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OVERVIEW 

Water Service Corporation of Kentucky is a for-profit water utility 

providing water service to approximately 8,000 customers in the communities of 

Middlesboro and Clinton, Kentucky. WSCK's application for a rate adjustment 

seeks to increase its rates by approximately 50%, a remarkably significant 

increase that, as this Commission is well-aware by virtue of the public hearings 

held in both communities, stands to adversely impact many WSCK customers. 

WSCK has a statutory right to seek an increase in rates, and it enjoys a 

constitutional prohibition against the confiscation of its property. The foregoing, 

however, does not suggest that WSCKs request for an increase is presumed 

correct. The burden to establish the reasonableness for the change in rates is 

upon Water Service Corporation of Kentucky. KRS 278.190(3). 

The burden af proof for the necessity of any change in the approved rates 

rests entirely with the Applicant; it is not necessary that the Commission or 

anyone else prove that the proposed change is inappropriate. See In the Matter of: 

Notice of Adjustment of #he Rates of Kentucky-American Water Company, Case No. 

8836, Order, 20 December 1983, page 9; also see Energy Regulatory Commission v. 

Kentucky Power, 605 S.W.2d 46, 50 (Ky.App. 1980) (fact that applicant's evidence 

is uncontroverted, or otherwise not rebutted, unexplained, or not impeached is 

unremarkable). WSCK has not justified its request for the change in rates. 
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WATER SERVICE CORPORATION OF KENTUCKY OVERSTATES ITS EXPENSES. 

Expenses, even those having a minimal effect on operating income, must 

be borne by investors unless such expenses are proven beneficial to ratepayers in 

furnishing utility service. In the Matter of Kentucky-American Water Company, Case 

No. 9842, Order, 18 July 1986, page 22; also see In the Matter of Columbia Gas of 

Kentucky, Inc., Case No. 10498, Order, 6 October 1989 (page 30). The mere 

inclusion af an expense amount in an application creates no presumption of 

benefit. KRS 278.190(3); Energy Regulato y Commission v. Kentucky Power. 

1. WSCK fails to demonstrate the reasonableness of the cost 
allocation for Project Phoenix. 

Central to understanding the Project Phoenix cost allocation is the fact that 

the focus of Project Phoenix was the needs of Utilities, Inc., including its non- 

regulated operations (TE 08/19/09,10:56:20 - 10:57:08; WSCK Response to OAG 1 

- 75). There is no evidence that any effort was made to examine the potential 

benefits of Project Phoenix as applied to Water Service Corporation of Kentucky 

(TE 08/19/09, 10:59:15 - 10359324; WSCK Responses to OAG 1 - 22 to 1 - 28). 

There is simply no evidence that Project Phoenix, as applied to WSCK, is cost- 

effective. 

Indeed, while WSCK compares fees being increased through this rate 

application with charges by other water utilities (TE 08/19/09,10:59:26 - 10:59:47), 

WSCK does not present any evidence that it compared its portion of the Project 
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Phoenix costs with comparable computer costs and billing costs of other 

Kentucky utilities (TE 08/19/09, 10:49:47 - 11:00:02). For the key question of 

whether a system of the same size as Water Service Corporation of Kentucky 

needs an information technology package of this cost, the focus was upon 

Utilities, Inc., overall rather than WSCK (TE 08/19/09, 11:05:13 - 11:05:45; WSCK 

Response to OAG 1 - 74). WSCK concedes that a small system may not need IT 

infrastructure of this size (?'E 08/19/09,11:05:35; ll:06:00 - ll:06:10). 

WSCK fails to carry its burden of proof that the allocation of costs of 

Project Phoenix are reasonable and should be allowed for rate recovery. 

Accordingly, the Commission should exclude these costs from rates. 

2. Water Service Corporation of Kentucky's agreement Water 
Service Corporation is per se unreasonable because it does 
not grant WSCK any authority to contest the reasonableness 
of any allocation of expenditures made by Water Service 
Corporation. Indirect allocations made under this 
agreement are unreliable for determining WSCKs legitimate 
share of reasonable expenses and should be excluded. 

