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ORDER 
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By Order entered March 12, 2019, the Commission initiated this investigation to 

review the excessive water loss by Kentucky's jurisdictional water utilities that report over 

35 percent water loss in their annual reports on file with the Commission.1 The 11 water 

utilities responded to multiple rounds of discovery.2 Formal hearings were held on June 9, 

10, 11 , 16, 17, and 18, 2019. The Attorney General is the only intervenor in this matter. 

This matter now stands submitted for a decision by the Commission. The Commission 

compiled information and findings from its investigations herein and prepared the report 

entitled, "Confronting the Problems Plaguing Kentucky's Water Utilities: An Investigative 

1 Kentucky's jurisdictional water utilities that report over 35 percent water loss in their most recent 
annual reports on file with the Commission named in Case No. 2019-00041 were Big Sandy Water District, 
Cawood Water District, Estill County Water District #1, Farmdale Water District, Hyden-Leslie Water 
District, Milburn , Morgan County Water District, Rattlesnake Ridge Water District, Southern Water & Sewer 
District, and West Carroll Water District along with North Manchester Water Association. Of the 12 water 
utilities named as parties in the March 12, 2019 Order, one, Kentucky-American Water Company 
(Kentucky-American), was dismissed as a party by Order entered April 5, 2019. Kentucky-American had 
been made a party to this proceeding due to excessive water loss only in the area previously served by 
Eastern Rockcastle Water Association, Inc. (Eastern Rockcastle Association), which was acquired by 
Kentucky-American early in 2018. Because Kentucky-American's overall water loss is less than 20 percent, 
which is under the 35 percent threshold the Commission established in identifying water utilities who were 
made a party to this proceed ing, Kentucky-American's motion to dismiss was granted. 

2 The Commission is currently investigating the water loss percentages of Cannonsburg Water 
District in Case No. 2014-00267 and Martin County Water District in Case No. 201 6-00142. Those utilities 
were not made a party to this case. The Commission will address required actions to address water loss 
in those cases. 



Report by the Kentucky Public Service Commission November 2019" that is fully 

incorporated and attached as Appendix L and filed contemporaneously with this Order. 

BACKGROUND 

Reports of excessive water loss year after year can be indicative of the 

deteriorating overall financial and operational well-being of a water utility. For this reason, 

as noted in its Orders over the last few years, the Commission has been placing greater 

emphasis on monitoring utilities that consistently exceed the 15 percent unaccounted-for 

water loss threshold.3 The Commission has strongly encouraged utilities to continue to 

pursue reasonable actions to reduce unaccounted-for water loss.4 Language in these 

Orders stated that failure by a water utility to demonstrate significant progress toward 

reducing its water loss may cause the Commission to pursue additional action with the 

utility, including an investigation into the utility's inability to reduce its water loss. 

In its March 12, 2019 Order, the Commission cited its plenary authority under KRS 

278.040 to regulate the rates and services of jurisdictional utilities and to enforce the 

3 See generally Electronic Application of Estill County Water District No. 1 for Rate Adjustment 
Pursuant to 807 KAR 5:076, Case No. 2017-00176 (Ky. PSC Dec. 20, 2017), at 4. There is not a national 
water loss standard, thus each state adopts their own standard based on best practice indicators from 
industry groups, including the American Water Works Association (AWWA) and International Water 
Association. State water loss standards are between 10 percent and 20 percent, with an average of 15 
percent water loss standard . See AWWA Water Accountability and Loss Control improvements in North 
America: A Progress Report, 
https ://cd n.ymaws.com/www.isawwa.org/resou rce/res mgr/Water _Loss_Audit/2_ why _audit_ wlcc_update 
d_dr.pdf (last accessed Aug. 27, 2019). 

4 See generally Commission Final Orders for Rate Applications from 2017-present for language 
explaining the greater emphasis on encouraging efforts to reduce water loss and including the approximate 
amount of money the lost water represented to the utility. Electronic Application of Estill County Water 
District No. 1 for Rate Adjustment Pursuant to 807 KAR 5:076, Case No. 2017-00176 (Ky. PSC Dec. 20, 
2017), Order at 4. 
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provisions of KRS Chapter 278.5 KRS 278.030 requires every utility to furnish "adequate, 

efficient and reasonable" service. KRS 278.260 permits the Commission, on its own 

motion, to investigate any act or practice of a utility that affects or is related to the service 

provided by a utility. After conducting such an investigation and finding that a practice is 

unreasonable, unsafe, improper, or inadequate, KRS 278.280(1) further permits the 

Commission to determine the reasonable, safe, proper, or adequate practice or methods 

to be observed and to fix same by Order. KRS 278.230 permits the Commission to 

inspect the books and records of any jurisdictional utility and provides that jurisdictional 

utilities' books and records shall be available to the Commission. KRS 278.230 also 

permits the Commission to require jurisdictional utilities to file "reports . . . or other 

information" the Commission reasonably requires. 

