CAske No. 2019-00080
CITY OF PIKEVILLE WHOLESALE WATER SERVICE RATES
RESPONSES TO MOUNTAIN WATER DISTRICT’S INITIAL DATA REQUESTS

1. Provide a list of all regulatory cases, in any state, for which the principal rate
analyst has submitted testimony, verbally or written, and provide a copy of such testimony with
the name of the regulatory authority, represented utility, case or docket number, and date of

testimony.

Response: Mr. Petty has not provided testimony in prior regulatory cases. No

regulatory authority has challenged any of Mr. Petty’s rate studies and cost of service projects.

WITNESSES: Samuel Petty



CAske No. 2019-00080
CITY OF PIKEVILLE WHOLESALE WATER SERVICE RATES
RESPONSES TO MOUNTAIN WATER DISTRICT’S INITIAL DATA REQUESTS

2. The contract between Rate Studies and Pikeville requires a cost of service study
(COSS) based on Kentucky PSC methodology. How does the COSS prepared by Rate Studies in
this case conform to that requirement? Provide reference to any KY PSC order recognizing this

methodology as acceptable.

Response: Debt service coverage methodology has been utilized and approved in
numerous cases before the Public Service Commission. See, e.g., Bath County Water Dist., Case
No. 2012-00537 (Staff Report Feb. 15, 2013). Likewise, Mr. Petty’s COSS presents a
reasonable approach for distributing the revenue requirement based on available data. Mr. Petty

uses generally acceptable principles for distributing the revenue requirement in the industry.

WITNESSES:
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RESPONSES TO MOUNTAIN WATER DISTRICT’S INITIAL DATA REQUESTS

3. Considering Pikeville only has one water treatment plant and operates only one
transmission/distribution system, why is there different accounting for inside city versus outside

city operations?

Explain the in/outside city accounting reference in the COSS and explain why MWD is

included in in-city customers.

Explain why Pikeville does not have a wholesale rate.

Response: On information and belief, Pikeville wanted separate inside city and
outside city rates. In order to determine appropriate rates, Pikeville tracked expenses and
revenues separately. Based on the City’s records that date back to 2003, MWD has always been
included in the same accounting fund. Pikeville has wholesale rates for MWD and Southern

Water and Sewer District.

WITNESSES: Tonya Taylor; Samuel Petty
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CITY OF PIKEVILLE WHOLESALE WATER SERVICE RATES
RESPONSES TO MOUNTAIN WATER DISTRICT’S INITIAL DATA REQUESTS

4. What is the cost to produce 1000 gallons of water at Pikeville's water treatment

plant, that is, water production only, not distribution or transmission costs.

Response: As shown on Figure 9 located on page 10 of the cost-of-service study, the

cost for water production is $0.80 per 1,000 gallons.

WITNESSES: Samuel Petty
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CITY OF PIKEVILLE WHOLESALE WATER SERVICE RATES
RESPONSES TO MOUNTAIN WATER DISTRICT’S INITIAL DATA REQUESTS

5. Provide total FY 2017 average daily water sold to all customers, retail customers

(inside city separate from outside city) and to each wholesale customer, separately.

Response:

Gallons
Inside City Average Daily Consumption 771,705
Outside City Avg Daily Consumption 198,830
Mountain Water Avg Daily Consumption 1,268,926
Southern Water Avg Daily Consumption 427,348

WITNESSES: Tonya Taylor
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6. Does the City have any agreements with any entity to supply water at a rate below
the published rates? If so, provide the name of the customer and the date of the most recent

agreement or contract.

Response: No.

WITNESSES: Tonya Taylor
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7. Provide the test year (Fiscal Year 2017) water usage for the top 25 customers (as

volume purchased) and the names of each customer and associated test year revenue.

Response: Please see the chart below.

Customer Name Gallons Purchased Amount Billed
1 Pike Co Correction Authority 23681100 $46,322.49
2 Pikeville Medical Center 21060000 $41,342.40
3 Pikeville Methodist-Hospital 16691000 $33,041.30
4 PMC- Parking Garage 8707600 $17,469.76
5 Pikeville College 5043100 $10,791.38
6 University of Pikeville 3663400 $9,141.20
7 Pikeville College New Dorm 2902600 $7,416.95
8 Pikeville Scholar House 2612000 $6,291.20
9 Housing Authority of Pikeville 2411100 $5,736.88
10 Signature Healthcare 2365500 $5,822.85
11 Super WalMart 2109000 $5,329.65
12 Landmark Properties 1988400 $5,355.83
13 Gatti's of Pikeville 1902200 $4,942.58
14 Texas Roadhouse 1827400 $5,048.98
15 City of Pikeville 1774700 $4,700.33
16 Uniplex Building 1709700 $4,272.73
17 BMA of Pike County 1592700 $4,354.53
18 Pikeville College 1572600 $4,299.57
19 Pikeville College 1558400 $4,289.36
20 City of Pikeville- Pool 1534300 $3,460
21 Pikeville College 1405300 $3,998.28
22 K-VAT Food Stores 1373000 $4,119.50
23 Holiday Inn Express 1372700 $4,478.03
24 Hampton Inn 1354000 $3,901
25 City of Pikeville- Sewage Plant 1280300 $3,092.94

WITNESSES: Tonya Taylor



CAske No. 2019-00080
CITY OF PIKEVILLE WHOLESALE WATER SERVICE RATES
RESPONSES TO MOUNTAIN WATER DISTRICT’S INITIAL DATA REQUESTS

8. Provide the total gallons sold through water loading stations or any other specials

sales (eg., filling of pools, non-routine washdowns, etc.)