Water Service Corporation of Kentucky's agreement with its Utilities, Inc., 

affiliate, Water Service Corporation does not vest WSCK with any authority to 

contest the reasonableness of any allocation of expenditures made by Water 

Service Corporation (TIE: 08/19/09, 01:52:50 - 01:53:17). The Attorney General 

submits that this arrangement is not an "arms-length" arrangement. In fact, the 

arrangement, through which WSC can spend and allocate at will, is per se 
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unreasonable. The indirect allocations made under this agreement are unreliable 

for determining WSCK's legitimate share of reasonable expenses for setting rates. 

The record is replete with examples of Water Service Corporation 

spending that either has no connection with providing reasonable water service 

or is excessive. For example, with regard to the WSCK materials provided in 

response to OAG 1 - 50: 

> An Expense Report Form (Doc. 50130) reflects charges for drinks 
after a Leadership meeting as well as other charges for which there 
is no description of the business purpose of the expense (Appendix 
Item 1); and 

> An Expense Report Form (Doc. 64721) reflects a charge for an 
employee's last day lunch (Appendix Item 2). 

With regard to the WSCK materials provided in respanse to OAG 1 - 101: 

P An expense report form contains chares for ATG High Star visit to 
"UICN" (Appendix Item 3); 

P A Business Expense Report (Lisa Crossett, 3/38/07 to 6/13/07) 
reflects a Board of Directors meeting in Orlando, Florida (Appendix 
Item 4); 

P Business Expense Reports (L,arry Schumacher, 4/01/07 to 6/20/07) 
reflects before dinner drinks (Appendix Item 5) as well as a dinner 
in which Mr. Schumacher apparently paid for the meal of a 
person's spouse and a separate charge of $3,625 for 
"Dinner/appetizers for entire group BOD, HS" (Appendix Item 6); 

P The Business Expense Report for Mr. Schumacher for this period 
also includes a $2,500 charge for dues in an organization described 
as "YPO (Appendix Item 7); 
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9 The Business Expense Report (John Williams, 5/12/07 to 5/20/07) 
includes expenses for picking up multiple dinners for "other 
NARUC faculty and NAWC executives (Appendix Item 8); 

9 The Business Expense Report (Steven M. Lubertozzi, 7/08/07 to 
8/31/07) contains numerous charges for drinks and appetizers (and 
these are not modest charges) as well as lunches for which there is 
no indication of the purpose for the lunch (Appendix Item 9); and 

9 An expense report (Don Sudduth, dated 8/31/07) includes a $236.30 
charge for show tickets to Planet Hollywood as well as numerous 
other charges for which there is no description of the business 
purpose (Appendix Item 10). 

With regard to WSCKs material in response to Commission Staff's 1 May 

2009 request, Item 2: 

> A Business Expense Report (Larry Schumacher, 9/07/07 to 12/14/07) 
reflects a Board of Directors' meeting held in Las Vegas, Nevada (a 
meeting that lasted less than 3 hours (WSCK Response to OAG 1 - 
24) and a Board dinner costing $2,433.89 (Appendix Item 11); 

9 A Business Expense Report (Lisa Crossett, 09/12/07 to 10/18/07) 
reflects the purchase of two tickets to the Lyric Opera of Chicago 
("Ceasar") (Appendix Item 12); and 

> A Business Expense Report (Steven M. Lubertozzi, 9/01/07 to 
10/09/07) shows the purchase of tickets to see the Chicago Bears 
(Appendix Item 13). 

The foregoing are a few of the "highlights." There is an unmistakable 

pattern of excessive charges in tandem with a lack of documentation necessary to 

conclude that the expenses were reasonably related or beneficial to WSCKs 

provision of water service. 
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With regard to WSCKs response to OAG 1 - 49 (“Other Office 

Expenses”), there are charges relating to an NAWC (National Association of 

Water Companies) ”Fly-in” to Washington D.C. (Appendix Item 14), charges 

made during a trip to China (Appendix Item 15), and an $1,871.36 dinner before 

a business meeting in tandem with a $6.50 coffee after lunch (Appendix Item 16). 