1 (7): 

2010). 

The Commission has defined "unaccounted for water'' at 807 KAR 5:067, Section 

Unaccounted for water "means the volumetric sum of all water 
purchased and produced by the utility less the volume of 
water: 

(a) Sold; 

(b) Provided to customers without charge as authorized 
by the utility's tariff; and 

(c) Used by the utility to conduct the daily operation and 
maintenance of its treatment, transmission, and 
distribution systems. 

5 Kentucky Public Service Com'n v. Commonwealth ex rel. Conway, 324 S.W.3d 373, 383 (Ky. 
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Unaccounted-for water loss is "the difference of the total amount of water produced and 

purchased and the sum of water sold, water used for fire protection purposes,6 and water 

used in treatment and distribution operations (e.g., backwashing filters, line flushing) ."7 

that: 

Pursuant to KRS 278.280(2) , the Commission has prescribed in its regulations 

Except for purchased water rate adjustments for water 
districts and water associations, and rate adjustments 
pursuant to KRS 278.023(4), for rate making purposes a 
utility's unaccounted-for water loss shall not exceed fifteen 
(15) percent of total water produced and purchased, excluding 
water used by a utility in its own operations. 8 

The policy enacted by this regulation is "intended to serve as an incentive to 

promote efficient management."9 The water utilities named in the March 12, 2019 Order 

have repeatedly reported an unaccounted-for water loss that exceeds 35 percent of the 

total water produced and purchased, excluding water used by a utility in operation of its 

plant, system flushing, wastewater purposes (e.g., backwashing of filters) , and fire 

department usage. 

6 A utility may grant free or reduced rate service to fire districts to fight fires or to train firefighters. 
KRS 278.170 requires fire districts to maintain estimates of the amount of water used for fire protection and 
training and to report the water usage on a regular basis. 

7 Application of Cannonsburg Water District for (1) Approval of Emergency Rate Relief and (2) 
Approval of the Increase in Nonrecurring Charges, Case No. 2011 -00217 (Ky. PSC June 4, 2012), Order 
at 5 n.12. 

a 807 KAR 5:066, Section 6(3). 

9 In the matter of the Notice by Lake Village Water Association, Inc. , of a Tariff Amendment 
Adjusting Rates and Imposing Construction Surcharge, Case No. 89-075 (Ky. PSC Jan. 29, 1990), Order 
at 5. 
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DISCUSSION 

The Commission initiated this administrative proceeding to investigate the reasons 

why the 11 utilities named in this matter have the highest water loss percentages among 

Kentucky's jurisdictional water utilities and to determine what actions may be necessary 

in order to decrease their respective percentages of water loss. The Commission asked 

the 11 utilities to respond to three rounds of requests for information designed to elicit 

current operational and financial information, as well as historical data, and followed up 

with post-hearing data requests for most of the named water utilities. The Commission 

sought production of internal policies and procedures, maintenance and repair records 

and procedures, documented efforts to reduce water loss, and plans for capital 

improvement in order to review and process the information to search for any common 

factors that led to the high water loss, as well as for information on the utilities' overall 

financial and operational health. 

Many of the utilities failed to respond in a timely manner and/or failed to submit 

complete responses to requests for information. Those failures raised concerns about 

the competency of utility management and, in some cases, what appeared to be a 

disregard for the Commission's statutory duty to provide guidance and oversight. The 

most disturbing is that some utilities could not provide the most basic business records 

and operational information requested. Whether due to disorganization or some other 

reason, the inability to maintain and produce basic billing and maintenance records 

suggests a lack of capacity to properly operate and manage a utility that provides safe 
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drinking water to ratepayers. 10 

FINDINGS 

At the formal hearings, each utility was asked to provide evidence on issues of 

water loss, utility operations, and financial health. Contemporaneously with the entry of 

this Order, the Commission is issuing a report (Report) that discusses the formal hearings 

in greater detail, including utility-specific findings and conclusions. To avoid duplicating 

the lengthy discussion of those hearings contained in the Report, the Commission 

incorporates the findings and conclusions from the Report into this Order, attached as 

Appendix L. 

I. Recommendations for All 11 Water Utilities 

The Commission made several findings of fact that were common among the 

named utilities and also issued recommendations that are necessary to improve the 

operations and financial health of all the utilities named in this proceeding. 

Based upon the case record, the Commission recommends that: 

1. Those water utilities that rely on traditional methods for locating leaks begin 

installing zone meters to help identify problem areas. 

