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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2012-00520
COMMISSION STAFF’S SECOND REQUEST FOR INFORMATION

Witness: Melissa L. Schwarzell

78. State the effect of the termination of the billing services contract(s) on Kentucky-
American’s requested revenue requirement and the average customer bills. Provide all
work papers, show all calculations, and state assumptions used to derive the effect.

Response:

The impact of the termination of the billing services contracts on Kentucky American’s
revenue requirement is an approximate reduction of $254,625. This reduction is due to
avoided capital spending for SAP customized programming, generation of usage data
revenue, generation of third party shut-off revenue, and elimination of the labor position
associated with managing the billing contract.

Present rate utility operating income, however, is lower due to the loss of revenues
collected for others. As a consequence, the proposed average residential customer bill of
$38.51 (per Exhibit 37 N) is approximately $0.90 higher than it would be without the
termination of third party billing contracts.

Please see the attached files for the calculations and work papers supporting this
information request. Key assumptions include avoidance of approximately $750,000 in
business transformation capital going into service May 2013 (presumed to depreciate at
the requested 10% rate, rather than the current authorized 20% rate), loss of all forecasted
miscellaneous service revenue with the exception of property tax credits, reinstitution of
the labor position formerly assigned to billing contract management, and 1% annual
growth of the most recent full year of billing contract revenues.
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Revenue Requirement & Average Customer Bill Impact of Termination of Billing Services

Case No. 2012-

Case No. 2012 -
00520

If Billing Contract

Variance Due to

Line Item 00520 Still in Place Discontinuation
1 Revenues at Present Rates S 84,157,833 S 85,777,332 S (1,619,499)
2 0&M 33,892,179 33,976,206 (84,027)
3 Gen Tax 5,114,771 5,124,207 (9,436)
4 Depreciation & Amortization 13,331,863 13,406,863 (75,000)
5 Income Tax 7,639,106 8,203,560 (564,454)

Utility Operating Income ("UOI") at Present Rates

6 (Line 1 - Lines 2 through 5) $ 24,179,914 S 25,066,497 $ (886,583)
7
8 Rate Base S 385,994,705 $386,710,309 S (715,604)
9 Rate of Return 8.20% 8.20%
10 Operating Income Required (Line 8 x Line 9) S 31,651,566 $31,710,245 S (58,680)
11
12 Less UOI at Present Rates S 24,179,914 S 25,066,497 S (886,583)
13 Deficiency Before Gross-Up (Line 10 - Line 12) S 7,471,652 S 6,643,749 S 827,903
14
15 Gross Up 1.648591 1.648591 1.648591
16 Rate Request (Line 13 x Line 15) S 12,317,702 S 10,952,827 S 1,364,875
17
18 Revenue Requirement (Line 1 + Line 16) S 96,475,535 S 96,730,160 S (254,625)
19
20
21 Total Variance in Rate Request (Line 16 Variance) S 1,364,875
22
23 Approximate Allocation to Residential 89.96%
24
25 Impact of Variance to Residential (Line 21 x Line 23) S 1,227,841
26
27 Total Residential Revenue Requirement (Schedule M) S 52,378,073
28

Fraction of Proposed Residential Revenues Related to Variance
29 (Line 25 / Line 27) 2.3%
30
31 Average Residential Bill at Proposed Rates (Exhibit N) S 38.51
32

Average Residential Bill Less Variance Percent
33 (Line 31 x (1-Line 29)) S 37.61
34
35 Impact to Average Residential Bill (Line 31 - Line 33) S 0.90
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