One business expense report of particular note is that of Larry Schumacher 

(03/06/08 to 5/27/08) in which Mr. Schumacher, on 9 April 2008, required a pre- 

dinner snack and drink, dinner, and a post dinner dessert (Appendix Item 17). 

Clearly, some executives at Utilities, Inc., take their consumption of food very 

seriously as is punctuated by the provision of donuts to honor National Donut 

Day (Appendix Item 18). 

During the evidentiary hearing, a witness for WSCK discussed the value 

of water within the context of the WSCKs request for a significant increase in 

rates (TE 08/19/09,2:18:15 et seq.). The OAG does not question the sincerity of the 

discussion. What the Attorney General questions is whether Water Service 

Corporation of Kentucky (and Utilities, Inc.) understand that reasonableness and 

discretion are part-and-parcel of the concept of value. 

WSCK has the burden of proof, and there is no presumption of benefit or 

reasonableness. WSCK has the responsibility to use discretion in its 

expenditures. See, for example, In the Matter o$ Rate Adjustment of Western 
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Kentucky Gas Company, Case No. 90-013, Order, 13 September 1990 (pages 21 and 

22 - removal of costs for gifts of Rolex watches); In the Matter o$ Adjustment of 

Rates of Columbia Gas of Kentucky, Inc., Case No. 10498, Order, 6 October 1989 

(page 30 - removal of allocated costs for Ohio State football parking pass). 

The agreement between WSCK and WSC is an abuse of discretion, and the 

indirect allocation of costs with a pattern of unexplained and/or excessive costs is 

improper. The Attorney General asks that the Commission disallow all of the 

allocation of indirect costs from Water Service Corporation to Water Service 

Corporation of Kentucky. 

The Attorney General realizes that the request may, at first blush, seem 

harsh. The request is, however, consistent with the fact that WSCK has the 

burden of proof, and the agreement and the corresponding evidence are not 

sufficient to support the allocations as reasonable. While this is a statutory 

proceeding, the Attorney General will borrow, for the purpose of Comparison or 

illustration, from a doctrine of equity. ”As a general equitable proposition, 

where one of two innocent persons must suffer, the one whose negligence 

brought about the condition must bear the burden.” Ellison v. Ellison’s Adm’r, 198 

Ky. 444, 182 S.W.2d 964 (1944). The Kentucky ratepayers may only be called 

upon to pay those costs proven beneficial in providing utility service. If there is 
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a problem resulting from the lack of evidence, it is a problem for Utilities, Inc., to 

bear. Compare KRS 278.190(3) and the foregoing Orders with Ellison. 

The Attorney General also wishes to point out that the Commission 

should remove all spending associated with the National Association of Water 

Companies (NAWC). NAWC is an advocacy organization with a focus upon 

governmental affairs and legislative activities. (See selected portions of the 

NAWC Form 990, attached as Appendix Item 19). Accordingly, the NAWC dues 

and the costs associated with NAWC activities should be eliminated from rates. 

In response to WSCK’s reliance upon a study prepared by a WSCK 

witness in a Virginia proceeding, the Attorney General notes the following. First, 

the study does not review the 19 December 2007 agreement. It is a review of a 

service agreement between Water Service Corporation and Massanutten dated 20 

July 2005. (WSCK Response to OAG 1 - 61, Baryenburch report, Page 5). Hence, 

there is no demonstration that it is a study of the same agreement. 

