JOHN N. HUGHES
ATTORNEY AT LAW
PROFESSIONAL SER VICE CORPORATION
124 WEST TODD STREET
FRANKFORT, KENTUCKY 40601

TELEPHONE: (502) 227-7270 INHUGHES @ fewpb . net TELEFAX (502) 875-7059

August 24, 2007

Beth O’Donnell

Executive Director

Public Service Commission
211 Sower Blvd

Frankfort, K'Y 40601

Re: Case No. 2007-00135

Dear Beth:

Northern Kentucky Water District submits for filing the responses to the
Commission’s Third Data Request. Northern has not completed the responses to the
Attorney General’s Supplemental Requests. After discussing the issue with the Attorney
General, the parties agreed to a delayed filing. Northern believes they can be filed on or
about August 29™.

If there are any questions about this mater, please contact me.

Very truly yours,

C ; John l\éﬁjes
Attorney for Northern
Kentucky Water District



COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION AUG 247007

In the Matter of:

APPLICATION OF NORTHERN KENTUCKY )

WATER DISTRICT FOR (A) AN ADJUSTMENT )

OF RATES; (B) A CERTIFICATE OF PUBLIC ) CASE NO.
CONVENIENCE AND NECESSITY FOR ) 2007-00135
IMPROVEMENTS TO WATER FACILITES; AND )

(C) ISSURANCE OF BONDS )

NOTHERN KENTICKY WATER DISTRICT REPONSES TO
COMMISSION STAFF’S INFORMATION REQEUST
DATE August 10, 20607

Q1. Inits response to of Item 6(a) of Commission Staff’s Second Information Request
(“Staff’s Second Request™), Northern District states that it, “[h]as not borrowed
and funds from the Revolving Fund Loan, therefore there is no amortization
Schedule at this point.” Provide the documentation and calculations to support
the State Revolving Loan Fund debt service shown in the Application, Exhibit N,
Cost-of-Service Study, Schedule 3.

Al.  Witness: McKinely. Since no amortization Schedule was available for the 2007
Revolving Fund Loan, equal annual principal and interest payments were
assumed for the $4,000,000 loan and determined based on a 20 year loan term and
3.3 percent annual interest rate. The 2007 debt service payment shown in
Schedule 3 is a partial year payment that reflects 7 months of principal and

interest.
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Q2.

Q3.

Q3a.

A3a.

Refer to the schedule provided in Northern District’s response to Staff’s Second
Request, Item 7. For each employee listed, state if they are included in the
employee schedule provided in Northern District’s response to Staff’s Second
Request, Item 9.

Witness: ‘Bragg.

Mike Blanchet No
Fred Marksberry Yes
Pam Case No
Tara Martin Yes

Amber Fletcher Yes
Amanda Crawford  Yes

Shauna Price Yes
David Farmer No
Adam Smith Yes
Steve Findley Yes  Went from Full Time to Part Time
Greg Warnke Yes
Chris Couch Yes
Joel Cundiff Yes
Anthony Smith Yes
Brian Flanagan No
Jarrod Mills Yes
Rob Gibbons Yes
William Speier Yes
Tina Graham No
Justin Krebbs No

Steve Vogelpohl Yes

Mary Jane Lickertt No

Chris Messmer Yes Went from Full Time to Part Time
Refer to Northern District’s response to Staff’s Second Request, Item 9(a).
Provide an updated pro forma salary schedule reflecting Northern District’s staff
level as of August 1, 2007. Assume all full-time employees that have been hired

in calendar year 2007 will work 2,080 hours.

Witness Bragg. Refer to Tab 3.
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Q3b.

A3b.

Q3c.

A3c.

Q3d.

A3d.

Q3e.

Ale.

Q4.

A4.

The schedule in 3(a) should include the current premiums for health insurance,
life and disability insurance, and dental insurance for each employee. The
insurance premiums should be net of any employee contribution.

Witness: Bragg. Refer to Tab 3

The schedule in 3(a) should include the 401-457 Matching Deferred
Compensation for each employee using the pro forma salary.

Witness: Bragg. Refer to Tab 3.

Provide a copy of the pro forma salary information requested in Item 2(a) on a
computer disk in Microsoft Excel 97-2003 format.

Witness: Bragg. Refer to Tab 3.

Identify in a separate schedule the employees added to and eliminated from the
schedule in 3a.

Witness: Bragg. Refer to Tab 3, Page 4.

Refer to Northern District’s response to Commission Staff’s First Information
Request (“Staff’s First Request”), Item 8(b) and Northern District’s response to
Staff’s Second Request, Item 10. Reducing the “Total Test-Period Payroll
Expensed and Capitalized of $7,778,729 by the amount capitalized of $241,631"
results in the “Test-Period Payroll Expensed” of $7,537,098. Provide a
reconciliation between the amount calculated as payroll expense from this
schedule of $7,537,097 with the reported “Salaries and Wages — Employee
Expense” of $7,749,012.2

Witness: Bragg. The District can not reconcile the difference since the two

reports are not based on the same points in time. The schedule provide as Item
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Qs.

AS.

Qe.

8(b) in was a list of all employees for the year 2006. There were employees who
left employment and were hired during the year. The report filed as Tab 1,
Schedule 1.6 is what was actually charged to the 601 labor accounts as of 12-31-
2007. The District also post accruals throughout the year to capital accounts
which would also result in a balancing problem between the two reports listed. If
you refer to the schedule found behind tab 3 of this information response you will
see the most accurate estimate of what the true cost of labor will be for the pro
forma year of 2007, also the amount to be expensed and capitalized. However,
these numbers could change if any employee leave employment during the year
and new ones are hired.

Refer to the employee health insurance premiums provided in Northern District’s
response to Staff’s Second Request, Item 16. A comparison of the June 2007
invoice to the December 2006 invoice shows that the premium increased by $12,
338> or 8.71 percent,* Explain why Northern District’s proposed 12.4 percent
increase in employee health insurance expense’ is reasonable.

Witness: Bragg. You can not compare the invoices by total, but compare by rate
per employee. There is a difference in the employees listed between both invoices
and some employees may have changed their status on health insurance coverage.
Please refer Tab 5 for a table of premium change. The rates for 2006 were as
follows: single plan 373.03 for 2007 $419.40, employee plus spouse 2006 was
$739.73 and for 2007 $831.68, for employee plus dependent $671.43 and for
2007 $754.89, and family in 2006 $1,193.67 and for 2007 is $1,342.04.

Refer to Northern District’s response to Staff’s First Request, Item 13.
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Qéa.

Aba.

Q6b.

A6b.

Q7.

AT.

Northern District cites the Commission decision in Case No. 2006-00172° as the
basis for its proposed 17 percent adjustment to test period electricity expense.
Explain how Northern District determined that the Commission authorized a 17
percent increase in electricity rates of The Union Light, Heat and Power Company
d/b/a Duke Energy Kentucky.

Witness: Bragg. While the District did not received an official notice from

Duke Energy, the pro forma adjust was based on the articles in the local paper.
Please refer to Tab 6, Pages 1 & 2.

Northern District cites the Commission decision in Case No. 2006-001726 as the
basis for its proposed 17 percent adjustment to test period gas expense. Explain
how the approved increase in Duke Kentucky’s electricity rates impacts the cost
of the gas purchased by Northern District.

Witness: Bragg. Please refer to Tab 6, Pages 3 & 4.

Provide the number of hours per month each commissioner of Northern District
spent during the test period performing district business. Include a description of
the business that was being performed.

Witness: Bragg. All of the Board members spend at least 4 hours per month
attending the Board Meeting where they set policy, receive training, and review
general business issues affecting the District.

