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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF MUHLENBERG

COUNTY WATER DISTRICT #3

REQUESTING DEVIATION FROM
REQUIREMENTS OF 807 KAR 5:066,
SECTION 4(4)

CASE NO. 2016-00421

RESPONSE OF APPLICANT TO

COMMISSION STAFF'S FIRST REQUEST FOR INFORMATION

Comes the Applicant, Muhlenberg County Water District #3, for its

Response to the Commission Staffs First Request for Information, and states as

shown on the following pages.

Damon R. Talley
Stoll Keenon Ogden PLLC
P.O. Box 150

Hodgenville, KY 42748-0150
Telephone: (270) 358-3187
Fax: (270) 358-9560
damon.talley@skofirm.com

Counselfor Muhlenberg County Water
District #3



COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF MUHLENBERG
COUNTY WATER DISTRICT #3

REQUESTING DEVIATION FROM
REQUIREMENTS OF 807 KAR 5:066,
SECTION 4(4)

CASE NO. 2016-00421

CERTIFICATION OF RESPONSE OF APPLICANT TO
COMMISSION STAFF'S FIRST REQUEST FOR INFORMATION

This is to certify that I have supervised the preparation of the Applicant's

Response to the Commission Staffs First Request for Information. The responses

submitted on behalf of Muhlenberg County Water District#3 are true and accurate

to the best of my knowledge, information, and belief formed after a reasonable

inquiry.

Date: /

Ben Tooley, Superiatendent
Muhlenberg County Water District #3



Question No. 1
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MUHLENBERG COUNTY WATER DISTRICT #3

CASE NO. 2016-00421

Response to Commission Staff's First Request for Information

Question No. 1

Responding Witness: Ben Tooley, Superintendent

Q-1. State whether Muhlenberg #3 has intercoimection(s) for obtaining a supply
of water from a water utility other than Central City Municipal Water and
Sewer System ("Central City"). If applicable, identify each water utility
supplying Muhlenberg #3 other than Central City, the point(s) of
intercomiection, and the average daily receipt or purchase of water from that
utility in gallons for the period running from January 1, 2015, through
December 31, 2016.

A-1. Muhlenberg #3 does not have interconnections for obtaining a supply of

water from any water utility other than Central City.



Question No. 2
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MUHLENBERG COUNTY WATER DISTRICT #3

CASE NO. 2016-00421

Response to Commission Staffs First Request for Information

Question No. 2

Responding Witness: Ben Tooley

Q-2. State whether Muhlenberg #3 has intercotmection(s) for supplying water to a
water utility. If applicable, identify each water utility that Muhlenberg #3
has an obligation to supply, the point(s) of interconnection, and the average
dailydelivery or sale of water to that utility in gallons for the period running
from January 1, 2015, through December 31, 2016.

A-2. Muhlenberg #3 has an interconnection for supplying water to the City of

Sacramento. Muhlenberg #3 has three points of interconnection to the City

of Sacramento. The first two interconnections are located on Kentucky

Highway 81 at the Muhlenberg/McLean County line. The third

interconnection is located at 661 State Route 2380. For 2015, the average

daily sale of water to the City of Sacramento was 146,441 gallons. For

2016, the average daily sale of water to the City of Sacramento was 150,560

gallons. Thus, for the period running from January 1, 2015, through

December 31, 2016, the average daily sale of water to the City of

Sacramento was 148,503 gallons. Notably, as indicated in Muhlenberg #3's

original Application, the City of Sacramento has its own storage facility with

a capacity of 250,000 gallons.



Question No. 3
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MUHLENBERG COUNTY WATER DISTRICT #3

CASE NO. 2016-00421

Response to Commission Staffs First Request for Information

Question No. 3

Responding Witness: Ben Tooley

Q-3. Provide a copy of Muhlenberg #3 's current contract with Central City.

A-3. See attached. The contract is also filed with the Commission's tariff records

and found in Muhlenberg #3's and Central City's contract folders.



WATER PURCHASE CONTRACT

This Water Purchase Contract (the "Contract") for the sale and purchase of

water is made and entered into as of the day of June, 2011, by and

between the CITY OF CENTRAL CITY,. KENTUCKY, 214 North First Street,

Central City, Kentucky 42330, hereinafter referred to as the "Seller," and the

MUHLENBERG COUNTY WATER DISTRICT NO. 3, P.O. Box 67, Bremen,

Kentucky 42325, hereinafter referred to as the "Purchaser."