Second, and more importantly, the Virginia State Corporation 

Cornmission’s Order Granting Approval, submitted by WSCK in response to 

hearing data requests, does not shift the burden of proof away from Massanuten 

Public Service Corporation (MPSC) with regard to the reasonableness of 

expenses allocated under the approved methodology (MPSC Order, pages 3 and 

4). Additionally, Kentucky is not bound by the rate-making treatment of other 

jurisdictions. Thus, in terms of the study based upon a prior agreement and the 
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Virginia Corporation Commission’s assessment of the new allocation 

methodology, there is nothing associated with the MPSC Order to suggest a 

presumption of reasonableness in the actual indirect costs allocated. The Order 

simply conveys that other Coinmissions found the allocation percentages, 

themselves, acceptable. 

In terms of borrowing from other jurisdictions, it is worthwhile to 

examine the management audit produced by WSCK in Iiesponse to OAG 1 - 33. 

First, the report notes that Utilities, Inc., has a strategic plan; however, it declined 

to provide a copy of the plan to the auditors upon the latter’s request ( Id .  

Schumaker & Company Audit, Page 14, Finding 11-4 - ”The IJtilities, Tnc. 

strategic planning process is inadequate.”). Additionally, the Schumaker & 

Company Audit does point out that ratepayer protections against executive 

Compensations levels that are too high are missing ( Audit, Page 86, Finding IV- 

5); compare with WSCK Response to 3 April 2009, Item 15 (There is no wage, 

compensation, and employee benefit studies for Water Service.). Therefore, even 

under the assumption that the formula for allocating costs is acceptable, it does 

not follow that the remainder of the agreement is reasonable or that the planning 

or costs of Utilities, Inc., is appropriate. 

3. OTHER ITEMS: 

The Commission should reject WSCK’s application’s use of the Consumer 

Price Index. It is contrary to Kentucky’s regulatory scheme and Commission 
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methodology. WSCK does not offer any compelling basis or justification to make 

adjustments to the test year result on the Consumer Price Index. 

The Attorney General does not suggest that the Commission deny the 

request for a change in rates in its entirety. In order to have the opportunity to 

provide reasonable service, WSCK requires reasonable rates. When asked for a 

general description of the drivers for this rate increase, WSCK noted that capital 

improvements, increases in expenses for power, chemicals, and fuel were 

significant factors (TE 08/19/09,2:17:20 et seq.). 

To this extent, capital improvements in plant, exclusive of the cost 

allocation for Project Phoenix, added during the test year and any corresponding 

additions falling within the scope of legitimate known and measurable changes 

should be recognized. Further, power, chemicals, and fuel expense categories 

contained in the test year (and, again, adjusted for legitimate known and 

measurable changes) merit recognition; however, each of these categories should 

be normalized by reference to a multi-year average to smooth out any anomalies 

in the test year. Wage increases associated with employees of Water Service 

Corporation of Kentucky are appropriate for consideration as well. The Attorney 

General also notes that allocations regarding insurance are not contested. 

WSCK indicates that the Hughes Consulting Accounting Study (WSCK 

Response to OAG 1 -- 59) relates to sewer operations. Candidly, the OAG is 
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unable to discern whether the cost for the accounting study has been removed 

(WSCK Response to OAG, 1 - 4). If it has not, then it should be. 

The Attorney General adds that his foregoing adjustments are primary 

adjustments. Secondary adjustments to items such as depreciation and taxes are, 

except where noted, assumed. Discussion of the various expense items is not, of 

itself, a concession that the items were assigned to the proper account. Further, 

in instances in which the Attorney General does not offer comment, the lack of 

comment on an issue does not constitute an acceptance or ratification of that 

aspect of the WSCK application. 

WATER SERVICE CORPORATION OF KENTUCKY’S COST OF EQUITY EVIDENCE IS 
UNRELIABLE; THE COMMISSION SHOULD APPLY THE OPERATING RATIO 
METHODOLOGY. 

The Attorney General does not contest the qualifications of Water Service 

Corporation of Kentucky’s cost of equity expert, Ms. Pauline Ahern. She is, 

clearly, by her education and experience a person capable of providing expert 

testimony on the cost of equity. That she is an expert, however, is not at issue. 

The issue is whether her testimony is sufficiently reliable to establish a cost of 

equity for WSCK. It is not. 