10 Case No. 2019-00041, Rattlesnake Ridge Motion for Extension (Apr. 10, 2019), Southern Water 
District (May 2, 2019) Responses filed late; Southern Water District (June 13, 2019) Responses filed late 
to Staff Data Requests, including statements such as "Since the PSC conducted the inspection and issued 
results, would those reports not already be on file with the PSC."; Milburn Water District (April 29, 2019) 
Response filed. Case No. 2018-00017, Martin County Water District had numerous instances in which it 
filed incomplete responses, incorrect financial information , and multiple instances where the Commission 
had to request the same information multiple times because the utility could not provide basic business 
records. See also Appendix L 'Confronting the Problems Plaguing Kentucky's Water Utilities: An 
Investigative Report by the Kentucky Public Service Commission November 2019" PSC Report filed 
contemporaneously with the Final Order in Case No. 2019-00041, Appendix H, North Manchester Water 
Association had the unusual circumstance that its records were missing. Appendix B, Cawood Water 
District employed an accountant for years and until recently, kept its records off-site. The board hired a 
different accountant to perform the tasks required of an accountant, and the board did not extinguish its 
contract with the former accountant. 
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2. Those water utilities that already have zone meters should begin installing 

bypass meters or dedicated meter pits for use with a portable flowmeter to help isolate 

leaks into even smaller areas. Distribution systems should also be evaluated to 

determine the need for more isolation valves. 

3. Because all systems should have a dedicated number of personnel 

devoting specific time to leak detection, water loss prevention, and related tasks, staffing 

needs should be evaluated immediately and a plan developed that would allow either 

obtaining additional employees or a more efficient distribution of the workload for current 

employees. As water loss percentages start declining, there will still be a need for staff 

and time to maintain the improvements. Utilities should be aware of related tasks that 

support water loss detection and loss prevention such as meter replacement, valve 

maintenance, line locating, etc. 

4. The water utilities should evaluate their meter replacement/testing 

schedules and determine if current programs adequately inventory meters by age, 

location, and accuracy. The number of meters that need to be tested or replaced should 

be determined before annual budgets are developed to help ensure funding is available 

for those projects. In addition to the regulatory requirement to test meters and submit 

Quarterly Meter Reports, the reports should also be used as a tool to monitor overall 

meter age and reliability in the systems. 

5. Each water utility should evaluate the need for more frequent rate 

increases. 

6. The roles of boards and managers should be more defined regarding water 

loss and leak detection. Managers need more flexibility and hands-on control of solving 
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water loss as well as more training on administrative responsibilities not covered in 

operator training. 

II. Required Reporting From All 11 Water Utilities 

Based upon the case record and being otherwise sufficiently advised, the 

Commission finds that within six months of the date of entry of this Order: 

1. Each of the 11 water utilities named in this proceeding must provide to the 

Commission evidence that they have developed a plan to improve the operations and 

financial health of the utility. 

2. Each of the 11 water utilities named in this proceeding must provide to the 

Commission any new policies and procedures used to address water loss and better 

business practices, including but not limited to a water loss reduction plan , a leak 

detection plan, and employee policies and procedures. 

3. Each of the 11 water utilities named in this proceeding must update their 

respective water leak detection and water loss prevention manuals. The manuals should 

include specific procedures that relate to each water utility's methods for leak detection 

and loss prevention. Key components for water leak detection and water loss prevention 

should be identified and referenced, such as valves, zone meters, tank meters, and 

typical demand for each area. Manuals should indicate the desired number of personnel 

necessary to carry out the programs and the amount of time that needs to be allotted. 

4. Within 12 months of the date of entry of this Order, the board members of 

the 10 water districts named in this proceeding who have not already attended 12 hours 

of new commissioner training that complied with KRS 74.020(8) must attend a minimum 

6 hours of training at a Commission-sponsored seminar. 
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Ill. Utility-Specific Actions 

The Commission also identified utility-specific actions that are necessary to 

improve the operations and financial health of the subject water utilities. Based upon the 

case record and being otherwise sufficiently advised, the Commission's findings are 

contained in the attached Appendices A-M. 

IT IS THEREFORE ORDERED that: 

1. Each water utility that is a party to this proceeding shall comply with the 

specific ordering paragraphs in its respective appendix and shall file their respective plans 

to improve the operations and financial health of the utility within six months of the date 

of entry of this Order. 

2. Each water utility that is a party to this proceeding shall develop and file with 

the Commission within six months of the date of entry of this Order new policies and 

procedures to address water loss and better business practices, including but not limited 

to a water loss reduction plan, a leak detection plan, and improved employee policies and 

procedures. 

3. Each water utility that is a party to this proceeding shall adopt and follow the 

water loss calculation and reporting form that is attached hereto as Appendix M and 

adopted by the Commission in Case No. 2018-00394. 

4. Within 12 months of the date of entry of th is Order, the board members of 

the 10 water districts named in this proceeding who have not already attended 12 hours 

of new commissioner training that complied with KRS 74.020(8) shall attend a minimum 

6 hours of training at a Commission-sponsored seminar. 
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5. Documents filed pursuant to ordering paragraphs 1-3 and all ordering 

paragraphs in the attached Appendices shall include this case number and shall be filed 

in the post-case correspondence file . 

