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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller/Sheila Miller

24.  With regard to AFUDC, please provide the following information:

Response:

a. Which of the Company’s witnesses is testifying to the subject of AFUDC in this
case and where is this included in his/her testimony?

b. Please provide a detailed description of the following: (a) current AFUDC accrual
policies; (b) changes made in the AFUDC accrual policy and rate determination in
the last 10 years; (b) current AFUDC accrual rate and the method used to
calculate this rate; if applicable, explain whether the Company is using a tax-
grossed up AFUDC rate.

c. W/P 1-5, page 18 shows that the proposed AFUDC amount of $3,094,804
consists of the equity portion of AFUDC of $1,819,124 and the equity gross-up
amount of $1,231,179. Please explain what exactly these two AFUDC
components represent, and how they were derived.

d. Work paper and description of how the pro forma AFUDC amount of $3,094,804
was calculated. Show the total forecasted period average AFUDC-bearing CWIP
balance and describe and quantify what projects make up this total AFUDC-
bearing CWIP balance. Show the total forecasted period average non-AFUDC
bearing CWIP balance and describe and quantify what projects make up this total
non-AFUDC bearing CWIP balance. Show that the AFUDC rate, when
multiplied by the total forecasted period average AFUDC-bearing CWIP balance
produces the proposed AFUDC amount of $3,094,804.

e. What is the impact of the AFUDC amount of $3,094,804 on the Company’s net
after-tax operating income? Please show calculations.

a. Michael A. Miller and/or Sheila Miller

Mr. Miller’s testimony discusses the AFUDC in regard to the KRS Il project on

pages 32 and 36 of his testimony.

b. a. The Company’s policy for AFUDC was provided in response to
KAW_R_PSCDR1#2 (filed under confidential protection).

b. There has been no material change in the policy in the last 10 years. The
AFUDC rate is based on the currently authorized WACC.

c. The current AFUDC rate is 8.03% and it is determined by the weighted cost of
capital (return on rate base). The Company’s current AFUDC is based on the
weighted cost of capital of 8.03% and the equity portion is grossed-up for taxes
in accordance with FAS 109 guidelines.

c. The total AFUDC included in the company’s going level revenue is $3,094,804.
That number is comprised of both the debt cost potion of AFUDC and the gross-up
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equity portion of $1,819,124 as shown on WP 1-5, page 18. The equity gross-up
amount is not double counted in the AFUDC brought above the line to determine
going-level revenues. Instead, while it is shown on the schedule, it is only used in the
deferred tax calculation and amortized in accordance with FAS 109 which has been
accepted by this commission in past cases. See the calculation below.

Weighted
Cost
of Capital
Calc of Equity Factor As Proposed
Weighted Cost of LTD 3.12%
Weighted Cost of STD 0.40%
Weighted Cost of Pref 0.15%
Weighted Cost of Com 4.87%
Effective Tax Rate 40.36%
Total of Equity 5.02%
Total Capital 8.54%
Equity Factor 58.78%
Total AFUDC from June 2009 thru May 2010 3,094,804
Equity portion
Weighted Cost of Preferred 0.15%
Weighted Cost of Common 4.87%

Total Equity 5.02%

Total Capital 8.54%

Equity Ratio 58.78%
Equity Portion = Total AFUDC x Equity Ratio 1,819,124
AFUDC Equity Gross up
Equity Portion 1,819,124
One minus effective tax rate 59.64%
Equity portion divided by 59.64% 3,050,302
Less Equity Portion 1,819,124
Equity gross up 1,231,178

d. The AFUDC calculation IS detailed in working paper
KAW_R PSCDR1#la_WP1-5 111408 pages 2 thru 36 beginning with the month
of June 2009. The CWIP that the AFUDC calculation is based upon is detailed in
working paper KAW_R_PSCDR1#la_WP1-4 111408 pages 52 thru 65.

e. $1,890,925

AFUDC $3,094,804
SIT 185,688
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FIT 1,018,191
$1,890,925
For the electronic version, refer to KAW_R_AGDR1#24 122308.pdf.

SUPPLEMENTAL RESPONSE:

e. The Company’s original response to this question was not correct. The
Commission Staff asked a related question in PSCDR3#15, for which the
Company did a more in-depth analysis regarding the AFUDC included in the
case. At the time, the Company did not realize that the response to PSCDR3#15
created a conflict with the original response. Recently, the AG brought this
conflict to the Company’s attention and the Company agreed to supply a
supplemental response to this question.

The utility operating income impact of the AFUDC included in the case is
$3,097,255. In the original response, the Company had incorrectly indicated that
UOI associated with the $3.095 million of AFUDC was impacted by the income
tax effect. Due to the impact of deferred income taxes on the AFUDC the
elimination of AFUDC essentially falls out dollar for dollar to the UOI line. As
indicated on the attached schedules, that greater UOI deficiency related to
eliminating the AFUDC must then be increased by the revenue conversion factor
to gross-up the UOI deficiency for taxes in arriving at the revenue requirement
deficiency consistent with the response to PSCDR3#15.

For the electronic version, refer to KAW_SR_AGDR1#24 021309.pdf.
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