The first thing to point out is that this rate proceeding is for determining 

the cost of equity for WSCK rather than a proceeding for a generalized inquiry 

into the water, wastewater, and gas company industries. WSCKs witness is 
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incorrect in her understanding of whether jurisdictional utilities are allowed to 

weather-normalize sales (TE 08/19/09, 10:17:35). They can. See In the Matter of: 

Application of Kentucky-American Water Company to Increase Its Rates, Case No. 95- 

554, Order, 11 September 1996. The witness is incorrect in her understanding of 

whether jurisdictional utilities can utilize forward-looking test periods ( TE 

08/19/09, 10:17:43). Again, they can. KRS 278.192. Thus, in terms of a 

fundamental understanding of the Kentucky regulatory framework applicable to 

water utilities, the evidence provided by WSCK simply does not manifest one. 

As importantly, WSCK‘s cost of equity analysis does not: identify the risks 

associated with WSCK. The testimony is an overly generalized assessment of the 

utility industry. In fact, in several instances, the witness concedes that her 

comments are merely general comments such as the discussion regarding 

possible increased levels of spending. Ms. Ahern concedes that her statements 

”are general statements applicable to the water industry in general and are not 

intended to be specific to Water Service Company [sic] of Kentucky or the 

Kentucky Public Service Commission’’ (WSCK to PSC 1 May 2009 DR, Item 22). 

The same is true for her assessment of security risks (WSCK to PSC 1 May 2009 

DR, Item 23). 

Both the responses to data requests and the testimony during the 

evidentiary hearing show that there has been no actual reconciliation between 

the risks of the entities chosen for study and WSCK. Further, on the core issues 
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of WSCKs source of supply for water sales, water sales, and customer mix, the 

risk analysis is lacking. WSCK’s evidence regarding its cost of equity is 

insufficient and thus unreliable. 

WSCK, given its size, could have and should have utilized the operating 

ratio methodology. Water Service Corporation of Kentucky declined to utilize 

the operating ratio because ”the Company decided to file the current case based 

upon rate base/ rate of return regulation consistent wi th  filings made in other 

states in which subsidiaries of Utilities, Inc. operate and consistent with the 

Company’s filing in Case No. 2005-00325, its last rate proceeding” (WSCK 

Response to PSC 1 May 2009, Item 19, emphasis added). 

This is in contrast to WSCKs position that ”it is not practicable for a water 

system the size of WSCK to prepare a cost-of-service study every few years 

assess increased cost to its water operations” (WSCK Response to PSC 1 May 

2009 DR, Item 4). The use of the operating ratio meets the ”widely accepted’’ 

criteria describe by WSCK in Item 4. Consequently, the Attorney General 

submits that was not practicable for WSCK to select the route it chose in seeking 

to establish its return on equity. 

The Commission should apply the operating ratio methodology in lieu of 

the undependable evidence relating to WSCKs cost of equity. It is a standard 

methodology, and it fairly establishes the equity target for which WSCK has an 

opportunity to earn on its investment. 
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Finally, the Attorney General respectfully submits that the cost of equity 

testimony, while in some manner interesting, does not have a sufficient nexus 

with Water Service Corporation of Kentucky’s cost of equity to support the 

inclusion of its costs into rate recovery. The Attorney General asks that these 

costs be removed from rate case expense and the amortization for rate case 

expense reduced accordingly. 