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK] 
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Executive Director 

By the Commission 
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NOV 2 2 2019 
KENTUCKY PUBLIC 

SERVICE COMMISSION 
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APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2019-00041 DATED NOV 2 2 2019 

Big Sandy Water District 

1. Big Sandy Water District (Big Sandy District) stated at the July 17, 2019 

hearing that it has approximately 2, 100 meters that have been in service for at least ten 

years without having been tested. 11 In accordance with 807 KAR 5:066, Section 16, Big 

Sandy is required to test these meters at least once every ten years if the meters are to 

remain in service. 

a. Big Sandy District should submit a plan to the Commission that will 

bring Big Sandy District into compliance with the meter testing requirements of 807 KAR 

5:066, Section 16. 

b. Big Sandy District should submit a meter and valve-testing program 

to the Commission to ensure future compliance. 

2. Big Sandy District does not currently employ a general manager. Big Sandy 

District would benefit greatly by filling the vacant position with a qualified person. A 

general manager is essential for the long-term operations and viability of the system. 

IT IS THEREFORE ORDERED that: 

1. Big Sandy District shall, within six months of the date of entry of this Order: 

a. Develop and implement a written plan that will bring Big Sandy 

District into compliance with 807 KAR 5:066, Section 16(1 ), regarding the testing of 

meters. 

11 Test. of James Blanton at Tr. 99:11to100:8 (July 17, 2019 Hearing). 
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b. Develop and implement a set schedule for meter and valve testing 

as part of its leak detection and water loss mitigation plan to be followed on an ongoing 

basis. 

c. Prepare and implement a plan to fill the vacant general manager 

position with a qualified person. 

d. Provide a progress report to the Commission on the status of filling 

the general manager position. 

e. Provide the results of a comprehensive water audit. 

Page 2 of 2 
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APPENDIX B 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2019-00041 DATED NOV 2 2 2019 

Cawood Water District 

1. Cawood Water District (Cawood District)12 has not filed required reports 

with the Commission, and its written policies and procedures are insufficient. Within six 

months of the date of entry of this Order, Cawood District should file with the Commission: 

a. A revised leak adjustment policy; 

b. Its 2018 audit and annual report; 

c. The results of the tests of its meters that are ten years old or older 

or, in the alternative, obtain and provide estimates of the cost to replace those meters; 

d. A meter testing schedule; 

e. Documentation of fire department water usage; 

f. A standard written procedure for when there is a line break due to 

excavation damage that ensures that line break repairs are charged to the appropriate 

offender; 

g. A policies and procedures manual approved by its Board; 

h. A new board-approved written safety training schedule; 

i. A new tariff sheet setting forth a written policy regarding theft of water 

service and update its Tariff on file with the Commission; and 

j. The results of a comprehensive water audit. 

12 Any discussions regarding merger with Black Mountain Water District will be documented in Case 
No. 2018-00068, An Investigation Into the Feasibility of Proposed Merger of Cawood Water District and 
Black Mountain Utility District Pursuant to KRS 74.361, which is sti ll ongoing. 
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IT IS THEREFORE ORDERED that: 

1. Cawood District shall file with the Commission within six months of the date 

of entry of this Order: 

a. A revised leak adjustment policy; 

b. Its 2018 audit and annual report ; 

c. The results of the tests of its meters that are ten years old or older or 

in the alternative, obtain and provide estimates to replace those meters; 

d. A meter testing schedule; 

e. Documentation of fire department water usage; 

f. A standard written procedure for when there is a line break due to 

excavation damage that ensures that line break repairs are charged to the appropriate 

offender; 

g. A written policies and procedures manual; 

h. A written safety training schedule; 

i. A written policy regarding theft of water service; and 

j. The results of a comprehensive water audit. 
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APPENDIX C 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2019-00041 DATED NOV 2 2 2019 

Estill County Water District #1 

1. Estill County Water District #1 (Estill District #1) has not filed required 

reports with the Commission and its written policies and procedures are insufficient. 

Within six months of the date of entry of this Order, Estill District #1 should file with the 

Commission: 

a. The results of the tests of its meters that are ten years old or older 

or, in the alternative, obtain and provide estimates of the cost to replace those meters; 

b. A meter testing schedule; 

c. Documentation of fire department water usage; 

d. A standard written procedure for when there is a line break due to 

excavation damage that ensures that line break repairs are charged to the appropriate 

offender; 

e. A written policies and procedures manual; 

f. A written safety training schedule; 

g. A written policy regarding theft of water service; and 

h. The results of a comprehensive water audit. 

