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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION
Witness: Michael A. Miller
1. Please identify and describe any ratemaking adjustments and/or rate making

methodologies used in the instant rate proceeding that have not previously been addressed
and/or adopted by the KY PSC.

Response:

The Company is not aware of any material adjustments or rate making methodologies
that have not been previously addressed by the KY PSC. There are always differences of
opinion about individual cost of service elements in a rate case that should be addressed
on the merits in each case. The Company has filed its petition consistent with prior
Company cases with one exception which is addressed in the response to
KAW_R_AGDRI1#2_122308.

For the electronic version, refer to KAW_R_AGDR1#1_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

2. Please identify and describe any ratemaking adjustments and/or ratemaking
methodologies that are different from the ratemaking adjustments and/or ratemaking
methodologies authorized by the KY PSC in the prior litigated rate cases, Case Nos.
2000-120 and 2004-00103.

Response:

The Company is seeking full rate base recognition for a portion of the expenditures
towards construction of the KRS 1I, Source of Supply Project. The reasons and
justification for the Company’s requested rate base treatment for the KRS Il Project are
set forth in the direct testimony of Michael A. Miller. The Company believes such rate
base treatment has been adopted by the KY PSC for other utilities in Kentucky.

For the electronic version, refer to KAW_R_AGDR1#2_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

3. Please provide a workpaper showing all calculations in support of the revenue rate
increase components shown at the top of Exhibit MAM-2.

Response:

Please see the attached schedules. The attached schedules include the internal RRD-1 for
the current rate case which shows how the rate case elements for going-level tariff
revenues, O&M expense, depreciation, and property tax were calculated. Also attached
are copies of the revenue requirement calculation model sheets that determined the
amount of rate increase attributable to the KRS Il Project for expenditures through May
2009, the increase in rate base for other rate base items in the forecasted test-year net of
AFUDC, and the change in WACC.

The calculations are based on the KAWC internal RRD-1 report which compares the cost
of service elements of the current rate case to the company’s interpretation of the cost of
service elements embedded in the current rates of KAWC. The Company understands
that case number 2007-00143 ended in an overall settlement and there may be differences
of opinion about the various elements of the cost of service used to arrive at the overall
settlement. Exhibit MAM-2 was used to illustrate the Company’s understanding of the
cost of service elements driving the need to seek an increase in rates in the current case.

For the electronic version, refer to KAW_R_AGDR1#3_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
RATE CASE PROGRESS REPORT

RRD -1
PAGE 1

DATE FILED: October 31, 2008 AVERAGE RESIDENTIAL BILL:

STATUTORY DATE: June 1, 2009 USAGE: GAL 57,690
EFFECTIVE DATE: December 1, 2008 (If rates not suspended) PRESENT RATES: $275.22
FORECASTED TEST PERIOD: May 31, 2010 PROPOSED RATE $359 48
CASE NO. 2008-00427 AUTH RATES:
PROPOSED
PER PREVIOUS GENERAL
CASE ORDER INCREASE
P
1. REVENUES AT PRESENT RATES $51,364,461 7 $59,150,468 ( o 13, %? /}
/»’ .
2. AMOUNT OF INCREASE 8,000,000 - -~ 18,494,634
3. % INCREASE 1557% 31.27%
4a. REVENUE (OPERATING) 59,364,461 77,645,102
4b.  AFUDC 1,678,192 3,094,804
4c.  TOTAL REVENUES 61,042,653 80,739,006
5 0 &MEXPENSE 27,250,943 31,001,944 + #6420
6. DEPRECIATION 7,905,143 8,308,250 + 4 fmf 107
7.  GENERAL TAXES 3,322,022 3,783,078 + 6/ 0S¢
8. INCOME TAXES 5,423,197 10,563,137
SUB-TOTAL 44,910,305 54,646,409
9. UTILITY OPERATING INCOME 16,132,348 26,093,497
10.  INTEREST ON LONG - TERM DEBT 6,609,642 9,532,987 e
11.  OTHER INTEREST 401,802 1,222,178 (R
42.  PREFERRED DIVIDENDS 441,982 458,317 ek
13, OTHER DEDUCTIONS 0 0 MO
2 Fred s
SUB-TOTAL 7,453,426 11,213,482 ’,?i 7/ ‘5‘} fﬁg}
14a.  INCOME TO COMMON STOCK (FALLOUT) 8,678,922 14,880,015
14b.  CALCULATED INCOME TO COMMON STOCK $8.678,022 14,880,016
15. ORIGINAL COST OF RATE BASE $200,900,975 $305,544,471
16. RATE OF RETURN ON RATE BASE 8.03% 8.54%
17.  RATE BASE AS % OF CAPITALIZATION 96.71% 99.88% Audo ) 2L 7 avy |
o o © 7&;%@/ f 5’%3 /ﬁ}a;ﬁf l{
18, COST OF CAPITAL PER: ﬁfg@ Ay 3B ISy |
PREVIOUS CASE ORDER AMOUNT RATIO COST RATE WEIGHTED / e
S RAR oMergen. 7299 |
a.  LONG-TERM DEBT $103,929,445 50.031% 6.580% 3.20% ;ff
b.  SHORT-TERM DEBT $8,079,119 3.889% 5.250% 0.20%
c.  PREFERRED STOCK $5,975,910 2877% 7.750% 0.22%
d.  COMMON EQUITY $89,745,202 43.203% 10.000% 4.329%
e DEFERRED TAXES 0 0.000% 0.000% 0 00%
£ JDITC 0 0.000% 0.000% 0.00%
g. OTHER CAPITAL ELEMENTS 0 0.00% 0.00% 0.00%
TOTALS $207,729,676 100.00% 8.03%
19. COST OF CAPITAL PER:
PROPOSED CASE AMOUNT 110 COST RATE WEIGHTED
a.  LONG-TERM DEBT $138,902,482 45.408% 6.87% 3.12%
b.  SHORT-TERM DEBT 31,620,959 10.337% 3.85% 0.40%
¢ PREFERRED STOCK 5,953,622 1.946% 775% 0.15%
d.  COMMON EQUITY 129,423,277 42.309% 11.50% 487%
e DEFERRED TAXES 0 0.00% 0.00% 0.00%
£ JDITC 0 0.00% 0.00% 0.00%
9. OTHER CAPITAL ELEMENTS 0 0.00% 0.00% 0.00%
TOTALS $305,900,341 100.00% 8.54%

s

SIGNATURE/DATE

efrhg
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Page 1 of 1
KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION
Witness: Michael A. Miller
4. Please provide the Financing Projections data on Exhibit 23 for the Forecasted Period

ended May 31, 2010.

Response:

The requested information related to Long-term Debt can be found in the information
provided in Exhibit 37 of the Company’s filing, in the schedule identified as SCHEDULE
3, page 1 of 2. The requested information related to Common Equity can be found in the
response provided in response to PSC-DR1-question 1 at KAW_R_PSCDR1#la WP7-
5 111408 pages 1 and 2.

Below is the financing projection information requested for LT Debt and Common
Equity contained in the above mentioned pages of the Company’s filing:

LONG-TERM DEBT:
May 2009 $45,500,000 @ 6.601%
October 2009 $26,000,000 @ 6.601%
May 2010 $14,000,000 @ 5.501%

NOTE: Current bond market interest rates have risen significantly since the Company’s
filing. The credit crisis and tight credit markets have made credit difficult to obtain and
significantly increased the interest rates above the level indicated above and included in
the Company’s filing. On November 26, 2008 West Virginia American issued new LT
Debt of $37.0 million at 10%. The Company will provide more current estimates of LT
Debt rates with an update to its case and continues to monitor and advise the Commission
and parties of the actual and/or likely interest rates for its scheduled LT debt financings.

COMMON EQUITY INFUSIONS:
March 2009  $22,500,000
October 2009 $10,000,000
March 2010  $16,000,000

For the electronic version, refer to KAW_R_AGDR1#4 122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Sheila Miller

5. To the extent that the rate increase in this case includes revenue requirements associated
with the Company’s sewer operations, please provide these sewer operations revenue
requirements. If not, explain how the Company removed all of the sewer operations
related revenue requirements from this case.

Response:

The revenue requirement does not include any costs for the Company’s sewer operations.
The sewer operations are budgeted and charged based on separate business units. Those
business units were eliminated when obtaining base period and forecasted period
amounts from the Company’s financial system in preparing the rate case. In addition,
allocations were also made to distribute various amounts and labor costs to the sewer and
Bluegrass Station O & M operations based on customer counts. The allocations were
discussed in the testimony of Mr. Michael Miller. These allocations include costs that
could benefit all operations and cannot be easily segregated on a daily basis.

For the electronic version, refer to KAW_R_AGDR1#5_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Linda C. Bridwell

6. Please reconcile the October 2008 total construction number of $9,451,841 on Exhibit 13,
page 3 to the corresponding October 2008 total construction number of $5,858,605 on
Exhibit 13, page 5.

Response:

The October 2008 total construction number of $9,451,841 on Exhibit 13, page 3 was an
editing error in transferring the investment project expenditures for the month of October
2008. The correct October 2008 construction number should be $5,858,605 as reflected
on Exhibit 13, page 5. A corrected Exhibit 13, page 3 is attached.

NOTE: The correct amount was included in the Company’s rate base and corresponding
revenue requirement in this case. The adjustment to Exhibit 13, page 3 does not change
the Company’s rate base or revenue requirement requested in this case.

For the electronic version, refer to KAW_R_AGDR1#6_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Linda C. Bridwell

7. Please reconcile the construction expenditures for the years 2008 through 2010 stated on
page 8, lines 10 — 14 of Ms. Bridwell’s testimony to the construction expenditure totals

for these same years shown on Exhibit 11.

Response:

The difference represents the inclusion of the CIAC information in Ms. Bridwell’s
testimony but not included in the Exhibit 11 information.

Year | Exhibit 11 Net Total LCB
Total Advances/Refunds/Contributions Testimony
2008 | $52,799,536 ($2,636,303) $50,163,233 | $50,163,233
2009 | $87,812,018 (%4,327,304) $83,484,714 | $83,484,714
2010 | $75,726,855 ($4,333,300) $71,393,555 | $71,393,556

NOTE: The Company’s rate base requested in its Petition is reflected correctly and the
differences described above have no bearing on the rate base or corresponding revenue
requirement requested in this case.

For the electronic version, refer to KAW_R_AGDR1#7_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller/Linda C. Bridwell

8. At the bottom of page 15 of her testimony, Ms. Bridwell states that the total KRS Il costs
at completion is currently estimated to amount to $162.3 million. Apparently, this total
cost amount of $162.3 million includes $2 million for Source of Supply Project
Development costs for Project 12020204. Exhibit 11, page 2 shows Project 12020204
2007 carry over costs of $1,658,766 and projected costs of approximately $341,000. In
this regard, please provide the following information:

a. Provide the actual Project 12020607 KRS Il expenditures that have been incurred
from inception (show year of inception) through November 2008 and the
associated percentage of project completion. In addition, compare these actual
project expenditures and percentage of project completion number to the project-
equivalent budgeted construction expenditures and percentage of project
completion number that were prepared at the time that the Certificate for the
project was issued. Explain any variances between the actual and equivalent
originally budgeted project costs.

b. Provide the actual Project 12020404 Source of Supply Project Development
expenditures that have been incurred from inception (show year of inception)
through November 2008 and the associated percentage of project completion. In
addition, compare these actual expenditures and percentage of project completion
number to the project-equivalent budgeted expenditures and percentage of project
completion number that were prepared at the time that the Certificate for the
project was issued. Explain any variances between the actual and equivalent
originally budgeted project costs.

c. Explain how the Project 12020204 Source of Supply Project Development
expenditures were treated for book and ratemaking purposes in the Company’s
prior rate case, Case No. 2007-00143 and in the rate case before the last case,
Case No. 2004-00103.

d. Explain how these Source of Supply Project Development costs are different from
the source of supply costs of approximately $2 million which the Company was
allowed to defer and amortize over 40 years in Case No. 2000-120.

e. Reconcile the total KRS Il investment cost of $162.3 million to the total KRS 11
investment cost of $162.741 million referenced on page 33, line 7 of Mr. Miller’s
testimony.

Response:
a. The project began in August 2006. Actual expenditures are $39,738,157.24 as of

11/30/2008 which represents approximately 25% completion. The budgeted
construction expenditures projected through 11/30/2008 at the time the Certificate
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for the project was issued were $25,709,684. This represented a projected 16%
completion. There have been three primary reasons for this. First, Kentucky
American Water did not anticipate the pipeline contractor would initiate
construction immediately as all of the easements had not been acquired which
would provide more challenges to the progress of construction. However,
because pipe pricing was escalating at unprecedented rates, the contractor
initiated construction in late July. This accelerated construction expenditures
above the budgeted levels through this period. Secondly, we had unseasonably
warm, dry weather in September and October that allowed for no interruptions in
construction due to weather conditions. This has allowed all three contractors to
progress faster than they had originally anticipated. Thirdly, when the contractors
were asked to extend their original bid pricing, Kentucky American Water did not
extend the substantial completion date. In order for the contractor on the water
treatment plant to meet that change, they had to completely alter their methods of
construction. This change apparently has allowed the contractor to work at a pace
even faster than they had anticipated, thus accelerating work on the water
treatment plant ahead of the originally budgeted amount.

. The project was initiated in March 2002. The actual expenditures through
11/30/2008 have been $1,997,994.56 or 99% complete.  The budgeted
construction expenditures through 11/30/2008 at the time the Certificate for the
project was issued were $1,794,121 or 95%. The costs related to regional efforts
and the Certificate application process were charged to this project. At the time
the Certificate was issued, Kentucky American Water could not be certain that
there would be many other charges to this project, however, the Certificate was
appealed in the Franklin Circuit Court. Because of that effort, the expenditures to
date have exceeded the originally budgeted amount through 11/30/2008.

The Source of Supply Development Project costs have been charged to CWIP. In
Case No. 2004-00103 and Case No. 2007-00143 the CWIP was included in rate
base but fully offset by above the line AFUDC.

. The Source of Supply Development Costs for the KRSII Project are unrelated to
the Source of Supply costs recognized for rate recovery by the Commission in
case number 2000-120. The 2000-120 case recognized development costs related
to an entirely different source of supply solution than the one that is under
construction at this time.

The estimate of $162.3 million was developed on bid costs and submitted to the
Kentucky American Water Capital Investment Management Committee for
authorization of expenditures once the Certificate was issued and is currently
being utilized for budget purposes. The $162.741 million was the original
estimate of the project prior to issuance of the certificate.

For electronic version, refer to KAW_R_AGDR1#8_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION
Witness: Sheila Miller
9. Is the Company in this case requesting the depreciation expenses associated with plant

funded by Contributions in Aid of Construction and Customer Advances? If so, explain
why. If not, explain how that has been accomplished in this case (also refer to filing
schedules).

Response:

No. The Company deducted the Contributions in Aid of Construction (CIAC) from the
depreciation calculation which is detailed in working papers filed in response to PSC
DR 1 question 1 and labeled as KAW_R_PSCDR1#la WP4-1 111408 page 4 of 9.
However, the Customer Advances were not eliminated from the depreciation calculation
because they are subject to refund for a ten year period before being transferred to CIAC.
This methodology has been accepted in numerous rate filings with the Kentucky Public

Service Commission.

For the electronic version, refer to KAW_R_AGDR1#9 122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Linda C. Bridwell

10.  Based on actual information available to date and the Company’s most recent estimate, in
which month of 2010 does the Company currently expect KRS Il to come on line?

Response:

Substantial Completion is expected in June 2010 and Final Completion in November
2010. Per American Water’s Standard General Conditions, the term *“Substantial
Completion” means that the work has progressed to the point where it is sufficiently
complete so that it can be utilized for the purposes for which it was intended which
means we expect KRS Il to be operational in June 2010. Punchlist items, exterior
grading and landscaping, and completion of items not required to produce potable water
may not be finished until Final Completion.

