Kentucky-American Water Company
Case No. 2004-00103

Answers of Office of Attorney General to
Kentucky-American Water Company’s Request for Information

1. Provide a copy of all documents Scott J. Rubin consulted which address "water budgets."

Answer:

In addition to documents provided by KAWC during discovery and documents related to the
AwwaRF study referred to on page 6 of Mr. Rubin’s testimony (which Mr. Rubin is not
permitted to disclose), Mr. Rubin conducted a brief literature review to determine if there were
any studies addressing the use of water budgets as KAWC has proposed to use them. He did not
locate any such studies and did not keep any notes of that research. He did locate one paper that
discussed the theoretical possibility of using customer-specific rates (termed “tailored rates” in
the article) as a method to encourage conservation and enhance water utilities’ revenue stability.
That paper is very theoretical in nature and did not assist Mr. Rubin in preparing his testimony,
but it was “consulted” by him. That paper is Teodoro, Manuel P., “Tailored Rates,” Journal
American Water Works Association, 94:10:54 (Oct. 2002).

Responsible witness: Scott J. Rubin




Kentucky-American Water Company
Case No. 2004-00103

Answers of Office of Attorney General to
Kentucky-American Water Company’s Request for Information

2. Identify the individual requesting, the dates requested, and the individual providing the
opinions that the Low Income Discount and Economic Development Tariff are unlawful.
If the opinions are in written form provide a copy.

Answer:

Mr. Rubin did not request a legal opinion on this issue and no such opinion was provided.
Rather, counsel for the Office of Attorney General informed Mr. Rubin that this was a legal
matter that would be addressed by counsel in its pleadings.

Responsible witness: Scott J. Rubin
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Kentucky-American Water Company
Case No. 2004-00103

; Answers of Office of Attorney General to
Kentucky-American Water Company’s Request for Information

3. Provide all the documents Scott J. Rubin utilized, generated or consulted in his study with
American Water Works Association to determine how water utilities can assist low-income
customers.

Answer:

The work conducted by Mr. Rubin and his colleagues for the American Water Works
Association has occurred over the course of nearly a year and involved the review and generation
of hundreds, if not thousands, of pages of documents and other data. Thus, the request is overly
broad and requests information that is not related to the witness’s work or testimony in this
proceeding. Moreover, the documents requested would be voluminous and it would be
burdensome and time-consuming to provide all such documents. Furthermore, many of the
documents requested are the work product of the American Water Works Association, are not
the property of Mr. Rubin, are in draft form that cannot be disclosed publicly, and are otherwise
subject to confidentiality protections.

In an attempt to be responsive to the request without breaching those confidentiality
requirements and without providing voluminous data, a copy of a presentation summarizing
some of this work and given by Mr. Rubin at the Annual Conference and Exhibition of the
American Water Works Association on June 14, 2004, is provided. (File:
AG_KAWC_Attach_3-1.pdf) In addition, a copy of the draft list of references to a portion of the
work conducted for the Association is provided. (File: AG_KAWC_Attach 3 -2.doc)

Responsible witness: Scott J. Rubin




Work in Progress - Not for Publication or Distribution

e g

ki

S

RERARRNE




Work in Progress - Not for Publication or Distribution




S

Work in Progress - Not for Publication or Distribution

Included in
rent

Pay directly . 28%
for water i

Do not pay
25%




Work in Progress - Not for Publication or Distribution

14,000,000

12,000,000
10,000,000
8,000,000
6,000,000 -

Number of households

4,000,000 1
2,000,000

Renters

€ No cost for WWW 3,522,965
B Included in rent or fee 5,304,786
& Pay for WWW 2,971,280

it

©»
=
o
=
=3

Annual average expend

Energy Telephone Water & other

| @ Unadjusted m Adjusted |

A Y A SIS WK WD




Work in Progress - Not for Publication or Distribution

<$100,000$100K - $1-10 > $10 million Amedcan Conn.  Phila. Southwest
(N=128) Stmillon milion  (N=21) States Water Svo Suburban
(N=206)  (N=141) Sources: AWWA Water:\stats for 1696 {pluo)
fergent Onfine aata for 2002 {red)




