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Sources:
1/

Exhibit___(MIM-4)

Schedule 1
Page 1 of 4
Kentucky American Water
Future Test Year Ending November 30, 2008
AG Adjustment No. 3
Consolidated Income Tax Adjustment
2003 2004 2005
(A) (B) (©)
Positive Taxable Income $ 134,138,588 $ 157,986,815 $ 247,465,686
KAWC Taxable Income 2,123,369 - 3,896,807
Percent KAWC 1.58% 0.00% 1.57%
Tax Losses 1/ 275,913,511 200,843,042 210,636,379
Tax Loses Allocated to KAWC 4,359,433 - 3,306,991
Three Year Average 2,555,475
Federal Income Taxes @ 35% 894,416

Response to PSC DR 3-52
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KENTUCKY AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING NOVEMBER 30, 2008

AG Adjustment No. 4

Eliminate Excess Management Fees

Description Amount
Excess Management Fees 1/ $ 1,002,236
Less: Business Development 2/ (79,365)
Total To Be Removed (L. 1 + L. 2) 922,871
Adjustment - Pre Tax $ (922,871)
Tax Rate 38.90%
Tax Effect (L. 4 * L. 5) $ 358,997
Adjustment - Post Tax (L. 4 + L. 6) $ (563,874)
Revenue Conversion Factor 1.65249
Revenue Requirement (L. 7 * L. 8) $ (931,798)

1/ Response to Staff 3-13
2/ See Schedule 6.
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Page 1 of 5

KENTUCKY AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING NOVEMBER 30, 2008

AG Adjustment No. 5

Reflect AG Recommended Depreciation Rates

Line Description Amount
1 Company Depreciation Expense $ 8,038,653 1/
2 Snavely King Depreciation Expense 7,622,190 2/
3 Adjustment-Pre Tax (L. 2-L. 1) $ (416,463)
4 Tax Rate 38.90%
5 Tax Effect (L. 3* L. 4) $ 162,004
6 Adjustment - Post Tax (L. 3+ L. 5) $ (254,459)
7 Revenue Conversion Factor 1.65249
8 Revenue Requirement (L. 6 * L. 7) $ (420,492)
Sources:

1/ KAWC Schedule C-2, p. 1.

2/ Rates calculated on pages 2-3. Expense amount as calculated
by "KAW_R_AGDR2#6_RB07_071607.xls" when AG recommended
depreciation rates are used.
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Exhibit___(MIM-4)

Schedule 3
Page 4 of 5
KENTUCKY AMERICAN WATER COMPANY
ESTIMATED PRESENT VALUE - FUTURE NET SALVAGE RATIC
BASED ON AVERAGE COST FOR 2002 - 2006
RECORDED ANNUAL PV PV
GROSS PLANT NS FNS FNS
ACCOUNT AS OF 12/31/06 AVG. NS FACTOR ARL RATIO AMOUNT
(a) (b) ©=(b)(@) (d) (e)=(c)*(d) (H=(e)*(a)
333.00 SERVICES 35,325,950 107,180 0.30% 56.9 -17.26% 6,098,542
Majoros Recommendation -20%

Sources:
Col. (b) from Exhibit JJS-1, page I11-89.

Conclusion: Negative 20 percent is a reasonable approximation of the present value of the future net

salvage ratio for this account.
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Exhibit___ (MIM-4)
Schedule 4
Page 1 of 7

KENTUCKY AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING NOVEMBER 30, 2008

AG Adjustment No. 6

Remove Incentive Pay

Line Description Amount

1 Company Incentive Pay $ 252,550 1/

2 Adjustment - Pre Tax $ (252,550)

3 Tax Rate 38.90%

4 Tax Effect (L. 2*L. 3) 98,242

5 Adjustment - Post Tax (L. 2 + L. 4) $ (154,308)

6 Revenue Conversion Factor 1.65249

7 Revenue Requirement (L. 5 * L. 6) $ (254,993)
Sources:

1/ See PSC DRs 2-5 and 3-3.
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Exhibit___ (MIM-4)
Schedule 5
Page 1 of 1

KENTUCKY AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING NOVEMBER 30, 2008

AG Adjustment No. 7

Disallow 8% Increase to Group Insurance

Line Description Amount
1 Amount per Company $ 1,427,004 1/
2 Adjusted to remove 8% increase 1,312,308 2/
3 Adjustment - Pre Tax (L. 2- L. 1) $ (114,696)
4 Tax Rate 38.90%
5 Tax Effect (L. 3* L. 4) $ 44,617
6 Adjustment - Post Tax (L. 3+ L. 5) $ (70,079)
7 Revenue Conversion Factor 1.65249
8 Revenue Requirement (L. 6 * L. 7) $ (115,805)
Sources:

1/ See KAW_R-PSCDR1#la_WP_REVISED_062507, p. 61 of 78.
2/ "KAW_R_AGDR1#46_insgroup_061807.xls" adjusted to remove 8% increase.
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Page 1 of 3

KENTUCKY AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING NOVEMBER 30, 2008

AG Adjustment No. 8

Remove Management Fees Related to Business Development

Line Description Amount
1 Amount per Company $ 79,365 1/
2 Adjustment - Pre Tax $ (79,365)
3 TaxRate 38.90%
4  Tax Effect (L. 2*L. 3) $ 30,873
5  Adjustment - Post Tax (L. 2 + L. 4) $ (48,492)
6  Revenue Conversion Factor 1.65249
7  Revenue Requirement (L. 5 * L. 6) $ (80,133)
Source:

1/ Response to PSC 2-22c.
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Exhibit___ (MIM-4)
Schedule 7
Page 1 of 3

KENTUCKY AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING NOVEMBER 30, 2008

AG Adjustment No. 9

Remove Wastewater Portion of Production Tech Position

Line Description Amount

1 Wastewater portion of position $ 12,497 1/

2 Adjustment - Pre Tax $ (12,497)

3 Tax Rate 38.90%

4 Tax Effect (L. 2 * L. 3) 4,861

5 Adjustment - Post Tax (L. 2 + L. 4) $ (7,636)

6 Revenue Conversion Factor 1.65249

7 Revenue Requirement (L. 5 * L. 6) $ (12,618)
Source:

1/ See PSC 3-1.
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Exhibit___(MJIM-4)

KENTUCKY AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING NOVEMBER 30, 2008

AG Adjustment No. 10

Interest Synchronization

Line Description Amount
1 Pro Forma Rate Base $ 202,245,239
2  Weighted Cost of Debt 3.47%
3 Pro Forma Interest Expense 7,017,910
4 Company Claim $ 7,053,314
5 Increase in Taxable Income 35,404
6 Tax Rate 38.90%
7  Income Taxes $ 13,772
Sources:

1/ See Exhibit__ (MJM-3), Schedule 1.
2/ See Exhibit___(MJIM-2).
3/ KAWC Schedule E-1.3, page 1 of 2.

1/

2/

3/

Schedule 8
Page 1 of 1