WITNESSETH:

WHEREAS, the Seller is a duly organized and existing municipal

corporation and city of the fourth class ofthe Commonwealth of Kentucky;

WHEREAS, the Seller intends to expand its existing water treatment plant

and make substantial improvements to its transmission system for the benefit of

both the Seller and the Purchaser;

WHEREAS, the Purchaser is a water districtorganized under the provisions

ofthe KRS Chapter 74;

WHEREAS, the Purchaser currently owns and open

system;

-1-
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WHEREAS, the Purchaser iias been purchasing potable water from the

Seller pursuant to the provisions ofaWater Purchase Contract dated September 9,

1981 (the "Existing Contract");

WHEREAS, the Seller has received constniction bids to expand its existing

water treatment plant from 4 to 7 miUion gallons per day ("MGD"), to construct a

1,000,000 gallon water storage tank, to constmct approximately 14,100 linear feet

of transmission mains, and to make other water system improvements as described

in engineering reports prepared byMcGhee Engineering, Inc. (the "Projecf);

WHEREAS, by Ordinance No. enacted on Jime , 2011

by the Seller's City Council, this Contract was approved and the Seller's Mayor

was authorized to execute this Contract for and on behalfofthe Seller.

WHEREAS, by action of the Board of Commissioners of the Purchaser

taken onJune 20 2011, this Contract was approved and the Ruchaser's

Chairman was authorized to execute this Contract for and on behalf of the

Purchaser, and;

NOW THEREFORE, in consideration of the foregoing and the mutual
KENTUCKY

terms and conditions contained herein, the Seller and Purchjser-all'^^
JEFF R. DEROUEN

EXECUTIVE DIRECTOR
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1. Term of Contract. The term of this Contract shall extend for a

period of approximately 50 years, connnencing on the Effective Date hereof as

provided in paragraph 21 and terminating on June 30, 2063, unless otherwise

extended or modified by written agreement ofthe Parties.

2. Quality and Quantity. The Seller shall fiimish to the Purchaser, at

thepoints of dehveiy hereinafter specified, during the term of this Contract or any

renewal or extension thereof, potable, treated water meeting the applicable purity

standards of all appropriate State andFederal Regulatoiy Agencies in such quantity

as may be required by the Purchaser, but not to exceed an amount which, when

combined with the usage of other customers of the Seller, would exceed the

Seller's water production capacity.

3. Primary Supplier. The Parties acknowledge and agree that the Seller

shaU contLQue to be the Purchaser's primary water supplier. Subject to the

provisions of paragraph 4 of this Contract, the Ruchaser shall purchase all of its

water supply requirements fi^om the Seller imtil the Purchaser has purchased at

least 22.670.000 gallons per month from the Seller. This monthly amount

represents an annualized amoimt of 272.000.000 gallons

-3-
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4. Other Water Suppliers. Notwithstanding the provisions of

paragraph 3 of this Contract, the Purchasermay purchase water from one or more

other suppliersifany ofthe following events occur:

a. The Seller is unable to deliver sufficient water due to water
shortage, pipeline breaks, equipment failures, power outages,
inadequate treatment capacity, natural disasters, other catastrophes,
or other emergencies;

b. The Purchaser experiences low flows or low pressures in a portion
of its system and these conditions can be more easily alleviated by
an alternate supply of water, but only for such reasonable period of
time necessary for Purchaser to repair or correct such low flow or
low pressure condition(s);

c. The Purchaser experiences poor water quality, including taste or
odor, in a portion of its system and the Seller is unable to correct
the water quality concerns in a timely manner, but only if such
condition(s) are the result of a failure on the part of Seller to
provide water ofa quality required pursuant to this contract. If such
fault does not lie with Seller, Purchaser may purchase water from
alternate source(s), but Purchaser shall not be relieved of its
responsibility under paragraph 3 of this Contract;

d. When it becomes necessary for the Purchaser to take a water
storage tank or booster pump station out of service to facilitate
maintenance or repairs (e.g. water storage tank repainting or
rehabilitation), but only for such reasonable period of time
necessary to complete the maintenance or repairs; or

e. The Purchaser is unable to supply an adequate flow and pressure of
water to a portion of its system due to ninefae breaks, eouinment
failures, power outages, use of water to ight fires,.
disasters, other catastrophes, or other emei •
such reasonable period of time as may be