The Chairman, Secretary, and Treasurer spend approximately one hour each week
reviewing and authorizing the check disbursements.

Commissioners engage in various discussions throughout the month with the CEO

as issues come up, approximately two hours.

Page 5



Q8.

A8.

Q8a.

A8a.

Q8b.

A8b.

Q8c.

ASc.

Q9.

The Chairman on average puts in 2-4 hours per month to attend public events
such as Government forums and other functions of public interest.

Commissioners periodically attend AWWA National meetings.

Refer to Northern District’s response to Staff’s First Request, Item 26.

Witness: Bragg. The Northern District is assuming this should have read “Staff’s
Second Request, Item 26”.

For each expenditure listed in Schedule 1 of this Request identify if the
expenditure was expensed or capitalized. Provide the account number and the
account title in which it was corrected.

Witness: Bragg. Refer to Tab 8.

Several of the expenditures to Hemmer Pangburn DeFrank PLLC are identified as
general. Provide a partial list of the legal services that are identified as general.
Witness: Bragg. The legal services provided by retainer contract which is behind
Tab 8b.

Several of the expenditures to Hemmer Pangburn DeFrank PLLC are identified as
litigation. Provide a description of the legal services identified in the response as
litigation.

Witness: Bragg. The majority of the charges were for services to purchase
property or next to the District’s Rossford Water Tower property for future needs
through eminent domain. There were also some minor charges for open records
request.

Given the recent court decision regarding the Commission’s authority to approve

surcharges, if Northern District is required to cease collecting the Sub-District
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A9.

Surcharges as of the date of the Order, calculate the impact this would have on the
Northern District’s base rates. Include copies of all work papers, calculations,
and assumptions used in the determinations.

Witness: McKinley. 2007 revenues not subject to the rate increase have been
adjusted to reflect discontinuation of surcharge revenue from current and
proposed sub-districts. As a result of this adjustment, the indicated required
revenue increase increased from 15% (Application, Exhibit N, Cost-of-Service

Study, Schedule 1) to 16.8%. A revised set of schedules is attached as item 9.
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AFFIDAVIT

COMMONWEALTH OF KENTUCKY
COUNTY OF KENTON

Affiant, Jack Bragg, appearing personally before me a notary public for and
of the Commonwealth of Kentucky and after being first sworn, deposes, states,
acknowledges, affirms and declares that he is Vice President - Finance, that he is
authorized to submit this Response on behalf of Northern Kentucky Water District,
and that the information contained in the Response is true and accurate to the best
of his knowledge, information and belief, after a reasonable inquiry, and as to those

matters that are based on information provided to him, he believes to be true and

>
V/é A/—»(Q
[ e

o,

correct.

L
i

e,

This instrument was produced, signed, acknowledged and declared by Jack
Bragg to be his act and deed the _o2¢ay of Qugeal | 2007.

4
ﬁb\mM.L / /@m ézémﬁwu
Notary Public/

My Commission expires: 7/3/)5% A, ROCT
{
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NKWD

Rate Case 2007-00135
Tab 3

Page 4

Witness:Bragg

Employees Added

Darrell Claybern
Corina Starks
Valerie Witte
Chad Hopkins
William Speier
Tom Richarson
Collen Medert
Tony Smith
Shauna Price

Employees Subtracted

Mike Blanchett
Pam Case
Dave Farmer
Brain Flanagen
Tina Graham
Debbie Kuilan
Susanne Riffe
Mary Jane Lickett
Jim Scott

Kevin Sergent
Ellen Thompson
Mike Casebolt

Page 4






Health Insurance Payroll Rate Change

Plans
Single
Employee Plus Spouse
Employee Plus Dependent
Family

NKWD

Rate Case 2007-00135
Tab 5

Witness: Bragg

ACTUAL PREMIUM COST NET COST TO DISTRICT
2006 2007 Incease % 2006 2007 Incease %
$373.03  $419.40  $46.37 12.431% $373.03  $419.40  $46.37 12.431%
$739.34  $831.68  $92.34 12.490% $666.39  $749.22  $82.83 12.430%
$671.43  $754.89  $83.46 12.430% $611.75  $687.81  $76.06 12.433%
$1,193.67 $1,342.04 $148.37 12.430%| $1,029.54 $1,157.53 $127.99 12.432%
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News Release
Oct. 26, 2006

Duke Energy Kentucky Reaches Settlement Agreement on Electric Rate Increase

CINCINNATI - Duke Energy Kentucky announced today that it has reached a settlement agreement
with the Kentucky Attorney General and other parties on the company’s first increase in base rates for
electric service in 14 years.

The agreement calls for an increase of $49 million, or 20 percent, in annual revenues to be effective
Jan. 1, 2007, if approved by the Kentucky Public Service Commission (KPSC). The company’s original
application sought a proposed increase of $67 million, or approximately 28 percent. Its last base rate
increase took effect in June 1992.

Under the settlemeant, the monthly bill for a typical residential customer using 1,000 kilowatt-hours of
electricity would increase from $65.89 per month to $76.84 per month. Commercial and industrial
customers should expect increases of approximately 21 percent. Even with this increase, Duke Energy
Kentucky's rates will remain well below the national average.

“This settlement represents a reasonable resolution of the issues in this case and softens the initial
impact of the rate increase,” said Sandra Meyer, president of Duke Energy Kentucky. “If approved by
the KPSC, the settlement will allow us to continue to provide safe, reliable electric service to our
Northern Kentucky customers.”

The key reasons for the increase are the company’s higher investments to provide an adequate electric
supply and a reliable electric delivery system. In addition, the costs of coal, natural gas and purchased
power have increased significantly since the company’s fuel rate was frozen in 2001. Approximately
$20 million of the $49 million increase is the result of higher fuel costs. Beginning in 2007, the monthly
adjustments for fuel costs will resume.

Duke Energy Kentucky recently acquired approximately 1,100 megawatts of generating capacity to
provide an adequate supply of electricity for Northern Kentucky customers. The generating capacity,
totaling approximately $400 million in net book value, was acquired from Duke Energy Ohio, which had
been supplying electricity to Northern Kentucky for many years under a wholesale power supply
contract.

The acquisition of generating capacity was approved in 2003 by the KPSC as the lowest cost alternative
to provide a dedicated electric supply for Duke Energy Kentucky. Included in the acquisition were East
Bend Station, Woodsdale Station and Miami Fort Station Unit 6.

Duke Energy Kentucky has also invested approximately $170 million in its electric delivery system to
meet growth and maintenance needs since the last rate increase was filed in 1991. The company has
added more than 35,000 customers in Kentucky in the last 15 years.

The $1.3 million annual rate credit to share cost savings from the Cinergy-Duke Energy merger will
continue to be in effect through April 2011, resulting in costs to customers that are lower than they
otherwise would have heen without the merger.

To assist customers in managing their energy usage and bills, Duke Energy has several resources
available that can be accessed through the “Lower Your Winter Bill” section of the company’s website,
www.duke-energy.com, or by calling 1.866.2ENERGY (236-3749).

http://www.duke-energy.com/news/releases/2006/0ct/2006102602.asp 8/21/2007
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Duke Energy is a diversified energy company with a portfolio of natural gas and electric businesses,
both regulated and unregulated, and an affiliated real estate company. Duke Energy supplies, delivers
and processes energy for customers in the Americas, including 28,000 megawatts of regulated
generating capacity in the United States. Duke Energy’s Kentucky operations provide 1,100 megawatts
of safe, reliable and competitively priced electricity to more than 130,000 electric customers; the
company also provides natural gas service to 93,000 customers in Northern Kentucky. Headquartered
in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York Stock Exchange
under the symbol DUK. More information about the company is available on the Internet at:
www.duke-energy.com.