Work in Progress - Not for Publication or Distribution




Work in Progress - Not for Publication or Distribution




Work in Progress - Not for Publication or Distribution

More than 500,000 {0
150,000 - 500,000
33,001 - 150,000
3,301 - 33,000
1,000 - 3,300
1-1,000

Number of residential customers

T ¥ T T y

40 60 80 100 120
Number of survey respondents

|




Work in Progress - Not for Publication or Distribution

100 150
Number of survey respondents

43
H e om
0.1%-1.0% 1.1%-20% 21%-30% more than Don' know
3.0%

Percent residential blils unpaid




Work in Progress - Not for Publication or Distribution

Strongly disagree g

10 20 30 40 50 60 70
Number of respondents (N=300 for "blg", 299 for "growing”)

[mBig problem m Growing problem |

Change in the rate customer is charged
Special billing arrangements

In-home consenation assistance
Education

Refarral to a local govemment agency
Refemal to privete, non-utifity agency

Pay amount due over time

10% -20% 30% 40% 50% 60% 70%
Percent of reapondents offeri




Work in Progress - Not for Publication or Distribution

50 60




Work in Progress - Not for Publication or Distribution




Work in Progress - Not for Publication or Distribution




Work in Progress - Not for Publication or Distribution




Work in Progress - Not for Publication or Distribution

e

i

p




References

1. American Water Works Association, Water:\stats database for 1996.

2. Bauman, Kurt, Direct Measures of Poverty as Indicators of Economic Need:
Evidence from the Survey of Income and Program Participation, U.S. Census Bureau
Population Division Technical Paper No. 30, 1998.

3. Bauman, Kurt, Extended Measures of Well-Being: Meeting Basic Needs, U.S.
Census Bureau Current Population Reports No. P70-67, 1999.

4. Beecher, Janice A., Water Affordability and Alternatives to Service Disconnection,
Journal AWWA, Oct. 1994, pp. 61-72.

5. Blumberg, Linda J., Balancing Efficiency and Equity in the Design of Coverage
Expansions for Children, Health Insurance for Children, vol. 13, no. 1, Spring 2003.

6. Boushey, Heather, et al., Hardships in America: The Real Story of Working Families,
Economic Policy Institute, 2001.

7. Burman, Leonard E., and Deborah 1. Kobes, EITC Reaches More Eligible Families
than TANF, Food Stamps, Tax Notes (Tax Policy Center of the Urban Institute and
Brookings Institution), Mar. 17, 2003.

8. Chartwell, Inc., The Chartwell Report on Low-Income Assistance Programs,
o December 2003.

™,

9. Energy CENTS Coalition, Minnesota’s Energy Gap: Unaffordable Energy and Low
Income Minnesotans, 1999.

10. Federal Communications Commission, Telecommunications Industry Revenues 2001,
Mar. 2003.

11. Federal Communications Commission, Telecommunications Provider Locator,
Feb. 2003.

12. Federal Communications Commission, Telephone Penetration by Income by State,
May 2003.

13. Federal Communications Commission, Telephone Subscribership in the United States
(data through March 2003), Nov. 2003.

14. Kaiser, Mark J. and Allan G. Pulsipher, LIHEAP Reauthorization: Is the Time Right
for a Formula Fight?, The Electricity Journal, June 2003, pp. 65-77.

15. Kaiser, Mark J. and Allan G. Pulsipher, The WAP Funding Formula: Ambiguous,
Contentious, Forgotten, The Electricity Journal, Nov. 2003, pp. 68-82.

P 16. Lewis, Donna, et al., White Paper: A Review of Collection and Termination Practices
L for the D.C. Water and Sewer Authority, 2002.




17. LIHEAP Clearinghouse, Funding History <http://www.ncat.org/liheap/Funding/
lhhist.htm>, accessed Feb. 2004.

18. Mercier, Joyce, et al., Iowa s Cold Winters: LIHEAP Recipient Perspective, Iowa
Dept. of Human Rights, 2000. »

19. Mergent Online financial database, <http://www.mergentonline.com>, accessed
Nov. 7, 2003.

20. National Bureau of Economic Research, Consumer Expenditure Survey Family
Extracts — 1980-1998, <http://nber.org/data/ces_cbo.html>, accessed Dec. 2, 2003.