VEFpk^DEftOUEN
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5. Points of Delivery. The Seller shall deliver the water to the

Purchaser at two (2) points of delivery; (1) near the intersection of U.S. Highway

431 and Kentucky Highway 189 (replacing the existing delivery point adjacent to

the water treatment plant); and (2) near the intersection of Kentucky Highway 70

and Spa Lane at a controlled pressure and flow rate sufficient to maintain the

current normal operating conditions in the existing distribution system of the

Purchaser. Additional or alternative delivery points may be provided subject to the

Seller's approval, and if the Purchaser bears the cost of estabhshing or changing

the dehvery point. Seller reserves the right to restrict flow to the Purchaser to a

rate that will not be detrimental to the Seller's water production or distribution

system. Any such restrictions or water use curtailments shall be borne

proportionately by all users served by the Seller's system. Emergency failures of

pressure or supply due to main supply line breaks, power failure, flood, fire and

use of water to fight fire, earthquake or other catastrophe shall excuse the Seller

from this provision for such reasonable period of time as may be necessary to

restore service.

6. Metering Equipment The Seller shall furnish, install, own, operate

and maintaiu at its own expense the necessary me

or more meter enclosiues and the required deA

measuring the quantity of water delivered to the

-5-
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metering equipment once eveiy year. The Seller shall provide a 24-hoiir notice to

Purchaser prior to conducting any meter tests, allow access to the metering site

during testing, and submit test results to the appropriate ofiScial designated by the

Purchaser. A meter registering within the acceptable limits as identified by

AWWA Standards shall be deemed to be accurate. Previous readings of anymeter

disclosed by test results to be inaccurate (registering outside of acceptable limits of

AWWA Standards based upon type of meter) shall be adjusted for the six-month

period previous to the test in accordance with the percentage of inaccuracy foimd

by such test. Billings for the period shall be recalculated and the Purchaser's

account credited or charged accordingly. If any meter fails to register usage for

anyperiod, the amoimt of waterfiimished during suchperiodshaU be estimated by

any reasonable means agreeable to both the Purchaser and Seller. The metering

equipment shall be read on or about the last working day of each month, or any

other day mutually agreed upon. An appropriate official of the Purchaser shall

have access to each master meter for the purpose of collecting usage data and

verifying each master meter's readings.

7. Billing and Payment Procedure. The Seller shall fiimisb thfi
KENTUCKY

Purchaser at the above address, not later than the : —
EXECUTIVE DIRECTOR

an itemized statement of the amoimt ofwater fiu fished the Po««ha^fduiring the

EFFECTIVE
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preceding billing cycle and the cost thereof. TTie Purchaser shall pay those charges

notlater than the IS'*' day ofeach month.

8. Operation of System. The Seller shall, at all times, operate and

maintain its water system in an efficient manner and shall take such action as may

be reasonably necessary to perform its obligations under this Contract. Temporary

or partial failures to dehver water shall be remedied dihgently with all practicable

dispatch. The Seller shall immediately inform the Purchaser by telephone, by

email, or by facsimile transmission of the nature and extent of such temporary or

partial failure to deliverwater. In the event of an extended shortage of water, or if

the supply of water available to the Seller is otherwise diminished over an

extended period of time, the supply of water to the Purchaser shall be reduced or

diminished in the same proportion as the supply to the Seller's other customers is

reduced or diminished. The Purchaser also agrees to take such steps as may be

reasonably necessaiy to curtail water usage within its system in response to a

shortage ofwater.

9. End-User Quality. It is the intent of both the Seller and the

Purchaser to deliver, to the ultimate consumer, w iter whicn mq^^fg^^eeds all
PUBLIC SERVICE COMMISSION

regulatoiy requirements for potable water. In thf event
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non-compliance can be more feasibly and economically achieved through actions

of the Seller. If so, the Seller shaU imdertake such changes in the Seller's

treatment methods, facilities, or operations as may be required to correct the

non-comphance in a timely manner. If Seller is otherwise in compliance with its

obligation regarding dehveiy of water of the quality required pinsiiant to this

Contract, the additional cost, if any, ofsuch action shall be borne by Purchaser.