Response: Pikeville does not have different rates for “special sales.” In response to
Item 18 of Commission Staff’s second request for information, Pikeville identified $190 for

hydrant revenues. There was approximately 38,100 gallons for that revenue.

WITNESSES: Tonya Taylor
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9. Confirm the actual master meter readings from which Pikeville charged water

rates and fees during Fiscal Year 2017.

Response: See attached

WITNESSES: Tonya Taylor
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UMG Meter Readings
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22.  Provide operational records to justify the percentage of costs allocated for service

calls.

Response: The information requested is not relevant because no costs for service

calls were allocated to MWD.

WITNESSES: Samuel Petty
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23.  Provide meter inventory by size and by type of all customers, direct and
wholesale, city and outside city. Include all meters in operation except those used in production

at the water treatment plant.

Response: Pikeville’s billing system does not track meters by inventory, size, and
classification of customer. The following chart identifies the water meters serving MWD and the

remainder in Pikeville’s system.

MW Pikeville
Res Meter Total Equiv. Res Meter Total Equiv.
Meter Size Number Equiv. Ratio Resdential Meter Size Number Equiv. Ratic Resdentia
5/8" 5/8" 3,024 3,024
1 1 150 2 300
2 3 8 24 2 121 8 %68
4 4 25 100 4 1" 2 275
6 1 65 65 6 2 65 130
g 1 40 40 8 0 140 g

328 4,657

Percent MWD 7.0%

WITNESSES: Tonya Taylor; Grondall Potter; Samuel Petty
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24.  Provide the number of hydrants within the Pikeville water system.

Response: 560 fire hydrants

WITNESSES: Philip Elswick
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25.  Provide the hydrant flow test records for the test year.

Response: Please see attached report.

WITNESSES: Philip Elswick
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Hydrant Flow Test Records












Itern 621 — Gredit for Hydrants (3 points)

The second item reviewed is ltem 621 “Credit for Hydrants (CH)". This item reviews the
number of fire hydrants of each type compared with the total number of hydrants.

There are a total of 401 hydrants in the graded area.

Number of
Hydrants

400

The thlrd item rewewed is Item 630 "Credrt fcr Inspection and Flew Testing (CIT)". This item

reviews the fire hydrant inspection frequency, and the completeness of the inspections.

Inspection of hydrants should be in accordance with AWWA M-17, Instaflation, Field Testing -
and Mamtenance of Fire Hydrants.

Hiensy bHinspeclion (Fl)= Average interval between the 3 most recent inspections.
Frequjoncy _ ~__Polnts

1 year 30
2 years 20
3 years 10
4 years 5
5 years or more No Credlit

Mote: The points for inspaction frequency are reducsd by 10 paints if the inspections are incomplete or
do not Inchule a flushing program. An additional reduction of 10 points are mace if hydrants are not
subjected to full system pressure during inspections. If the inspection of cisterns or suclion points does
not include actual drafting with a pumper, or back-flushing for dry hydrants, 20 points are deducted.

Total points for Ingpections = 4.00 points

PPC is a registered irademark of Insurance Seyvices Office, inc.
Page 20



fitt (FEjJ: Average interval between the 3 most recent

mspectio'

Frequency . Points
5 years | | 40

6 years ' 30

7 years 20 .
8 years : 10

9 years 5
10yearsorm6re, : ~ No Credit

Total points for Fire Flow Testing = 3.00 paints

ltem 631 “Cradit for Inspaction and Fire Flow Testing (CIT)” = 7.00 points

The Dlvergenoa factor mathematically reduces the score based upon the relative cﬁfferenoe
between the fire department and water supply scores Tha factor is introduced in the final
equation.

" Eameti | Credit Availabls
, : - Credit
1025. Cradlit for Fire Preye:ﬁi-on and Code Enforcement (CPCE) | 220 22
1033. dedﬂ for Public Firé Safety Echucation (CF'SE) 1.98 5
1044, Credit for Fire lnvestigation Programg (_CIP.) ﬁ.&l 1.1
Item 1050, Cradit for Community Risk Rmuctien 542 5.50

PPC is a registered rademark of Insursnce Services Office, e,
Pags 21



. INSURANCE SERVICES OFFICE, INC.