For the electronic version, refer to KAW_R_AGDR1#10_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

11.  The Company is proposing to include the current return associated with approximately
$67 million of the KRS Il project in rates in this case. When (year and month) does the
Company plan to file for its next base rate case to reflect the current return as well as the
depreciation expenses associated with the entire KRS Il project of approximately $163
million?

Response:

The exact timing of that case is subject to change, depending on any number of factors
including the final completion of the KRS Il Project, however, at the present time the
Company would expect to file a case in 2010 to coordinate the timing of the effective
date of rates from that potential case with the final completion of the KRS Il Project
scheduled for November 2010. Due to the substantial cost of the KRS Il project, without
AFUDC and/or partial rate recovery in this case, the full cost of the project and
associated depreciation expense would present a major erosion of the Company’s
earnings and potential negative cash flow implications. Based on the discussion above,
the Company would expect to file its next case in the May/June 2010 timeframe.

For the electronic version, refer to KAW_R_AGDR1#11 122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

12.  With regard to the NPV analysis on MAM-7, page 2, please provide the following
information:

a. Confirm that the NPV of the revenue requirement stream listed in years 1 through
56 (i.e., the stream of annual revenue requirements without the CWIP revenue
requirement amount of $7.263 million in year 0) discounted at the rate of 8.03%
amounts to $230.525 million. If you do not agree, explain your disagreement.

b. Confirm that if one were to add to the NPV amount of $230.525 million
referenced in (a) above the $7.263 NPV of the CWIP revenue requirement in year
0, the total NPV amount is $237.788 million.

c. Confirm that Mr. Millers NPV model in his Exhibit MAM-7 has a logic error in it
in that it calculates a total NPV amount of $220.113 million for the $7.263 CWIP
revenue requirement in year 0 and the annual revenue requirement stream in the
years 1 through 56.

Response:

a. The Company confirms the mathematical assumption is correct, but does not
agree that such method is appropriate for the analysis.

b. The company confirms the mathematical assumption is correct, but does not agree
that such a method is appropriate for the analysis.

c. The Company denies that Mr. Miller’s NPV model has a logic error as indicated
in this question.

For the electronic version, refer to KAW_R_AGDR1#12_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

13.  With regard to the NPV analysis on MAM-7, pages 1 and 2, please provide the following
additional information:

a. Confirm that the tax-grossed-up Return on Rate Base numbers for each year were
calculated by Mr. Miller by multiplying the year-end rate base numbers for each
year times the overall rate of return of 8.03% times the gross-up factor of
1.654077 (e.g., on MAM-7, page 1 the return on rate base number of $21.980
million for year 1 was calculated as follows: $165.484 million x 8.03% x
1.654077 = $21.980 million). If you do not agree, explain your disagreement.

b. Confirm that the Company’s proposed calculation method referenced in part (a)
above contains an error in that it double counts the tax gross up for the cost of
debt and does not take into account the benefit of interest tax deductability. The
correct method to use is as follows:

- LT debt 3.29% x 60% (after-tax factor) = 1.974%
- ST debt 0.20% x 60% (after-tax factor) = 0.120%
- Pref Stock 0.22% x 100% (after-tax factor) = 0.220%
- Common Stock 4.32% x 100% (after-tax factor) = 4.320%
- Overall After-Tax Rate of Return: 6.634%

Thus, the grossed-up return on rate base number should be calculated by
multiplying the year-end rate base numbers for each year times the overall
after-tax rate of return of 6.634% times the gross-up factor of 1.654077. If
you do not agree, explain your disagreement.

c. Confirm that if you were to re-do the NPV analysis on MAM-7, page 1 using the
grossed-up return on rate base numbers calculated as per the method described in
part (b) above, the total NPV amount for the entire 56 years would be $207.9
million rather than the $240.841 million calculated by Mr. Miller. If you do not
agree, explain your disagreement.

d. Confirm that if you were to re-do the NPV analysis on MAM-7, page 2 using the
grossed-up return on rate base numbers calculated as per the method described in
part (b) above and using the correct NPV method referenced in the previous date
request no. 12, the total NPV amount for the entire 56 years and the CWIP
revenue requirement in year 0 would be $206.251 million rather than the
$220.113 million calculated by Mr. Miller. If you do not agree, explain your
disagreement.

Response:

a. Agree.
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b. Agree. Mr. Miller incorrectly used the pre-tax WACC in the manner that would
gross-up the UOI deficiency for income taxes, where the income taxes at present
and pro-forma rates already include the interest deduction in the income taxes
used to determine UOI. Attached to this testimony is a revised Exhibit MAM-7
that incorporates the after tax WACC as indicated by the Attorney General. Mr.
Miller will correct his testimony for this error prior to or at the hearing.

c. Agree. Please see page 1 of 2 of the revised Exhibit MAM-7 attached to this
response.

d. As indicated in the response to KAW_R_AGDR1#12(c), the Company does agree
that there is a logic error in the NPV calculation on the original Exhibit MAM-7
page 2 of 2. As shown on the revised page 2 of 2 of Exhibit MAM-7 attached to
this response, the NPV of the string of revenue streams (cash) (57 years) under
the Company’s proposed inclusion of full rate base for the CWIP on the KRS II
Project is $190.922 million. Even though it does not agree with the assumption
put forth by the AG that the revenue requirement for the CWIP on the KRS Il
Project requested in this case should be added to the 56 year revenue stream on
Exhibit MAM-7, the mathematical calculation generates an NPV of $198,990, not
the $206.251 million suggested in by the Attorney General in this question.

For the electronic version, refer to KAW_R_AGDR1#13_122308.pdf.
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Kentucky American Water Co. Page 3 0f4

Case Number 2008-00427 Exhibit MAM-7
Page 1 of 2
Rate Impact of KRS Il - Traditional Rate Making with Full AFUDC
Input Information/Assumptions: Add'l AFUDC under Trad. Rate Approach: Cost of Cap.
In Case # - Gross-up
Weighted Cost of Capital 6.63% 2007-0143 Per Order  for TAX
Rate Base Gross-up Factor 1.654077 KRS Il CWIP @ 5-31-09 66,570 LT Debt 3.29% 3.29%
Est. Avg. Depr.Rate for TP & Mains 1.79% WACC tax-gross-up Equity 10.91% ST Debt 0.20% 0.20%
Deferred Income Tax Rate 2.21% Add'l AFUDC under Traditional Pref. Stock 0.22% 0.22%
Original Investment per Certificate 170,024 Rate Making 7,263 Common Equity 4.32% 7.20%
Effective Income Tax Rate 40.00%
8.03% 10.91%
Net Present Value of Revenue Requirement Over Depreciation Life of KRS Il Project
Discount Rate - Current Cost of Capital 207,895
Return on Add:
Less: Less: Yr. End Rate Base Depr. &
Depeciation Def. FIT Beginning Accum  Accum. Rate Tax Def. Inc. Revenue
Expense Expense Rate Base Depr. Def. Fit Base Gross-up Tax Exp Requirement
Year 1 3,037 1,503 170,024 (3,037) (1,503) 165,484 18,159 4,540 22,698
Year 2 3,037 1,503 170,024 (6,073) (3,006) 160,945 17,661 4,540 22,200
Year 3 3,037 1,503 170,024 (9,110) (4,509) 156,405 17,163 4,540 21,702
Year 4 3,037 1,503 170,024  (12,146) (6,012) 151,865 16,664 4,540 21,204
Year 5 3,037 1,503 170,024  (15,183) (7,515) 147,326 16,166 4,540 20,706
Year 6 3,037 1,503 170,024  (18,220) (9,018) 142,786 15,668 4,540 20,208
Year 7 3,037 1,503 170,024 (21,256) (10,521) 138,246 15,170 4,540 19,710
Year 8 3,037 1,503 170,024 (24,293) (12,024) 133,707 14,672 4,540 19,211
Year 9 3,037 1,503 170,024 (27,330) (13,527) 129,167 14,174 4,540 18,713
Year 10 3,037 1,503 170,024 (30,366) (15,030) 124,627 13,676 4,540 18,215
Year 11 3,037 1,503 170,024 (33,403) (16,533) 120,088 13,177 4,540 17,717
Year 12 3,037 1,503 170,024 (36,439) (18,036) 115,548 12,679 4,540 17,219
Year 13 3,037 1,503 170,024 (39,476) (19,539) 111,009 12,181 4,540 16,721
Year 14 3,037 1,503 170,024 (42,513) (21,042) 106,469 11,683 4,540 16,223
Year 15 3,037 1,503 170,024  (45,549) (22,545) 101,929 11,185 4,540 15,724
Year 16 3,037 1,503 170,024 (48,586) (24,048) 97,390 10,687 4,540 15,226
Year 17 3,037 1,503 170,024 (51,623) (25,551) 92,850 10,189 4,540 14,728
Year 18 3,037 1,503 170,024 (54,659) (27,054) 88,310 9,690 4,540 14,230
Year 19 3,037 1,503 170,024 (57,696) (28,557) 83,771 9,192 4,540 13,732
Year 20 3,037 1,503 170,024 (60,732) (30,060) 79,231 8,694 4,540 13,234
Year 21 3,037 1,503 170,024 (63,769) (31,563) 74,691 8,196 4,540 12,736
Year 22 3,037 1,503 170,024 (66,806) (33,066) 70,152 7,698 4,540 12,237
Year 23 3,037 1,503 170,024 (69,842) (34,569) 65,612 7,200 4,540 11,739
Year 24 3,037 1,503 170,024 (72,879) (36,072) 61,073 6,702 4,540 11,241
Year 25 3,037 1,503 170,024 (75,916) (37,575) 56,533 6,203 4,540 10,743
Year 26 3,037 (1,212) 170,024 (78,952) (36,363) 54,708 6,003 1,825 7,828
Year 27 3,037 (1,212) 170,024 (81,989) (35,151) 52,884 5,803 1,825 7,628
Year 28 3,037 (1,212) 170,024 (85,025) (33,939) 51,059 5,603 1,825 7,427
Year 29 3,037 (1,212) 170,024 (88,062) (32,727) 49,235 5,403 1,825 7,227
Year 30 3,037 (1,212) 170,024  (91,099) (31,515) 47,410 5,202 1,825 7,027
Year 31 3,037 (1,212) 170,024 (94,135) (30,303) 45,586 5,002 1,825 6,827
Year 32 3,037 (1,212) 170,024 (97,172) (29,091) 43,761 4,802 1,825 6,627
Year 33 3,037 (1,212) 170,024 (100,209) (27,878) 41,937 4,602 1,825 6,426
Year 34 3,037 (1,212) 170,024 (103,245) (26,666) 40,112 4,402 1,825 6,226
Year 35 3,037 (1,212) 170,024 (106,282) (25,454) 38,288 4,201 1,825 6,026
Year 36 3,037 (1,212) 170,024 (109,318) (24,242) 36,463 4,001 1,825 5,826
Year 37 3,037 (1,212) 170,024 (112,355) (23,030) 34,639 3,801 1,825 5,625
Year 38 3,037 (1,212) 170,024 (115,392) (21,818) 32,814 3,601 1,825 5,425
Year 39 3,037 (1,212) 170,024 (118,428) (20,606) 30,990 3,401 1,825 5,225
Year 40 3,037 (1,212) 170,024 (121,465) (19,394) 29,165 3,200 1,825 5,025
Year 41 3,037 (1,212) 170,024 (124,502) (18,182) 27,341 3,000 1,825 4,825
Year 42 3,037 (1,212) 170,024 (127,538) (16,969) 25,516 2,800 1,825 4,624
Year 43 3,037 (1,212) 170,024 (130,575) (15,757) 23,692 2,600 1,825 4,424
Year 44 3,037 (1,212) 170,024 (133,611) (14,545) 21,867 2,400 1,825 4,224
Year 45 3,037 (1,212) 170,024 (136,648) (13,333) 20,043 2,199 1,825 4,024
Year 46 3,037 (1,212) 170,024 (139,685) (12,121) 18,218 1,999 1,825 3,824
Year 47 3,037 (1,212) 170,024 (142,721) (10,909) 16,393 1,799 1,825 3,623
Year 48 3,037 (1,212) 170,024 (145,758) (9,697) 14,569 1,599 1,825 3,423
Year 49 3,037 (1,212) 170,024 (148,795) (8,485) 12,744 1,398 1,825 3,223
Year 50 3,037 (1,212) 170,024 (151,831) (7,273) 10,920 1,198 1,825 3,023
Year 51 3,037 (1,212) 170,024 (154,868) (6,061) 9,095 998 1,825 2,823
Year 52 3,037 (1,212) 170,024 (157,904) (4,848) 7,271 798 1,825 2,622
Year 53 3,037 (1,212) 170,024 (160,941) (3,636) 5,446 598 1,825 2,422
Year 54 3,037 (1,212) 170,024 (163,978) (2,424) 3,622 397 1,825 2,222
Year 55 3,037 (1,212) 170,024 (167,014) (1,212) 1,797 197 1,825 2,022
Year 56 3,010 (1,212) 170,024 (170,024) 0 0 0 1,798 1,797
Totals 170,024 0) 567,559

Def Inc. Tax Amtz. 1,212
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Kentucky American Water Co.
Case Number 2008-00427 Page 4 of 4