10. Connection Fee. The Seller shall not charge a connection fee to the

Purchaser.

11. Cost Based Rates. The Seller shall establish and adjust, from time to

time, the wholesale rate based upon the Seller's actual cost of providing water

service to the points of delivery described in paragraph 5 of this Contract. It is

understood and agreed by the Parties that the Seller shah charge the Muhlenberg

County Water District and the Muhlenberg County Water District No. 3 the same

wholesale rate.

12. Initial Rate. The initial wholesale rate shall be S2.63 per 1,000

gallons, but it shall not become effective imth the Effective Date of this Contract

(see paragraph 21). This initial rate is based up(»n

providing water service to the Purchaser at the

paragraph 5 of this Contract. This initial rate sh

JEFF R. DEROUEN
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I

2014, at which time it is anticipated that the expanded water treatment plant will

have been in service for at least one hill fiscal year. On or aher July 1, 2014,

Seller may adjust thewholesale rate piu-suant to theprovisions of this Contract.

13. Rate Modification. As soon as the actual costs of operating the

expanded water treatment plant and the other facilities constructed as part of the

Project become known and measurable, the Seller shall determine the actual cost of

providing water service to the points of delivery described in paragraph 5 of this

Contract. The Seller shall utQize a methodology that is generally recognized and

accepted in the water industry and by the Public Service Commission (the "PSC")

to determine the proposed wholesale rate. Thereafter, the Sellermay adjust, from

time to time, the wholesale rate, but not more frequently than once every two (2)

years.

14. Advance Notice of Rate Modification. The Seller shall notify the

Purchaser in writing of any proposed rate adjustment or modification to the

wholesale rate within five (5) business days after the Central City Municipal Water

and Sewer Board recommends a wholesale rate adjustment and at least 30 days

before it is to be adopted as the actual wholesale rate. m~
PUBLIC SERVICE COMMISSION

Purchaser to review and comment on the propo^d wholes^

actually adopted by the Seller.
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At the expiration of the 30-day review period, the Seller may proceed to

establish and adopt the new wholesale rate. The Seller shall immediately notify, in

writing, the Purchaser of the new wholesale rate.

15. Effective Date of Rate Modification. The effective date of the new

wholesale rate shall be at least 30 days after the Seller adopts the new rate. This

will enable the Seller tofile a revised tariff with the PSC and obtain PSC approval

ofthe new rate.

16. Joint Planning Committee. The Parties shall establish a committee

to be known as the Muhlenberg Joint City-County Water Production Planning

Committee (the "JointPlanning Committee"). TheJointPlanning Committee shall

be composed of one (1) representative selected by each of the following entities:

City of Central City, Muhlenberg County Water District, Muhlenberg Coimty

Water District No. 3, and any other future direct wholesale water customer of

Central City. Each entity shall detennine the manner iu which its representative is

selected. The Johit Planning Committee shall meet as often as it deems necessary,

but at least four (4) times per year on a quarterly basis.

>KENTUCKY
•COMMISSION

The primary purposes ofthe Joint Planning C

a. To facihtate commimications:
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b. To review operating and financial reports concerning water
productiori, water sales, and line loss;

c. Tomonitor waterquality;

d. To ensure compliance with all applicable water quality standards;

e. To recommend any future changes in the treatment and delivery
process;

f. 10 plan fiiture water treatment plant expansioris or other water
production improvements;

g. To discuss and help resolve issues that may arise concerning this
Contract; and

h. To consider other water production and water quality issues.