Contact: Steve Brash
Phone: 513-287-2226
24~Hour Phone:

e-mail:
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Gas FAQs

Frequently Asked Questions
About Natural Gas Prices

Reasons for Increased Gas Costs Conservation Measures
Bill Management Options Gas Supply
Financial Assistance

Reasons for Increased Gas Costs

What is the outlook for natural gas prices this winter?

Natural gas prices remain quite sensitive to weather, to a limited extent in terms of natural gas supply (such as a
hurricane that may affect production in the Gulf of Mexico) and far more so in terms of natural gas demand (such
as cold weather that increases usage for home heating). In fact, weather is often the biggest factor in how much
residential customers pay for natural gas during the winter.

Winter gas prices are forecasted to be higher than we've seen in past years. Despite the increase, Duke Energy still
remains one of the lowest gas providers in the region.

Is this occurring only in our area, or nationwide?
The price of natural gas is increasing throughout the United States.

Are my rates going up?

It’s not your natural gas delivery charge that’s increasing, but the cost for Duke Energy to purchase gas from its
suppliers. This cost is referred to as our gas cost recovery charge that changes monthly. Regulators allow us to
pass our prudently incurred gas costs along to customers on a dollar for dollar basis, without any markup.

Is this increase permanent or temporary?
It is possible that natural gas prices will remain high over the next couple of years, depending on weather and new
supplies of gas coming into the market.

Why doesn't the utility absorb the cost increases, instead of passing them along to customers?
Natural gas utilities do not make any profit from supplying natural gas. We simply pass the cost of the gas on to
our customers, Conditions such as extreme weather conditions or changes in the price of natural gas can create
unexpected shifts in the price that customers pay for the natural gas they use.

Back to top
Bill Management Options

With these higher costs how can I better manage my energy bill?

Duke Energy offers two Budget Billing Plans to help you manage your winter heating and summer cooling bills by
setting your monthly energy bill at an average amount. You can enroll online at your convenience and it’s
absolutely free.

What programs are available if ’'m experiencing difficulty paying?

http://www.duke-energy.com/kentucky/natural-gas/gas-faqgs.asp 8/21/2007
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Extended payment plans are available to qualified customers who need additional time to pay their energy bill. If
you're unable to pay your entire balance by the due date, call us at 513.651.5100 or toll-free at 800.648.7777 to see
what payment plan might work for you.

Back to top
Financial Assistance

Is financial assistance available?

Our WinterCare program is available to Duke Energy customers who are in need, and the guidelines for
qualification are detailed in the description of that program in the Web site. WinterCare is administered through
the Northern Kentucky Community Action Commission.

The Home Energy Assistance Program (HEAP) may also help pay for part of your heating bills if you qualify as a
low-income household. There are two types of assistance available - 'Subsidy' or 'Crisis.’ Applications for HEAP
will be taken at local community action agency offices or designated sites within each county.

Back to top
Conservation Measures

How can I take control over the amount of energy I use?
By taking a number of no-cost, low-cost measures, you can reduce the amount of your energy usage and save
money in the process. Check out our energy-saving tips.

Our online energy audit tool is a great way to see where your energy dollars are being spent. The Home Energy
Calculator provides a personalized energy assessment of your home.

Duke Energy offers our Weatherization program to income-qualified customers. Weatherizing your home can help
hold down heating bills by keeping cold drafts out, while reducing the amount of warm air escaping from your
home.

Our Home Energy House Call program gives you a step-by-step guide to help make your home energy efficient,
earth friendly and help save you money. This free service is offered to any electric¢ customer in the Duke Energy
Kentucky service territory.

Back to top
Gas Supply

Is there a shortage of natural gas?

Natural gas is increasingly popular for use in homes, schools, businesses, factories and electric power-generation
because it is efficient, clean and reliable. However, natural gas production has struggled to keep pace with
demand. As a result, the market price of natural gas reflects an extremely tight balance between natural gas supply
and demand. While supplies of natural gas are tight, the United States has adequate supplies of natural gas.

How does the utility acquire natural gas supplies?
Duke Energy buys natural gas from North American producers and then resells it to customers without any profit.

We make every effort to obtain supplies at the best possible price.

Back to top
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HEMMER PANGBURN DEFRANK PLLC

Surre 200
250 GRANDVIEW DRIVE
FT. MrtcHELL, KENTUCKY 41017
(859) 344-1188

Cpangburn@hemmeriaw.com Fax: (859) 578-3869
Direct Dial: 859-578-3867, ext. 207

July 1, 2005

C. Ronald Lovan

President/CEO

Northern Kentucky Water District
160 Aqua Drive

P.O. Box 220

Cold Spring, KY 41076

Re: Professional Services

Dear Mr. Lovan:

Per your telephone call yesterday, I am providing this letter as an amendment to the letter
agreement for professional services between my firm and the Northern Kentucky Water District
dated March 4, 2004. I understand that the amendment approved by the Board of
Commissioners at yesterday’s regular Board meeting provides for the following:

Effective for all services provided during the month of July, 2005 and thereafter,
the amount of the retainer is raised to $3,000.00 per month.

To indicate your agreement with this amendment, I request that you sign this letter below
and return to me one of the two originals provided. I sincerely appreciate the Board’s action in

this matter.

Sincerely yours,

i

Charles H. Pangburn III B

APPROVED AND AGREED:

—Ron Lovag, P.E.
President/CEQ.
Northern Kentucky Water District

Date:_July 12, 205



mailto:Cpangbum@hemnerlaw.com

March 4, 2004

Mr. Charles Pangburn I, Esq.
Hemmer, Spoor, Pangburn, DeFrank
Suite 200

250 Grandview Drive

Ft. Mitchell, Kentucky 41017

Re:  Professional Services

Dear Mr. Pangburn,

On January 29, 2004 the Northern Kentucky Water District (District) issued a Request for
Proposal (RFP) for General Legal Services. Proposals were received on February 9, 2004 and
evaluated by a District review committee. At the February 17, 2004 Board of Commissioners
meeting, the District’s review committee recommended and the Board authorized the negotiation of
an agreement based upon your proposal for general legal services. This letter agreement will set forth
the terms under which your firm will provide professional services to the District. This letter
agreement provides the general terms of engagement as well as billing rates and procedures for, but
not limited to, general legal services, except services related to bonds and bond anticipation notes,
which are handled separately. Any issues not addressed in this document will be resolved by mutual

agreement.

Retainer Matters

The District will be billed a flat fee of $2,500 per month as a retainer, regardless of which
attorney in your firm performs the services, for the following:

-All counsel and advice delivered via telephone calls, electronic mail and meetings
when such counsel and advice do not require or involve research or the drafting of
documents.

-Review of all materials in preparation for all regular and special Board meetings.
-Attendance and participation at all regular and special Board meetings.
-Preparation of minutes for all Board meetings and related correspondence.

All Other Matters

The District will be billed at the hourly rate of $165/hour for members/partners and
$135/hour for associates for all services not included under the retainer. Generally, these services
will consist of research or the drafting of correspondence, contracts, court pleadings and motions and
other documents. Currently, the members of your firm are Charles Pangburn, Donald Hemmer,
Richard Spoor, Michael DeFrank, David Andrew, Robert Winter and Carlo Wessels. The associates
currently in your firm are Jason Atkins, Brian Dunham, Timothy Lynch, Janie Ratliff, Dean Spoor
and David Steel. The District will not be billed for the services of legal assistants or paralegals.