Exhibit MAM-7
Rate Impact of KRS Il - Phase - In of CWIP in Case Number 2008-00427 Page 2 of 2
Input Information/Assumptions: CWIP of KRS Il in case number 2008-00427 Cost of Cap.
at May 31 2009, on which KAWC is seeking full In Case # - Gross-up
Weighted Cost of Capital 6.63% Rate Base Treatement: 2007-0143 Per Order for TAX
Rate Base Gross-up Factor 1.654077 KRS Il CWIP @ 5-31-09 66,570 LT Debt 3.29% 3.29%
Est. Avg. Depr.Rate for TP & Mains 1.79% ST Debt 0.20% 0.20% NPV on
Deferred Income Tax Rate 2.21% Pref. Stock 0.22% 0.22% Year 1
Original Investment per Certificate 162,741 Common Equ 4.32% 7.20% thru
Effective Income Tax Rate 40.00% Year 56
8.03% 10.91% Only
Net Present Value of Revenue Requirement Over Depreciation Life of KRS Il Project
Discount Rate - Current Cost of Capital 190,922 198,990
Return on Add:
Less: Less: Yr. End Rate Base Depr. &
Depeciation  Def. FIT Beginning Accum  Accum. Rate Tax Def. Inc. Revenue
Expense Expense Rate Base  Depr. Def. Fit Base Gross-up Tax Exp Requirement
Rev. Requirement on CWIP 66,570 66,570 7,263 0 7,263
Year 1 2,907 1,439 162,741 (2,907) (1,439) 158,396 17,381 4,345 21,726
Year 2 2,907 1,439 162,741 (5,813) (2,877) 154,051 16,904 4,345 21,249
Year 3 2,907 1,439 162,741 (8,720) (4,316) 149,705 16,427 4,345 20,773
Year 4 2,907 1,439 162,741 (11,626) (5,755) 145,360 15,951 4,345 20,296
Year 5 2,907 1,439 162,741 (14,533) (7,193) 141,015 15,474 4,345 19,819
Year 6 2,907 1,439 162,741 (17,439) (8,632) 136,670 14,997 4,345 19,342
Year 7 2,907 1,439 162,741 (20,346) (10,070) 132,325 14,520 4,345 18,865
Year 8 2,907 1,439 162,741 (23,252) (11,509) 127,980 14,043 4,345 18,389
Year 9 2,907 1,439 162,741 (26,159) (12,948) 123,634 13,567 4,345 17,912
Year 10 2,907 1,439 162,741 (29,066) (14,386) 119,289 13,090 4,345 17,435
Year 11 2,907 1,439 162,741 (31,972) (15,825) 114,944 12,613 4,345 16,958
Year 12 2,907 1,439 162,741 (34,879) (17,264) 110,599 12,136 4,345 16,481
Year 13 2,907 1,439 162,741 (37,785) (18,702) 106,254 11,659 4,345 16,005
Year 14 2,907 1,439 162,741 (40,692) (20,141) 101,908 11,183 4,345 15,528
Year 15 2,907 1,439 162,741 (43,598) (21,579) 97,563 10,706 4,345 15,051
Year 16 2,907 1,439 162,741 (46,505) (23,018) 93,218 10,229 4,345 14,574
Year 17 2,907 1,439 162,741 (49,411) (24,457) 88,873 9,752 4,345 14,097
Year 18 2,907 1,439 162,741 (52,318) (25,895) 84,528 9,275 4,345 13,621
Year 19 2,907 1,439 162,741 (55,225) (27,334) 80,182 8,799 4,345 13,144
Year 20 2,907 1,439 162,741 (58,131) (28,773) 75,837 8,322 4,345 12,667
Year 21 2,907 1,439 162,741 (61,038) (30,211) 71,492 7,845 4,345 12,190
Year 22 2,907 1,439 162,741 (63,944) (31,650) 67,147 7,368 4,345 11,713
Year 23 2,907 1,439 162,741 (66,851) (33,089) 62,802 6,891 4,345 11,237
Year 24 2,907 1,439 162,741 (69,757) (34,527) 58,457 6,415 4,345 10,760
Year 25 2,907 1,439 162,741 (72,664) (35,966) 54,111 5,938 4,345 10,283
Year 26 2,907 (1,160) 162,741 (75,570) (34,806) 52,365 5,746 1,746 7,492
Year 27 2,907 (1,160) 162,741 (78,477) (33,645) 50,619 5,554 1,746 7,301
Year 28 2,907 (1,160) 162,741 (81,384) (32,485) 48,872 5,363 1,746 7,109
Year 29 2,907 (1,160) 162,741 (84,290) (31,325) 47,126 5,171 1,746 6,918
Year 30 2,907 (1,160) 162,741 (87,197) (30,165) 45,380 4,980 1,746 6,726
Year 31 2,907 (1,160) 162,741 (90,103) (29,005) 43,633 4,788 1,746 6,534
Year 32 2,907 (1,160) 162,741 (93,010) (27,844) 41,887 4,596 1,746 6,343
Year 33 2,907 (1,160) 162,741 (95,916) (26,684) 40,140 4,405 1,746 6,151
Year 34 2,907 (1,160) 162,741 (98,823) (25,524) 38,394 4,213 1,746 5,959
Year 35 2,907 (1,160) 162,741 (101,729) (24,364) 36,648 4,021 1,746 5,768
Year 36 2,907 (1,160) 162,741 (104,636) (23,204) 34,901 3,830 1,746 5,576
Year 37 2,907 (1,160) 162,741 (107,543) (22,044) 33,155 3,638 1,746 5,385
Year 38 2,907 (1,160) 162,741 (110,449) (20,883) 31,409 3,447 1,746 5,193
Year 39 2,907 (1,160) 162,741 (113,356) (19,723) 29,662 3,255 1,746 5,001
Year 40 2,907 (1,160) 162,741 (116,262) (18,563) 27,916 3,063 1,746 4,810
Year 41 2,907 (1,160) 162,741 (119,169) (17,403) 26,169 2,872 1,746 4,618
Year 42 2,907 (1,160) 162,741 (122,075) (16,243) 24,423 2,680 1,746 4,426
Year 43 2,907 (1,160) 162,741 (124,982) (15,082) 22,677 2,488 1,746 4,235
Year 44 2,907 (1,160) 162,741 (127,888) (13,922) 20,930 2,297 1,746 4,043
Year 45 2,907 (1,160) 162,741 (130,795) (12,762) 19,184 2,105 1,746 3,851
Year 46 2,907 (1,160) 162,741 (133,701) (11,602) 17,438 1,913 1,746 3,660
Year 47 2,907 (1,160) 162,741 (136,608) (10,442) 15,691 1,722 1,746 3,468
Year 48 2,907 (1,160) 162,741 (139,515)  (9,281) 13,945 1,530 1,746 3,277
Year 49 2,907 (1,160) 162,741 (142,421)  (8,121) 12,199 1,339 1,746 3,085
Year 50 2,907 (1,160) 162,741 (145,328)  (6,961) 10,452 1,147 1,746 2,893
Year 51 2,907 (1,160) 162,741 (148,234)  (5,801) 8,706 955 1,746 2,702
Year 52 2,907 (1,160) 162,741 (151,141)  (4,641) 6,959 764 1,746 2,510
Year 53 2,907 (1,160) 162,741 (154,047)  (3,481) 5,213 572 1,746 2,318
Year 54 2,907 (1,160) 162,741 (156,954)  (2,320) 3,467 380 1,746 2,127
Year 55 2,907 (1,160) 162,741 (159,860) (1,160) 1,720 189 1,746 1,935
Year 56 2,880 (1,160) 162,741 (162,740) ©) 1 0 1,719 1,719
Totals 162,740 0 550,510

Def Inc. Tax Amtz. 1,160
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

14.  On page 34 of his testimony, Mr. Miller states that “The Company consistently indicated
in the testimony in that case its intent to seek a phase-in of the rate impact of the KRS Il
Project over two general rate cases.” Please provide copies of all relevant testimony
pages where these indications were made.

Response:

Mr. Miller did not provide pre-filed direct or rebuttal testimony in case number 2007-
00134, but gave live rebuttal testimony at the second evidentiary hearing in March 2008.
Mr. Miller did respond to several data requests in the case in addition to his live
testimony. Attached to this response is the revised response to discovery request Staff-1-
Q31. The attachment to that response indicates that KAWC expected to include a portion
of the CWIP for the KRS Il (pool 3) Project for full rate base recovery in its 2008 rate
case. In addition Mr. Miller provided several exhibits as part his live testimony at the
March 2008 evidentiary hearing before the Commission. Attached are the summary and
detailed rate calculations presented as exhibits and evidence at that hearing. As can be
seen on Appendix A and D (the pool 3 options proposed by KAWC), the Company
indicated that it would seek full rate base for a portion of CWIP on the KRS |1 (pool 3)
project in its 2008 rate case.

For the electronic version, refer to KAW_R_AGDR1#14 122308.pdf.
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Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31

Estimate of Rate Impact of Pool 3 Source of Supply Project - New 20 MGD Estimate

Rev. February 29, 2008

Total Construction Cost Based on Bids - $155.857 million - KAW 100%

(000) Omitted

13 Month Average Utility Plant
Less: Rate Base from Previous Case
Less: Deprecition Expense

Deferred Income Tax Exp.
Rate Base

WCC currently authorized

Revenue Requirement on Rate Base

Less AFUDC

Rate Impact Before Depr. And O&M Expenses

Add: Depreciation Expense
O&M Expenses
Wholesale Charges From LWC @ 10MGD
Wheeling Cost - SEC 2-A - Capital
Wheeling Costs - SEC 2-A - O&M
Wheeling Costs - SEC 2-A - Mark-up

Rate Impact from SS Project

Total Rate Increase

Going Level Revenues

% Rate Increase

Cummulataive % Increase

Increase From Present Rates

2007 Rate Case

Rev. Requirement
Calculation

$18,902

$0

$0

$0

$18,902
10.57%

$1,998

($1.998)
($0)
$0
$0
$0
$0

$0
$0

(30)

$60,823

0.00%

0.00%

2008 Rate Case

Rev. Requirement
Calculation

$89,493

$0

$0

$0

$89,493
10.57%

$9,459

$0
$9,459
$0
$0
$0
$0

$0
$0

$9,459

$60,623

15.60%

15.60%

2010 Rate Case

Rev. Requirement
Calculation

$155,857
($89,493)

($2,883)
($1.091)

$62,390
10.57%

$6,595

$0

$6,595

$2,883

$3,455

$0

$0

$0

$0

$12,933

$22,392

$70,082
18.45%
34.06%

36.81%
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Kentucky-American Water Company
Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31

Estimate of Rate Impact of Pool 3 Source of Supply Project - New 25 MGD Estimate

Rev. February 28, 2008
Total Construction Cost Based on Bids - $161.761 million - KAW 80%

2007 Rate Case 2008 Rate Case 2010 Rate Case
(000) Omitted Rev. Requirement Rev. Requirement Rev. Requirement
Calculation Calculation Calculation
13 Month Average Utility Plant $16,461 $74,745 $129,410
Less: Rate Base from Previous Case $0 $0 ($74,745)
Less: Deprecition Expense $0 $0 (%$2,405)
Deferred Income Tax Exp. $0 $0 ($906)
Rate Base $16,461 $74,745 $51,354
WCC currently authorized 10.55% 10.55% 10.55%
Revenue Requirement on Rate Base $1,737 $7,886 $5,418
Less AFUDC ($1,737) $0 $0
Rate Impact Before Depr. And O&M Expenses (%0) $7,886 $5,418
Add: Depreciation Expense $0 $0 $2,405
O&M Expenses $0 $0 $2,939
Wholesale Charges From LWC @ 10 MGD $0 $0 $0
Wheeling Cost - SEC 2-A - Capital $0 $0 $0
Wheeling Costs - SEC 2-A - O&M $0 $0 $0
Wheeling Costs - SEC 2-A - Mark-up $0 $0 $0
Rate Impact from SS Project ($0) $7,886 $10,762
Total Rate Increase $18,647
Going Level Revenues $60,823 $60,623 $68,509
% Rate Increase 0.00% 13.01% 15.71%
Cummulataive % Increase 0.00% 13.01% 28.72%

Increase From Present Rates 30.66%
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Appendix A

Kentucky-American Water Company

KAW_R_AGDR1#14_ 122308

Page 6 of 17

Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31

Estimate of Rate Impact of Pool 3 Source of Supply Project - New 20 MGD Estimate

Rev. February 29, 2008

Total Construction Cost Based on Bids - $155.857 million - KAW 100%

(000) Omitted

13 Month Average Utility Plant
Less: Rate Base from Previous Case
Less: Deprecition Expense

Deferred Income Tax Exp.
Rate Base

WCC currently authorized

Revenue Requirement on Rate Base

Less AFUDC

Rate Impact Before Depr. And O&M Expenses

Add: Depreciation Expense
O&M Expenses
Wholesale Charges From LWC @ 10MGD
Wheeling Cost - SEC 2-A - Capital
Wheeling Costs - SEC 2-A - O&M
Wheeling Costs - SEC 2-A - Mark-up

Rate Impact from SS Project

Total Rate Increase

Going Level Revenues

% Rate Increase

Cummulataive % Increase

Increase From Present Rates

2007 Rate Case

Rev. Requirement
Calculation

$18,902

$0

$0

$0

$18,902
10.57%

$1,998

($1.998)
($0)
$0
$0
$0
$0

$0
$0

(30)

$60,823

0.00%

0.00%

2008 Rate Case

Rev. Requirement
Calculation

$89,493

$0

$0

$0

$89,493
10.57%

$9,459

$0
$9,459
$0
$0
$0
$0

$0
$0

$9,459

$60,623

15.60%

15.60%

2010 Rate Case

Rev. Requirement
Calculation

$155,857
($89,493)

($2,883)
($1.091)

$62,390
10.57%

$6,595

$0

$6,595

$2,883

$3,455

$0

$0

$0

$0

$12,933

$22,392

$70,082
18.45%
34.06%

36.81%
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Appendix A-1

Kentucky-American Water Company
Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31

Estimate of Rate Impact of Pool 3 Source of Supply Project - New 20 MGD Estimate

Rev. February 29, 2008
Total Construction Cost Based on Bids - $155.857 million - KAW 100%

2016
(000) Omitted Rev. Requirement
Calculation
Beg. Of Year Rate Base $141,284
Less: Deprecition Expense ($2,883)
Deferred Income Tax Exp. ($989)
Rate Base $137,412
WCC currently authorized 10.57%
Revenue Requirement on Rate Base $14,524
Less AFUDC $0
Rate Impact Before Depr. And O&M Expenses $14,524
Add: Depreciation Expense $2,883
O&M Expenses $3,920
Wholesale Charges From LWC @ 10MGD $0
Wheeling Cost - SEC 2-A - Capital $0
Wheeling Costs - SEC 2-A - O&M $0
Wheeling Costs - SEC 2-A - Mark-up $0
Rate Impact from SS Project $21,327
Going Level Revenues $60,623

% Rate Increase 35.18%



Appendix B

Kentucky-American Water Company

Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31
Estimate of Rate Impact of LWC Pipeline Project - 20 MGD Estimate

Rev. February 29, 2008

Total Construction Cost (Estimated) $132.291 million - KAW 100%

100% Ownership by KAW

(000) Omitted

Beg. Of Year Rate Base
Less: Rate Base from Previous Case
Less: Deprecition Expense

Deferred Income Tax Exp.
Rate Base

WCC currently authorized

Revenue Requirement on Rate Base

Less AFUDC

Rate Impact Before Depr. And O&M Expenses

Add: Depreciation Expense
O&M Expenses
Wholesale Charges From LWC @ 10 MGD
Wheeling Cost - SEC 2-A - Capital
Wheeling Costs - SEC 2-A - O&M
Wheeling Costs - SEC 2-A - Mark-up

Rate Impact from SS Project

Going Level Revenues

Increase From Present Rates

KAW_R_AGDR1#14_122308
Page 8 of 17

2012

Rev. Requirement
Calculation

$132,291

$0
($2,229)
($926)

$129,136
10.57%

$13,650

$0
$13,650
$2,229
$1,618
$6,279
$0

$0

$0
$23,776
$60,823

39.09%



Appendix B -1

Kentucky-American Water Company

Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31
Estimate of Rate Impact of LWC Pipeline Project - 20 MGD Estimate

Rev. February 29, 2008

Total Construction Cost (Estimated) $132.291 million - KAW 100%

100% Ownership by KAW

(000) Omitted

Beg. Of Year Rate Base

Less: Deprecition Expense
Deferred Income Tax Exp.

Rate Base

WCC currently authorized

Revenue Requirement on Rate Base

Less AFUDC

Rate Impact Before Depr. And O&M Expenses

Add: Depreciation Expense
O&M Expenses
Wholesale Charges From LWC @ 10 MGD
Wheeling Cost - SEC 2-A - Capital
Wheeling Costs - SEC 2-A - O&M
Wheeling Costs - SEC 2-A - Mark-up

Rate Impact from SS Project

Going Level Revenues

Increase From Present Rates

KAW_R_AGDR1#14_122308
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2016

Rev. Requirement
Calculation

$123,375
($2,229)
($864)

$120,282
10.57%

$12,714

$0
$12,714
$2,229
$1,741
$8,188
$0

$0

$0
$24,872
$60,823

40.89%



Appendix C

Kentucky-American Water Company
Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31

Estimate of Rate Impact of LWC Pipeline Project - 20 MGD Estimate

Rev. February 29, 2008
Total Construction Cost (Estimated) $130.725 million - Sec 2A & 2B
100% Ownership Sec. 2A by SFWMG - 100% Ownership Sec. 2B by KAWC

(000) Omitted

Beg. Of Year Rate Base

Less: Deprecition Expense
Deferred Income Tax Exp.

Rate Base

WCC currently authorized

Revenue Requirement on Rate Base

Less AFUDC

Rate Impact Before Depr. And O&M Expenses

Add: Depreciation Expense
O&M Expenses
Wholesale Charges From LWC @ 10 MGD
Wheeling Cost - SEC 2-A - Capital
Wheeling Costs - SEC 2-A - O&M
Wheeling Costs - SEC 2-A - Mark-up

Rate Impact from SS Project

Going Level Revenues

Increase From Present Rates

KAW_R_AGDR1#14_122308
Page 10 of 17

2012

Rev. Requirement
Calculation

$75,524
($1,247)
($529)

$73,748
10.75%

$7,928

$0
$7,928
$1,247
$891
$6,279
$3,432
$260
$369
$20,406
$60,823

33.55%



Appendix C-1

Kentucky-American Water Company
Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31

Estimate of Rate Impact of LWC Pipeline Project - 20 MGD Estimate

Rev. February 29, 2008
Total Construction Cost (Estimated) $130.725 million - Sec 2A & 2B
100% Ownership Sec. 2A by SFWMG - 100% Ownership Sec. 2B by KAWC

(000) Omitted

Beg. Of Year Rate Base

Less: Deprecition Expense
Deferred Income Tax Exp.