HYDRANT FLOW DATA SUMMARY

ity Pikeville e
KENT Y . ; .
nty Kentucky(Pike), Smts ___(16) VDL TR Derrons Offlas Date: __ Nov 11,2015 '
FLOW - GPM PRESSURE  FLOW -AT 20 PSI
Q=(29.83(C(@)p"*) -pSI-
st | TveE TEST LOCATION SERVICE INDIVIDUAL TOTAL | STATIC | RESID. |NEEDED| AVAIL. |  REMARKS*s MODEL TYPE
O. DIST.* HYDRANTS i
Pikevillc Water, Pikeville —
0 Infront of 306 Auxier Ave Water 1500 0 o | 1500 | 110 | 100 | 3500 | 4900
Pikeville Water, PIkeville ;
0 infront of 508 Cedar Creek Rd Water 1500 0 o | 1s00 | 120 | 110 | 3500 | 5200
Pikeville Water, Pikeville =
0 S. Mayo Trail at Days Inn Water 1090 0 0 100 | 104 | 74 | 3000 | 1900
Pliceville Water, Pikevills
0 Chioe RD at Pikeville Elem . School Water 1210 0 0 1210 | 130 | 110 | 3500 | 3000
Pikevilic Water, Pikeville : :
0 Old US 23 at eantrance to Pikeville HS Water 1500 0 0 1500 | 120 | 105 | 3500 | 4200
Pikeville Water, Pikeville
0 Bank & Elm Water 1500 0 0 1500 | 120 | 84 | 1750 | 2600
Pikevillc Water, Pikeville
0 Hibbard & Baird Water 1500 0 o | 1s00 | 10 | 100 | 3500 | 4900
Pikeville Water, Pikevill
0 Central & May Allex Water : 1500 0 0 1500 | 110 | 90 | 3000 | 3400

ABOVE LISTED NEEDED FIRE FLOWS ARE POR PROPERTY INSURANCE PREMIUM CALCULATIONS ONLY AND ARE NOT INTENDED TO PREDICT THE MAXIMUM AMOUNT OF WATER REQUIRED FOR A LARGE SCALE FIRE

DITION,

AVADLAGLE FLOWS ONLY INDICATE THE CONDITIONS THAT EXISTED AT THE TIME AND AT THE LOCATION WHERE TESTS WERE WITNESSED.
nm = Commercial; Res = Residential.
etied is the rate of flow for 2 specific duration for a full credit condition. Needed Fire Flows greater than 3,500 gpm are not considered In determining the classification of the city when using the Fire

pression Rating Schedule.
AjLimited by avallable hydrants o gpm shown. Avallable facilides fimit flow to gpm shown plus consumption for the needed duration of (B)-2 hours, (C)-3 hours or (D)4 hours.




Eamed Crediit
Credit | Avallable

10.00 10
8.00 }- -8
! i ; 8.00 6
Evaluatlon of the cemﬁcahcn and tralmng of f' re pravnntlon code
enforcement person nel.
eRreve P ams | 16.00 18
Evaluatlon of fire prevent:on programs.

Review of Fire Pravontion Code arld Enforcement (CPCE) 40.00 40
subtoul' ‘ _ N ' '

Eamed | Credit
Credit | Avallable

: Bdlc Jug Ions Aning(ESQT) | 10.00 10
Evaiuatlon of publlc ﬁre safety educatlon personnei training and
quallﬁcatlon as speciﬁed by the authorlty having jurisdiction.

Jic Fire Safety Eaucatic { 26.00 30
Evaluataon of prugrams for pubhc fire safety education. ‘
Reviaw of Public Safety Education Programs (CFSE) subtotal: 38.00 40

Eamed Credit

F'tem 1044 = Credit for Fire Invesﬁsaﬂon Programs (1.1 polnts) Credit | Available
8.00 8
3.00 8
: 800 é
Evaluation of the use of the National Fare Incrdent Reporimg
System (NFIRS) for the 3 years before the evaluation.
- Review of Fire Investigation Programs (CIP) subtotal: 17.00 20

PPC is a registered trademark of Insurance Services Office, Inc.
Page 22




Earned Credit
FSRS em Credit Available
Emergency Gommunicuﬂom ; - =
414, Credit for Emergency Reporting - 240 3
422. Credit for Telecommunicators 3.53 4
432. Credit for Dispatch Circuits 225 3.
440, Cradit for Emargmcy Gomunlcatlons . 8.83 10
Firs Departmeant
513. Credit for Engine Companles 6.00 8
523, Credit for Reserve Pumpers’ 0.00 8.5
532. Credit for Pumper Capacity 3.00 3
549. Credit for Ladder Service 4.00 4
553. Credit for Reserve Ladder and Service Trucks 2.50 8.5
561. Credit for Deployment Analysis 7.52 19
571. Credit for Company Personnel 7.71 15
581. Credit for Training ' 8.35 9
730: C‘redit for Operational Considerations 2.00 .2
§90. Credit for Fire Depariment 37.08 50
Water Sz:pply
6186. Credit for Supply System 28.10 30
621. Cradit for Hydrants 3.00 3
631. Credit for Inspection and Flow Testing - 7.00 7
840. Gredit for Water Suppily 3840 40
. Divergence ~4.22 -
1050.. Community Risk Reduction §.12 5.50
TotasCrodit| 8471 | 1055

Final Community Classification = 02/2X

PPC isa registered trademark of Insurance Services Office, Inc.