Northern Kentucky Water District 100 Aqua Drive P.O. Box 220  Cold Spring, Kentucky 41076-0220
859-578-9898  859-441-3824 Fax



Mr. Charles H. Pangburn I, Esq.
March 4, 2004
Page 2

INVOICES and OTHER COST

Services will be invoiced on a monthly bases, but not limited too, the following general
descriptions with a level of specificity acceptable to both the District and your firm;

-Water Quality and Production
-Engineering and Distribution
-Customer Service

-Human Resources

-Litigation

-Sub districts

Travel Time

The District will not be billed for travel time, except for travel to or from destinations
outside the three counties of Northern Kentucky.

Costs Advanced (Expenses)

The District will be billed at the actual cost of all costs advanced.

Term

This letter agreement will be effective March 1, 2004 for a term of three years but may be
modified or extended by agreement of the parties.

If you agree with the terms set forth herein, I would appreciate your signing this letter
agreement below and returning a copy to me.

Premdent/CEO

cc: Mr. Doug Wagner,
Chairman - Board of Commissioners

APPROVED AND AGREED:

(e

Charles Pangburn 111, Esq
Attorney/Member
Hemmer Spoor Pangburn DeFrank PLLC

Date: 3[4 ‘[O‘f’

Northern Kentucky Water District ¢ 100 Aqua Drive P.O. Box 220 e Cold Spring, Kentucky 41076-0220
859-578-9898 o 859-441-3824 Fax






Line
No.

10
11

12
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NORTHERN KENTUCKY WATER DISTRICT

SCHEDULE 1

SUMMARY OF TEST YEAR REVENUE REQUIREMENTS

TEST YEAR 2007

Operation & Maintenance Expense
Debt Service Requirements
Depreciation Expense

Debt Service Coverage

Total Revenue Requirements
Less: Operating Revenue not Subject to Rate Increase (a)
Less: Non-Operating Revenue

Less: Boone & Florence

Net Revenue Requirements

Revenues Under Existing Rates

Revenue Increase Required
Percentage Revenue Increase Required

Reflects discontinutation of Sub-District Surcharges.

Total Reference
$

21,828,354  Schedule 2
14,435,068  Schedule 3
5,797,324  Schedule 4
2,795,578  Schedule 3

44,856,324
(1,567,028) Schedule 5
(1,727,018) Schedule 6
(438,584) Schedule 6

41,123,694
(35,214,639) Schedule 7

5,909,055

16.8%
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NORTHERN KENTUCKY WATER DISTRICT

SCHEDULE 4
DEPRECIATION EXPENSE
TEST YEAR 2007
(1 ) 3
Line Dec. 31, 2006 Change in Test Year
No.  Plant Account Depreciation  Current Assets  Depreciation
$ $ b
M+@)
Source of Supply & Pumping F-3
1 Land & Land Rights 0 0 0
2 Structures & Improvements 270,935 21,976 292,911
3 Lake River & Other Intakes 75,733 0 75,733
4 Supply Mains 23,312 2,584 25,895
5 Pumping Equipment 379,886 (29,215) 350,671
6 Subtotal 749,866 (4,656) 745,210
Water Treatment Plant
7 Land & Land Rights 0 0 0
8 Structures & Improvements 785,381 (9,093) 776,287
9 Water Treatment Equipment 386,442 (27,790) 358,652
10 Subtotal 1,171,822 (36,883) 1,134,939
Transmission & Distribution
11 Land & Land Rights 0 0 0
12 Structures & Improvements 203,582 37,466 241,048
13 Distribution Reservoirs & Standpipes 133,754 ©0) 133,754
14 Transmission & Distribution Mains 1,239,489 166,083 1,405,572
15 Transmission & Distribution Services 431,065 17,620 448,686
16 Meters & Meter Installation 173,089 4,679 177,768
17 Hydrants 104,437 6,134 110,571
18 Other Plant & Misc. Equipment 303,599 (16,049) 287,551
19 Subtotal 2,589,016 215,934 2,804,950
General Plant
20 Land & Land Rights 0 0 0
21 Structures & Improvements 490,720 23,227 513,946
22 Office Equipment 239,345 (11,484) 227,861
23 Transportation Equipment 233,831 7,526 241,357
24 Tools, Shop & Garage Equipment 2,947 (926) 2,021
25 Power Operated Equipment 89,256 31,831 121,088
26 Other Tangible Plant 12,254 (6,303) 5,951
27 Subtotal 1,068,353 43,871 1,112,224
28 Total Plant Investment 5,579,057 218,267 5,797,324



NORTHERN KENTUCKY WATER DISTRICT

SCHEDULE 5
REVENUES NOT SUBJECT TO RATE INCREASE
TEST YEAR 2007
Line
No. 2007
$
Other Operating Revenue

| Forfeited Discounts 713,273
2 Rent from Water Property (a) 396,716
3 Rent from Water Property - Newport 1,200
4 Fire Protection 42,637
5 Meter Tests 717
6 Income Turn On Fees 398,335
7 Income Turn on Fees - Taylor Mill 330
8 Returned Check Charge 13,820
9 Current Surcharge Revenues (b) 0
10 Proposed Sub-District F Revenues (b) 0
11 Proposed Sub-District G Revenues (b) 0
12 Total Other Operating Revenue 1,567,028

(a) Represents a reduction of $95,878.20 due to loss of 2008
rental income at central facility.
(b) Reflects discontinutation of Sub-District Surcharges.



NORTHERN KENTUCKY WATER DISTRICT

SCHEDULE 6

NON-OPERATING INCOME
TEST YEAR 2007

Line

No.

O 0 3N b W=

Non-Operating Revenues
Sale of Fixed Assets
Income Miscellaneous
Lab Test Fees
Commission on Sales Tax
Material Sold
Interest Income
Miscellaneous Income
Boone & Florence Reserve

Total Non-Operating Revenues

2007

6,799
77,571
29,964

5,430
34,624
1,567,820
4,810
438,584

2,165,602
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NORTHERN KENTUCKY WATER DISTRICT

SCHEDULE 8
PROPOSED RATES
EFFECTIVE
MeterSize Monthly Quarterly
5 3
Fixed Service Charge - $/bill

5/8" 12.42 18.79
3/4" 12.84 19.80
I 14.02 22.76
112" 15.78 26.82
2" 19.94 37.70
3" 48.14 117.31
4" 60.30 147.27
6" 89.29 217.34
8" 120.58 296.93
io" 160.37 387.73

Monthly Volume Charge - $/Ccf

First 1,500 cubic feet 3.28
Next 163,500 cubic feet 2.84
Over 165,000 cubic feet 2.52

Quarterly Volume Charge - $/Cef

First 4,500 cubic feet 3.28
Next 490,500 cubic feet 2.84
Over 495,000 cubic feet 2.52

Wholesale Volume Charge - $/Ccf

Bullock Pen Water District 2.21
City of Walton 221
Pendleton County 221

Ccf - Hundred Cubic Feet
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NORTHERN KENTUCKY WATER DISTRICT