2. Any further remedial action regarding the loss prevention or leak detection 

programs will be documented in Case No. 2019-00119.13 

13 Case No. 2019-00119, Electronic Application of Estill County Water District No. 1 for a Surcharge 
to Finance Water Loss Control Efforts. 
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IT IS THEREFORE ORDERED that: 

1. Estill District #1 shall file with the Commission, within six months of the date 

of entry of this Order: 

a. The results of the tests of its meters that are ten years old or older or 

in the alternative, obtain and provide estimates to replace those meters; 

b. A meter testing schedule; 

c. Documentation of fire department water usage; 

d. A standard written procedure for when there is a line break due to 

excavation damage that ensures that line break repairs are charged to the appropriate 

offender; 

e. A written policies and procedures manual; 

f. A written safety training schedule; 

g. A written policy regarding theft of water service; and 

h. The results of a comprehensive water audit. 
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APPENDIX D 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2019-00041 DATED NOV 2 2 2019 

Farmdale Water District 

1. Farmdale Water District (Farmdale District) has not filed required reports 

with the Commission and its written policies and procedures are insufficient. Within six 

months of the date of entry of this Order, Farmdale District should file with the 

Commission: 

a. The results of the tests of its meters that are ten years old or older; 

b. A meter testing schedule; 

c. Documentation of fire department water usage; 

d. A standard written procedure for when there is a line break due to 

excavation that ensures that line break repairs are charged to the appropriate offender; 

e. A written policies and procedures manual; 

f. A written safety training schedule; 

g. A written safety manual; 

h. A written policy regarding theft of water service; and 

i. The results of a comprehensive water audit. 

IT IS THEREFORE ORDERED that: 

1. Farmdale Water District shall file with the Commission, within six months of 

the date of entry of this Order: 

a. The results of the tests of its meters that are ten years old or older; 

b. A meter testing schedule; 

c. Documentation of fire department water usage; 
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d. A standard written procedure for when there is a line break due to 

excavation damage that ensures that line break repairs are charged to the appropriate 

offender; 

e. A written policies and procedures manual; 

f. A written safety training schedule; 

g. A written safety manual; 

h. A written policy regarding theft of water service; and 

i. The results of a comprehensive water audit. 
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APPENDIX E 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2019-00041 DATED NOV 2 2 2019 

Hyden-Leslie County Water District 

1. Hyden-Leslie County Water District (Hyden-Leslie District) has not filed 

required reports with the Commission, and its written policies and procedures are 

insufficient. Within six months of the date of entry of this Order, Hyden-Leslie District 

should file with the Commission: 

a. A written status report regarding funding for the Phase lllA, Phase 

1118, Phase IV, and Phase VI water system improvements, and SR 1850 Cove Waterline 

Extension project currently in the Water Resource Information System (WAIS) that has 

been in WAIS since 2014; 

b. Documentation that it is enforcing its tariff regarding fire department 

usage reporting and assessing fines against any fire department that does not report its 

usage amounts; 

c. Documentation that it completed a comprehensive water audit; 

d. A written leak detection policy that includes a timeline stating the 

length of time any discovered leaks should be repaired; 

e. A new tariff sheet that sets forth a written policy regarding missed or 

under billings for its customers; 

f. A written update regarding obtaining funding and repairing two 

current leaks at two tanks; 

g. A written update on its progress on the upgrade of its billing software; 
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h. A written policy regarding theft of water service;14 and 

i. A revised tariff that includes a policy regarding theft of water services. 

IT IS THEREFORE ORDERED that: 

1. Hyden-Leslie District shall file with the Commission, within six months of the 

date of entry of this Order: 

a. An update on the funding of the projects currently in WRIS; 

b. Documentation of fire department water usage; 

c. The results of a comprehensive water audit; 

d. A written leak detection policy; 

e. A new tariff sheet setting forth a written policy regarding missed or 

under billings for its customers; 

f. A written update regarding obtaining funding and repairing two 

current leaks at two tanks; 

g. A written update on its progress on the upgrading of its billing 

software; and 

h. A new tariff sheet setting forth a written policy regarding theft of water 

service. 

14 In order to develop this written policy Hyden-Leslie District may need to meet with the County 
Attorney with its counsel present. 
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APPENDIX F 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO .. 2019-00041 DATED NOV 2 2 2019 

Milburn Water District 

1. Milburn Water District (Milburn District) must consider and pursue merger 

or consolidation with Graves County Water District (Graves District). Milburn District must 

undertake discussions with Graves District regarding a possible merger or consolidation 

of the districts and file a written report on the status of its discussions within six months 

of the date of entry of this Order. 

IT IS THEREFORE ORDERED that Milburn District shall fi le with the Commission, 

within six months of the date of entry of this Order, a written report on the status of its 

discussions with Graves District regarding a possible merger or consolidation of the 

districts. 
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APPENDIX G 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2019-00041 DATED NOV 2 2 2019 

Morgan County Water District 

1. Morgan County Water District's (Morgan District) leak adjustment policy is 

too generous and must be revised to ensure recovery of revenues sufficient to pay the 

expenses incurred by the utility. Morgan District must file a revised leak adjustment policy 

within six months of the date of entry of this Order. 

