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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
COMMISSION STAFF'S HEARING DATA REQUESTS

Witness: Michael A. Miller
Question 1:

Please provide the level of KRA fee that would be required if the KRA fee were
embedded into the water tariffs of Kentucky American Water, based on the billing
requirements utilized by the Company for the forecasted test-year?

Response:

Please see the attachment titled Schedule 1. As indicated on page 1 of Schedule 1 (under
column 1, line 28) the KRA tariff filed by the Company in case number 2009-00124
would produce an annual revenue of $1,060,065, which includes a refund of $169,320 to
true up the KRA fees collected from April 1, 2008 through March 31, 2009.

As indicated in column 2, line 28 of page 1, the Company believes it would have to
collect $1,169,363 in the water tariffs approved in case number 2008-00427 if the KRA
were embedded into the regular water tariffs as part of this case. This would increase the
total rate increase from this case from the $10.3 million submitted in the Settlement
Agreement between the Company, the AG, the LFUCG and the CAC to $11,469,343 as
shown on Schedule 1, page 3, column (E), line 27. As indicated on Note 1 shown on
page 1, the Company believes the true-up of the KRA fee (separate tariff) for the period
April 1, 2008 through March 31, 2009 would have to be spread over the expected 18
month period between the June 1, 2009 effective date of new rates from the current case
and the expected effective date of the Company’s next general rate case. If the true-up
were not spread over the 18 month period, the Company would be under recovering its
KRA fees for the period beginning 12 months from the effective date of the rates in this
case until the effective date of the rates authorized in the Company’s next case.

There are a number of problems with embedding the KRA fee into the regular water
tariffs of which the Company would like to make the Commission aware:

1. The calculations in Schedule 1, pages 1-4 attached to this response do not address
the true-up of the KRA fee to be billed between April 1, 2009 and June 1, 2009
(the effective date for new rates in this case) since the KRA fees paid and
collected can not be known at this time. The Company does not know how that
true-up could occur if the KRA fee were embedded into the water tariffs as part of
this case.

2. Including KRA fees in base rates will result in an expanded timeframe for the
true-up to the customers for the KRA fee if in fact the Company continues its past



KAW_R_PSCHDR1#1_042209

practice of filing general rate cases less frequently than on an annual basis. The
Company expects to file its next rate case sometime next year to include the
remaining cost of KRS Il in rates. Afterwards, however, if subsequent rate cases
are spaced out further, the true-ups will likewise occur less frequently.

3. Including the KRA fee in base rates will likely place increased volatility into the
rate setting process that may lead to more frequent rate filings.

4. There will be an increased administrative burden on the Company to track KRA
fees paid and the amounts collected from customers if the fee is embedded into
regular water tariffs versus the relatively easy tracking currently performed where
the fee is clearly identified as a separate tariff item.

5. The KRA fee would no longer be identified as a separate item on the customer’s
bill, which will eliminate notice to the customers that a portion of their water bill
is going to fund improvements on the Kentucky River.

The Company provided several responses to discovery requests by the Commission Staff
during the course of this proceeding. The Company believes its responses to those
discovery requests are very pertinent to this Hearing Data Request and is providing
copies of those responses with its response to this request.

The Company continues to believe that maintaining the KRA fee as a separate tariff is the
most efficient and fair method for addressing rate recovery of the KRA fee. Due to the
significant fluctuations in customer demand and continued declines in customer usage
related to the Company’s conservation program, it is the Company’s opinion that
continuation of the annual KRA tariff filing with annual true-ups for the over or under
collection of those KRA fees on an annual basis as was first approved by the Commission
in case number 1992-00452 is the most efficient and fair method to both the Company
and its customers.