Rate Base

WCC currently authorized

Revenue Requirement on Rate Base

Less AFUDC

Rate Impact Before Depr. And O&M Expenses

Add: Depreciation Expense
O&M Expenses
Wholesale Charges From LWC @ 10 MGD
Wheeling Cost - SEC 2-A - Capital
Wheeling Costs - SEC 2-A - O&M
Wheeling Costs - SEC 2-A - Mark-up

Rate Impact from SS Project

Going Level Revenues

Increase From Present Rates

KAW_R_AGDR1#14_122308
Page 11 of 17

2016

Rev. Requirement
Calculation

$71,783
($1,247)
($502)

$70,034
10.75%

$7,529

$0
$7,529
$1,247
$982
$8,188
$3,432
$311
$374
$22,063
$60,823

36.27%



Appendix D

Kentucky-American Water Company

Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31

Estimate of Rate Impact of Pool 3 Source of Supply Project - New 25 MGD Estimate

Rev. February 29, 2008

Total Construction Cost Based on Bids - $161.761 million - KAW 80%

(000) Omitted

13 Month Average Utility Plant
Less: Rate Base from Previous Case
Less: Deprecition Expense

Deferred Income Tax Exp.
Rate Base
WCC currently authorized

Revenue Requirement on Rate Base

Less AFUDC

Rate Impact Before Depr. And O&M Expenses

Add: Depreciation Expense
O&M Expenses
Wholesale Charges From LWC @ 10 MGD
Wheeling Cost - SEC 2-A - Capital
Wheeling Costs - SEC 2-A - O&M
Wheeling Costs - SEC 2-A - Mark-up

Rate Impact from SS Project

Total Rate Increase

Going Level Revenues

% Rate Increase

Cummulataive % Increase

Increase From Present Rates

2007 Rate Case

Rev. Requirement
Calculation

$16,461
$0

$0

$0
$16,461
10.55%

$1,737

($1,737)
(30)
$0
$0
$0
$0

$0
$0

($0)

$60,823

0.00%

0.00%

2008 Rate Case

Rev. Requirement
Calculation

$74,745
$0

$0

$0
$74,745
10.55%

$7,886

$0
$7,886

$0
$0

$0

$0
$0

$7,886

$60,623

13.01%

13.01%

KAW_R_AGDR1#14_122308
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2010 Rate Case

Rev. Requirement
Calculation

$129,410
($74,745)
($2,405)
($906)

$51,354
10.55%

$5,418

$0
$5,418
$2,405
$2,939
$0

$0

$0

$0
$10,762
$18,647
$68,509
15.71%
28.72%

30.66%
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Appendix D -1

Kentucky-American Water Company
Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31

Estimate of Rate Impact of Pool 3 Source of Supply Project - New 25 MGD Estimate

Rev. February 29, 2008
Total Construction Cost Based on Bids - $161.761 million - KAW 80%

2016
(000) Omitted Rev. Requirement
Calculation
Beg. Of Year Rate Base $117,383
Less: Deprecition Expense ($2,405)
Deferred Income Tax Exp. ($822)
Rate Base $114,156
WCC currently authorized 10.55%
Revenue Requirement on Rate Base $12,043
Less AFUDC $0
Rate Impact Before Depr. And O&M Expenses $12,043
Add: Depreciation Expense $2,405
O&M Expenses $3,335
Wholesale Charges From LWC @ 10 MGD $0
Wheeling Cost - SEC 2-A - Capital $0
Wheeling Costs - SEC 2-A - O&M $0
Wheeling Costs - SEC 2-A - Mark-up $0
Total Rate Increase $17,783
Going Level Revenues $60,623

% Rate Increase 29.33%



Appendix E

Kentucky-American Water Company
Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31

Estimate of Rate Impact of LWC Pipeline Project - 25 MGD Estimate

Rev. February 29, 2008
Total Construction Cost (Estimated) $132.291 million - KAW 80%
100% Ownership by KAW/BWSC

(000) Omitted

Beg. Of Year Rate Base
Less: Rate Base from Previous Case
Less: Deprecition Expense

Deferred Income Tax Exp.
Rate Base

WCC currently authorized

Revenue Requirement on Rate Base

Less AFUDC

Rate Impact Before Depr. And O&M Expenses

Add: Depreciation Expense
O&M Expenses
Wholesale Charges From LWC @ 10 MGD
Wheeling Cost - SEC 2-A - Capital
Wheeling Costs - SEC 2-A - O&M
Wheeling Costs - SEC 2-A - Mark-up

Rate Impact from SS Project

Going Level Revenues

Increase From Present Rates

KAW_R_AGDR1#14_122308
Page 14 of 17

2012

Rev. Requirement
Calculation

$105,833

$0
($1,764)
($741)

$103,328
10.55%

$10,901

$0
$10,901
$1,764
$1,481
$6,279
$0

$0

$0
$20,425
$60,823

33.58%



Appendix E -1

Kentucky-American Water Company
Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31

Estimate of Rate Impact of LWC Pipeline Project - 25 MGD Estimate

Rev. February 29, 2008
Total Construction Cost (Estimated) $132.291 million - KAW 80%
100% Ownership by KAW/BWSC

(000) Omitted

Beg. Of Year Rate Base

Less: Deprecition Expense
Deferred Income Tax Exp.

Rate Base

WCC currently authorized

Revenue Requirement on Rate Base

Less AFUDC

Rate Impact Before Depr. And O&M Expenses

Add: Depreciation Expense
O&M Expenses
Wholesale Charges From LWC @ 10 MGD
Wheeling Cost - SEC 2-A - Capital
Wheeling Costs - SEC 2-A - O&M
Wheeling Costs - SEC 2-A - Mark-up

Rate Impact from SS Project

Going Level Revenues

Increase From Present Rates

KAW_R_AGDR1#14_122308
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2016

Rev. Requirement
Calculation

$100,540
($1,764)
($704)

$98,072
10.55%

$10,347

$0
$10,347
$1,764
$1,633
$8,188
$0

$0

$0
$21,932
$60,823

36.06%
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Appendix F

Kentucky-American Water Company
Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31

Estimate of Rate Impact of LWC Pipeline Project - 25 MGD Estimate

Rev. February 29, 2008
Total Construction Cost (Estimated) $130.725 million - Sec 2A & 2B
100% Ownership Sec. 2A by SFWMG - 100% Ownership Sec. 2B by KAWC/BWSC

2012
(000) Omitted Rev. Requirement
Calculation
Beg. Of Year Rate Base $60,419
Less: Deprecition Expense ($998)
Deferred Income Tax Exp. ($423)
Rate Base $58,998
WCC currently authorized 10.75%
Revenue Requirement on Rate Base $6,342
Less AFUDC $0
Rate Impact Before Depr. And O&M Expenses $6,342
Add: Depreciation Expense $998
O&M Expenses $794
Wholesale Charges From LWC @ 10 MGD $6,279
Wheeling Cost - SEC 2-A - Capital $2,860
Wheeling Costs - SEC 2-A - O&M $266
Wheeling Costs - SEC 2-A - Mark-up $313
Rate Impact from SS Project $17,852
Going Level Revenues $60,823

Increase From Present Rates 29.35%



Appendix F-1

Kentucky-American Water Company

Revised -Case No. 2007-00134 - Schedule in Response to Staff - Set 1- Q31
Estimate of Rate Impact of LWC Pipeline Project - 25 MGD Estimate

Rev. February 29, 2008

Total Construction Cost (Estimated) $130.725 million - Sec 2A & 2B

KAW_R_AGDR1#14_122308
Page 17 of 17

100% Ownership Sec. 2A by SFWMG - 100% Ownership Sec. 2B by KAWC/BWSC

(000) Omitted

Beg. Of Year Rate Base

Less: Deprecition Expense
Deferred Income Tax Exp.

Rate Base

WCC currently authorized

Revenue Requirement on Rate Base

Less AFUDC

Rate Impact Before Depr. And O&M Expenses

Add: Depreciation Expense
O&M Expenses
Wholesale Charges From LWC @ 10 MGD
Wheeling Cost - SEC 2-A - Capital
Wheeling Costs - SEC 2-A - O&M
Wheeling Costs - SEC 2-A - Mark-up

Rate Impact from SS Project

Going Level Revenues

Increase From Present Rates

2016

Rev. Requirement
Calculation

$57,427
($998)
($402)

$56,027
10.75%

$6,023

$0
$6,023
$998
$877
$8,188
$2,860
$319
$318
$19,583
$60,823

32.20%
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Keith Cartier

15.  The Company has proposed purchased water expenses of $114,586 in this case. Under
the hypothetical assumption that KRS Il would have been up and running in the
forecasted period, would this have impacted the forecasted purchased water expenses? If
not, explain why not. If so, explain why and provide your best estimate of how the
currently reflected purchased water expenses of $114,586 would change if KRS Il would
be 100% in service.

Response:

No, because the customers that are served by purchased water are located in KAW’s
Northern Division, and, at this time, there are no existing or planned
facilities/connections that would allow them to be served by the KRS Il facilities.

For the electronic version, refer to KAW_R_AGDR1#15 122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Linda C. Bridwell

16.  What is the current status of Penny Greathouse, et al. v. Kentucky-American Water
Company, Franklin Circuit Court, Civil Action No. 08-Cl-1574?

Response:

By Order of November 13, 2008, the Court directed the parties in that case to attempt to
reach an agreement for easements necessary for the KRS Il project. To date, no
agreements have been reached. The Company has filed a motion to dismiss the case.
That motion is currently pending before the Court.

For the electronic version, refer to KAW_R_AGDR1#16_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Sheila Miller

17. On page 12 of her testimony, witness Sheila Miller states that the cash working capital
requirement claimed in the current case is based on the lead/lag study prepared in Case
No. 2004-00103. Has the Company prepared an updated lead/lag study since the one
presented in Case No. 2004-00103? If so, provide the results of this updated lead/lag
study in the same format and detail as per Schedule B-5.2 in the current case.

Response:

No. There has not been an updated lead/lag study.

For the electronic version, refer to KAW_R_AGDR1#17_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

18.  As shown on Schedule B-5.2, page 6 of 6, the Company has used a composite revenue
collection lag of 34.54 for Other Revenues. In this regard, please provide the following
information:

a. Provide the basis for this composite revenue collection lag of 34.54.

b. In its response to AG-1-99A in Case No. 2000-120, the Company stated that the
composite revenue collection lag of 34.54 days for Other Revenues was originally
established in Case No. 97-034. Please confirm this. If you do not agree, explain
your disagreement.

c. Inits response to AG-1-100 in Case No. 2000-120, the Company agreed that it
had erroneously assumed that the Other Revenue composite collection lag of
34.54 only represents the service period lag rather than representing the overall
total collection lag for the service period, billing period, and collection period.
Please confirm this. If you don’t agree, explain your disagreement.

d. Confirm that in the determination of the overall revenue collection lag of 43.50
days on Schedule B-5.2, the Company has erroneously assumed that its Other
Revenues not only have a service period collection lag of 34.54 days, but also a
billing period collection lag of 4.17 days and a collection period collection lag of
24.27 days. If you don’t agree, explain your disagreement.

e. Based on the information referenced in parts (c¢) and (d) above, the corrected
overall revenue collection lag should be 41.04 days rather than the Company’s
claimed collection lag days of 43.50, as calculated below:

Amount Lag Days Weighted Amount

Arrears Full 53,140,593 15.210 808,268,420
Fire Service 3,720,119 (15.260) (56,769,016)
Total 56,860,712 13.216 751,499.404
Plus: Billing Lag 4.170

Plus: Collect. Lag 24.270

Total 56,860,712 41.656 2,368,589,819
Other Revenues 5,384,560 34.540 185,982,702
Overall Total 62,245,272 41.040 2,554,600,951

Please confirm this. If you don’t agree, explain your disagreement.

f. Confirm that, in its response to AG-1-101 in Case No. 2000-120, KAWC agreed
with the appropriateness of the same type of calculation to determine the correct
overall revenue collection lag number in that case.
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Response:

The 34.54 revenue collection lag is originally derived from Case No. 97-034.
See response to part a. above.

Agree.

Agree.

Agree.

Agree.

~® o0 oW

For the electronic version, refer to KAW_R_AGDR1#18 122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

19. Provide the revenue collection lag numbers included in the Case No. 2004-00103 lead/lag
study in the same format and detail as per Schedule B-5.2, page 6 of 6 in the current case
and explain the increase in the overall composite revenue collection lag number of 43.50
in the current case over the corresponding overall composite revenue collection lag
number in Case No. 2004-00103.

Response:

See attached Schedules B-5.2, page 6 of 6 from Case No. 2004-00103, Case No. 2007-
00143 and the current Case No. 2008-00427. The lag between the read date and bill date
has changed due to the off-cycle billing for exception bills now in place. Also, the
category of partial and final bills in the 2004 rate case no longer exists. In addition, in
Case No. 2004-00103, the number of lag days between the read date and bill date was
estimated. The actual lag between read date and bill date is now known and has been
used in both the Company’s 2007 rate case and this case. In Case No. 2007-00143, the
Company provide updated information for the lag from bill date to payment. Attached to
this response is the workpaper used in the 2007 case to support the billed date to
collection lag.