2. Despite being increased in August 2017,15 Morgan District's current rates 

fail to ensure sufficient revenue to pay operating expenses, adversely affecting Morgan 

District's financial condition . Morgan District should file an application for alternative rate 

adjustment, pursuant to 807 KAR 5:076, within six months of the date of entry of this 

Order.16 

IT IS THEREFORE ORDERED that: 

1. Morgan District shall file with the Commission a revised leak adjustment 

policy within six months of the date of entry of this Order. 

2. Morgan District shall file with the Commission an application for alternative 

rate adjustment, pursuant to 807 KAR 5:076, within six months of the date of entry of this 

Order. 

1s Case No. 2016-00068, Application of Morgan County Water District for Rate Adjustment, (Ky. 
PSC Aug. 17, 2017). 

1s We note that in Case No. 2016-00068, Commission Staff calculated higher rates than those that 
Morgan District requested and that Morgan District opted to charge the lower rates. 
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APPENDIX H 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2019-00041 DATED NOV 2 2 2019 

North Manchester Water Association, Inc. 

1. North Manchester Water Association, Inc. (North Manchester Water) does 

not have a water theft policy.17 Within six months of the date of entry of this Order, North 

Manchester Water should: 

a. Develop and implement a written policy regarding theft of water 

service; 

b. Amend its tariff to include the water theft policy and ensure that the 

tariff is enforced; 

c. Develop and implement a set schedule for meter and valve testing 

as part of its leak detection and water loss mitigation plan; 

d. Test all of its meters that are ten years old or older; 

e. Complete a comprehensive water audit; 

f. Provide documentation that it is enforcing its tariff regarding fire 

department usage reporting and assessing fines against any fire department that does 

not report its usage amounts; 

g. Develop and implement a written policies and procedures manual to 

include office and financial internal contro ls and protocols; 

h. Develop and implement a written employee vehicle usage policy; 

i. Develop and implement a written safety training schedule; and 

11 In order to develop this written policy, North Manchester Water may need to meet with the County 
Attorney with its counsel present. 
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j. Conduct safety training at regular intervals. 

IT IS THEREFORE ORDERED that: 

1. North Manchester Water shall file, within six months of the date of entry of 

this Order: 

a. A new tariff sheet that sets forth a written policy regarding theft of 

water service; 

b. A meter and valve testing schedule; 

c. The results of the tests of all of its meters that are ten years or older; 

d. The resu lts of a comprehensive water audit; 

e. Documentation of fire department water usage; 

f. A written policies and procedures manual ; 

g. A written employee vehicle usage policy; and 

h. A written safety training schedule within six months of the date of 

entry of this Order. 
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APPENDIX I 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2019-00041 DATED NOV 2 2 2019 

Rattlesnake Ridge Water District 

1. Rattlesnake Ridge Water District (Rattlesnake District) has not filed required 

reports with the Commission, and its written policies and procedures are insufficient. 

Within six months of the date of entry of this Order, Rattlesnake District should file with 

the Commission: 

a. Its 2018 audit and annual report; 

b. Documentation that it tested all of its meters that are ten years old or 

older, and the results of these tests; 

c. A written meter testing schedule; 

d. Documentation that it is enforcing its tariff regarding fire department 

usage reporting and assessing fines against any fire department that does not report its 

usage amounts; 

e. A written procedure for when there is a line break due to excavation 

damage that ensures that line break repairs are charged to the appropriate offender; 

f. A written policies and procedures manual to include office and 

financial internal controls and protocols; 

g. A written safety training schedule; 

h. Documentation that it conducts safety training at regular intervals; 
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i. A written policy regarding theft of water service;18 

j. A revised tariff that sets forth the policy regarding theft of water 

service; and 

k. Provide documentation that it completed a comprehensive water 

audit. 

2. Rattlesnake District's leak adjustment policy does not clearly establish the 

rate charged for water usage over the average and must be revised. The revised leak 

adjustment policy must be filed within six months of the date of entry of this Order. 

IT IS THEREFORE ORDERED that: 

1. Rattlesnake District shall file with the Commission, within six months of the 

date of entry of this Order: 

a. A new tariff sheet that sets for a revised leak adjustment policy; 

b. Its 2018 audit and annual report ; 

c. The results of the tests of its meters that are ten years old or older; 

d. A meter testing schedule; 

e. Documentation of fire department water usage; 

f. A standard written procedure for when there is a line break due to 

excavation damage that ensures that line break repairs are charged to the appropriate 

offender; 

g. A written policies and procedures manual; 

h. A written safety training schedule; 

18 In order to develop this written policy Rattlesnake District may need to meet with the County 
Attorney with its counsel present. 
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i. A new tariff sheet that sets forth a written policy regarding theft of 

water service; and 

j. The results of a comprehensive water audit. 
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APPENDIX J 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2019-00041 DATED NOV 2 2 2019 

Southern Water & Sewer District 

1. Southern Water & Sewer District's (Southern District) leak adjustment policy 

does not clearly establish the rate charged for water usage over the average and must 

be revised . The leak adjustment policy is among several other policies and procedures 

that require revision and any remedial action will be addressed by the Commission in 

Case No. 2019-00131 .19 

IT IS THEREFORE ORDERED that Southern District shall file with the 

Commission, within six months of the date of entry of this Order, a written report noting 

the remedial actions performed or underway because of Case No. 2019-00131 . 