Page 23







29.

CAske No. 2019-00080
CITY OF PIKEVILLE WHOLESALE WATER SERVICE RATES
RESPONSES TO MOUNTAIN WATER DISTRICT’S INITIAL DATA REQUESTS

For this question refer to the following three sources of information regarding the

total miles of line in the Pikeville water transmission and distribution system: Kentucky PSC

Case No. 2002- 00022, Table II; Kentucky Infrastructure Authority - Water Resource Inventory

System (https://kia.ky.gov/WRIS/Pages/WRIS-Portal.aspx); and, Kentucky PSC Case No. 2019-

00080 Pikeville’s Response to Commission’s First Information Request, Question 1 3,

requesting total

miles of line.

The inch-mile totals from the three sources are summarized and compared in the table

below (the WRIS inventory also included 208 feet of 9-inch line, not included herein):

Table 1
PSC 2002-00022 KIA WRIS|(est. 2018) PSC 2019-00080
line diameter miles inch-miles miles inch-miles|  Miles inch-miles
(inches)
unknown 1.04 2.09
2 2.73 5.46 8.00 16.01 1.7 3
3 2.42 7.26 1.02 3.06
4 3.18 12.72 1.27 5.10 2.4 10
6 23.03 138.18 37.67 226.00 19.4 116
8 24.02 192.16 26.31 210.48 16.8 134
10 6.29 62.90 8.94 89.42 11.6 116
12 4.39 52.68 14.84 178.12 17.9 215
16 2.06 32.96 2.47 39.51 1.6 26
504.32 769.79 620

a. Why has the number of miles of 2, 3, 4, 6, 8, and 16-inch line decreased from

b.

2002 to 2019?

In the 2002 inventory, PSC identifies 221.61 jointly-used (Pikeville and MWD)

inch-miles and 49.46 inch-miles of MWD line used by Pikeville, for a total

jointly-used inch-miles of 172.15. Are the 221.61 jointly-used inch miles and the

49.46 inch-miles of MWD line used by Pikeville still valid numbers? If not,



https://kia.ky.gov/WRIS/Pages/WRIS-Portal.aspx

CAske No. 2019-00080
CITY OF PIKEVILLE WHOLESALE WATER SERVICE RATES
RESPONSES TO MOUNTAIN WATER DISTRICT’S INITIAL DATA REQUESTS

explain the differences.

c. Explain why, in 2019, Pikeville's rate analyst did not use the inch-mile

methodology established by PSC in 2002.

d. Explain why the rate analyst did not use the Distribution Main Analysis as
presented in AWWA'’s Financial Management: Cost of Service Rate Making

class.

e. Explain why conjectures were used to estimate the percentage of Pikeville water
utility lines used by MWD, rather than PSC-established and AWWA sponsored

calculations.

Response:

Pikeville does not know why the number of miles for certain sized lines decreased
between the information provided in 2002 and the current case. Pikeville believes it is
using the most current and accurate data in this case.

. The data provided in the current case is the most accurate for the system in 2019.
Accordingly, the 2002 calculations are no longer valid.

Mr. Petty consulted with the system operators and was able to determine that
approximately 95% of inside city water lines helped supply MWD with water service.
Mr. Petty’s determination is virtually identical to the inch-mile calculation of 92% of
inside city lines being used to supply MWD with water service.

. The distribution main analysis was not used because fire flow is not being considered for

this report. For a city the size of Pikeville, the water line capacity for fire flow is also



CAske No. 2019-00080
CITY OF PIKEVILLE WHOLESALE WATER SERVICE RATES
RESPONSES TO MOUNTAIN WATER DISTRICT’S INITIAL DATA REQUESTS

being used for flushing, which is beneficial to MWD. Pikeville flushes on a monthly
basis and in FY 2017 2,750,000 gallons of water was used for flushing. Flushing is done
to remove sediments from water lines and to improve water quality. Best results occur
with high velocities of water flowing through fire hydrants.

e. Mr. Petty relied on operational knowledge of the system to determine the Pikeville water
utility lines used by MWD. The reliability of this process is confirmed by the similarity
in the inch-mile calculation. Most of the City’s inside water system infrastructure is used
to serve MWD because of the location of MWD’s 10 master meters that surround the
City. The use of the percentage of water sold appeared to be the most practical way of

approaching this project.

WITNESSES: Samuel Petty; Grondall Potter
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Regarding the outstanding bond information supplied by Pikeville in response to

Question 5 from KY PSC

a.

a. The description on pages 1-2 of Ordinance No. 0-2012-011 indicate that only

items (i), (vi), and (vii) could possibly be relevant to the calculation of water rates
for MWD. The outstanding principal amount of those three items at the time of
the Ordinance constitute 70.5% of the total principal amount to be refinanced.
Why does the rate analyst subject MWD to the full principal and interest amounts

of the City’s GO Bonds, Series 2012C?

