
Kentucky Public Service Commission
Case No. 2012-00520

Attorney General's Response to Commission Staffs Request for Information

1. Assuming that Mr. Rackers' adjustments are accepted, state the total amount of
allocated costs for billing and collection, meters and service lines that Mr. Kalcic
believes should be recovered through service charges. Provide all work papers,
show all calculations, and state all assumptions used to derive the total amount.

RESPONSE:

This information request requires that l(AWs cost-of-service study be rerun at

the AG/LFUCG's recommended revenue requirement level. When the Company's cost-

of-service study is modified to reflect allof Mr. Rackers'adjustmentF, the total customer-

related portion of the resulting revenue requirement is as follows:

Gustomer Costs
Meters:
Services:
Billing & Collection:
Total

Workpapers: See the tabs

in the attached electronic file.

$10,621,416
3,103,215
8.107,880

$21,932,511

labeled "Staff-AG-1', 'COS 1" and 'ServiceGharges"

Electronic File(s): oag_r_pscdrl _num 1 _coss.xlxs

Witness: Brian Kalcic



Kentucky Public Service Commission
Case No. 2012-00520

Attorney General's Response to Commission Staffs Request for Information

2. Refer to Direct Testimony of Brian Kalcic at 10. Explain wtly, if service charges
are limited to the recovery of customer-related costs, the effect on consumption
charges should be considered.

RESPONSE:

The utility rate design process involves many considerations, including: 1) cost

of service; 2) customer rate impacts; 3) gradualism; 4) customer acceptance; and 5)

rate continuity. Balancing these considerations ofien entails trade-offs. As a result, it

may not be possible to set service charges at full cost of service (i.e., so as to re@ver

all customer-related costs) in a given rate proceeding.

In the instant proceeding, Mr. Kalcic determined that it would not be feasible to

set KAWs service charges at full cost of service, since doing so would necessitate a

decrease in one or more GMS consumption charges. See Mr. Kalcic's direct testimony

atpage 11.

Witness: Brian Kalcic



Kentucky Public Service Commission
Gase No.2012-00520
Attorney General's Response to Commission Staffs Request for Information

3. Refer to Direct Testimony of Brian Kalcic at 11. Describe how Mr. Kalcic
determined that all GMS service charges should be increased 10.7 percent.
Provide all work papers, show all calculations, and state all assumptions used to
derive Mr. Kalcic's recommended increase.

RESPONSE:

As discussed on page 11, Mr. Kalcic recommends a 10.7% increase to GMS

service charges. That percentage increase represents the maximum service charge

increase that may be implemented (under Mr. Kalcic's recommended revenue

allocation) without causing a decrease in one or more GMS consumption charges.

To establish that 10.7o/o is the maximum permissible increase, assume that

l(AW's 5/8" monthly service charge were to be increased from $8.90 to $9.90 or

11.24o/o, or by an additional $0.05 per month over that proposed by Mr. Kalcic. Slnce

KAW's non-5/8" service charges are based on meter capacity ratios, an 11.2% increase

in the 5/8" service charge would necessitate that all service charges increase by the

same 11.2o/o. As shown in Attachment_STAFF-AG-3, page 1 ol 2, an 1 1.2% increase in

service charges would necessitate a decrease in the Commercial consumption charge.

Similarly, one finds that if l(AW's 5/8" monthly service charge were to be

increased from $8.90 to $9.95 or 1 1.8o/o, the Residential class would also require a

consumption charge decrease. See Attachment_STAFF-AG-3, page 2 of 2.

Witness: Brian Kalcic
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Kentucky Public Service Commission
Case No. 2012-00520

Aftorney General's Response to Commission Staffs Request for lnformation

4. Refer to Direct Testimony of Brian Kalcic, Schedule BK-2 at 2. Provide a
schedule of class revenue subsidies similar to this schedule using the rates
proposed by the AG and Lexington-Fayefte Urban County Government
("LFUCG').

RESPONSE:

The requested information is provided in Attachment_STAFF-AG-4.

Note that this information request requires the re-running of l(AW's cost-of-

service study at AG/LFUCG's present and proposed revenue levels.

Electronic File(s): oag_r_pscdrl_num4_coss.xlsx, and
oag_r_pscd 11 _nu m 1 _coss.xlsx

Witness: Brian Kalcic
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Kentucky Public Service Gommission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

5. State whether, in Mr. Kalcic's opinion, the AG's and LFUGG's proposed rates
eliminate all subsidies. Explain.

RESPONSE:

As stated on page 8 of his direct testimony, Mr. Kalcic's recommended class

revenue allocation and rate design are consistent with the results of the Company's

class cost-of-service study. Like l(AW's proposed rate design, Mr. Kalcic's

recommended rates are intended to move class revenues toward (rather than to) their

respective cost-of-service revenue levels. As such, Mr. Kalcic's recommended rates

are intended to reduce class subsidies, not eliminate all subsidies. See also the

response to ltem 4 of the Public Service Commission Staffs First Request for

Information to the Attorney General.