17. Use ofSurplus Funds. Subject tothe limits ofthe Seller's applicable

bond ordinances, any reserve or surplus funds generated from the sale of water to

theTurchaser{e!g. cashfunded depreciation accounts, operating surpluses, renewal

and replacement accounts, and any other non-restricted fiinds, etc.) shall be set

aside bythe Seller (the "Surplus Funds"). TheSeller may usethese Surplus Funds

to pay the costs of rmusual or extraordinary maintenance, repairs, renewals, or

replacements to its water production facilities or any of the other facilities

constracted as part ofthe Project. In addition, the Surplus Fimds shaU be available

for use by the Seller to construct or acquire additions, improvements, and/or

equipment useful to its water production factiities

revenue-producing capacity or provide a higher deg

-11-
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18. Resale of Water. The Purchaser may resell water to other public

water systems (in addition to those already served) provided the increased demand

is within the capability of the Seller's system to supply without expansion or

improvement of water source, treatment, storage or conveyance facilities.

Proposed new customers whose anticipated demand for water would necessitate

the expartsion or improvement of Seller's water source, treatment, storage or

conveyance facilities may be added only with the written approval of the Seller,

which approval shall not be imreasonably withheld; PROVIDED, HOWEVER,

Seller shall not be compelled or required to expand or improve its water source,

treatment, storage or conveyance facilities solely because of any such additional

wholesale water resale by Purchaser.

19. RD Concurrence. The construction of the Project is being JBnanced

in part by a loan made by, and a grant from, the Rural Development agency of the

U.S. DepartmentofAgriculture. Therefore, this Contractis subject to concurrence

by Rural Development as evidenced by the signature of a duly authorized RD

official.

20. PSC Review. The Parties acknowledge that this Contract cannot

become effective until it has been reviewed and

-12-
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Seller shall file an executed copy ofthis Contract with the PSC. Purchaser pledges

its assistance tohelp expedite thePSC review process.

21. Effective Date. The Parties acknowledge that, in order for this

Contract to become effective, the following events must occur;

a. Rural Development shall acknowledge concurrence;

b. PSC shall review this Contract and accept it forfiling; and

c. The Seller shall substantially complete the water treatment plant
expansion portion ofthe Project.

The Effective Date of this Contract shall be 30 days after the completion of all

three (3) of the above events. The Seller shall give written notice of the Effective

Date to the Purchaser.

22. Regulatory Agencies. This Contract is subject to such rules,

regulations, or laws as may be applicable to similar agreements iu the

Commonwealth of Kentucky. The Seller and Purchaser shall collaborate in

obtaining such permits, approvals, certificates or the like as may be required to

comply therewith.

23. Successors. In the event of any ocqimeuce

this Contract incapable of performing its duties u:

whether the result of legal process, assignment ct otherwise, sftaff to the

rights of that Party hereunder.

-13-
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24. Pledge. This Contract and the revenues generated hereunder are

pledged on a parity basis to (i) the United States of America acting through the

Rural Development agency of the U.S. Department of Agriculture, as part of the

security for and to the extent of a loan from the United States of America; (ii) any

holders of bonds or other indebtedness issued by the Seller to finance the costs of

the Project; and (iii) any insurance company providing an insurance pohcy which

insures the payment of principal and interest on any indebtedness issued by the

Seller to finance the costs ofthe Project.

25. Paragraph Headings. The descriptive headings of the various

paragraphs of this Contract have been inserted for convenience of reference only

and shaU in no waymodify or restrictany of the terms andprovisions hereof.

26. Entire Agreement; Severability. This Contract constitutes the entire

agreement between the Parties with respect to the subjectmatter contained herein.

Except as otherwise provided herein, no subsequent alteration, amendment, change

or addition to this Contract shall be bindingupon either Party unless and imtil it is

reduced to writing and signed by both Parties. Should any provision of this

Contract be declared to be invalid or tmenforcd3tffg°*l57''°TT!^g^Yg^^^^
PUBLIC SERVICE COMMISSION
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effect unless such invalid or unenforceable provisions substantially alter the

benefits of the Contract for either Party.

27. Non-Waiver. Anywaiver at anytimeby anyPartyhereto of its rights

with respect to the other Party or with respect to any matter arising in connection

with this Contract shallnot be considered a waiver of any suchrights or matters at

any subsequent time.

28. Current Contract Superseded. As of the Effective Date of this

Contract, the Current Contract, and all amendments of modifications thereto, shall

be superseded by this Contract.