For the electronic version, refer to KAW_R_PSCHDR1#1 042209.pdf.
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Kentucky-American Water Company
Calculation of Revised Water Withdrawal Fee Pass Through
Column 1 Column 2
Per KRA filng Per May 2010
Line Case # Test Year
No . 2009-00124 Case # 2008-00427

1 |[Estimated Fees to be Paid to Kentucky River Authority FYE 12/31/2009 ]

2

3 Permit 200 Withdrawal - KRS L ow Service Pumpage - Projected FYE 12/31/2009 10,649,596 10,895,523

4 {Transfer Pumpage to Watershed - Projected FYE 12/31/2009 3,862,000 3,852,000

§ |Sublofal 14,501,586 14,747,523

6 |Tier 1 and Tier 2 Rates of $.022 and $.06 per 1000 Gallons $1,189,131 $1,209,297

7

8 |Permit 201 - RRS Low Service Pumpage - Projected FYE 12/31/2009 5,466,108 5,466,108

9 |Less: Transfer from KRS to Watershed - Projected FYE 12/31/2009 3,852,000 3,862,000
10 {Net Withdrawals from WaterShed 1,614,108 1,614,108
11 |Tier 1 Rates of $.022 per 1000 Gallons $35,610 $36,610
12
13 [Permit 874 - Owenton . | 215,617 | 215817 |
14 [Tier 1 Rates of 5.022 per 1000 Gallons | $4,744] $4,744|
15
16 |[Estimated KRA Fees Paid to Kentucky River Authority ] $1,229 385] $1,249,551]
17
18 [Total Withdrawal - 1000 Gallons | 16,331,321 16,577,248
19 ]
20 {Weighted Average Rate ] $0.07528 | $0,07538 |
21 N
22 |Estimated KRA Fees to be Paid by Customers FYE 12/31/2009 l
23
24 [Estimated Net Water Sales - 1000 Gallons - Projected FYE 12/31/2009 | 13,369,867 13,382,351 |
25
26 |Estimated KRA Fees to be Paid to Kentucky River Authority FYE 12/31/2009 $1,228,385 $1,249.5651
27 {True-up Net KRA Fee (Liability) Asset at 3/31/2009 {$169,320) {380,188} |Note 1
28 |Total Fees fo be Pald by Customers $1,060,065 $1,169,363
29
30 [KRA Fee Rate per 1000 Gallons I $0.07929 | $0.08738 |Note 2
31
32 [KRAFee Rate per CCF | $0.05947 | $0.06554 [Note 2

Note 1. Next case expected to be filed in 2010 to match scheduled completion of KRS 1. If the KRA fee were built into
base rates the credit for the true-up should be spread over 18 months, the period between the effective date for rates
in Case No. 2008-00427 and the expected effective date for KAWC's next general rate case filing
Note 2: The KRA tariff Is shown for illustrative purposes since it would be built into base rates for Column 2.
Schedule 1
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
COMMISSION STAFF’S SECOND REQUEST FOR INFORMATION

Witness: Michael A. Miller

61.  Kentucky-American currently has a separate charge for the Kentucky River Authority
withdrawal fee. Explain why this fee should not be eliminated and costs be included in
Kentucky-American’s general rates.

Response:

The Kentucky General Assembly in 1986 authorized the KRA to assume responsibility
from the U.S. Army Corps of Engineers for the locks and dams on the Kentucky River
though passage of KRS 151.700. Subsequently, the legislature authorized the KRA to
collect water use fees from all facilities using water from the Kentucky River basis
through passage of 151.720. On December 17, 1993, KRA promulgated administrative
regulations that established fees for the withdrawal of surface water and groundwater
from the Kentucky River Basin. In anticipation of KRA’s assessment of water use fees,
the Company in Case Number 1992-00452 proposed revisions to its tariff to permit the
billing, as a separate item, of an amount equal to the proportionate part of any KRA fees
or charges. The Commission approved the tariff revision in that case.

The reasons that the Company sought and the Commission approved the KRA fee as a
separate tariff charge on the bills of the customers in the 1992 case are still present today.

1. The withdraw fee imposed by the KRA is properly identified as a separate charge
on the customer bill so that it is clear to the customers that a portion of their water
bill goes directly to the KRA for support of infrastructure improvements

undertaken by the KRA.

2. The KRA fee is based on the water withdrawals of the Company and can fluctuate
widely from year to year depending on weather and conditions.