For the electronic version, refer to KAW_R_AGDR1#19 122308.pdf.
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Kentucky American Water Company

Daily Accounts Recievable Balance

Twelve Months Ending 1/31/07
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February 2006 March 2006 April 2006
G/L Date Daily Activity Daily Balance G/L Date Daily Activity Daily Balance G/L Date Daily Activity Daily Balance

1/20/2006 $2,657,278.32 2/18/2006 $2,647,509.41 3/25/2006 $2,599,921.55
1/21/2006 $2,657,278.32 2/19/2006 $2,647,509.41 3/26/2006 $2,599,921.55
1/22/2006 $2,657,278.32 2/20/2006 $ 253,962.82 $2,901,472.23 3/27/2006 $ (141,613.38) $2,458,308.17
1/23/2006 $ 166,672.32 $2,823,950.64 2/21/2006 $ (396,676.63) $2,504,795.60 3/28/2006 $  (78,089.52) $2,380,218.65
1/24/2006 $ 28,323.31 $2,852,273.95 2/22/2006 $ 137,170.48 $2,641,966.08 3/29/2006 $ (87,199.96) $2,293,018.69
1/25/2006 $ (180,634.03) $2,671,639.92 2/23/2006 $ (45,016.35) $2,596,949.73 3/30/2006 $ 28,613.60 $2,321,632.29
1/26/2006 $ 49,872.47 $2,721,512.39 2/24/2006 $ 30,329.83 $2,627,279.56 3/31/2006 $ 46,814.98 $2,368,447.27
1/27/2006 $ 87,710.81 $2,809,223.20 2/25/2006 $2,627,279.56 4/1/2006 $2,368,447.27
1/28/2006 $2,809,223.20 2/26/2006 $2,627,279.56 4/2/2006 $2,368,447.27
1/29/2006 $2,809,223.20 2/27/2006 $  (219,482.99) $2,407,796.57 4/3/2006 $ (332,513.25) $2,035,934.02
1/30/2006 $ (69,773.92) $2,739,449.28 2/28/2006 $ 100,825.09 $2,508,621.66 4/4/2006 $  434,833.28 $2,470,767.30
1/31/2006 $ 420.11 $2,739,869.39 3/1/2006 $ 33,956.39 $2,542,578.05 4/5/2006 $  292,970.88 $2,763,738.18
2/1/2006 $ 122,988.24 $2,862,857.63 3/2/2006 $ 466,286.49 $3,008,864.54 4/6/2006 $  356,935.15 $3,120,673.33
2/2/2006 $ 377,855.94 $3,240,713.57 3/3/2006 $  209,521.36 $3,218,385.90 4/7/12006 $ 45,857.32 $3,166,530.65
2/3/2006 $ 78,208.63 $3,318,922.20 3/4/2006 $3,218,385.90 4/8/2006 $3,166,530.65
2/4/2006 $3,318,922.20 3/5/2006 $3,218,385.90 4/9/2006 $3,166,530.65
2/5/2006 $3,318,922.20 3/6/2006 $ (19,087.30) $3,199,298.60 4/10/2006 $ (130,313.93) $3,036,216.72
2/6/2006 $ 112,520.90 $3,431,443.10 3/7/12006 $ 58,014.54 $3,257,313.14 4/11/2006 $ 53,854.36 $3,090,071.08
2/7/2006 $ (82,278.72) $3,349,164.38 3/8/2006 $ (11,006.27) $3,246,306.87 4/12/2006 $ 96,099.83 $3,186,170.91
2/8/2006 $ (74,872.30) $3,274,292.08 3/9/2006 $ (95,060.50) $3,151,246.37 4/13/2006 $ 23,272.86 $3,209,443.77
2/9/2006 $ (95,046.29) $3,179,245.79 3/10/2006 $ 60,657.77 $3,211,904.14 4/14/2006 $ 40,729.61 $3,250,173.38
2/10/2006 $ (44,231.68) $3,135,014.11 3/11/2006 $3,211,904.14 4/15/2006 $3,250,173.38
2/11/2006 $3,135,014.11 3/12/2006 $3,211,904.14 4/16/2006 $3,250,173.38
2/12/2006 $3,135,014.11 3/13/2006 $  (329,784.30) $2,882,119.84 4/17/2006 $ (256,699.45) $2,993,473.93
2/13/2006 $ (184,018.15) $2,950,995.96 3/14/2006 $ (17,502.29) $2,864,617.55 4/18/2006 $ (159,333.85) $2,834,140.08
2/14/2006 $ (172,647.83) $2,778,348.13 3/15/2006 $ 34,546.61 $2,899,164.16 4/19/2006 $ (64,380.69) $2,769,759.39
2/15/2006 $ (47,539.85) $2,730,808.28 3/16/2006 $ 81,039.13 $2,980,203.29 4/20/2006 $ 45,920.74 $2,815,680.13
2/16/2006 $ (15,133.15) $2,715,675.13 3/17/2006 $ (38,468.33) $2,941,734.96 4/21/2006 $ (147,653.65) $2,668,026.48
2/17/2006 $ (68,165.72) $2,647,509.41 3/18/2006 $2,941,734.96

3/19/2006 $2,941,734.96

3/20/2006 $  (128,121.32) $2,813,613.64

3/21/2006 $  (194,069.04) $2,619,544.60

3/22/2006 $ 31,412.10 $2,650,956.70

3/23/2006 $ 47,494.55 $2,698,451.25

3/24/2006 $ (98,529.70) $2,599,921.55
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May 2006 June 2006 July 2006
G/L Date Daily Activity Daily Balance G/L Date Daily Activity Daily Balance G/L Date Daily Activity Daily Balance

4/22/2006 $2,668,026.48 5/27/2006 $2,402,374.94 7/1/2006 $2,303,713.94
4/23/2006 $2,668,026.48 5/28/2006 $2,402,374.94 7/2/2006 $2,303,713.94
4/24/2006 $ (22,378.97) $2,645,647.51 5/29/2006 $2,402,374.94 7/3/2006 $ (249.53) $2,303,464.41
4/25/2006 $ (33,622.19) $2,612,025.32 5/30/2006 $  (158,528.70) $2,243,846.24 71412006 $2,303,464.41
4/26/2006 $ 76,146.93 $2,688,172.25 5/31/2006 $ 43,856.52 $2,287,702.76 7/5/2006 $ 93,473.59 $2,396,938.00
4/27/2006 $ (5,243.12) $2,682,929.13 6/1/2006 $  111,102.18 $2,398,804.94 7/6/2006 $  215,888.89 $2,612,826.89
4/28/2006 $ 96,191.88 $2,779,121.01 6/2/2006 $ (24,676.72) $2,374,128.22 7/7/2006 $  383,281.70 $2,996,108.59
4/29/2006 $2,779,121.01 6/3/2006 $2,374,128.22 7/8/2006 $2,996,108.59
4/30/2006 $2,779,121.01 6/4/2006 $2,374,128.22 7/9/2006 $2,996,108.59
5/1/2006 $ (431,464.21) $2,347,656.80 6/5/2006 $ 66,627.20 $2,440,755.42 7/10/2006 $  (38,689.49) $2,957,419.10
5/2/2006 $ 723,862.07 $3,071,518.87 6/6/2006 $ 436,568.46 $2,877,323.88 7/11/2006 $ 15,619.13 $2,973,038.23
5/3/2006 $ 324,021.00 $3,395,539.87 6/7/2006 $  157,472.28 $3,034,796.16 7/12/2006 $  176,950.74 $3,149,988.97
5/4/2006 $ 118,418.48 $3,513,958.35 6/8/2006 $ 47,397.55 $3,082,193.71 7/13/2006 $ 82,954.48 $3,232,943.45
5/5/2006 $ 147,382.12 $3,661,340.47 6/9/2006 $ 76,113.69 $3,158,307.40 7/14/2006 $ 89,278.59 $3,322,222.04
5/6/2006 $3,661,340.47 6/10/2006 $3,158,307.40 7/15/2006 $3,322,222.04
5/7/2006 $3,661,340.47 6/11/2006 $3,158,307.40 7/16/2006 $3,322,222.04
5/8/2006 $ (210,622.62) $3,450,717.85 6/12/2006 $ (76,931.03) $3,081,376.37 7/17/2006 $ 97,266.72 $3,419,488.76
5/9/2006 $ (46,361.50) $3,404,356.35 6/13/2006 $  101,652.38 $3,183,028.75 7/18/2006 $ (8,932.51) $3,410,556.25
5/10/2006 $ (9,376.24) $3,394,980.11 6/14/2006 $ 57,422.63 $3,240,451.38 7/19/2006 $ 59,068.04 $3,469,624.29
5/11/2006 $ (6,722.46) $3,388,257.65 6/15/2006 $ (10,765.34) $3,229,686.04 7/20/2006 $ 438.48 $3,470,062.77
5/12/2006 $ (4,389.67) $3,383,867.98 6/16/2006 $ (52,514.23) $3,177,171.81 7/21/2006 $ (49,674.13) $3,420,388.64
5/13/2006 $3,383,867.98 6/17/2006 $3,177,171.81 7/22/2006 $3,420,388.64
5/14/2006 $3,383,867.98 6/18/2006 $3,177,171.81 7123/2006 $3,420,388.64
5/15/2006 $ (366,669.51) $3,017,198.47 6/19/2006 $ (276,018.97) $2,901,152.84 7/24/2006 $ (172,093.13) $3,248,295.51
5/16/2006 $ (71,662.18) $2,945,536.29 6/20/2006 $  (102,662.87) $2,798,489.97 7/25/2006 $  176,467.69 $3,424,763.20
5/17/2006 $ (106,091.66) $2,839,444.63 6/21/2006 $ 101,426.67 $2,899,916.64 7/26/2006 $  122,348.15 $3,547,111.35
5/18/2006 $ 66,868.72 $2,906,313.35 6/22/2006 $  149,290.87 $3,049,207.51 7/27/2006 $ 14,750.99 $3,561,862.34
5/19/2006 $ 170,967.08 $3,077,280.43 6/23/2006 $ 56,645.45 $3,105,852.96 7/28/2006 $  (198,295.80) $3,363,566.54
5/20/2006 $3,077,280.43 6/24/2006 $3,105,852.96

5/21/2006 $3,077,280.43 6/25/2006 $3,105,852.96

5/22/2006 $ (422,402.08) $2,654,878.35 6/26/2006 $  (502,743.70) $2,603,109.26

5/23/2006 $ (88,073.01) $2,566,805.34 6/27/2006 $ (6,103.16) $2,597,006.10

5/24/2006 $ 6,901.45 $2,573,706.79 6/28/2006 $  (100,646.90) $2,496,359.20

5/25/2006 $ 79,222.25 $2,652,929.04 6/29/2006 $ (71,913.13) $2,424,446.07

5/26/2006 $ (250,554.10) $2,402,374.94 6/30/2006 $  (120,732.13) $2,303,713.94
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August 2006

September 2006

October 2006

G/L Date Daily Activity Daily Balance G/L Date Daily Activity Daily Balance G/L Date Daily Activity Daily Balance
7/29/2006 $3,363,566.54 8/26/2006 $2,834,129.96 9/30/2006 $3,117,054.78
7/30/2006 $3,363,566.54 8/27/2006 $2,834,129.96 10/1/2006 $3,117,054.78
7/31/2006 $ (454,956.80) $2,908,609.74 8/28/2006 $ (7,579.25) $2,826,550.71 10/2/2006 $  117,121.99 $3,234,176.77
8/1/2006 $ 82,904.67 $2,991,514.41 8/29/2006 $  (137,663.44) $2,688,887.27 10/3/2006 $ (364,215.99) $2,869,960.78
8/2/2006 $ (112,288.03) $2,879,226.38 8/30/2006 $  (150,402.76) $2,538,484.51 10/4/2006 $  457,681.00 $3,327,641.78
8/3/2006 $ (156,720.73) $2,722,505.65 8/31/2006 $ 96,531.63 $2,635,016.14 10/5/2006 $  227,345.55 $3,554,987.33
8/4/2006 $ 704,629.37 $3,427,135.02 9/1/2006 $ (21,038.91) $2,613,977.23 10/6/2006 $  363,036.59 $3,918,023.92
8/5/2006 $3,427,135.02 9/2/2006 $2,613,977.23 10/7/2006 $3,918,023.92
8/6/2006 $3,427,135.02 9/3/2006 $2,613,977.23 10/8/2006 $3,918,023.92
8/7/2006 $ 438,470.76 $3,865,605.78 9/4/2006 $2,613,977.23 10/9/2006 $  165,909.93 $4,083,933.85
8/8/2006 $ 65,021.95 $3,930,627.73 9/5/2006 $  (193,583.09) $2,420,394.14 10/10/2006 $ (502,865.30) $3,581,068.55
8/9/2006 $ (40,705.56) $3,889,922.17 9/6/2006 $  475,798.88 $2,896,193.02 10/11/2006 $ 35,105.53 $3,616,174.08
8/10/2006 $ (49,958.73) $3,839,963.44 9/7/2006 $  361,220.04 $3,257,413.06 10/12/2006 $  130,866.81 $3,747,040.89
8/11/2006 $ 87,733.17 $3,927,696.61 9/8/2006 $  453,371.38 $3,710,784.44 10/13/2006 $ 22,912.55 $3,769,953.44
8/12/2006 $3,927,696.61 9/9/2006 $3,710,784.44 10/14/2006 $3,769,953.44
8/13/2006 $3,927,696.61 9/10/2006 $3,710,784.44 10/15/2006 $3,769,953.44
8/14/2006 $ (217,579.75) $3,710,116.86 9/11/2006 $  (154,311.25) $3,556,473.19 10/16/2006 $ (347,658.40) $3,422,295.04
8/15/2006 $ (72,586.00) $3,637,530.86 9/12/2006 $ 35,435.43 $3,591,908.62 10/17/2006 $ (93,072.30) $3,329,222.74
8/16/2006 $ (71,869.14) $3,565,661.72 9/13/2006 $ 165,294.84 $3,757,203.46 10/18/2006 $ 10,390.42 $3,339,613.16
8/17/2006 $ 11,078.87 $3,576,740.59 9/14/2006 $ 33,017.18 $3,790,220.64 10/19/2006 $ (125,944.18) $3,213,668.98
8/18/2006 $ (221,399.66) $3,355,340.93 9/15/2006 $ (5,908.07) $3,784,312.57 10/20/2006 $ 74,298.83 $3,287,967.81
8/19/2006 $3,355,340.93 9/16/2006 $3,784,312.57 10/21/2006 $3,287,967.81
8/20/2006 $3,355,340.93 9/17/2006 $3,784,312.57 10/22/2006 $3,287,967.81
8/21/2006 $ (417,428.98) $2,937,911.95 9/18/2006 $  (377,783.64) $3,406,528.93 10/23/2006 $  (140,090.40) $3,147,877.41
8/22/2006 $ 171,876.44 $3,109,788.39 9/19/2006 $ (48,519.02) $3,358,009.91 10/24/2006 $ (105,627.91) $3,042,249.50
8/23/2006 $ (88,183.84) $3,021,604.55 9/20/2006 $ 100,044.01 $3,458,053.92 10/25/2006 $ (5,683.16) $3,036,566.34
8/24/2006 $ (51,772.60) $2,969,831.95 9/21/2006 $ (9,970.39) $3,448,083.53 10/26/2006 $ (9,5672.33) $3,026,994.01
8/25/2006 $ (135,701.99) $2,834,129.96 9/22/2006 $ 189,265.27 $3,637,348.80 10/27/2006 $  (122,670.99) $2,904,323.02

9/23/2006 $3,637,348.80
9/24/2006 $3,637,348.80
9/25/2006 $  (424,920.22) $3,212,428.58
9/26/2006 $ 75,176.48 $3,287,605.06
9/27/2006 $ 134,727.38 $3,422,332.44
9/28/2006 $  (158,325.61) $3,264,006.83
9/29/2006 $  (146,952.05) $3,117,054.78
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November 2006