19 Case No, 2019-00131, Application of Southern Water and Sewer District for an Alternative Rate 
Adjustment. 
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APPENDIX K 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2019-00041 DATED NOV 2 2 2019 

West Carroll Water District 

1. West Carroll Water District's (West Carroll District) leak adjustment policy 

is too generous and should be revised to ensure recovery of revenues sufficient to pay 

the expenses incurred by the utility. The revised leak adjustment policy should be filed 

within six months of the date of entry of this Order. 

West Carroll District should undertake discussions with Carrollton Utilities 

regarding a possible merger or consolidation of the two systems and file a written report 

on the status of the discussions within six months of the date of entry of this Order. 

IT IS THEREFORE ORDERED that West Carroll District shall file with the 

Commission, within six months of the date of entry of this Order, a new tariff sheet that 

sets forth a revised leak adjustment policy and a written report on the status of its 

discussions with Carrollton Util ities regarding a possible merger or consolidation. 
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APPENDIX L 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2019-00041 DATED NOV 2 2 2019 

REPORT: 

"Confronting the Problems Plaguing Kentucky's Water Utilities: An Investigative Report 
by the Kentucky Public Service Commission November 2019" 

SEVENTY-TWO PAGES TO FOLLOW 



CONFRONTING THE PROBLEMS PLAGUING 

KENTUCKY'S WATER UTILITIES 



MESSAGE FROM THE CHAIRMAN 

In this report, we share the results of several Commission-initiated investigations into what has become a 

recurring trend among rural water utilities across the Commonwealth. Reported water loss that exceeds 

generally accepted industry and regulatory best practices or standards is indicative of much more serious 

problems at these utilities-problems that pose a threat to the health and economic wellbeing of our citizens. 

Per 807 KAR 5:066, Section 6(3) defining water supply measurement for ratemaking purposes, utilities cannot 

adjust rates for unaccounted-for water loss that exceeds 15 percent of the total water produced and 

purchased. Therefore, unaccounted-for water loss over 15 percent on an ongoing basis is cause for concern. 1 

The Commission's recent investigations focused on water utilities that have the highest percentage of water 

loss among all the utilities under the Commission's jurisdiction, some in excess of 45 percent while two 

reported water loss approaching 70 percent. These shocking figures reveal that customers of the water utilities 

we investigated are paying for large amounts of treated water that never reaches their homes or businesses. 

The Commission has repeatedly found that the utilities with chronic excessive water loss consistently struggle 

over time because their managers and board members lack the experience and training needed to maintain 

the operational viability of the water systems. Moreover, while Kentucky is a nationally recognized leader with 

regard to encouraging and promoting regionalization and consolidation of small water util ities, there is a great 

deal more to be done. Many small water systems lack a sufficient customer base to support their continued 

operations. Finally, board members and managers find themselves constrained by political and societal 

pressure when it comes to raising rates or exploring merger, consolidation or sale, even though taking such 

actions might be the best long-term solution for the water utility and its customers. 

The Public Service Commission strives to foster the provision of safe and reliable service at a reasonable price 

to the customers of the utilities we regulate. The regulation of rates and service go hand in hand. The 

Commission must safeguard the financial stability of jurisdictional utilities (through the establishment of fair 

and just rates) in order to ensure utilities' operational competence to provide safe and reliable service to their 

customers. If a utility is not operating effectively because it is unwilling to set rates at a level sufficient to 

support daily operations and replace infrastructure as needed, then the utility cannot provide adequate and 

safe water service to its customers. 

We recognize and appreciate the attention the Kentucky General Assembly has given to issues plaguing 

troubled water systems, most recently through the formation of the Public Water and Wastewater System 

Infrastructure Task Force. We hope sharing the results of our investigations can serve to further those efforts. 

Not only are we working to help right the course, but we also seek to bring attention to problems that may 

ultimately require action beyond the Commission's authority. 

If not addressed now, the problems discussed herein will continue to mount along with the costs of 

remediation - costs that are already well beyond what the customer bases of these rural water utilities can 

bear. We must work together to find solutions for the challenges these water utilities face. And the time to act 

is now. 