SCHEDULE 10
COMPARISON OF TYPICAL WATER BILLS
UNDER EXISTING AND PROPOSED RATES

TEST YEAR 2007
® @) 3) @) ®) ©) Q] 8} ) (10) an
Monthly Quarterly
Meter Existing Proposed Existing Proposed
Size Monthly Usage Rates Rates Increase Increase Monthly Usage Rates Rates Increase Increase
Cef Mgal 3 3 $ % Cef Mgal $ $ $ %
5/8" 0.00 0 10.63 12.42 179 16.8% 0.00 0 16.09 1879 2.70 16.8%
5/8" 2.67 2 18.13 21.18 3.04 16.8% 8.02 6 38.63 4510 6.47 167%
5/8" 6.68 5 29.40 34.33 493 16.8% 20.05 15 72.43 84,55 12.12 16.7%
5/8" 8.02 6 3317 38.73 5.56 16.8% | 24.06 18 83.70 97.71 14.01 16.7% |
5/8" 13.37 10 48 20 56.27 8.07 16.8% 40.10 30 128.77 150.32 21.55 16.7%
5/8" 20.05 15 65.05 75.96 1091 16 8% 60.16 45 179.38 20944 30.07 16.8%
5/8" 26.74 20 81.31 94.96 13.65 16.8% 80.21 60 228.10 266,39 3829 16.8%
5/8" 40.10 30 113.77 132.90 19.13 16.8% 120.31 90 325.54 380.27 54.73 16.8%
5/8" 66.84 50 178.75 208.85 30.09 16.8% 200.52 150 52045 608.07 87.61 16.8%
5/8" 133.68 100 341.17 398.67 5750 16.9% 401.04 300 1,007.72 1,177.54 169.83 16.9%
3/4" 40.10 30 114.13 133.32 19.19 16.8% 120.31 90 326.40 381.28 54.88 16.8%
3/8 66.84 50 179.11 209.27 3015 16.8% 200.52 150 521.31 609.08 87.76 16.8%
3/4" 133.68 100 34153 399.09 57.56 16.9% 401.04 300 1,008.58 1,178 55 169.98 16.9%
" 26.74 20 82.68 96.56 13.88 16.8% 80.21 60 231.50 270.36 38.86 16.8%
1" 66.84 50 180.12 210.45 3032 16.8% 200.52 150 523.85 612.04 8818 16.8%
1" 133.68 160 34254 40027 57.73 16.9% 401.04 300 1,011.12 1,181.51 170.40 16.9%
112" 133.68 100 344,05 402.03 57.98 16.9% 401.04 300 1,014.59 1,185.57 170.99 16.9%
112" 334.20 250 831.32 971.51 140.19 16.9% 1,002.60 750 2,476.38 2,894.00 417.63 16.9%
112" 668.40 500 1,643.42 1,920.64 27721 16.9% 2,005.21 1,500 4912.72 5,741.42 828.70 16.9%
2" 334.20 250 834.88 975.67 140.79 16.9% 1,002.60 750 2,485.70 2,904.88 419.19 16.9%
2" 668.40 500 1,646.98 1,924 .80 27781 16.9% 2,005.21 1,500 4,922.04 5,752.30 830.26 16.9%
2" 1,336.81 1,000 327122 3,823.08 551.86 16.9% 4,010.42 3,000 9,794.70 11,447.09 1,652.39 16.9%
3 668.40 500 L671.13 1,953.00 281.86 16.9% 2,00521 1,500 4,990.20 5,831.91 841.71 16.9%
3" 1,336.81 1,000 3,295.37 3,851.28 55591 16.9% 4,01042 3,000 9,862.86 11,526.70 1,663.84 16.9%
3" 2,673.61 2,000 6,267.42 7,320.24 1,052.82 16.8% 8,020.83 6,000 18,779.03 21,933.60 3,154.57 16.8%
4" 1,336.81 1,000 3,305.78 3,863.44 557 66 16.9% 4,010.42 3,000 9,888.51 11,556.66 1,668.15 16 9%
4" 2,673.61 2,000 6,277.83 7,332.40 1,054 57 16.8% 8,020.83 6,000 18,804.68 21,963.56 3,158.88 16.8%
4" 6,684 03 5,000 14,940.33 17,438.66 2,498 32 16.7% 20,052.08 15,000 44,792.18 52,282.31 7.490.13 16 7%
6" 2,673.61 2,000 6,302.65 7,361.39 1,058.74 16.8% 8,020.83 6,000 18,864.67 22,033.63 3,168.96 16.8%
6" 6,684.03 5,000 14,965.15 17,467.65 2,502.49 16.7% 20,052.08 15,000 44,852.17 52,352.38 7,500.21 16.7%
6" 13,368.05 10,000 29,402.64 34,311.38 4,908.74 16.7% 40,104.16 30,000 88,164.67 102,883.62 14,718.96 16.7%
8" 6,684.03 5,000 14,991.94 17,498.94 2,506.99 16.7% 20,052.08 15,000  44,920.31 52,431.97 7,511.66 16.7%
8" 13,368.05 10,000 29,429.43 34,342.67 491324 16.7% 40,104.16 30,000 88,232.81 102,963 21 14,730.41 16.7%
8" 26,736.11 20,000 58,304.44 68,030.18 9,725.74 16.7% 80,208.33 60,000 174,857.81 20402572 29,167.91 16.7%
10" 13,368.05 10,000 29,463 .49 34,382.46 491897 16.7% 40,104.16 30,000 88,310.55  103,054.01 14,743.47 16.7%
10" 26,736.11 20,000 58,338.50 68,069.97 9,731.47 16.7% 80,208.33 60,000 17493555 204,116.52 29,180.97 16.7%
10" 66,840.27 50,000 144,963.48 169,13245 24,168.97 16.7% 200,520.82 150,000 434,810.53  507,304.00 72,493 47 16.7%

Ccf - Hundred Cubic Feet
Mgal - Thousand Gallons
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NORTHERN KY WATER SERVICE DISTRICT

Attn:

PO

DIANE DETZEL
BOX 18640

ERLANGER KY 41018

Kentucky Public Employees’

@%‘i@if“?’ﬁ/{ Compensation Authori

Securing a Better Tomorrow

LISTING
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‘\f

Robert C. Brown, CRA, CRC
Executive Director

Please make check payable to:

KENTUCKY STATE TREASURER

Please mail to:

KENTUCKY PUBLIC EMPLOYEES DEFERRED
COMPENSATION AUTHORITY

105 SEA HERO ROAD, STE 1

SUITE #1
FRANKFORT KY 40601
Need Assistance? (502) 573-7925

*** Please return a copy of this listing for proper crediting of accounts ***

M - Employer Matching Account

Soc.

2
&)

Sec.

Employee or % of
Salary Amount

©

Name Amount
BIELO, MELISSA 8.93
STEWART, WILLIAM R 20.24
MANTES, ARIENNE D 9.52
BROERING, STEPHEN J 19.61
WETHERELL, JOHN C 27.98
BUHRLAGE, ROBERT W 12.50
WEBB, DOUGLAS R 11.37
VO, KIMPHUONG T 22,87
BAILEY, MOLLIE E 18.07
SMITH, ADAM T 8.09
BROUGHAM, JONATHON R 14.23
KRAMER, AMY K 38.73
BRYANT, CHRIS L 5.00
RICHARDSON, SUE A 9.38
PEAT, DAVID 14.21
LAWSON, CHRISTOPHER S 15.43
TALAREK, LAURA A 3.13
-MCCORMICK, REBECCA 26.85
MURRAY, KAREN 18.33
COLLINSWORTH, RUSTY 28.71
HARRISON, RICHARD B 53.93
HOLTZ, MARK 11.70
WEYMAN, RONALD A 13.61
SIPPLE, DOUGLAS W 20.16
WEBSTER, EUGENE J 21.74
MILLER, DAVID J 14.06
PICCIRILLO III, GEORGE 17.37
TISCHNER, MARK J 21.96
WELLS, SHARON L 13.17

Kentuckiy™

UN:’:?T,{.@...‘.!’ FEPIRIT

101 Sea Hero Road, Suite 110

Frankfort, Kentucky 40601-5404

""m}

401K

18

14

38.
.00
.38
.21
.43
.13
26.
.33

14
15

18

28.
53.
1l.
;61

13

20.
21
14,
17.
21.
13.

.93
20.
.52
19.
27.
1z
11.
22.
.07
.09
.23

24

61
99
50
37
97

73

85

71
93
70

16
74
06
37
96
17

Amount

Comments / Actual Amount

Phone 502.573.7925 or 800.542.2667 Fax 502.573 4494 or e-mail persdeferredcomp@ky gov
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Soc.
Sec. No.