21. Pennsylvania Public Utility Commission, Bureau of Consumer Services, Report on
2001 Universal Service Programs and Collection Performance of the Pennsylvania
Electric Distribution Companies, January 2003.

22. Pennsylvania Public Utility Commission, Utility Consumer Activities Report and
Evaluation for 2002, 2003.

23. Raftelis Financial Consulting, Raftelis Financial Consulting 2002 Water and
Wastewater Rate Survey, 2002.

24. Rubin, Scott J., The Cost of Water and Wastewater Service in the United States,
National Rural Water Assoc., 2003.

25. Saunders, Margot, et al., Water Affordability Programs, AwwaRF, 1998,

26. Southwestern Pennsylvania Water and Sewer Infrastructure Project Steering
Committee, Investing in Clean Water, April 2002.

27. U.S. Bureau of Labor Statistics, Consumer Expenditure Survey,
<http://www.bls.gov/cex>, accessed Nov. 6, 2003.

28. U.S. Bureau of Labor Statistics, Consumer Price Index, < http://www.bls.gov/cpi/>,
accessed Nov. 7, 2003.

129. U.S. Census Bureau, 2000 Census of Population and Housing, Public Use Microdata
Sample, United States: Technical Documentation, 2003. '

30. U.S. Census Bureau, Poverty in the United States: 1999, Current Population Reports
No. P60-210, 2000.

31. U.S. Census Bureau, Poverty in the United States: 2002, Current Population Reports
No. P60-222, 2003.

32. U.S. Department of Agriculture, Rural Utilities Service <http://www.usda. gov/rus/>,
accessed Feb. 2004. '

/ 33. U.S. Department of Energy, Energy Information Administration, Selected Electric
( Utility Data by Ownership, 2000 <http://www.eia.doe.gov/cneaf/electricity/
Y public/t01p01p1.html>, accessed Feb. 2004.

R-2




34. U.S. Department of Health and Human Services, Administration for Children and
Families, Low Income Home Energy Assistance Program, Household Data,
<http://www.acf hhs.gov/programs/liheap/data.htm>, accessed Dec. 4, 2003.

35. U.S. Environmental Protection Agency, CWSRF National Information Management
System Reports, <http://www.epa.gov/ r5water/cwsrf/>, accessed Feb. 2004.

36. U.S. Environmental Protection Agency, Community Water System Survey 2000: Final
Report, Data, and Data Documentation, CD Release version 2, 2002.

37. U.S. Environmental Protection Agency, DWSRF National Information Management
System, <http://www.epa.gov/safewater/ dwsrf/dwnims.html>, accessed Feb. 2004.

38. Universal Service Administrative Company, Annual Report for 2002, 2003.

39. Universal Service Administrative Company, home page
<http://www.universalservice.org>, accessed Feb. 2, 2004.

40. Weisbrod, B. A., Collective action and the distribution of income: a conceptual
approach, The analysis and evaluation of public expenditures: The PPB system. US
Congress Joint Economic Committee, 1969.




;

H
(»_ g

Kentucky-American Water Company
Case No. 2004-00103

Answers of Office of Attorney General to
Kentucky-American Water Company’s Request for Information

Provide a copy of the special rates that water utilities have for low-income customers
known to Scott J. Rubin. Other than the AWWA Manual M1 and the study mentioned in

- the footnote on page 13 of the direct testimony of Scott J. Rubin, provide a copy of all

materials consulted by Scott J. Rubin in the formation of his opinion not to support the
Activation Charge. :

Answer;

Mr. Rubin does not have a copy of any “special rates that water utilities have for low-income
customers.” He is aware of those rates from various studies and surveys, as well as
conversations that he has had with utility industry professionals. The studies and surveys that
discuss such rates, in varying degrees of detail, include the following:

Survey conducted for Américan Water Works Association by Rubin, et al., 2004
Survey conducted by Association of Metropolitan Water Agencies, 2003

Raftelis Financial Consulting, Raftelis Financial Consulting 2002 Water and Wastewater
Rate Survey, 2002.

