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IV 
JUN 26'2007 

PUBLIC SERVICE 
COMMISSION 

June 25,2007 

Public Scrvice Coinmjssion 
ATTN: Ms. Beth CB'Do~iixlI, Executive Director 
21 1 Sower Boirlcvard 
P.O. Box 615 
Frankfort, Kentucky 4060 1 

Re: Casc 'No. 2006-00403 

Dear Ms, O'Donnell: 

Encloscd is an originali Exccption aid ten (10) copies for filing in thc 
above referenccd case. I have also cnclosed an extra copy for you to stanip 
file and retu1-n to this olfice in the self addressed stampcd envelope. 

'I'liank you for your coapcration in this matter. Plcasc do iiot licsitate 
to contact mc should you have any questions, and thank you for your kind 
and prompt attention. 

S iacerel y , 

HW/lmh 

Enc losu rcs 

Cc: City of Fallmouth 
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In the Matter of:. 

PROPOSED ADJUSTEa/f).iNT OF THE ) 

RATES OF THE CITY OF FAEMQUTH) 
WHOJ,ESAT,E WATER SERVJCE ) CASE NO. 2006-00403 

EXCEPTIONS 

Comes now the City OF f:aimoutli, by counsel, and notes for thc record its 

Exceptions to the Staff Report in City of Fulinouth Case, PSC No. 2006-00403! us 

set forth in the Commission's Order of May 11, 2007. 

The City of FaIi.rtowrh denies that  thc PSC has subjeot inctltcr jurisdiction 

over thc contract between the City of Falinouth and the Pendleton County Watcr 

District, based on thhe fact that thc Pencilelon County Water District has aiiothcr 

source of supply, has relied upon ~ I I C ,  and thc parties are not in tl "Inonopoly- 

dependenl" relationship. See PSC Caso No. ZN4-003 18. 'I'hc fkding of the 

Kentucky Suyreiwc Court in thhe seminal case of Sinipsotz County Wuler Disrrics v. 

Civ uf Fraizklirz, 872 S.W.2d 460 (My., 19941, (from a dccply dividcd Cour-tj, 

indicates that the rationule bcliind llie dccision was the iiecessary regulation of a 

supplicr, when the entity being supplied was clearly and stalutorily regulatcd by 

the Public Seivice Comniission, and the fact that B monopolly existcd leaving the 

supplied utility with 110 other ~ V ~ P I U C  o€ supply. 

http://ADJUSTEa/f).iNT
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‘ h e  essential ratioiialc for any price regulation of economic activity in a 

frec market society i s  monopoly. 

hddjtionully, it should bc pointed out that the Kentucky Gcneral Asseinbly 

has takcn no action on Uie statutory scheme involving the regulation or  municipals 

since t1x decision o f  the Kcntuclcy Sirprcme Court in 1994, nor has there bcen a 

single Kentucky Adrninistroti~ie Reguhtioii proposcd by the Public Service 

Commission addressing i n  any way the differenccs betwecn the provision of retail 

and wholesale water service by a Kentucky Municipality alid those utilities which 

provide services, ejtlicr on n non-profit or a profit making basis. 

The same rcgdutory scheiiic and approach to thc regulation of profit 

making monopolies should iiot necessarily ~exteiid to KentucIcy’s cities, without 

taking into account the nature and operation of local govenimcnt in thc 

Commonwealth, and the rcasons cities have taken it upon themselves, over time, 

to providc essential urban services such as potable water. Without a source of 

supply, most of which arc municipalities, Kentucky’s Watcr Dish-icls and Watcr 

Associations would not exifit, and the pcople o f  rural Kentucky would be without 

affordable potable water. 

For the foregoing reasons, the City of Falmoiith urges that this Commission 

is without subject inattcr jurisdiction over i ts  rates with the Pendlcton Couiity 

Water District. 
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STAFF STUDY 

It is thc undcrslaixhg of the City or Falniouth that thc rates that were 

applied for by thc City in August of 200G becainc effective as a matter of law on 

June 23, 2007, bascci on the provisions of KRS 278.190. It also appears from the 

record that the Staff Study in qttcstion was nevcr finalized. by the Public Servicc 

Coniniission in rcachiiig any dccisioii regarding t h s e  rates, and that the Study, as 

such, is not only jrrclevunt to this case: but to m y  fuiwc proceeding before this 

body or iii any Court of competent jurisdiction. 

The City of Falniouth objccts to any we of the Staff Study as outlined 

ab ovc I 

SPEC% PIC EXCEPTIONS 

The Slaff reduccd from seven(een (17) to fourteen (14) the number of 

employees to be considered in thc budgel for the cost of service sludy. 

Additionally, thc numbcr of “cmployee cquivaleiz~s” was thus reduccd, also 

objected to. 

Certain pro .formu chcmicul expenses wcrc adjusted by the Staff, and thc 

City of Palmouth objects to the adjustments, 

%n examining costs a1llowxbIe for depreciatkm the Staff relied upon an 

imicfustry standard for dcpreciation of equipment, including metcrs, deciding that 

Falmouth’s deprcciaijon schedulc of 8.5 ycars was disallowed. It is respcctfully 

submitted that reliance Lipon an iiadustry standard, without resort to the actual 

testing or other inetliods utilized to cstttblish lifc expectancy of cquipiiiont, 
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including mcters, is arbitrary a i d  cupricious, aid that proof' should be heard on thc 

issue of deprcciation of eyr~ipmerit, as same adjusted thc fixtors going into thc 

Staff Study's cost of service, and use of such depreciation schedules is objected to 

by the City of Falniauth. 

Respectfully submitted, 

Paris, Kentucky 40361 
Tel 
Fw: 859-987-6529 

h one 8 5 9- 9 87-6 5 2 5 

Counsel for thc City of Fsllinouth 

1 hercby certify khat a true and correct copy of the foregoing Exccptions 
was served upon the Coinmonweulth of Kentucky Public Service Commission by 
f'xsirnile iiicssagc at 502-564-3460, attentjon J.R. Coff, Esq., and by first class 
mail at 211 Sower Building, P.O. Box 615, Frankfort, Kentucky 40602-0615, 
upon William 'I'. Jones, Manager, Pendlcton County Water Disiiict, by mailing 
him a copy at F.O. Box 232, Falmouth, Kentucky 41040, mid upon Wayne 
Loiiakcr, Manager, East Pendlcton County Water District, by mailing him at copy 
at 600 Woodsoii Road, P.O. l3ox 29, Falmouth, Kcntiicky 41040, all on this the 
251h day of June, 2007. 
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