Name

MCKINLEY, JACQUELINE S
PARSONS, LEONARD T
RUMAGE, CYNTHIA L
SCHEBEN JR, JOHN A
LONG, GARY A
HARTHUN, ROBERT T
ARMSTRONG, HARLEY F
GOLDSBERRY, JOANIE M
COURTNEY, DAVID
MESSMER, TIMOTHY I
PRATHER, ED

VERAX, JOAN M

LIST, GEORGE A
WULFECK JR, WILLIAM M
PUTTHOFF, KAREN A
LYON, SHELLIE

HEGGE, JEFF R
FULLER, TODD A
WAGNER, MARY C
SHERHERD, SCOTT W
MARSHALL, DAMIAN B
SCHUCHTER, JEFF T
KELLER, DAVID E
DIERIG JR, JAMES L
ELFERS JR, JOHN R
HALL, KENNETH R
LIPPERT, JOSEPH M
LOFLAND, MARK
HOFFMAN, JEREMY L
CBRTER, DONNY
HALBERSTADT, JEFFERY &
MELCHER, BRYAN E
BACH, MARY H

WREN, JAMES
HALLORAN, RYAN G
WANNER, BRETT A
SIMON, CHAD M

Kerrtucky

Kentucky Public Employees’

Deferred Compensation Authority

.
&L VR

Securing a Better Tomorrow

CTION LISTING

8/07/2007 W01l6
NORTHERN KY WATER SERVICE DISTRICT

Employee or % of 401K 457
Amount Salary Amount Amount
R Il B
6.25 6.25
18.48 18.48
27.81 27.81
22.68 22.68
6.25 6.25
16 .61 16.61
11.41 11.41
15.43 15.43
23.21 23.21
28.79 28.79
13.92 13.92
5.00 5.00
44.89 44.89
9.21 9.21
5.00 5.00
15.76 15.76
5.00 5.00
7.40 7.40
16.80 16.80
5.79 5.79
20.23 20.23
13.87 13.87
26.73 26.79
20.64 20.64
5.00 5.00
6.25 6.25
23.71 23.71
13.46 13.46
13.55 13.55
17.16 17.16
21.31 21.31
18.53 18.53
24 .15 24.15
14.95 14.95
16.95 16.95
9.30 9.30
R

UNEFIDLEL: SPIRIT e

101 Sea Hero Road, Suite 110
Frankfort, Kentucky 40601-5404

Page 2

Robert C. Brown, CRA, CRC
Executive Director

Comments / Actual Amount

éﬁL&Vj;cA?% ;{ 9[9

Phone 502.573.7925 or 800.542.2667 Fax 502.573.4494 or e-mail persdeferredcomp@ky.gov
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Soc.
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NORTHERN KY WATER SERVICE DISTRICT
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woie

S

Kentucky Public Employees’
Deferred Compensation Auihority

Securing a Betfer Tomorrow

Employee or % of 401K

Name Amount
SYED, WAJAHAT N 13.74
NAPIER, GREGORY W 11.67
RYMARQUIS, SCOTT D 6.25
MATRACIA, AMY 8 25.51
NORTHCUTT, BARBARA E - 9.61
PANGBURN, CONNIE S 23.85
BRUCK, RONALD M II 11.70
DENNIS, JUSTEN T 7.39
JOSLYN, BARI L 48.18
REBHOLZ, NICHOAS L 11.59
KIDNEY, TIMOTHY F 11.71
COUCH, CHREISTOPHER S 8.99
HAMPTON, CHARLES 15.48
MARTIN, TARA 13.80
LOVAN, CHARLES R 91.25
HAAS, JAMES R 17.35
GINDELE, MARK 9.79
ENZWEILER, DAVID J 14.15
ROBINSON, FRANCES I 14.54
MURPHY, BRAD A 28.80
HOWARD, TERRY 19.97
GREER, MICHAEL R 21.72
CANDIFF, JOEL 5.00
POWELL, DAVID A 13.81
MCGRATH, WILLIAM D 19.99
CASEBOLT, MICHAEL S 22.82
WEBSTER, PAUL E 20.52
BRAGG, JACK P 46.20
KIRCHER, DEBORAH L 16.99
OWEN, XEVIN R 13.78
SULLLENDER, RANDAL W 13.75
MUELLER, WILLIAM G 26.76
PEOPLES, NATHAN C 16.51
SIMPSON, IORI J 7.50
MILLS, JARROD C 14.16
HENSLEY, VIRGIIL R. 26.13
SCHMIADE, JOHN C 5.00

é% eritis % =
NBH;:.‘».'.EQ SP:RH B

13

11,

6.
25.
.61

9

23.
11.

7.
.18
.59

48
11

11.

8.
1s.
13.
91.
17.

9.
.15

14

14.
28.
19.
21.

5.
13.
19.
22.
20.
46.
16.
13.
13.
26.
16.

7.
.16
26.

5,

14

101 Sea Hero Road, Suite 110

Frankfort, Kentucky 40601-5404

Salary Amount

.74

67
25
51

85
70
39

71
99
48
80
25
35
79

54
80
97
72
00
81
99
82
52
20
99
78
75
76
51
50

13
00

.

457
Amount
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Robert C. Brown, CRA, CRL
Executive Director

Comments / Actual Amount

BT keof 2-3/07

Phone 502.573.7925 or 800.542.2667 Fax 502.573.4494 or e-mail persdeferredcomp@ky.gov



Kentucky Public Employees’

Securing a Better Tomorrow

Ernie Fletcher Robert C. Brown, CRA, CRC
Governor Executive Director
PAYROLL REDUCTION LISTING
WEEKLY Payroll Dated 8/07/2007 w016
W04 Billing no. 1057650 NORTHERN KY WATER SERVICE DISTRICT
Soc. Employee or % of 401K 457
Sec. No. Name Amount Salary Amount Amount Comments / Actual Amount

] MCCOMAS JR, MAX 19.26 19.26 ,
B <o, st 18.99 18.99 Zes lgped
7/

1,851.17 1,851.17 0.00

8,621.01 y/ﬁ 0.00

177742

o~

Kentucky™
o, NERIDLEDS SPIRIT - -

101 Sea Hero Road, Suite 110
FErankfort, Kentucky 40601-5404
Phone 502.573.7925 or 800.542.2667 Fax 502.573.4494 or e-mail persdeferredcomp@ky.gov



Commonwealth of Kentucky
Before the Public Service Commission

In the Matter of:
NORTHERN KENTUCKY WATER DISTRICT’S )
NOTICE OF INTENT TO FILE RATE, FINANCING ) Case No. 2007-00135

& CONSTRUCTION APPLICATION BASED ON )
HISTORIC TEST PERIOD )

ATTORNEY GENERAL'S
SUPPLEMENTAL REQUEST FOR INFORMATION
TO NORTHERN KENTUCKY WATER DISTRICT

The Attorney General of the Commonwealth of Kentucky, by and through
his Office of Rate Intervention, submits his Supplemental Request for
Information to the Northern Kentucky Water District.

(1)  In each case where a request seeks data provided in response to a
staff request, reference to the appropriate request item will be deemed a
satisfactory response.

(2)  Please identify the company witness who will be prepared to
answer questions concerning each request.

(3)  These requests shall be deemed continuing so as to require further
and supplemental responses if the company receives or generates additional
information within the scope of these requests between the time of the response
and the time of any hearing conducted hereon.

(4) If any request appears confusing, please request clarification

directly from the Office of Attorney General.



(5)  To the extent that the specific document, workpaper or information
as requested does not exist, but a similar document, workpaper or information
does exist, provide the similar document, workpaper, or information.

