revenue Requested 

Projected Revenues 

2007 Proiected 2006 Actual 2007 Projected Notes 
$ 82,576,435 $ 79,856,576 May results 
$ 11,857,986 $ 13,372,093 May results 
$ 2,038,706 $ 2,038,706 2006 Results 
$ 96,473,127 $ 95,267,375 

$ - $  
$ 47,817,055 $ 46,660,812 May results 
$ $ 
$ 47,817,055 $ 46,660,812 

$ 48,656,071 $ 48,606,563 

53.30% 49.96% May results 
46.70% 50.04% May results 
4.90% 4.90% Estimate 

12.50% 12.50% Historic 
8.95% 8.70% 

$ 4,355,016 $ 4,227,173 

$ 15,101,558 $ 16,151,227 May results, annualized 
$ 514,103 $ 402,808 Mayresults, annualized 
$ 171,075 $ 6.763 May results, annualized 
$ 15,444,585 $ 16,547,272 

S 19,799,601 $ 20,774,445 

$ 16,800,000 $ 16,250,749 Reflects non-basic rate increase in 

$ 2,999,601 $ 4,523,696 
January 

2.79% -0.61% 

$ 857,000 

$ 17,657,000 $ 16,250,749 

Net Rate of Return 4.55% -0.61% 
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EXHIBIT "D"' 
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