U.S. Environmental Protection Agency, Community Water System Survey 2000: Final
Report, Data, and Data Documentation, CD Release version 2,2002. :

Hasson, David S., Water Utility Options for Low-Income Assistance Pro grams, Journal
AWWA, 94:4:128-138 (Apr. 2002).

Saunders, Margot, et al., Water Affordability Programs, AwwaRF, 1998.

Beecher, Janice A., Water Affordability and Alternatives to Service Disconnection,
Journal AWWA, Oct. 1994, pp. 61-72.

Concerning the second part of the question, on the Activation Charge, in addition to the AWWA
Manual M1 and the study referred to on page 13 of Mr. Rubin’s testimony, Mr. Rubin consulted
two other studies by the U.S. Census Bureau:

American Housing Survey for the United States: 2001 (issued Oct. 2002), No. H150/01,
available at: < http://www.census.gov/prod/2002pubs/h150-01.pdf > (586 pages).

Schachter, Jason, Why People Move: Exploring the March 2000 Current Population
Survey, Current Population Reports (issued May 2001), No. P23-204, available at:
<http://www.census.gov/prod/2001pubs/p23-204.pdf > (10 pages).

Responsible witness: Scott J. Rubin



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

IN THE MATTER OF: )
' )
NOTICE OF ADJUSTMENT OF THE RATES OF ) CASE NO. 2004-00103
KENTUCKY-AMERICAN WATER COMPANY )
EFFECTIVE ON AND AFTER MAY 30, 2004 )

KEN TUCKY-AMERICAN WATER COMPANY'S

REOQUEST FOR INFORMATION TO THE

ATTORNEY GENERAL'S WITNESSES

5. Provide a copy of all documents consulted or utilized by Andrea C. Crane
to support her conc_:lusions that: |
a. The use of forecasted data allows the recovery of increases in
investment and operating expenses that may not be recoverable if a historical test
period is used,
b. Permitting the inclusion of operating expenses and the deferral of
| costs for later collection in a forecasted test period that are internally
inconsistent, and
c.  The significant use of deferrals in states using an historical test

year for ratemaking is unusual.

Response:

a. It was not Ms. Crane’s conclusion that the use of forecasted data
allows the recovery of increases in investment and operating

expenses that may not be recoverable if a historical test period is

used.



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

IN THE MATTER OF: )

)
NOTICE OF ADJUSTMENT OF THE RATES OF ) CASE NO. 2004-00103

KENTUCKY-AMERICAN WATER COMPANY )
EFFECTIVE ON AND AFTER MAY 30, 2004 )

KENTUCKY-AMERICAN WATER COMPANY'S

REQUEST FOR INFORMATION TO THE

ATTORNEY GENERAL'S WITNESSES

5. (Continued)

b.  The use of a forward looking test period permits a utility to make
numerous adjustments to actual results, effectively severing a link between
an historic twelve month period of actual operating results and the pro
forma projections used to set rates. It is an attempt by the regulatory
commission to permit the Company every opportunity to recover
prospective costs. The use of a forward looking test period is unnecessary
if the regulatory commission is going to pérmit significant cost deferrals
and then to permit such deferrals to be recovered in future rates. There
doesn’t seem to be much point in permitting a forward looking test period

if costs are going to be subject to future true-up.




COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

IN THE MATTER OF: )

)
NOTICE OF ADJUSTMENT OF THE RATES OF ) CASE NO. 2004-00103
KENTUCKY-AMERICAN WATER COMPANY )
EFFECTIVE ON AND AFTER MAY 30, 2004 )

KENTUCKY-AMERICAN WATER COMPANY'S

REQUEST FOR INFORMATION TO THE

ATTORNEY GENERAL'S WITNESSES

¢.  Ms. Crane’s source for her statement that the significant use of deferrals in
states using an historical test year for ratemaking is unusual is based on
the accumulation of over 20 years of utility experience, on her
participation in numerous rate proceedings throughout the country, and on

the well known ratemaking principle prohibiting retroactive ratemaking.