(6) To the extent that any request may be answered by way of a
computer printout, please identify each variable contained in the printout which
would not be self evident to a person not familiar with the printout.

(7)  If the company has objections to any request on the grounds that
the requested information is proprietary in nature, or for any other reason, please
notify the Office of the Attorney General as soon as possible.

(8)  For any document withheld on the basis of privilege, state the
following: date; author; addressee; indicated or blind copies; all persons to whom
distributed, shown, or explained; and, the nature and legal basis for the privilege
asserted.

(9 In the event any document called for has been destroyed or
transferred beyond the control of the company state: the identity of the person by
whom it was destroyed or transferred, and the person authorizing the
destruction or transfer; the time, place, and method of destruction or transfer;
and, the reason(s) for its destruction or transfer. If destroyed or disposed of by

operation of a retention policy, state the retention policy.



Respectfully submitted,

GREGORY D. STUMBO
ATTORNEY GENERAL

David Edward Spenard
Assistant Attorney General
1024 Capital Center Drive, Suite 200
Frankfort, KY 40601-8204
T 502 696-5457
F 502-573-8315
Certificate of Service and Filing
Counsel certifies that an original and ten photocopies of this Request for
Information were served and filed by hand delivery to Beth O’Donnell,
Executive Director, Public Service Commission, 211 Sower Boulevard, Frankfort,
Kentucky 40601; furthermore, it was served by mailing a photocopy, first class
postage pre-paid, to John N. Hughes, 124 West Todd Street, Frankfort, Kentucky

40601 (as well as an e-mail transmission of the document in electronic format to

Mr. Hughes), all on this 10t day of August, 2007.

Assistant Attorney General



Attorney General’s Supplemental Request For Information
To Northern Kentucky Water District

1. Follow-up to AG Q - Ald:

a.

Describe anticipated increases in operating and maintenance expenses
resulting from each of the two projects discussed in the responses, i.e.
electric, maintenance, plant, etc.

Describe the $821,966 and $6,843,034 expenditures anticipated to be
incurred in 2008 associated with the FTTP Post-Filtration GAC. Also,
explain the 1-year gap between expenditures 2008 and 2010.
Demonstrate the impact of each project on: i) debt service, ii)
depreciation, and iii) coverage.

When will the $821,966 and $6,843,034 expenditures be capitalized to

plant account 304-0002-000?

2. Follow up to AGQ - A5b.1.

a.

b.

What does “IRR” mean?

How do you determine what items are funded by the IRR account
versus funding by debt?

How does money flow into and out of the IRR account?

Provide all policies, procedures and accounting manuals related to the
IRR Account, the Debt Service Account and the Debt Service Reserve

Account.



e. Is any part of the Cost of Service you have filed in this case reflected in
or driven by these accounts?

f. Does NKWD have a formula or other mechanical process or procedure
to determine the level of funds necessary to be in the IRR regardless of
the source of the funds? If yes, please explain.

g. Explain how the Debt Service and Debt Service Reserve accounts get
funded? In other words, how does NKWD determine the level of
funding necessary for the reserves and what is the source of the
funding.

h. Describe the type or nature of the capital projects that are funded via
the IRR.

i. Does NKWD use the IRR to fund any operation or maintenance
expense projects? If yes, describe the types of operation and
maintenance expense projects.

j- Identify what projects in the Asset Management Plan will be funded
via the IRR.

k. Are projects funded by the IRR ever ultimately consumed by or
covered under a BAN or Bond? If yes, please explain and provide
examples.

3. Follow-up to AGQ - A9.a.
a. The original question was referring the “2006 Independent Auditors

Report” in Exhibit E and the “2006 Annual USOA Report” in Exhibit C.



Please explain why the two reports cannot be reconciled if they are
both drawn from the same set of accounts.
4. Follow-up to AG Q - A10.

a. NKWD states that it uses the USOA for Class C water companies.
Should it now be using the USOA for Class A water companies?
Please explain.

5. Follow-up to AG Q - A13.

a. What types of capital replacement does the cash flow from
depreciation finance if your entire construction program is financed
with debt?

b. Is there a linkage between depreciation and the IRR fund? If yes,
please explain.

6. Follow-up to AGQ - Al6

a. What alternatives does NKWD currently use in lieu of “No-Dig”
alternatives?

b. What are the relative economics of “No-Dig” alternatives to whatever
NKWD is using in lieu of “No-Dig”? Provide support for this.

c. Are there any alternative funding sources available for “No-Dig” or
other rehabilitation activities? If yes, what are these sources and how

could NKWD obtain them.



d. Could the IRR or a similar reserve be used to fund replacement? If no,
why not? If yes, provide a description of how NKWD would estimate

the annual amount necessary for this approach.



NKWD Case 2007-00135

COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

NORTHERN KENTUCKY WATER DISTRICT’S
NOTICE OF INTENT TO FILE RATE, FINANCING
& CONSTRUCTION APPLICATION BASED ON
HISTROIC TEST PERIOD

Case No. 2007-00135

' = e N’

NORTHERN KENTUCKY WATER DISTRICT RESPONSES TO SECOND

INFORMATION REQUEST FROM THE ATTORNEY GENERAL DATED AUGUST

QL.

Qla.

Ala.

10, 2007

Follow-up to AG Q-Ald:

Describe anticipated increases in operating and maintenance expenses resulting
from each of the two projects discussed in the responses, i.e. electric,
maintenance, plant, etc.

Witness: Harrison. The District cannot quantify the operating and maintenance
expenses for GAC at this time. These costs are not known and measurable and
have not been included in the District’s current rate application. It is anticipated
that increased power to operate the GAC treatment process will be necessary.
Additional labor to maintain new equipment will be necessary and the largest
operation and maintenance expense will be the purchase of carbon to operate the

new GAC facility at the Fort Thomas Treatment Plant.

The annual O & M costs are preliminarily estimated to be $48,000 annually for

the UV treatment process. This estimate is for power, materials and labor to

Page 1



Qlb.

Alb.

Qle.

Alc.

Qld.

Ald.

NKWD Case 2007-00135

maintain the system on an annual basis. This expense is not included in the
District’s rate application.

Describe the $821,966 and $6,843,034 expenditures anticipated to be incurred in
2008 associated with the FTTP Post-Filtration GAC. Also, explain the 1-year gap
between expenditures 2008 and 2010.

Witness: Harrison. These expenses are associated with design of the FTTP Post
Filtration GAC project. The preliminary design is currently under way and the
final design will be procured in late 2007 or early 2008. The total design is
currently estimated to cost $7,665,000 over the 2007 and 2008 period. The reason
there is a two year gap between design and construction is because the design is
anticipated to take until late 2009 to complete and construction is not anticipated
to commence until 2010 at this time.

Demonstrate the impact of each project on : i) debt service, ii) depreciation, and
iii) coverage.

Witness: Bragg. 1) The effect on debt service from both projects would increase P
& 1 expense about $575,000 per year for 20 years, depending on the Bonds issued
and that the current market rates do not change. ii) The effect on depreciation
would be estimated at about $155,000 per year over the next fifty (50) years. iii)
the effect on coverage is about 21% of the total 20% that is required by the
District General Bond Resolution. ($575,000/$2,795,578=21%)

When will the $821,966 and $6,843,034 expenditures be capitalized to plant
account 304-0002-000?7

Witness: Bragg. Yes.

Page 2



Q2.

Q2a.

A2a.

Q2b.

A2b.

Q2c.

Alc.

Q2d.

A2d.

Q2Ze.

Ale.

NKWD Case 2007-00135

Follow up to AG Q — A5bl1.
What does “IRR” mean?
Witness: Bragg. “IRR” stands for Improvement, Repair and Replacement fund.