In the future, should WSCK seek to submit cost of equity testimony, then 

it should be prepared to demonstrate that the cost of the activity is reasonable in 

comparison to the benefit. The rate case expense amount of $145,604 (WSCK 

Responses to Hearing Data Requests, Item l), is staggering relative to the 

customer base of less than 8,000 customers. If WSCK seeks cost recovery of 

reasonable rate case expenses, it should be prepared to demonstrate why the 

costs of submitting cost of equity testimony are more appropriate than the use of 

the operating ratio. 
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CONCLUSION 

Water Service Corporation of Kentucky requires reasonable rates in order 

to provide reasonable service. To this end, the Attorney General has no qualms 

in conveying that WSCK should be permitted the opportunity to obtain 

reasonable rates. This application has provided WSCK with that opportunity, 

and it fails to meet its burden for the rate increase that it seeks. In some instances 

the failure relates to the inability to provide credible evidence to support the 

application. In other instances, the failure relates to a fundamental problem with 

Utilities, Inc.’s approach and lack of compunction in passing along excessive 

costs. The Attorney General asks that the Commission deny the application in a 

manner consistent with the positions outlined in his Brief. 
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DATA AND FINANCIAL SUMMARY REPORTS, COPIES OF REGULATORY 
SOURCEBOOKS PROVIDED TO 500 MEMBERS AND INTERESTED PARTIES. 

- 
(Grants and allocations $ ) If this amount includes foreign grants, check here b 

c GOVERNMENT AFFAIRS ACTIVITIES PROVIDE LEGISLATIVE LIASION, 
MONITOR IMPORTANT LEGISLATION AND REPORT TO MEMBER 
COMPANIES, PROVIDE TECHNICAL EXPERTISE AT HEARINGS AND TO 
REGULATORY AGENCIES. 

(Grants and allocations $ ) If this amount includes foreign grants, check here b 

INTEREST TO MEMBER COMPANIES FROM STATE REGULATORY AGENCIES. 
PROVIDE REGULAR UPDATES OF REGULATORY DECISIONS IN EACH 
STATE TO 150 MEMBER COMPANIES. 

dREGULATORY AFFAIRS PROVIDE LIAISON AND INFORMATION OF 

(Grants and allocations $ ) I- amount includes foreign grants, check here b 

(Grants and allocations $ ) If this amount includes foreign grants, check here b 
e Other program services (attach sche&le) 

f Total of Program Service Expenses (should equal line 44, column (B), Program services) b 
Form 990 (2007) 
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NATIONAL ASSOCIATION OF WATER COMPANIES 52-1132365 

~ 

FORM 990 STATEMENT OF ORGANIZATION'S PRIMARY EXEMPT PURPOSE STATEMENT 6 
PART I11 

EXPLANATION 

THE PRINCIPAL PURPOSE OF THE NATIONAL ASSOCIATION OF WATER COMPANIES IS TO 

PROMOTING, PRESERVING AND PROTECTING ITS MEMBER COMPANIES. THE ASSOCIATION 
AFFORDS MEMBER COMPANIES A WAY TO COMBINE COMMON INTERESTS TO IMPROVE 

ARE BEYOND THE MEANS OF ANY SINGLE COMPANY TO FURNISH. 

STRENGTHEN AMERICA'S INVESTOR-OWNED DRINKING WATER SUPPLY INDUSTRY BY 

BROAD-BASED RESPONSES TO NATIONAL AND STATE PUBLIC INTEREST QUESTIONS THAT 

FORM 990 DEPRECIATION OF ASSETS NOT HELD FOR INVESTMENT STATEMENT 7 

DESCRIPTION 

FURNITURE AND EQUIPMENT 
ACCUMULATED DEPRECIATION 

COST OR ACCUMULATED 
OTHER BASIS DEPRECIATION BOOK VALUE 

470,952. 0. 470 , 952. 
0. 102,826. -102,826. 

TOTAL TO FORM 990, PART IV, LN 57 ' 470,952. 102,826. 368 , 126. 

FORM 990 OTHER LIABILITIES STATEMENT 8 

DESCRIPTION 

DEFERRED COMPENSATION & ACCRUED POST 
RETIREMENT BENEFIT COST 
DEFERRED LEASEHOLD IMPROVEMENTS 

TOTAL TO FORM 990, PART IV, LINE 65 

BEGINNING 
OF YEAR END OF YEAR 

758 , 412. 771,020. 
0. 107,084. 

758,412. 878 , 104. 

13 STATEMENT(S1 6, 7, 8 
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