3. The separate tariff charge based on estimated water withdrawals and water sales

for the upcoming year with an annual true-up for any over/under collection the
prior year is the fairest way to pass the actual cost/savings from collections of the
prior year to the vast majority of customers actually receiving the benefit of that
cost. The Company admits that Mr. Miller and the rate department did not file the
true-up from 2001-2005 due to a change in personnel, has apologized for that
unfortunate situation, and corrected that situation. The Commission has now
ordered the Company to file annual adjustments to the KRA charge and this

method will assure that timely correction of any over/under collection of the KRA
will be addressed.
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4. The Company has not historically filed annual rate cases. If the KRA surcharge
were discontinued, the rates of the Company would either be too high or too low
due to the fluctuations that are present in the actual KRA withdrawal fees at any
given time. In the absence of annual rate filings, the fluctuations in the KRA fee
would not be trued up as often, and the true-up to actual customers would be less
accurate (the longer the time between true-up, the more customers leaving or
coming on the system)

5. Due to the fluctuation in the KRA fee, not only will the elimination of the current
separate charge for the KRA delay timely correction of the charges to the
customers whose usage drives that cost, but the Company could suffer in years
where weather and continued customer conservation drives under collection of the
KRA fee, which could potentially lead to more frequent rate cases.

The Company believes the current method of having the KRA fee as a separate charge on
its bill is the best and fairest method for addressing the rate recovery of that fee for both
the customers and the Company as described above.

For the electronic version, refer to KAW_R PSCDR2#61 010809.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
COMMISSION STAFF’S THIRD REQUEST FOR INFORMATION

Witness: Michael A. Miller

18.  The Kentucky River Authority charges Kentucky-American a fee based on the volume of
water withdrawn.

a. State whether Kentucky-American considers the fee an expense. Explain.
b. State whether Kentucky-American considers the fee a tax. Explain.
Response:

(a & b) The Company considers the Kentucky River Authority fee neither an expense nor
a tax. The Company considers it to be a water use fee as defined at 420 KAR
1:010(11). The Company further considers it to be a fee that it passes through to
its customers in accordance with KRS 151,720(5) and KRS 151.723.

For the electronic version, refer to KAW_R_PSCDR3#18 020909.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
COMMISSION STAFF’S THIRD REQUEST FOR INFORMATION

Witness: Michael A. Miller

19. 807 KAR 5:067 provides the process by which a privately-owned water utility can adjust
its rates when a supplier’s rate increases. State whether Kentucky-American should use
this process to recover the increases in the Kentucky River Authority Fee. Explain.

Response:

The regulation cited allows a private water utility to apply for a rate adjustment for its
purchased water expenses when the supplier of the purchased water implements a change
in its rates. In other words, it creates a mechanism by which a private water utility can
recover the actual cost of water it purchases. To the extent the regulation establishes the
concept that a private water utility should be afforded a streamlined procedure by which
it can be made whole for its purchased water expenses, Kentucky American Water agrees
with that concept. Moreover, Kentucky American Water agrees with the concept that it
should be made whole on the Kentucky River Authority (“KRA”) fees that it must collect
and pay to the KRA. That concept is codified at KRS 151.720(5) where it states that
those who must pay the KRA water use fees “may pass on all or any part of the fee.”

In Case No. 2006-00154, the Commission established a procedure by which Kentucky
American Water submits annual information to the Commission regarding KRA fees and
related water use. That procedure leads to a revision in the amounts collected by
Kentucky American Water from its customers. That procedure works and Kentucky
American Water sees no reason to abandon it in favor of a mechanism that was designed
for the different purpose of implementing purchased water adjustments. For an example
of that difference, an increase in the wholesale price of purchased water is much more
likely to be permanent, whereas the KRA water use fees are entirely dependent on the
amount of water withdrawn from the Kentucky River, and, thus, are subject to frequent
fluctuations driven by all the factors that drive customer demand. Having said that,
Kentucky American Water is more than willing to discuss revising the procedure
established in Case No. 2006-00154 to the extent the Commission feels the procedure is
inadequate.

For the electronic version, refer to KAW R PSCDR3#19_020909.pdf.