. The description on pages 1-2 of Ordinance No. 0-2015-16 indicate the KIA loan

and the Series 2010S-1 and 2010S-2 Bonds were all related to the refinancing of
sewer bonds. Why does the rate analyst subject MWD to the principal and interest

amounts of the Water and Sewer Revenue Bonds Series 201 6A?

The description on page 1 of Ordinance No. 0-2017-[ ] indicate the purpose of
GO Bonds, Series 2017 are to pay costs of the City’s Hambley Athletic Complex,
acquisition and installation of an electronic wireless metering system, and
improvements to the City’s sewer treatment facilities. Is any of the principal and

interest amounts of the GO Bonds Series 2017 included in the COSS? If so, why?

Response:

Series 2012C was only for an advance refunding of KY Rural Water Finance debt that is

referenced in 0-2012-011 part i. It is appropriate to include this amount because the KRWFC

debt was used to provide water service, which benefits MWD.
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b. Series 2016A Water and Sewer Revenue Bonds was for water and sewer infrastructure at
the KY Enterprise Industrial Park, the water infrastructure of which which benefits MWD.

Series 2010S-1 and 2010S-2 Bonds are not paid for by inside water.
C. This was not included in the calculation of MWD’s rate in the rate study.

WITNESSES: Tonya Taylor; Grondall Potter; Samuel Petty
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31.  Provide excerpts of all relevant bond covenants to identify the coverage ratio

required by the issuer.

Response: Page 21 of the ordinance for Series 2016A states as follows:

ARTICLE XVI
RATES AND CHARGES FOR SERVICES OF THE SYSTEM

WITNESSES: Tonya Taylor
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32.  The depreciation schedules provided by Pikeville in response to PSC first request
include service lives of 40 year or less for all lines. The resultant FY2017 annual depreciation for
lines is $117,756. Using the NARUC mid-point, 67.5, yields an annual depreciation of $77,754
for lines associated with inside city service. Explain why Pikeville uses 40 years, and below, for

useful life for waterlines.

Response: Historically and based on anecdotal evidence, service lives of water lines
in Pikeville’s system need to be replaced more frequently than every 67.5 years. In addition,
loan funding for utility infrastructure is usually paid back over a forty-year term. It is reasonable

to set the depreciation rate of waterlines to be equivalent with the payback of financing.

WITNESSES: Tonya Taylor; Grondall Potter
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33.  The depreciation schedules provided by Pikeville indicate outside city customers
are not allocated any depreciation for the water treatment plant, pumping stations, or water
storage tanks. Explain why inside city customers, and therefore MWD, are subsidizing the

annual depreciation of Pikeville's retail, outside city customers.

Response: Inside city customers are not subsidizing the annual depreciation of
outside city customers. Outside water reimburses inside water for plant deprecation based upon

a percentage of consumption. This is reflected in account 210.10.451.03.

WITNESSES: Tonya Taylor
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34.  The rate analyst uses a ratio of water purchased by MWD to total water sold
throughout the COSS. He establishes that ratio, or percentage at 50 percent. The water purchased
by MWD (463,158,000 gallons) and total water sold (973,385,317 gallons) provided by Pikeville
in response to Question 20 in PSC's initial request results in a percentage of 47.6 percent. Why
does the analyst use 50 percent for his assignment of costs to MWD when the actual percentage

is 47.6 percent?

Response: Mr. Petty appropriately calculated the percentage based on MWD’s
consumption in relation to other inside city customers. The percentage of use for 2017 is 51%,
and for 2018 it is 50%. The information provided in response to Question 20 in PSC's initial

request includes inside and outside city consumption.

WITNESSES: Samuel Petty; Grondall Potter; Tonya Taylor
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35.  Provide detailed descriptions and breakdown of all sources of the income that

makes up $252,335 associated with “Other Income”.

Response: Please refer to the response to Item 16(e) of the Commission’s second

request for information.

WITNESSES: Tonya Taylor
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36.  The rate analyst describes “other income” as a “combination of fees, such as tap
fees, penalties and other miscellaneous fees collected by the City.” The 2017 Audit identifies
$1,351,470 in interest-bearing water accounts including certificates of deposit, restricted debt
service reserves and other reserves. Why were the interest earnings not included by the analyst as
“other income” and allocated equitably among customers from whom contributing revenue was

received?

Response: The interest income is a relatively small amount and would not impact the

recommendation of the report.

WITNESSES: Samuel Petty
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37.  Figure 6 of the filed COSS includes an unsubstantiated amount of $51,432 for
costs associated with meters yet the General Ledger provided by Pikeville includes, at a
minimum, $69,414.94 in costs associated with meters and services. Why were “ballpark”
estimates used to functionalize meters when evidence existed in the General Ledger to calculate

a more accurate cost? Provide justification for the percentage of cost allocated for meters.

Response: The amount of $51,432 for costs associated with meters as showing in the

cost-of-service study is a product of the collaborative process discussed in Item 10 above.

WITNESSES: Samuel Petty
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38.  The General Ledger provided by Pikeville includes no apparent costs associated
with “leak detection”. Provide records to support the percentage of cost allocated for leak

detection.