December 2006

January 2007

G/L Date Daily Activity Daily Balance G/L Date Daily Activity Daily Balance G/L Date Daily Activity Daily Balance
10/28/2006 $2,904,323.02 12/2/2006 $2,347,341.00 1/1/2007 $2,450,494.71
10/29/2006 $2,904,323.02 12/3/2006 $2,347,341.00 1/2/2007 $  (70,953.28) $2,379,541.43
10/30/2006 $ (302,677.37) $2,601,645.65 12/4/2006 $ 56,398.82 $2,403,739.82 1/3/2007 $ 18,896.90 $2,398,438.33
10/31/2006 $ (165,103.36) $2,436,542.29 12/5/2006 $  388,477.66 $2,792,217.48 1/4/2007 $  451,296.72 $2,849,735.05
11/1/2006 $ 82,310.73 $2,518,853.02 12/6/2006 $  338,619.24 $3,130,836.72 1/5/2007 $  206,873.06 $3,056,608.11
11/2/2006 $ (35,680.52) $2,483,172.50 12/7/2006 $  300,012.68 $3,430,849.40 1/6/2007 $3,056,608.11
11/3/2006 $ 607,707.38 $3,090,879.88 12/8/2006 $ (23,934.86) $3,406,914.54 1/7/2007 $3,056,608.11
11/4/2006 $3,090,879.88 12/9/2006 $3,406,914.54 1/8/2007 $ 41,518.44 $3,098,126.55
11/5/2006 $3,090,879.88 12/10/2006 $3,406,914.54 1/9/2007 $  (23,873.46) $3,074,253.09
11/6/2006 $ 26,445.42 $3,117,325.30 12/11/2006 $  (196,540.83) $3,210,373.71 1/10/2007 $ 14,672.31 $3,088,925.40
11/7/2006 $ 71,287.82 $3,188,613.12 12/12/2006 $ (22,077.49) $3,188,296.22 1/11/2007 $ 8,513.64 $3,097,439.04
11/8/2006 $ 77,858.52 $3,266,471.64 12/13/2006 $  170,317.89 $3,358,614.11 1/12/2007 $  132,401.18 $3,229,840.22
11/9/2006 $ (93,441.15) $3,173,030.49 12/14/2006 $ (7,314.70) $3,351,299.41 1/13/2007 $3,229,840.22
11/10/2006 $ 68,370.76 $3,241,401.25 12/15/2006 $ (11,816.53) $3,339,482.88 1/14/2007 $3,229,840.22
11/11/2006 $3,241,401.25 12/16/2006 $3,339,482.88 1/15/2007 $  125,355.28 $3,355,195.50
11/12/2006 $3,241,401.25 12/17/2006 $3,339,482.88 1/16/2007 $ (331,698.64) $3,023,496.86
11/13/2006 $ (86,170.64) $3,155,230.61 12/18/2006 $ (271,435.62) $3,068,047.26 1/17/2007 $ (89,975.40) $2,933,521.46
11/14/2006 $ (51,943.62) $3,103,286.99 12/19/2006 $  (151,992.48) $2,916,054.78 1/18/2007 $ (8,885.89) $2,924,635.57
11/15/2006 $ 76,386.43 $3,179,673.42 12/20/2006 $ 87,190.43 $3,003,245.21 1/19/2007 $ (205,256.59) $2,719,378.98
11/16/2006 $ (128,473.00) $3,051,200.42 12/21/2006 $  223,672.54 $3,226,917.75 1/20/2007 $2,719,378.98
11/17/2006 $ 14,268.46 $3,065,468.88 12/22/2006 $ (17,403.99) $3,209,513.76 1/21/2007 $2,719,378.98
11/18/2006 $3,065,468.88 12/23/2006 $3,209,513.76 1/22/2007 $ (138,104.64) $2,581,274.34
11/19/2006 $3,065,468.88 12/24/2006 $3,209,513.76 1/23/2007 $ (101,941.96) $2,479,332.38
11/20/2006 $ (511,109.31) $2,554,359.57 12/25/2006 $3,209,513.76 1/24/2007 $ 6,860.34 $2,486,192.72
11/21/2006 $ (84,482.58) $2,469,876.99 12/26/2006 $  (539,250.97) $2,670,262.79 1/25/2007 $ (14,961.35) $2,471,231.37
11/22/2006 $ 112,384.92 $2,582,261.91 12/27/2006 $  (149,624.09) $2,520,638.70 1/26/2007 $ 60,657.46 $2,531,888.83
11/23/2006 $2,582,261.91 12/28/2006 $ (26,273.63) $2,494,365.07 1/27/2007 $2,531,888.83
11/24/2006 $2,582,261.91 12/29/2006 $ (43,870.36) $2,450,494.71 1/28/2007 $2,531,888.83
11/25/2006 $2,582,261.91 12/30/2006 $2,450,494.71 1/29/2007 $ (128,088.62) $2,403,800.21
11/26/2006 $2,582,261.91 12/31/2006 $2,450,494.71 1/30/2007 $ (222,981.11) $2,180,819.10
11/27/2006 $ (184,044.55) $2,398,217.36 1/31/2007 $ (74,345.16) $2,106,473.94
11/28/2006 $ (41,335.84) $2,356,881.52
11/29/2006 $ 80,720.10 $2,437,601.62
11/30/2006 $ 75,923.90 $2,513,525.52
12/1/2006 $ (166,184.52) $2,347,341.00

Total account receivable

Average daily balance

Billed Revenues twelve mo's 1/07

Avg Billed Revenues

Percentage of water

$1,132,928,409.56

$3,112,440.69

46,688,888

128,266

24.27
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Sheila Miller

20. Please confirm that the Commission in Case No. 2004-00103 rejected the Company’s
proposed chemical expense payment lag of 6.65 days and, instead, ordered the use of a
chemical expense payment lag of 30.49 days (see PSC Order 28 February 2005, pages
14-15 in Case No. 2004-00103). If you do not agree, explain your disagreement.

Response:

Agree.

For the electronic version, refer to KAW_R_AGDR1#20_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

21. In the current case, the Company has included pension expenses with a negative payment
lag of (5.50) days, as shown on Schedule B-5.2, page 5 of 6. In this regard, please
provide the following information:

a. What is the basis for the negative 5.50 payment lag?

b. Confirm that in Case No. 2000-120, the Company did not include pension
expenses in its lead/lag study (see page 10 of Mr. Grubb’s testimony in Case No.
2000-120). If you do not agree, explain your disagreement.

c. Confirm that in Case No. 2004-00103, the Company did not include pension
expenses in the lead/lag study as a separate item with a negative payment lag of
5.50 days. If pension expenses were included in the Case No. 2004-00103
lead/lag study, identify in which lead/lag study expense component they were
included and what the payment lag was of this lead/lag study expense component.

d. Confirm that in Case No. 2007-00143, the Company did not include pension
expenses in the lead/lag study as a separate item with a negative payment lag of
5.50 days. If pension expenses were included in the Case No. 2007-00143
lead/lag study, identify in which lead/lag study expense component they were
included and what the payment lag was of this lead/lag study expense component.

Response:

a. Inthe 2004 rate case, the Company used the lead/lag information for the West
Virginia American calculation for Pension Expense. The Company is attaching
the lead/lag information for Kentucky-American Water Company determined for
the 2008 payment information. The Company agrees that the lead for Pensions
used in determining the Working Capital included in rate base should be the
negative 2.27 days shown on the attached schedule.

b. Agree. Mr. Grubb eliminated pensions from the cash working allowance because
at that time the company was not required to make a payment to the pension plan.
However, the Company began making payments to the pension plan beginning
October 2002.

c. The Company agrees that in Case No. 2004-00103 pension was not included as a
separate category in the forecasted period lead lag determination of working
capital. Pension expense was shown as a separate item on line 10 Schedule B-5.2,
page 2 of 6 in the base period but incorrectly included in Other operating expense
on line 20 Schedule B-5.2, page 5 of 6 with a payment lag of 21.44.

d. In Case No. 2007-00143 pension expense was shown on line 10 Schedule B-5.2,
page 2 of 6 in the base period but incorrectly included in Other operating expense
on line 20 Schedule B-5.2, page 5 of 6 with a payment lag of 24.44.
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Note: In the current case, the Company has correctly included pensions as a
separate item in both the base period and forecasted period, but concedes that the
proper lead day should be a negative 2.27 days as shown on the attached schedule.

For the electronic version, refer to KAW_R_AGDR1#21 122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
2008 LEAD/LAG
PENSIONS |
Payment
Date Amount Service Period Avg Service  Lag
From To Period (Lead) Dollar Days

2/18/08 $ 480,882.00 1/1/2008 3/31/2008 45 3 1,442,646
5/13/08 $ 480,882.00 4/1/2008 6/30/2008 45 -3 (1,442,646)
8/12/08 $ 313,618.00 7/1/2008 9/30/2008  45.5 -3.5 (1,097,663)
11/7/08 $ 313,618.00 9/30/2008 12/31/2008 46 -8 (2,508,944)
Totals 1,589,000.00 (3,606,607)

Average Lag for Pensions (2.27)
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

22.  With regard to the lead/lag study data shown on Schedule B-5.2, page 5 of 6, please
provide the following information:

a. Provide the calculations supporting the Net Income lead/lag study component of
$15,338,332.

b. Confirm that the lead/lag study results shown on Schedule B-5.2, page 5 of 6
include the federal and state income taxes and the net income associated with the
requested rate increase of approximately $18.5 million. If you do not agree, state
your disagreement.

Response:
a. Rate Base Schedule B-1, Page 2 of 2, Line 45 $ 305,544,471
Weight Cost of Common Equity Schedule J-1.1/J-1.2 Page 1 of 1 Line 8 4.87%
Weight Cost of Preferred Stock Schedule J-1.1/J-1.2 Page 1 of 1 Line 6 .15%
Total 5.02%
Net income ($305,544,471 X 5.02%) $ 15,338,332
b. Yes.

For the electronic version, refer to KAW_R_AGDR1#22_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

23. Please indicate where in this case the Company has included prepaid PSC assessments.
If they are included as part of the cash working capital lead/lag study, indicate (a) on
which line item on Schedule B-5.2, page 5 they are included and the dollar amount of the
prepayments; and (2) the payment lag/lead days assigned to this dollar amount.

Response:

The expenses are included in line 29 of Schedule B-5.2, page 5 — Taxes Other Than
Income — Other. However, the negative lead days associated with the prepaid taxes are
not reflected in the 70.95 day used for that category. The Company has understated its
working capital for this item.

The Company should have eliminated the prepaid PSC assessment from the expenses on
line 29 and reflected a separate rate base item for its prepaid taxes based on an average
monthly balance in that account.

For the electronic version, refer to KAW_R_AGDR1#23 122308.pdf.
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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 portion 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.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Linda Bridwell/Michael A. Miller

25. In the prior 2007 case, the Company had projected the following rate base balances for
the end of the forecasted period, November 30, 2008, in that case:
- Plant in Service $380,912,059
- Depreciation Reserve 98,709,036
- CWIP 41,540,291
- CIAC 51,139,621
- Customer Advances 23,521,358
- Deferred Income Tax 30,802,899

In this regard, please provide the following information:

a. Provide the actual 11/30/08 balances for these same rate base components. In
addition, provide the reasons for any major variances between the budgeted and
actual balances.

b. In the current case, the Company has projected a total combined CIAC/Customer
Advances balance of $58,817,693 for the end of the base period, 1/31/09,
(Schedule B-1, p.1) whereas in the prior case the Company projected a total
combined CIAC/Customer Advances balance of $74,660,977 as of 11/30/08 (see
above). Please provide the reasons for this very large variance.

Response:
a.
Information does not include sewer 2007 Rate Filing
operations: Actual Forecasted
30-Nov-08 30-Nov-08 Variance
Utility Plant In Service 360,314,392 380,912,059 (20,597,667)
Accumulated Depreciation (92,409,442) (98,709,036) 6,299,594
Construction Work in Progress 52,127,418 41,540,291 10,587,127
Contributions in Aid of
Construction (45,992,340) (51,139,621) 5,147,281
Customer Advances (14,483,082) (23,521,358) 9,038,276
Deferred Income Taxes (31,519,630) (30,802,899) (716,731)

Total 228,037,316 218,279,436 9,757,880
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The reduction in Utility Plant in Service is related to lower developer extensions
and reduced state highway relocation projects which also impact the lower
CIAC’s and CAC’s. A portion of the lower Utility Plant in Service is offset by
increased CWIP due to the timing of completion of several projects. These
include the Sludge Handling Improvement project, the Reliability Improvement
project, the Replacement of the Incline Car, and the North Broadway
Replacement. The Company has experienced a slow down in customer growth
from developer jobs due to the housing market and other current national and
local economy issues. A number of state highway relocation projects which the
Company had anticipated based on DOH inquiries were either delayed or
canceled by the DOH. The US 25 relocation project has been delayed indefinitely
while the Newtown Pike project and Liberty/Todds Road projects were revised
and did not require the level of construction expenditures originally anticipated.
The net impact of the components of rate base included in the request and the
table above result in net rate base for the actual data as of November 30, 2008 of
approximately $9.7 million more than the Company had forecasted in the 2007
rate case for that same period.

. As noted in part a, Kentucky American Water saw a sharp downturn in New
Development in 2007 and 2008 which resulted in a reduction of new main
extensions in Customer Advances. This was coupled with a reduction in actual
tap fees and fire service installations which are part of CIAC balance increases.
Additionally, local and state governments cut back sharply on road reconstruction
work that had been projected. In addition to specific Kentucky DOH work
identified above, the 2007-00143 case included other non-specific contributions
that did not occur. The net result was a reduction of $15,843,284 in the combined
CIAC/Customer Advances balances from the current base period of 1/31/09 from
the projected balance as of 11/30/08 in the last case.

For the electronic version, refer to KAW_R_AGDR1#25 122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

26.  With regard to Plant in Service, CWIP, CIAC, Customer Advances and Deferred Income
Taxes — Plant, please provide the following information:

a. Actual balances as compared to budgeted balances for each month in 2007 and
2008 through November 2008.
b. Explanations for any major variances in these monthly balances.

Response:

a. The Company does not prepare a balance sheet budget by month in the detail
requested. The Company’s rate filing in this case does detail each of the rate base
items listed above based on the Capital Spending Plan as detailed in the
Company’s workpapers provided in response to PSCDR1-Question 1.

b. See the response to part a. above.

For electronic version, refer to KAW_R_AGDR1#26_122308.pdf.



KAW_R_AGDR1#27_122308
Page 1 of 12

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

Witness: Sheila Miller

217, Please reconcile the total forecasted period payroll taxes (including capitalized portion)
of $701,040 and the O&M portion of forecasted period payroll taxes of $541,285 shown
on W/P 5-3, page 1 to the total forecasted period payroll taxes (including capitalized
portion) of $897,277 and the O&M portion of forecasted period payroll taxes of $710,284
shown on Exhibit 37G, page 3 of 11.

Response:

The Company inadvertently included an incorrect amount for the forecasted payroll taxes
on Exhibit 37G. Attached is a revised Exhibit 37G. Also attached is a reconciliation of
the total forecast payroll taxes of $708,311 as shown on the revised Exhibit 37G to the
total $701,040 on WP 5-3 page 1. The variance is due to Exhibit 37G including total
labor costs while the workpaper eliminated Owenton Sewer, Boonesboro Sewer, and
Bluegrass Station O & M costs. The payroll taxes shown on Exhibit 37G do not link to
any revenue requirement file and does not affect the overall revenue requirement in the
Company’s filing.

For the electronic version, refer to KAW_R_AGDR1#27_122308.pdf.



Kentucky American Water Company
AGDR 1, Q. 27

Forecasted payroll taxes per W/P 5-3
O & M payroll taxes only per W/P 5-3

Per revised Exhibit 37G

Forecasted payroll taxes per Exhibit 37G
Less Owenton Sewer

Less Boonesboro Sewer

Less Bluegrass Station O & M

Payroll taxes expensed per revised Ex 37G
Less Owenton Sewer

Less Boonesboro Sewer

Less Bluegrass Station O & M

variance - rounding

701,040
541,285

708,311
(5,145)
(710)

(1,417)

701,039

548,587
(5,145)
(710)

(1,417)

541,315

541,285

30

KAW_R_AGDR1#27_122308
Page 2 of 12
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KAW_R_AGDR1#28_ 122308
Page 1 of 2

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

Witness: Sheila Miller
28.  With regard to federal income taxes, please provide the following reconciliations:

a. Reconcile the forecasted period FIT amount of $8,951,289 shown on C-1, page 1
to the corresponding forecasted period FIT amount of $8,866,492 on I-1, page 1.

b. Reconcile the base period FIT amount of $4,764,988 shown on C-2, page 1 to the
corresponding base period FIT amount of $4,680,193 on I-1, page 1.

Response:

Schedule I-1 included a double deduction for the amortization of deferred ITC in both the
base period and forecast period. However, Schedule 1-1 does not link to any revenue
requirement file and does not affect the overall revenue requirement in the Company’s
filing. Attached is a correct Schedule I, page 1.

Forecasted period FIT (C-1) $8,951,289
Forecasted period FIT (I-1) $8,866,492
Amortization of Deferred ITC $ 84,797
Base Period FIT (C-2) $4,764,988
Base Period FIT (I-1) $4,680,193
Amortization of Deferred ITC $ 84,795

For the electronic version, refer to KAW_R_AGDR1#28 122308.pdf.
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KAW_R_AGDR1#29 122308
Page 1 of 3

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

Witness: Michael A. Miller

29. In the same format and detail as per data response PSC-3-52 in the prior case, Case
N0.2007-00143, provide consolidated income tax data for each of the last 5 years, 2003
through 2007.

Response:

Please see attached schedules.