29. Nonpayment. That in the event the Rrrchaser shall fail to make any

payment to Seller for the purchase of water and such failiue results in a default by

Sellerunder any of the provisions of the documentation relating to the issuance of

indebtedness by the Seller, including anyrequired debt service coverage ratio, then

the Seller shall increase the rates charged hereunder to Purchaser in an amount

necessary, in the written opinion of an independent, certified public accoimtant, to

allow the Seller to meet its fimancial covenants under such documentation.

-15-
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IN WITNESS WHEREOF, the Parties hereto, acting under aiithorily of

their respective governing bodies, have caused this Contract to be duly executed in

multiple counterparts, each of which shall constitute anoriginal.

Seller;

City of Central

r. Mayor

Attest:

Rirchaser:

Muhlenberg County Water District No. 3

Don Garrett, Chairman

Attest:

Secretary
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RD CONCURRENCE

The United States Department ofAgriculture, Rural Development concurs in
li

theprovisions of this Contract on this /o day , 2014.

-17-
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Question No. 4
Page 1 of3

MUHLENBERG COUNTY WATER DISTRICT #3

CASE NO. 2016-00421

Response to Commission Staff's First Request for Information

Question No. 4

Responding Witness: Ben Tooley

Q-4. Refer to the November 22, 2016 letter from David Rhoades, city
Administrator, Central City, Kentucl^, to Muhlenberg #3 ("Storage Letter")
supplied withthe request for a deviation andprovide the following.

a. The Storage Letter states that Central City "can and will reserve
700,000 gallons of water specifically for your system as storage."
Explain whether Muhlenberg #3 has the exclusive use of the 700,000
gallons of water storage in the event of an emergency^ If it does not,
explain why the storage should be included in determining the storage
capacity ofMuhlenberg #3.

A-4. a. As indicated in the Storage Letter, Muhlenberg #3 has the exclusive

use of 700,000 gallons of water storage in Central City's system.

There is nothing in the Storage Letter to indicate that Central City will

withdraw the reserved capacity in the event of an emergency. Central

City's new water treatment plant and its pump stations are equipped

with emergency generators and Muhlenberg #3 has not experienced a

major outage in the last six (6) years other than main line breaks.

Further, the Commission has previously granted storage deviations to

utilities without requiring an explicit reservation of storage in the
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event of an emergency.^ Thus, Central City's storage should be

included in determining the storage capacity of Muhlenberg #3.

Additionally, Muhlenberg #3 does not require a full 700,000

gallons of storage from Central City. Because Muhlenberg #3 has two

water storage tanks in its system with a capacity of 250,000 gallons

each, Muhlenberg #3 only requires approximately 233,000 gallons of

storage from Central City, not 700,000 gallons.

b. The Storage Letter does not state the term of Central City's
commitment to reserve storage capacity in favor of Muhlenberg #3.
State whether Central City has indicated a willingness to reserve the
capacity in favor of Muhlenberg #3 for the remainder of the term of
Central City's current contract with Muhlenberg #3.

A-4. b. Central City is unwilling to reserve the capacity in favor of

Muhlenberg #3 for the remainder of the term of Central City's current

contract with Muhlenberg #3. However, Muhlenberg #3 anticipates

receiving a letter that will reserve this capacity for at least three (3)

years, and perhaps as long as five (5) years.

c. State how Muhlenberg #3 and Central City will determine the rights
and obligations of the parties concerning the reservation of capacity
described in the Storage Letter. Include with the response to this sub-
part a discussion of whether Muhlenberg #3 and Central City
anticipate executing an amendment to their current water supply
contract to include Central City's reservation of storage capacity on
behalf of Muhlenberg #3.

' See, e.g.. Application ofDexter-Almo Heights Water District Requesting Deviationfrom Requirements of807KAR
5:066, Section 4(4), Case No. 2016-00114, Order (Ky. PSC June 6, 2016) (granting a deviation from 807 KAR
5:066, Section 4(4) without an explicit reservation of storage in the event of an emergency).
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A-4. c. Neither Muhlenberg #3 nor Central City anticipates executing an

amendment to the current water supply contract to include Central

City's reservation of storage capacity to Muhlenberg #3. Because

Central City has never withheld capacity under any circumstance,

determining the rights and obligations of the parties in the event of an

emergency is a new concept that Central City and Muhlenberg #3

have never faced before. Resolving this issue is one of the

impediments to receiving an updated letter from Central City in a

timely fashion.