Response: UMG provides leak detection services that are included in the contract
expense. The amount for costs associated with leak detection as showing in the cost-of-service

study is a product of the collaborative process discussed in Item 10 above.

WITNESSES: Tonya Taylor; Samuel Petty
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39.  The rate analyst includes, in Figure 8 and the text immediately preceding the
figure, a $3,799 cost to be paid by MWD for “servicing meters". The water purchase agreement
dated 14 November 2011 established in Section 3 that “the Seller shall furnish, install, operate
and maintain at its own expense at the points of entry...the necessary metering equipment...”
Why is MWD accessed a $3,799 charge for a service Pikeville agreed to perform “at its own

expense”?

Response: The City is responsible for furnishing, installing, operating, and
maintaining all of the City’s infrastructure that provides safe, reliable water service to its
customers. Expenses associated with furnishing, installing, operating, and maintaining all of the
City’s infrastructure that provides safe, reliable water service to its customers are reasonably
included in rates. The contract does not negate reasonably incurred expenses from being

recovered from MWD.

The calculation for allocation of 7% of meter expenses being allocated to MWD is shown

below.

MAD Pikevile
Res Meter Total Equiv. Res Meter Total Equiv.
Meter Size Number Equiv. Ratio Residentia Meter Size Number Equiv. Ratic Residentis
53" 518" 3,024 3,024
1 1 130 2 300
2 3 L 24 . 121 8 %8
4 4 23 100 4 11 25 275
G 1 63 63 6 i 63 130
3 1 140 140 3 0 140 0
328 4,597
Percent MW 710%

WITNESSES: Philip Elswick; Samuel Petty
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40.  The “accounts payable” section (210.00.210) of the General Ledger provided by
Pikeville includes $69,414.94 of costs associated with retail customer service such as copper
tubing, meters, boxes, lids, cutters, grass seed, and fittings of such a size or price to reasonably
assume they are to be used on small, retail services. Provide evidence to show how these
expenses relate to costs to serve MWD or the adjustment to exclude them from the Cost of

Service Study (COSS).

Response: These parts/fittings (while of smaller size) and consumables (grass seed,
etc.) are used at various pump stations/tanks/telemetry locations, etc. or for repairs to the

distribution system, of which MWD is a customer and should contribute to the cost of said items.

WITNESSES: Grondall Potter
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41.  The “accounts payable” section (210.00.210) of the General Ledger provided by
Pikeville includes $2,700.00 of costs referred to as “Consolidated Pipe and Supply - hydrant,
gate valve and adapters”. Provide evidence to show how these expenses relate to O&M costs to

service to MWD.

Response: These parts are utilized for hydrant installation and repairs. Hydrants are
flushed to ensure water quality is maintained for Pikeville’s customers, which includes Mountain

Water District, as described in responses to Items 29 and 64 herein.

WITNESSES: Grondall Potter
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42.  The “accounts payable” section (210.00.210) of the General Ledger provided by
Pikeville includes $1,136.06 and $88,772.50 of costs associated with maintenance on the
Harold’s Branch and Bob Amos tanks. Provide supporting evidence that the Harold’s Branch
tank and the Bob Amos tank are used to supply MWD and the applicability of these expenses to

service to MWD.

Response: These tanks are storage for Pikeville’s water system and can be utilized to
serve MWD. Tank maintenance is crucial to water quality and useful service life for the City’s

customers, which includes MWD.

WITNESSES: Tonya Taylor
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43.  The “accounts payable” section (210.00.210) of the General Ledger provided by
Pikeville includes $1,333.29 of costs associated with “Hillbilly Days", the “Welcome to
Pikeville" sign, and “kitchen supplies” for City Hall. Provide evidence to show the applicability

of these expenses to serve MWD.

Response:

1. Northside $1,002.55 Pipe, adapters, fittings couplings used for Hillbilly Days.

2. Northside $91.00 Fittings and Handheld Driver for Hillbilly Days.

3. MGC Supply $177.98 Seed for Welcome to Pikeville.

4. C&R Office Ashland Office. Only $61.76 of this invoice was allocated to water for toner
for utility office. Toner was allocated between all utility funds. The kitchen supplies were

allocated to administrative.

With the exception of toner, these expenses do not directly relate to serving MWD.

WITNESSES: Tonya Taylor
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44.  The “accounts payable” section (210.00.210) of the General Ledger provided by
Pikeville includes $1,053.33 of costs associated with repair of the touchread wand and Sensus

autoread software. Provide evidence to show the applicability of these expenses to serve MWD.

Response: Touchread wands with the applicable Sensus software is used for reading

consumption of various Mountain District master meters

WITNESSES: Grondall Potter
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45.  The “accounts payable” section (210.00.210) of the General Ledger provided by
Pikeville includes $2,320.58 of costs associated with a precast concrete meter vault on 2nd
Street. Explain how this meter vault relates to service to MWD. Provide evidence to show the

exclusion of those costs in the O&M costs charged, in whole or in part, to MWD.