For electronic version, refer to KAW_R_AGDR1#29 122308.pdf.
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KAW_R_AGDR1#30_122308
Page 1 of 2

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

Witness: Michael A. Miller

30. Please provide a copy of KAWC’s current Strategic Business Plan. At a minimum, the
copy of this Plan should include Operating Income Details (The “Kelleher” Schedule) in
the same format and detail as per pages 27 and 28 of 69 in the Case No. 2004-00103 data
response to AG-1-176.

Response:

The Company no longer prepares the Strategic Business Plan in the format requested in
this question. The Company provided the budget income statement for 2009-2011 as
page 2 of 2 of Exhibit 17. Since the Company’s filing, there have been minor
adjustments to the Company’s Plan for 2009-2010. Attached to this response is a revised
Exhibit 17, page 2 of 2 which the Company will be filing with the Commission. Please
see the response to KAW_R_AGDR1#55 for copies of the detailed Operating Income
Detail Plan for 2009-2010.

For the electronic version, refer to KAW_R_AGDR1#30_122308.pdf.
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PROJECTED ANNUAL INCOME STATEMENT
KENTUCKY-AMERICAN WATER COMPANY
(000'S OMITTED)
REVISED EXHIBIT 17
| 2009 2010 2011

Operating Revenues $59,363 $59,676 $59,994
Operating Expenses

Operation & Maintenance 32,354 34,296 36,102

Depreciation and Amortization 9,168 10,022 14,327

General Taxes 3,585 3,826 5,281

Income Taxes 3,308 1,681 (3,983)
Total Operating Expenses 48,415 49,825 51,727
Utility Operating Income 10,948 9,851 8,267
Other Income 2,837 4,101 203
Total Income 13,785 13,952 8,470
Income Deductions 337 338 341
Income Before Interest 13,448 13,614 8,129
Interest Charges 8,089 10,891 14,581
Net Income 5,359 2,723 (6,452)
Preferred Dividends 78 78 78
[Net Income to Common [ 5,281 2,645 (6,530)
[Common Dividends [ 5,019 2,589 -
[Balance for Retained Earnings [ 262 56 (6,530)
[Payout ratio |  75.00% 75.00% 0.00%
[Return on Common Equity - 12/31 [ 4.35% 1.83% -4.74%
[Common Equity - 12/31 | 121,279 144,364 137,834

Note: Forecast does not include projection of current rate case.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Sheila Miller
31.  With regard to Schedule I-4, please provide the following information:

a. While the Sales by Customer Class numbers shown on 1-4, page 1 are represented
to be in CCFs (see Note at bottom of I-4), the numbers would appear to be in
thousand gallons (Tg). Please provide a revised Schedule 1-4 showing the Sales
by Customer Class numbers in CCFs rather than Tgs.

b. The average number of customer data on Schedule I-4 are based on 12-month
averages. Please provide a revised Schedule 1-4 showing average number of
customers and average sales per customer data for each year from 2003 through
2010 based on 13-month average customer data for each year.

Response:

a. See attached schedule. Please note that the sales by customer class have been
revised to cubic feet. In addition, the credit adjustments were applied for years
2005 through 2007 which were not included in the original filing. The 2009 sales
for the commercial classification were incorrect and have been corrected on the
revised Schedule 1-4.

b. The average number of customers reflect a 13-month average and the resulting
sales per customer are also based on the 13-month average per customer.

Note: The Projected 2009 and 2010 columns do not reflect the residential and

commercial usage normalization adjustments supported by Dr. Spitznagel’s study
and testimony as do the forecasted period numbers.

For the electronic version, refer to KAW_R_AGDR1#31 122308.pdf.



Page 2 of 2

KAW_R_AGDR1#31_122308

0s
67
“Buny reiuibio syy up papnjoul Jou aiam Jeys suswisnipe 1pald 10} 2002 NIYI S00Z Sieak paisnlpe os|y 810N 1%
1994 21qND 00T Ul pajess ale safes 20N Ly
o
G
124
VIN VIN VIN VIN VIN VIN VIN VIN VIN SNosue||93sIN 54
8T.L'6S 8T.'6S 069'G9 992'09 188'29 LET'LY 852'65 8TT'ES L9Y'6S SsaInN JoreMm 1aylI0 [
080t 080t 080t €ze'y 20y £06'€ 902'v €LL'e 80T'Y sanLoyIny a1and Jayio v
S9E'Ey S9E'Ey S9E'Ey S8L'EY 19L'8% 6TV'EY vTE'TS 966'GS ove'v9 [euisnpu o
099 099 959 8v9 199 299 00. 759 €99 [eloJ1aWWoD 6€
6L 6. 1L 8. 78 €8 88 8L 8L [enuapisay 8¢
: L€
9
Ge
e
G26'02T G68'8TT 0/8'6TT 1vT'8TT G/T'STT 988'E€TT 097'0TT G76°'20T 895901 [eoL €
43
0 0 0 0 0 0 0 0 0 SNosue||93sIN 1€
1T 1T ot 1T €T 1T ot ot 6 N 1%/ J8UI0 og
g6t g6t g6t g6t 88y 98y 8y 8y 18v sanLoyIny aland Jayio 62
12 12 12 12 12 € 114 0z LT [euisnpu [:74
000'6 106'8 6€6'8 188'8 585'8 985'8 292'8 ¥9T'8 ¥52'8 [eloaWwo 12
86€'TTT L97'60T SO7'0TT €€.'80T 890°'90T 08.v0T €89'T0T 192'66 108'L6 [enuapisay 9z
polad JO pu3 514
¥Z
(X4
9€T'02T 90T'8TT 156'8TT 680'9TT 9T V1T GET'ETT 787'60T 092°20T 625'S0T [eloL 44
12
0 0 0 0 0 0 0 0 0 SNodUE||93SIN 0z
1T 1T 0T 1T €T 1T 0T 0T 6 N 181/ J8YI0 6T
14 14 14 14 L8v a8y €8y 98y [4:14 sanuoyIny alland Jauio 8T
12 12 12 12 12 €2 12 8T LT [ewisnpu LT
756'8 558'8 968'8 ¥29'8 €29'8 2158 '8 6LT'8 €9T'8 [e1d1aWWoD 9T
GG9'0TT ¥2.'80T 625'60T 8€6'90T 2.5'S0T YOT'v0T 62.'00T 195'86 858'96 [enuapisay a1
9beISAY YIUON-ET YT
SISWOISND JO JoquinN €T
43
1T
21828181 606'0/6°LT TrTTE8'LT 85v'668'LT €£6'085'8T 650°€€9'LT T09'60€'8T 586'€9€'9T 592°02L'9T [eoL ot
6
0 0 0 99¥'0L2 §.0's 68L'T 8y €56' 199'eCT SNoaue||aasiN 8
T06'959 T06'959 206'959 €26'299 9Sv'L18 G0S'8TS ¥85'26S 6LT'TES T02'SES N 181/ J8YI0 L
009'6T0'C 009'6T0'C T09'6T0'C T8€'060'C 256'760'C 266'268'T S89'T€0'C 899'c€8'T 876'6.6'T sanuoyIny aland Jauio 9
899'0T6 899'0T6 0,9'0T6 T8Y7'6T6 186'€20'T 1£9'866 265'L.0'T 126'L00'T 180'260'T [erisnpu S
122',06'S Evy'er8's 0eY'L€8'S §90'78S'S 166'87L'S ¥9.'€€9'S 181'69.'S £98'8ve's v98'€TY'S [e12IaWwo 14
916'269'8 162'TVS'8 8€5'907'8 ZrT'ele'8 2.7'068'8 T.€'/85'8 G0G'.€8'8 96€£'8€9'L 66v'GLS'L [enuapisay €
1SSe|D Iawolsn) AQ sales Z
T
pouad pouad 1002 9002 5002 ¥00¢ €00¢C uondudsaq ‘ON
paisedaloo aseg aul
1BIIIN 'V "IN :31qisuodsay ssaulim V/N (S)ON JONIYISTY HIdVIHHOM
T40T39Vd d3SIAZY X @3Lvadn~ TYNIDIHO ~ ONITI4 40 3dAL
¥ - 137INAQ3HOS aol¥ad a3LSvOIYO4 X aold3ad 3sva X 1viva

0T0Z ‘T€ AVIN :d3AN3 SHLNOW IATIML IHL HOAH
6002 ‘T€ AMVNNVC :d3ANT SHLINOW IATIML IFHL 404
ANVJWNOD TVLOL - SOILSILVLS S31VS
£¢¥00-800¢ ‘ON 3ISVO
ANVANOD 43 LVM NVYOIdINV-AMDONLINIA



KAW_R_AGDR1#32_122308
Page 1 of 1

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

Witness: Michael A. Miller

32, Has KAWC revised or modified its employee handbook since the date of the final Order
in Case No. 2004-00103? If yes, please provide a copy of each revision or modification
to the handbook and identify the corresponding effective date for the revision or
modification.

Response:
No.

For the electronic version, refer to KAW_R_AGDR1#32_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

33. Please provide the following information with regard to the Company’s Residential and
Commercial sales:

a. Actual residential sales (thousand of gallons), 13-month average number of
residential customers, and annual and daily actual sales per residential customer
(gallons) for each of the years 2004 through 2007 and for the 12-month period
ending 11/30/08.

b. Residential sales (thousand of gallons), 13-month average number of residential
customers, and annual and daily actual sales per residential customer (gallons) as
approved in the Company’s most recent Board-approved Operating Budgets for
2004 through 2007; as budgeted for the 12-month period ended 11/30/08; and as
projected for 2009 and 2010 in the Company’s annual budget plans for those
years.

c. Actual commercial sales (thousand of gallons), 13-month average number of
commercial customers, and annual and daily actual sales per commercial
customer (gallons) for each of the years 2004 through 2007 and for the 12-month
period ending 11/30/08.

d. Commercial sales (thousand of gallons), 13-month average number of commercial
customers, and annual and daily actual sales per commercial customer (gallons) as
approved in the Company’s most recent Board-approved Operating Budgets for
2004 through 2007; as budgeted for the 12-month period ended 11/30/08; and as
projected for 2009 and 2010 in the Company’s annual budget plans for those

years.
Response:
Sales Sales
a. 1,000G 1,000G
Sales 13 Month Avg Per Cust Per Cust
Class Year 1,000G Customers Annual Daily
Residential 2004 5,728,789 98,502 58.159 0.159
Residential 2005 6,531,538 100,617 64.915 0.178
Residential 2006 6,440,457 103,691 62.112 0.170
Residential 2007 6,666,793 105,511 63.186 0.173

12ME
Residential 11/08 6,389,284 106,622 59.925 0.164
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Page 2 of 2
Sales Sales
1,000G 1,000G
Sales 13 Month Avg Per Cust Per Cust
Class Year 1,000G Customers Annual Daily
Residential 2004 6,731,275 101,331 66.429 0.182
Residential 2005 6,692,368 101,437 65.976 0.181
Residential 2006 6,427,687 105,177 61.113 0.167
Residential 2007 6,700,089 106,275 63.045 0.173
12ME
Residential 11/08 6,411,927 107,601 59.590 0.163
Residential 2009 6,339,012 107,578 58.925 0.161
Residential 2010 6,316,546 108,603 58.162 0.159
Commercial 2004 4,011,583 8,184 490.165 1.343
Commercial 2005 4,327,189 8,235 525.439 1.440
Commercial 2006 4,225,419 8,470 498.891 1.367
Commercial 2007 4,311,663 8,621 500.162 1.370
12ME
Commercial 11/08 4,116,040 8,696 473.313 1.297
Commercial 2004 4,383,458 8,230 532.619 1.459
Commercial 2005 4,389,361 8,371 524.353 1.437
Commercial 2006 4,486,083 8,437 531.715 1.457
Commercial 2007 4,352,092 8,630 504.298 1.382
12ME
Commercial 11/08 4,479,296 8,854 505.906 1.386
Commercial 2009 4,346,013 8,473 512.937 1.405
Commercial 2010 4,406,195 8,898 495,198 1.357

For the electronic version, refer to KAW_R_AGDR1#33_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

34, For each of the customer classes of Industrial, OPA and Sales for Resale, provide the
actual annual sales, 13-month average number of customers and average annual sales per

customer for the 12-month period ended 11/30/08.

Response:
Annual 13 Month Annual Sales
Sales Avg Customers Per Cust
Industrial 1,493,015 21 71,096
OPA 4,828,935 498 9,697
Sale for
Resale 1,480,823 11 134,620

For the electronic version, refer to KAW_R_AGDR1#34 122308.pdf.
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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

35.  With regard to the last two columns (projected calendar years 2009 and 2010) on
Schedule 1-4, please provide the following information:

a. Do the numbers shown in these two columns come from KAWC’s 2009 and
2010 Operating Budgets and/or KAWC’s Strategic Business Plan for 2009 and
2010? If not, where do these numbers come from and how were they
determined?

b. If the numbers in these two columns do not come from KAWC’s 2009 and 2010
Operating Budgets and/or KAWC’s Strategic Business Plan for 2009 and 2010,
provide the equivalent numbers based on the Company’s 2009 and 2010
Operating Budgets and/or KAWC’s Strategic Business Plan for 2009 and 2010.
Provide this information in the same format and detail as shown on Schedule 1-4.

Response:

a. No. The 2009 and 2010 customer counts for residential and commercial were
calculated using the growth in customers that was used in the current rate filing.
The remaining customer classes agree to the Operating Budget and Strategic
Business Plan. The average usage per customer as calculated in the Operating
Budget and Strategic Business Plan was then applied to the residential and
commercial customer count described above to arrive at the sales. The sales for
the industrial and sale for resale classifications were based on actual usage from
August 2007 through July 2008. The OPA sales agree to the 2009 and 2010
Operating Budget and Strategic Business Plan.

b. See the attached Schedule 1-4.

For the electronic version, refer to KAW_R_AGDR1#35_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

36.  With regard to the Forecasted Period numbers shown on Schedule I-4, please confirm the
following information:

a. The Forecasted Period average number of customers and annual Tg sales for
Industrial, OPA and Sales for Resale’ are equal to the average number of
customers and annual Tg sales projected for 2009 and 2010.

b. The average number of forecasted period residential customers of 109,529 are
exactly equal to the prorated average residential customers for 2009 and 2010.
Proof: (7/12" x 108,724) + (5/12" x 110,655) = 109,529.

c. The average number of forecasted period commercial customers of 8,896 are
exactly equal to the prorated average residential customers for 2009 and 2010.
Proof: (7/12" x 8,855) + (5/12" x 8,954) = 8,896.

d. The prorated annual sales numbers for 2009 and 2010 for residentials amount to
6,453,354 Tgs [calculation: (7/12" x 6,405,973) + (5/12" x 6,519,687) =
6,453,354] as compared to the Company’s proposed forecasted period residential
sales number of 6,304,904 Tgs.

e. The prorated annual sales numbers for 2009 and 2010 for commercials amount to
4,563,249 Tgs [calculation: (7/12™ x 4,381,832) + (5/12" x 4,817,234) =
4,563,249] as compared to the Company’s proposed forecasted period residential
sales number of 4,378,072 Tgs.

Response:

a. The forecasted period average number of customers equals the average number of
customers projected for 2009 and 2010. The annual sales for the industrial and
sale for resale class were based on actual usage from August 2007 through July
2008. The sales for the OPA classification equal the projections for 2009 and
2010.

b. The average number of forecasted period residential customers equals the average
of the customers calculated from June 2009 through May 2010 as shown on
working paper KAW_R_PSCDR1#1a-WP2-1_111408.

c. The average number of forecasted period commercial customers equals the
average of the customers calculated from June 2009 through May 2010 as shown
on working paper KAW_R_PSCDR1#1a-WP2-1_111408.