Respondent: Andrea C. Crane
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COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

IN THE MATTER OF; )

)
NOTICE OF ADJUSTMENT OF THE RATES OF ) CASE NO. 2004-00103

KENTUCKY-AMERICAN WATER COMPANY )
EFFECTIVE ON AND AFTER MAY 30, 2004 )

KENTUCKY-AMERICAN WATER COMPANY'S

REQUEST FOR INFORMATION TO THE

ATTORNEY GENERAL'S WITNESSES

6. Provide a'copy of all testimony of Andrea C. Crane in water ratemaking cases in
states where American Water Works Company has subsidiaries, including Pennsylvania,

New Jersey, Maryland, New Mexico, Hawaii, and West Virginia.

Response: Copies of five testimonies are being provided, the two most recent water
testimonies filed in New Jersey (Shorelands Water Company and Montague Water and
Sewer Companies); the two most recent water testimonies filed in Pennsylvania (Aqua
Penhsylvam’a and Pennsylvania-American Water Company), and the most recent water
testimony filed in Hawaii (Princeville Utilities Company, Inc.). There are approximately
two dozen other water testimonies that Ms. Crane has filed in Pennsylvania, New Jersey,
and Hawaii. All of Ms. Crane’s testimonies are available for review at the offices of The
Columbia Group, Inc. Ms. Crane was not filed any testimonies in water cases in

Maryland, New Mexico, or West Virginia.

Respondent: Andrea C. Crane




Kentucky-American Water Company
Case No. 2004-00103
Information Request Response to KAWC
Respondent: OAG Witness Dr. J. Randall Woolridge
Set 1

KAWC-I-7. Provide a copy of all documents consulted or utilized by Dr. J. Randall
Woolridge to support his conclusion that “the yield on 10-year Treasury bonds has
replaced the yield on 30-year Treasury bonds as the benchmark long-term Treasury rate.”

Response:

The Street.Com: Treasury Bonds
(www.thestreet.com/tsc/basics/ tscglossary/Treasury_Securities.htm!)

The 10-year note is the U.S. benchmark, meaning that people look to its yield as a proxy
for-all U.S. interest rates. Formerly, that honor went to the 30-year bond. But reduced
issuance of 30-year bonds has given them scarcity value, making them less reliable as an
indicator of how high people think interest rates should be. (30-year bond sometimes
trades like commodities.)

Recession Telltale

(www.forbes.com/forbes/2000/1113/6613388a_print.html)

That bellowing you hear from the bulls would have you believe that this time it’s
different, that the inversion is really a chimera produced by the shortage of long Treasury
bonds. Indeed, the 30-year yield has fallen 20 basis points since the Fed started its rate-
raising campaign. Moody’s, Merrill Lynch and other major Wall Street powers assume
the long bond is going the way of the passenger pigeon and have switched to the 10-year
Treasury as their benchmark. '

Goldman Sachs Sees 10 year note as its government debt benchmark

(www.bradynet.com/bbs/us/100004-0.html)

2000 Feb, NEW YORK, Feb 9 (Reuters) — With the U.S. Treasury Department buying
back benchmark 30-year bonds and cutting back on new issuance of long bonds,
investment bank Goldman Sachs said on Wednesday it would now use the Treasury 10-
year note as its government debt benchmark to gauge appropriate prices and yields on
other types of securities.




Kentucky-American Water Company
Case No. 2004-00103
Information Request Response to KAWC
Respondent: OAG Witness Dr. J. Randall Woolridge -
Set I

KAWC-I-8. Provide a copy of the testimony of Dr. J. Randall Woolridge in all cases
involving water utilities as listed in Appendix A to his testimony.

Response:

. The following water company testimonies have been provided as attachments in response

to PSC-1-34.
Pennsylvania-American Water Company (R-0003 8304), Attachment PSC-1-34A2.
Philadelphia Suburban Water Company (R-00016750), Attachment PSC-1-34A4. -

Pennsylvania-American Water Company (R-00016339), Attachment PSC-I-34A35.

In addition, these testimonies are provided as attachments to this data request.
Artesian Water Company (R-00-649), Attachment KAWC-I-2A1.

Philadelphia Suburban Water Company (R-00994868), Attachment KAWC-I-2A2.

Pennsylvania-American Water Company (R-00994638), Attachment PSC-I-34A3.

All other water company testimonies are over five years old and are not available in

~ electronic form and are voluminous. They can be reviewed upon request and by

appointment at the Office of Attorney General.