1 See 807 KAR 5:066 Section 6(3) at https:/Japps.legislature.ky.gov/law/kar/807 /005/066.pdf. 



Acknowledgements 
Chairman Michael J. Schmitt, Vice Chairman Robert J. Cicero and Commissioner Talina R. Mathews want to 

acknowledge all those without whose hard work and dedication this investigation and report would not have 

been possible . First, the Commissioners would like to thank the water loss investigation team members: 

Brittany H. Koenig, Staff Attorney Ill 

W. Andrew Bowker, Staff Attorney Ill 

John B. Park, Staff Attorney Ill 

Nancy Vinsel, Assistant General Counsel 

Ariel Miller, Public Utilities Financial Analyst Ill 

John Rogness, Public Utilities Rate Analyst Ill 

Sam H. Reid, Public Utilities Rate Analyst V 

Eddie Beavers, Public Utilities Rate Analyst V 

David Foster, Public Utilities Financial Analyst Ill 

Erin Donges, Utility Inspector Ill 

Roy Gray, Utility Inspector II 

Ruth Rowles, GIS Contractor 

Kabrenda L. Warfield, Special Assistant/Paralegal Consultant 

In addition, the Commissioners would like to acknowledge the contributions of the executive management 

team, including: 

Gwen R. Pinson, Executive Director 

Karen l. Wilson, Executive Advisor 

John S. Lyons, Deputy Executive Director 

John E. Pinney, Acting General Counsel 

Mary Beth Purvis, Division Director, Division of Financia l Analysis 

Finally, the investigation and report would not have been possible without the support of other Commission 

staff, all of whom had an integral part to play before, during and after the investigative hearings: 

The library Editors, Editors and Filings staff who processed, edited and posted data requests, orders 

and all other relevant documents, despite the high volume and quick turnaround time required in 

many instances; 

The IT specialists who managed the recording/broadcasting of concurrent hearings and helped the 

Commission share the report on its website; 

The Administrative Staff who set up the hearing rooms and ensured that the needs of the 

Commissioners, staff and hearing participants were met along with providing assistance throughout 

the completion of the report; 

The Consumer Complaint Investigators who took the calls before, during and after the hearings from 

customers of the struggling water districts, providing vital information about the ongoing proceedings; 

and 

The Front Desk Staff who greeted visitors and assisted with directing all hearing participants to the 

correct locations as needed. 



Executive Summary 
A water utility's inability to reduce excessive water loss over time is a symptom of other significant problems 

plaguing the utility, such as poor financial management and operational practices. In March of 2019, the Public 

Service Commission launched an investigation (Case No. 2019-00041) of jurisdictional water utilities that 

recorded water loss of more than 35 percent in their most recent annual reports.1 This report provides an 

overview of characteristics common among water utilities facing these challenges along with recommended 
solutions. 

In addition to the 11 utilities named as parties in Case No. 2019-000412, the report also discusses two other 

water utilities, Martin County Water District and Cannonsburg Water District, which are subjects of ongoing 
investigations by the Commission. 

During the course of its investigations, the Commission identified the following common characteristics among 
struggling water utilities. 

Inadequate Oversight and Management 

This overarching problem affects every aspect of water utility management. Untrained board members often 

miss the signs of financial distress that would prompt a rate adjustment to fund necessary capital investments 

and conduct daily operations and maintenance. The same is true if the general manager lacks training or 

experience. Common trends include failure to establish metrics to gauge performance, failure to adopt policies 

and internal controls to ensure business best practices are followed, and failure to maintain complete and 

accurate records relating to utility operations. 

Poor Financial and Accounting Practices 

A troubling practice is when water utilities file for rate increases as part of a loan process to fund capital 

projects and use those rate increases obtained to avoid filing a comprehensive rate adjustment with the 

Commission. Often, these capital projects are prepared by consulting engineering firms for approval by the 

water utility boards. The utilities are vulnerable when an engineering firm completes the technical project 

specifications along with the financial documentation supporting the loan application and then works with the 

funding agencies to help secure financing. This process lacks the oversight necessary to ensure project 

proposals address priority needs at reasonable costs. 

Detrimental Extraneous Influences 

Finally, board members and managers are misguided by local political and community pressure. They are 

pressured to keep rates at levels that are unsustainable over time. They refuse to even consider merger, 

consolidation or sa le, and often make decisions that ultimately are counter to their duty to preserve the long­

term viability of the utilities for their customers. 

Recommendations 

New or Enhanced Statutory or Regulatory Requirements 

1 Electronic Investigation into Excessive Water Lass by Kentucky's Jurisdictional Water Utilities, Case No. 2019-00041. 

2 Big Sandy, Cawood, Estill County, Farmdale, Hyden-Leslie, Milburn, Morgan County, Rattlesnake Ridge, Southern Water 
& Sewer, and West Carroll Water Districts along with North Manchester Water Association. 
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