1 While the forecasted period average number of Sales for Resale customers is 10 vs. the 11 projected for 2009 and
2010, the forecasted period Sales for Resale sales is the same as projected for 2009 and 2010.
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d. Yes. However, the sales amounts of 6,405,973 and 6,519,687 are not adjusted for
Dr. Spitznagel’s weather normalization and are based on the adjusted average
customer growth per the rate filing.

e. Yes. However, the sales amounts of 4,381,832 and 4,817,234 are not adjusted for
Dr. Spitznagel’s weather normalization and are based on the adjusted average
customer growth included in the rate filing.

For the electronic version, refer to KAW_R_AGDR1#36_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

37.  Schedule 1-2 shows that in each year from 2003 through the base period, the
Company incurred “Miscellaneous” sales revenues. In this regard, please provide
the following information:

a. What do these miscellaneous sales revenues represent and why has the
Company assumed 0 miscellaneous sales revenues for the forecasted
period?

b. How are these miscellaneous sales priced out, i.e., is there a specific tariff
or dollar rate per Tg of miscellaneous sales or can the revenue per Tg
miscellaneous sale unit vary depending on the particular transaction?
Please explain.

c. Provide the actual annual Tgs of miscellaneous sales and annual
miscellaneous sales revenues booked by the Company for each year from
1995 though 2007 and for the 12-month period ended 11/30/08.

d. In Case No. 2000 — 120, the Company included the revenues associated
with miscellaneous sales for ratemaking purposes (see page 5 of testimony
of Mr. Ware in Case No. 2000 — 120). Explain why the Company has not
proposed to reflect a representative miscellaneous sales revenue level in
the current case.

Response:

a. The miscellaneous sales category is made up of sales from our water
loading stations.

b. Customers with water loading station accounts are billed for water from
loading stations at $0.033750 per cubic foot. Customers that use the coin
slots pay $0.25 per fifty gallons.

C. Year Revenues Sales
1995 $21,061.41
1996 13,264.09
1997 22,581.64
1998 16,845.32
1999 44,169.58
2000 18,769.30
2001 15,907.81
2002 29,481.51
2003 16,502.60
2004 9,780.19 2,155
2005 5,767.68 336
2006 19,512.55 1,409
2007 18,788.58 4,172

12 mo ending 11/08  25,561.79 16,446
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d. The Company agrees that it should have included a level of miscellaneous
sales in the going-level revenues for the forecasted test-year. The
miscellaneous sales fluctuate greatly from year to year based upon weather
conditions and other factors, and the number of customers that utilize the
loading stations cannot be readily determined. The Company believes it
would be fair to utilize the 3-year average of miscellaneous sales for the
years 2005-2007 in the going level revenues for this case. That
calculation would produce an increase in going-level sales of $14,690.

For the electronic version, refer to KAW_R_AGDR1#37_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

38. For each of the revenue categories shown on Schedule M-3, page 1 of 2, provide
the actual revenues booked for the 12-month period ended 11/30/08. If the
revenues in this period do not include 12 months of the rates established in Case
No. 2007- 00143, please restate these revenues to reflect the full 12 months of the
rates from Case No. 2007 — 00143.

Response:

The rates approved in case number 2007-00143 were effective for the entire
twelve month period ended November 30, 2008. However, for bills rendered
after December 1, 2007 through a full billing cycle, bills would have been subject
to pro-ration because the Company was required to apply the rate increase based
on service rendered. The Company cannot accurately determine the impact of
annualizing those numbers to a full year of billing without an enormous amount
of work for each billing route, if at all. As a rule of thumb for a company that
bills monthly, approximately two-thirds of the rate increase would have been
reflected in December 2007 for residential customers who are billed somewhat
evenly each day over the course of a month. For the remaining customer
classifications it would require a look at each bill to determine the answer to this
question. A more meaningful analysis would be to look at the 12 month period
ended December 2008 which would include the full impact of the rate increase.
The Company would be agreeable to providing that information to the AG once
that data is available.

For the electronic version, refer to KAW_R_AGDR1#38 122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Keith Cartier

39.  Please provide a schedule identifying all of the water supply contracts that KAW
has entered into or renewed (either as a supplier or a purchaser) since Case No.
2004-00103. For each, provide the corresponding effective dates.

Response:

The only applicable contract is the automatic renewal of the contract between
Georgetown Municipal Water & Sewer Service and KAW. Because neither party
gave contrary notice in November of this year, the contract will renew for an
additional ten (10) year term in May of 2009.

For the electronic version, refer to KAW_R_AGDR1#39 122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY

CASE NO. 2008-00427

ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Keith Cartier

40. For each of the past 5 years as well as for the base period and forecasted period,
provide the following information:

Response:

a. Total MG quantity of water treated by KAWC.

Total MG system delivery numbers.

Total MG consumption numbers.

Total MG non-revenue water, in total and broken down by components,
such as flushing, unaccounted for water, etc.

b.
C.
d.

Total MG quantity of water treated by KAWC.

2003

2004

2005

2006

2007

Forecast Period
Base Period

15,344.100MG

15,347.200MG

16,387.850MG

15,533.901MG

16,215.404MG

16,346.371MG (6/2009-5/2010)
16,163.609MG (2/2008-1/2009-10 months

actual/two months budget)

Total MG system delivery numbers.

2003

2004

2005

2006

2007

Forecast Period
Base Period

14,492.088MG

14,931.209MG

16,068.331MG

15,618.837TMG

16,097.994MG

15,845.207MG (6/2009-5/2010)
15,730.646MG (2/2008-1/2009-10 months

actual/two months budget)

Total MG consumption numbers.

2003
2004
2005
2006
2007
Forecast Period

12,514.487TMG
12,299.153MG
13,635.982MG
12,727.217TMG
13,829.679MG
13,382.095MG (6/2009-5/2010)
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Base Period 13,540.166MG (2/2008-1/2009-10 months
actual/two months budget)

d. Total MG non-revenue water, in total and broken down by components,
such as flushing, unaccounted for water, etc.

Kentucky American Water
Total MG Non-Revenue Water

2003 | 2004 | 2005 | 2006 | 2007 |
Other 4,347 2,729 1,589 20,415 51,151
Utility Use 8,462 18,674 20,617 23,869 20,695
Line Breaks 75,265 101,196 158,292 244,811 262,635
Flushing 130,971 224,886 138,306 104,626 107,887
Fire Dept 1,477 1,741 2,178 1,754 1,825
Apparent Water Loss 1,757,079 2,282,830 2,111,367 2,496,145 1,824,122
Total NRW 1,977,601 2,632,056 2,432,349 2,891,620 2,268,315

For the electronic version, refer to KAW_R_AGDR1#40_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Sheila Miller

41.  As shown on W/P 1-11, the 13-month average forecasted test period deferred
debit balance of $1,958,946 includes $18,849 for the unamortized Boonesboro
acquisition adjustment. This represents a rate base double-count since the balance
of $18,849 was also included in rate base as part of the Utility Plant Acquisition
Adjustment. Please confirm this. If you do not agree, state your disagreement.

Response:

Yes. The Utility Plant Acquisition Adjustment is a duplication of the
unamortized Boonesboro acquisition adjustment. The amount of $18,488 should
be eliminated from the Company’s rate base calculation for the 13-month average
as itis included in the deferred debit balance.

For the electronic version, refer to KAW_R_AGDR1#41 122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

42.  Does the Company agree that studies to develop water conservation, leak
mitigation and demand management and to develop programs to cost effectively
reduce non-revenue water benefit both the ratepayers and stockholders of
KAWC? If not, explain in detail why not.

Response:
No.

The Company has been ordered by the Commission to prepare the studies as part
of the Order in case number 2007-00134. The Company believes the studies will
ultimately lead to actions by the Company that will lower revenues through
conservation and demand management initiatives developed from those studies.
The Company has actively promoted conservation and the wise use of water over
the last 10-15 years, and that effort combined with the effects of the use of low-
flow plumbing fixtures has led to a steady trend of declining usage per residential
customer over that period. Those efforts have provided minor mitigation or delay
for additional source of supply and production capacity, but not eliminated that
need as evidenced by the recent certificate to develop additional source of supply
and production capacity. Additional conservation and demand management
efforts developed from the current studies may mitigate or delay the need for
additional supply and production capacity in future years. It is the customers who
ultimately benefit from those efforts.

The Company’s current Unaccounted For Water (UFW) level is below the 15%
target established by the Commission. The Company believes that the leak
mitigation plan will likely result in recommendations that an escalation of main
and service replacements will be required to further lower the UFW. It may be
that the revenue requirement associated with increased capital spending for main
and service replacement exceeds any savings in production costs from reduced
UFW. It is the Company’s customers who ultimately benefit from the increased
service from those replacement programs and lower production costs derived
from the replacement programs.

For the electronic version, refer to KAW_R_AGDR1#42_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller/Linda C. Bridwell

43.  With regard to the proposed deferred debit amount of $184,700 for the NRW and
Water Conservation Studies which KAWC proposes to include in rate base and
amortize over 5 years, please provide the following information:

a. Identify the time period (months and years) that the Company expects
these costs to be incurred.

b. Absent the Company’s request for cost deferral treatment, would the
Company be required to expense the $184,700 cost amount? If not, what
accounting treatment would be required and why?

Response:
a. Between November 2008 and June 20009.
b. The Company must assert that rate recovery is probable to substantiate a
regulatory asset under FAS 71. Mr. Miller has done that based upon the

requested rate treatment in this case. Please see the response to
KAW_R_AGDR1#42_122308.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

44, Please provide the Outside Consulting fees allowed for ratemaking purposes in
the Company prior (2007) rate case. Provide this dollar amount in total and
broken out by Outside Consulting activity.

Response:
Dr. Edward Spitznagel — weather normalization - $ 7,800
Patrick Baryenbruch — Service Company Analysis - 27,694
Dr. James Vander Weide — Cost of Capital - 13,500
Coleman Bush — Case preparation, allocations,
and other revenues 18,454
James Salser — Case preparation, rate base, lead/lag,
And income taxes 68,471
$135,919

For the electronic version, refer to KAW_R_AGDR1#44 122308.pdf.
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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

45.  With regard to the forecasted test period Amortization expenses shown on W/P 4-
1, please provide the following information:

a. Where is the proposed 5-year amortization of $36,940 for the NRW and
Water Conservation studies reflected in the total amortization amount of
$496,589?

b. Explain in detail why the Company is including the $71,346 amortization
for the AFUDC Equity Gross up. In addition, explain whether this item
was included and PSC-authorized as an amortization expense in the
Company’s prior three rate cases (2007, 2004 and 2000) and if so, what
were the annual amortization amounts in those cases.

Response:

a. The amortization of the NRW and Water Conservation studies is not
included in the amortization schedule but is included in the miscellaneous
expense line and amortized to account 575000.16. This is reflected in
working paper labeled as KAW_R PSCDR1#la WP1-11 111408 in
column three.

b. The amortization of the AFUDC Equity Gross up is the result of FAS 109.
This methodology has been accepted in the Company’s prior rate cases
before the Kentucky Public Service Commission. The amounts included
in the prior three rate cases are below:

2007 $25,728
2004 $25,728
2000 $25,728

New AFUDC amortization is layered in yearly. However, the Company
failed to properly reflect the updated numbers in the 2004 and 2007 rate
cases.

For the electronic version, refer to KAW_R_AGDR1#45 122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

46.  On page 13, lines 31-32, Ms. Miller states that, “In this rate case, the Company
has incorporated SFAS 109 — Accounting for Income Taxes. Both the rate base
deduction for income taxes and the calculation of forecasted federal and state
income tax expenses is based on SFAS 109.” In this regard, please provide the
following information:

a. Using the UPIS deferred tax data shown on W/P 1-8, page 2, show what
the average forecasted test period and end of forecasted test period
accumulated deferred income taxes would be without the incorporated
SFAS 109 — Accounting for Income Taxes.

b. Provide the income tax calculations for the forecasted test period on
Schedule E-1.3 and E-1.4 without the incorporated SFAS 109 -
Accounting for Income Taxes.

c. Explain whether KAWC’s accumulated deferred income tax rate base
deductions and federal and state income tax expenses in its last two (2007
and 2004) rate cases similarly incorporated SFAS 109 — Accounting for
Income Taxes. If not, explain why the Company chose the instant
proceeding to start doing so.

d. Provide the forecasted test period accumulated deferred income tax rate
base deduction balances in KAWC’s last two rate cases (2007 and 2004)
in the same format and detail as per W/P 1-8, page 2 in the current filing.

Response:

a. The Commission has consistently recognized FAS 109 for rate recovery of
the Company’s income tax expense. The Company has filed this case
consistent with FAS 109 and each rate case (and Commission decisions)
since at least Case No. 2000-0120. The Company objects to this question
on the grounds that the Company does not maintain records on a non-FAS
109 basis, does not possess the calculations requested, and to generate
such documents would be extremely burdensome on the Company, if
possible at all.

b. Please see the response to part a.

Please see the response to part a.

d. The Attorney General was previously provided the documents requested
in the Company’s two prior rate cases.

o

For the electronic version, refer to KAW_R_AGDR1#46_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller/Keith Cartier

47.  With regard to the 13-month average deferred maintenance expenses of
$2,951,785, please provide the following information:

a. Provide a description of the type of costs making up the average deferred
cost balance of $2,951,785 (e.g., outside contractors; outside consultants;
materials and supplies; company labor and labor overhead, etc.).

b. What portion of the average $2,951,785 deferred maintenance cost
consists of deferred company labor and labor overhead expenses? In
addition, if such internal labor and labor overhead costs are included,
explain why it is appropriate to include these for deferral and amortization
treatment?

Response:

a. The types of costs that are included in the deferred balance include costs
for consultants, contractor charges, materials and supplies, and a small
portion of company labor and overheads for project management.

b. The company labor and overhead charges are for the project manager in
charge of the projects and account for approximately 1.68% of the total. It
IS appropriate to charge company labor to these projects because the
company’s employees actually did the work as indicated. This is not a
problem for rate recovery in the forecasted test-year because the
capital/other percentage applied to labor includes the small historical
charges to the deferred maintenance projects; therefore there is no double
counting for that portion of Company labor in the forecasted test-year.

For the electronic version, refer to KAW_R_AGDR1#47_122308.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2008-00427
ATTORNEY GENERAL'S FIRST REQUEST FOR INFORMATION

Witness: Sheila Miller

48.  W/P 1-10, page 12 shows that the projected deferred maintenance expense
amortization expenses for the forecasted test period are $365,759 whereas for the
total year 2010 they are projected to drop to an annual amortization level of
$160,943, or less than half than in the test period. Please explain the reasons for
this.

Response:

The Company inadvertently included incorrect cell calculations for the 2009 and
2010 totals. Attached is a corrected file for the total 2009 and 2010 amortizations.
The Calculation for each individual maintenance project links to the Company’s
accounting exhibit, not the totals. The corrected work paper does not change the
Company’s original revenue requirement.

For the electronic version, refer to KAW_R_AGDR1#48 122308.pdf.
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KAW_R_AGDR1#49 122308
Page 1 of 1

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

Witness: Sheila Miller

49. Please confirm that the Federal Income Tax impact of $180,849 for adjustment D-
20 (taxes o/t income taxes) should be $160,375. If you do not agree, show how
the $180,849 was calculated. In addition, indicate as to whether the correction for
this income tax impact has any effect on the requested revenue requirement and
rate increase in this case.

Response:
That is correct. However, it has no effect on the requested revenue requirement as
this amount does not link to any other files. The actual tax calculation is shown

on Schedule E.

For the electronic version, refer to KAW_R_AGDR1#49 122308.pdf.



KAW_R_AGDR1#50_122308
Page 1 of 1

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

Witness: Sheila Miller

50. Please confirm that the Deferred Investment Tax Credit rate base deduction for
the 13-month average forecasted test period should be $87,154 rather than
$83,326.

Response:

That is correct. The $83,326 is the amount for the 12 months ending May 2010
and the $87,154 is the 13-month average forecasted test period amount.

For the electronic version, refer to KAW_R_AGDR1#50 122308.pdf.
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