How do you determine what items are funded by the IRR account versus funding
by debt?

Witness: Bragg. When the District plans it’s next year budget, small mainline
replacement projects that will not require a certificate, (such as Highway
Department relocation Project), smaller expenditures such as vehicles, power
equipment, plants projects, computer equipment, furniture, backhoes, etc are
normally funded by this fund.

How does money flow into and out of the IRR account?

The funds that are deposited into this fund are the funds left over from operations
per quarter. In other works, revenue received minus expenditures and debt service
payments.

Provide all policies, procedures and accounting manuals related to the IRR
Account, Debt Service Account and the Debt Service Reserve Account.

Witness: Bragg. There is no policy manual on how the IRR fund is budgeted. In
regards to Debt Service Account and Debt Service Reserve these are requirements
per the District’s adopted General Bond Resolution.

Is any part of the Cost of Service you have filed in this case reflected in or driven
by these accounts.

Witness: Bragg/McKinely. Yes.
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Q2f.

A2f.

Q2g.

Alg.

Q2h.

A2h.

NKWD Case 2007-00135

Does NKWD have a formula or other mechanical process or procedure to
determine the level of funds necessary to be in the IRR regardless of the source of
funds? If yes, please explain.

Witness: Bragg. No. Funds that are left over after all O&M expenses and
Principle and Interest payments are met, is deposited into this fund per General
Bond Resolution and must be used on capital projects and purchases.

Explain how the Debt Service and Debt Service Reserve accounts get funded? In
other words, how does NKWD determine the level of funding necessary for the
reserves and what is the source of the funding.

Witness: Bragg. They are fund by the issuance of bonds. The District maintains
a five year capital budget which is adjusted at the end of each year. Any projects
that need to be done and there are no funds to constructed determines the amount
of a Bond Issue. The total amount issued in Bonds will determine how much
must be borrow to fund the Debt Service Reserve Account. (Per General Bond
Resolution).

Describe the type of nature of the capital projects that are funded via IRR.
Witness: Bragg. The capital items mostly funded by IRR Account are Computer
Equipment, Vehicles, Lab and Plant Equipment, Furniture, and small mainline
projects. Often the mainline replacements or movement of mainlines funded from
this source is requested by Department of Highways. Smaller size mainline
replacements not requiring large amount of funding, and Cleaning and Relining of

older mains.
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Q2i.

A2i.

Q2.

A2j.

Q2Zk.

A2k.

Q3.

Q3a.

Q4.

Q4a.

NKWD Case 2007-00135

Does NKWD use the IRR to fund any operation of maintenance expense projects?
If yes, describe the types of operation and maintenance expense projects.
Witness: Bragg. NO. The IRR per the District Bond Resolution can only be
used for capital items. (General Bond Resolution)

Identify what projects in the Asset Management Plan will be funded via IRR.
Witness: Bragg. NONE

Are projects funded by IRR ever ultimately consumed by or covered under a
BAN or BOND? If yes, please explain and provide examples.

Witness: Bragg. NO, unless the funds need for a mainline project or plant project
is expected to be more than what IRR and can, then that project is moved to our
five year capital projects list and a Bond will need to be issue in order to fund the
project. If this is done, then another smaller item will replace it on the IRR
funding list.

Follow-up to AG Q — A9a.

The original question was referring the ¢”2006 Independent Auditors Report” in
Exhibit E and the “2006 Annual USoA Report” in Exhibit C. Please explain why
the two reports cannot be reconciled if they are both drawn from the same set of
accounts.

Witness: Bragg.
Follow-up to AG Q — A10.
NKWD states that is uses the USQA for Class C water companies. Should it now

be using the USOA for Class A water companies? Please explain.
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Ada.

Qs.

Q5a.

ASa.

Q5b.

ASb.

Q6.

Q6a.
Aba.

Q6b.

A6b.

NKWD Case 2007-00135

Witness: Bragg. Yes. The District does use USoA for Class A&B Water District.
The response give to AG Q- A10 was in error.

Follow-up to AG Q - A13.

What types of capital replacement does the cash flow from the depreciation
finance if your entire construction program is financed with debt?

Witness: Bragg. The entire amount of projects and capital items are not all funded
by debt. Please refer to the response to AZh.

Is there a linkage between depreciation and the IRR fund? If yes, please explain.
Witness: Bragg. In directly. Since depreciation expense is built into the water
rates, the amount of funds left over after all O&M, Principle, and Interest is paid
the remaining funds are used for capital projects and purchases.

Follow-up to AG Q - Al6.

What alternatives does NKWD currently use in lieu of “No-Dig” alternatives?
Witness: Harrison. Witness: Harrison NKWD utilizes open trench main
replacement in lieu of “No-Dig” alternatives.

What are the relative economics of “No-Dig” alternatives to whatever NK WD is
using in lieu of “No-Dig”? Provide support for this.

Witness: Harrison. Witness: Harrison. Cleaning and Lining is initially
cheaper than open trench excavation. However, only mains that are structurally
sound are good candidates for this method. Many of the older cast iron mains are
subject to breakage that makes it questionable to invest about 50 percent of the
replacement cost into cleaning and lining. Additionally, the District is not sure

how to fund this effort since the Kentucky Public Service Commission has ruled
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Qé6c.

A6ec.

NKWD Case 2007-00135

that this process should be capitalized as an asset instead of expensed and may be
difficult to secure bond funds for a process that is typically considered to be an

expense.

The District has utilized directional drilling on a limited basis to minimize
particularly challenging restoration requirements. This cost between $200 and
$250 per foot on the couple of projects we utilized this method as compared to an
estimated average cost $175 per foot for open trench replacement. Another
challenge with utilizing directional drilling is that it is very difficult to complete
in urban areas with numerous underground conflicts such as natural gas, electric,
sanitation, storm sewer facilities and other potential conflicts. A clear, well
defined corridor is necessary to effectively utilize directional drilling as a no-dig
alternative to open trench main replacement. The District works very hard to
coordinate its main replacement work with Cities, Counties and the State of
Kentucky to minimize restoration costs when possible.

Are there any alternative funding sources available for “No-Dig” or other
rehabilitation activities? If yes, what are these sources and how could NKWD
obtain them.

Witness: Harrison. The alternative funding sources are the same for No- Dig
activities as with open trench main replacement. The District was successful in
securing $3,500,000 in Kentucky Infrastructure Authority funding for main
replacement through the 2006 Kentucky General Assembly in Covington and will

continue to pursue these types of opportunities.
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Q6d.

A6d.

NKWD Case 2007-00135

Could the IRR or a similar reserve be used to fund replacement? If no, why not?
If yes, provide a description of how NKWD would estimate the annual amount
necessary for this approach.

Witness: Harrison. The District would strongly prefer to utilize the IRR for main
replacement funding. However, the current level of IRR for water main
replacement is approximately $1.25 million based upon Fiscal Year 2006. The
estimated replacement cost for the District’s over 1,100 miles of water main is
estimated to be over $800 million based upon estimates prepared earlier this year.
The current District depreciation period for water mains is 99 years. This
generates an estimated, minimum annual amount necessary to utilize the IRR as
the funding mechanism for main replacement of approximately $8 million. This
amount does not take into consideration that the District has taken over numerous
systems with infrastructure that has already reached or is nearing its useful life
and the District’s current depreciation study that seems to indicate a useful life of
99 years may not be appropriate and should be somewhat shorter. Given these
factors, the annual level of funding needed for water main replacement could
readily exceed $10 million. This creates a funding gap of approximately $8
million annually based upon current levels of funding. This is why the District

has to utilize bond funding for main replacement as its major source of financing.
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