Response: These expenses are not directly related to the provision of water service to
MWD. Figure 9 of the cost-of-service study related to MWD shows that only 37% of expenses

related to the inside city distribution system were assigned to MWD.

WITNESSES: Grondall Potter; Samuel Petty
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46.  The “accounts payable” section (210.00.210) of the General Ledger provided by
Pikeville includes $35,586.76 of costs with the general description of “supplies needed for
stock”. Provide detailed descriptions of these entries sufficient to determine the appropriateness

of their inclusion or exclusion in the O&M costs charged, in whole or in part, to MWD.

a. Explain the purpose of supplies for stock.

b. Explain the contractual obligation of UMG to supply items for stock.

Response: UMBG has a contractual obligation to operate and maintain Pikeville’s
water treatment and distribution facilities. Industry standards support having supplies related to
maintenance on stock. If materials were not kept in stock, unnecessary delay would occur prior

to necessary maintenance being completed.

WITNESSES: Grondall Potter; Tonya Taylor; Legal
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47. In an 17 January 2019 article in the News-Express, City Manager Philip Elswick
is credited with highlighting an increase in industrial consumption (of water) and that “The
system has to be prepared to operate for all customers, whether that is a residence that is using
the minimum amount of water or industries using hundreds of thousands of gallons.” Elswick is
also quoted as saying, “The upgrades...critical to our economic development.” The new 10-inch
line in the Marion's Branch Industrial Park runs approximately 12,000 feet to a new 1,000,000-
gallon potable water storage tank constructed, according to funding documents, for the future
customers at the industrial park. Given the city manager's acknowledgement that industrial
customers and residential customers put different demands on the water system, and/
acknowledging capital facilities are in place specifically for industrial customers, why does
Pikeville not have an industrial customer class to enable the assignment of costs caused by

industrial customers?

Response: The focus of Mr. Elswick’s comments were not related to water rate
design. Pikeville has not chosen to design rates specific to industrial customers. Water utilities
frequently do not have a separate industrial rate. For example, Mountain Water District does not

offer industrial rates.

WITNESS:  Philip Elswick
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48.  The rate analyst has acknowledged the City does not have adequate data for a
determination of peak hour or peak hour demands. Confirm that residential, commercial and

industrial customers have different peak hour demands.

Response: Peak day or peak hours for Pikeville’s residential, commercial and
industrial customers cannot be confirmed. The peak day and peak hour for MWD also cannot be
confirmed. However, the monthly peak to average demand ratio for MWD was 1.21 for 2017
and 1.37 for 2018. The peak monthly to average demand ratio for all other inside customers was
1.17in 2017 and 1.12 in 2018. This data suggest that a detailed AWWA M-1 analysis would

result in a higher rate increase for MWD.

WITNESSES: Samuel Petty
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49.  Provide the UMG contract for provision of water service for the three most recent
years with all the amendments, memoranda of agreement, or any other correspondence related to

the implementation or interpretation of the contract.

Response: Please see the contract attached to Item 20 of the Commission’s second

request for information.

WITNESSES: Philip Elswick
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50.  What services or activities do city employees provide for water service to MWD?

Why are these services or activities not included in the UMG contract?

a. How are those expenses allocated to MWD?

b. How does the City reconcile city-incurred expenses and UMG-incurred expenses

to avoid "double-billing"?

Response: City of Pikeville employees process bills for Mountain Water District
monthly. This consists of data importing, submitting bills for processing and processing
payments. In addition, employees answer any billing questions. This can include initiating work
order request for any rereads. City of Pikeville does the billing for all utility services, not Utility

Management Group.

None of the expenses related to City employees are allocated to MWD. Salaries and

wages for City employees are assigned to “Administration,” which is not allocated to MWD.

Because the duties of the City employees are different than those of UMG, there would

not be any “double billing.”

WITNESSES: Tonya Taylor and Samuel Petty
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51.  Provide the annual budget amount included in the UMG contract for water service
to Pikeville for each of the last three years.

a. Provide the annual payment owed by Pikeville to UMG for water service as
required by the terms of the contract for each of the last three years.

b. Provide the actual payments by Pikeville to UMG for the last three years for
water service. If the actual payments differ from the contract or budget amount,
provide a line item reconciliation of the differences for each year.

Response: The annual payment from Pikeville to UMG related to the provision of
water service is listed below. There is no line item reconciliation for the minor differences
between budget and actual payments. Similarly, there is no specific budgeted amount for

reimbursement for materials

Inside Water
PAYMENTS PUBLIC REIMBURSEMENT
BUDGET PUBLIC WORKS WORKS WATER FOR MATERIALS
YEAR WATER 210.10.610. 210.10.610 210.10.610.99*
2019 1,258,218.00 1,257,378.56 2,727.92
2018 1,221,206.00 1,221,201.36 6,041.43
2017 1,162,040.00 1,162,039.92 6,155.72

Outside Water
PAYMENTS PUBLIC REIMBURSEMENT

BUDGET PUBLIC WORKS WORKS WATER FOR MATERIALS

YEAR WATER 320.10.610 320.10.610 320.10.610.99*
2019 496,688.00 496,687.36 0.00
2018 495,131.00 495,105.72 106.97
2017 509,173.00 509,145.12 0.00

*not specific amount related to UMG

WITNESSES: Tonya Taylor
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52.  Provide UMG's financial statements (audited or not) for the last three years.

Response: The City of Pikeville objects to this request, as UMG’s financials are not
relevant to the determination of whether Pikeville’s expenses are reasonable. Notwithstanding
this objection, Pikeville requested that UMG provide this information and UMG declined to
provide financial statements. Please see Pikeville’s response to Item 24 of the Commission

Staff’s second request for information.

WITNESSES: Legal; Philip Elswick; Grondall Potter
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53. What is UMG’s profit margin on its contract with the City of Pikeville, being
defined as the difference between the total annual fee paid by the City, and the direct costs

incurred for operations?

a. If any indirect costs are incurred, please define and set those out by itemized
areas, and the reason that you believe they are justified costs in support of their

fee structure.
b. Provide all calculations in the determination of UMG’s profit margin.

Response: The City of Pikeville objects to this request, as UMG’s profit margin is not
relevant to the determination of whether Pikeville’s expenses are reasonable. Notwithstanding
this objection, Pikeville requested that UMG provide this information and UMG the information
that is produced by Pikeville in response to Item 24 of the Commission Staff’s second request for

information.

WITNESSES: Legal; Philip Elswick; Grondall Potter
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54.  Pikeville was “placed on notice" in 2002 that in future rate case proceedings, PSC
would more closely scrutinize contractor (then, PSG) direct expenses and would expect
supporting documentation of all PSG costs. UMG is Pikeville’s current contract operations
company, operating much like PSG was in 2002. Explain why line items “Public Works Water”
and “UMG...Services", (which, alone, make up 69 percent of the total city water expenses)

continue to be used.

a. Explain the type of expenses included in these categories.

b. Explain how expenses are determined to be included in these categories.

c. Provide an itemization of the expenses included in each of these categories.

d. Who determines the expenses to be included in these categories?

Response:

a. "Public Works Water" is the monthly contract amount for water services for Utility
Management group. "UMG services" is items purchased for operations of the water system as

allowed by contract.

b. Only the monthly contract amount for services is included in the Public Works Water. The

operational items appear in the UMG Services account.

c. For Public Works Water details refer to Item 4 of the Commission’s initial request for
information 2017 general ledger account 210.15.610.pages 601-602. For UMG Services refer to
Item 4 of the Commission’s initial request for information 2017 general ledger account

210.10.610.99 pages 605-622.



CAske No. 2019-00080
CITY OF PIKEVILLE WHOLESALE WATER SERVICE RATES
RESPONSES TO MOUNTAIN WATER DISTRICT’S INITIAL DATA REQUESTS

d. UMG determines items needed. City of Pikeville Commission approves payment of

purchases in semi-monthly Commission meetings.

WITNESSES: Tonya Taylor
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55.  Explain the procedures for determining purchases related to service to MWD by

the city and those purchased by UMG.

Response: Please refer to Pikeville’s response to Item 54d above.

WITNESSES: Tonya Taylor
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56.  Please provide the rate analyst's working definition of “fixed” versus “variable

costs as used in the COSS.

Response: Fixed costs are those cost unrelated to the treatment and distribution of
water. Variable costs are those associated directly or indirectly with the treatment and

distribution of water.

WITNESSES: Samuel Petty
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57. Provide the evidence and documentation used as the basis for the 7% fixed versus

93% variable split for costs related to the water treatment system.

Response: These calculations are shown on Figure 5 of the cost-of-service study.
They tie in with the figures that are shown on Figure 3 of the study. These percentages are a

product of the collaborative process identified in Item 10 above.

WITNESSES: Samuel Petty
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58. Provide the evidence and documentation used as the basis for the 8% fixed vs

92% variable split in costs for the distribution system.

Response: Those values are found on figure 3 of the cost-of-service study. These

percentages are a product of the collaborative process identified in Item 10 above.

WITNESSES: Samuel Petty
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59.  Referring to Figure 3 in the COSS, does “repairs and maint" and “repair and
maint plant” include all Pikeville distribution/transmission system or just that portion directly
related to serving MWD? Explain the difference in the two categories. Breakdown what is

included in each.

Response: The totals in figure 3 include all for inside water, not just those service
MWD. Refer to Item 31d of the Commission’s second request for difference between categories.
For detail, refer to Item 4 of the Commission’s initial request for information accounts
210.10.630.00 and 210.10.630.09 for 2017 general ledger detail pages 623-625 of pages 637 of

the general ledger.

WITNESSES: Tonya Taylor
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60.  Please explain in detail the difference, if any, of operation and maintenance

expenses between inside city, outside city and wholesale customers.

Response: The O&M expenses for inside city and outside city are simply coded to

different accounts. The City does not have a separate code for wholesale customers.

WITNESSES: Tonya Taylor