Witness: Brian Kalcic



Kentucky Public Service Gommission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

6. Refer to the Direct Testimony of Dr. J. RandallWoolridge at 6. State whether the
sentence beginning at line 16 should read: "This differential primarily reflects the
additional return required . . . ."

RESPONSE:

Yes.

Witness: Dr. J. RandallWoolridge



Kentucky Public Service Commission
Gase No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

7. Refer to the Direct Testimony of Dr. J. Randall Woolridge at 14 and Exhibit JRW-
12 a t  1 .
a. Show Dr. Wooldridge's calculation for the authorized returns on equity

('ROE) for American Water Works Company and Aqua America, lnc.
b. State whether Dr. Woolridge agrees that the most recently authorized

returns for the regulated subsidiaries of American Water Works and Aqua
America, Inc. are correctly reflected in Kentuoky-American Water
Company's ("Kentucky-American") Response to ltem 23 of Commission
Staffs Second Request for Information.

c. State whether, in Dr. Woolridge's opinion, investors are aware of
authorized and earned ROEs for regulated water utilities.

d. lf investors are aware of authorized and earned ROEs for regulated water
utilities, state whether, in Dr. Woolridge's opinion, a water utility would
likely attract equity investors if its state regulatory commission approved
an 8.5 percent ROE, given the ROE awards and earned returns shown in
Exhibits JRW4 and JRW-12 and in Kentucky-American's Response to
Item 23 of Commission Staffs Second Request for Information.

RESPONSE:

a. Dr. Woolridge did not make the calculation. The authorized ROE figures

are published by AUS Utilities Report. AUS provides the following

definitions on the ROEs.

Alt*rwc*RSE-
*dp.sf, rswt rrytes sf*te-knrcX alblred r$um rnle mr srwl*n eqr$g
ffiffiE}- RSE f,w unuryanim ryerntiryg in w#ep$ejuuisdictims src
$v'ersgffi, Vwicws m,rym&m ha$e rffifur*d fu*eetirm&*w XSE
*rffieriea*im tkt wr *nt rry:hd rym in t*ri* Iesmt

Srder D*t* -
T&e dsc cf ths mulr$is$isfl audm c&riziag rryted 8#E- Fm
cry*rurics Watiqg tu uni*fiple ffisdic*fws_ lrc dxts ix givru bmawsc
ee rrytxd SSE,is ail*$tr*gr fuftrcd &ms mx**ipk wmmisn*on
sdss freusd at diffse* tie€s"

Dr. Woolridge does not know if they are correct or not.

Yes, Dr. Woolridge does believe that investors are aware of authorized

and earned ROEs for regulated water utilities.

b.



d. Dr. Woolridge addresses this issue at pages 53-56 of his testimony. In

addition, the utility sector, including the water utility industry, has been

among the best performing stock sectors in the U.S. this year. There is no

evidence that water utility stocks are not able to aftract capital.

Witness: Dr. J. RandallWoolridge



Kentucky Public Service Commission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

8. State whether Dr. Woolridge has assessed whether Value Line's long-term
projections of utility EPS growth share the same problem of upward bias that he
attributes to Wall Street analysts. lf yes; provide the results of such assessment.

RESPONSE:

See page B-13 of Appendix B to Dr. Woolridge' pre-filed Direct Testimony. Also

see Exhibit JRW-81, page 6 of 6 of Appendix B.

Witness: Dr. J. RandallWoolridge



Kentucky Public Service Commission
Case No.2012-00520

Attorney General's Response to Gommission Staffs Request for Information

9. State whether analysts' EPS long-term grov'rth projections for utilities are likely to
take into account that the utilities are subject to ROE regulation.

RESPONSE:

Dr. Woolridge believes that the EPS long-term growth projections for utilities do

take into account that the utilities are subject to ROE regulation, among many other

factors.

Witness: Dr. J. RandallWoolridge



Kentucky Public Service Commission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

10. Refer to the Direct Testimony of Dr. J. Randall Woolridge a|40,lines 16-17 and
Exhibit JRW-10 at 1. State whether the Discounted Cash Flow ('DCF") growth
rate of 4.5 percent is for the Gas Proxy Group and not for the Water Proxy
Group.

RESPONSE:

fhe 4.5o/o is for the Gas Proxy Group.

Witness: Dr. J. RandallWoolridge



Kentucky Public Service Commission
Case No.2012-00520

Attorney General's Response to Gommission Staffs Request for Information

11. Refer to the Direct Testimony of Dr. J. Randall Woolridge at 48 49 and Exhibit
JRW-11 at 6. State whether the second-to-lowest value of mean equity risk
premium studies is from a study that Dr. Woolridge conducted and that the time
period is the year 2013.

RESPONSE:

That is not quite correct. Dr. Woolridge's estimate is the third-to-lowest value of

the mean equity risk premium studies. The time period is the year 2013.

Witness: Dr. J. RandallWoolridge



Kentucky Public Service Commission
Case No. 2012-00520

Atlorney General's Response to Commission Staffs Request for lnformation

12. Refer to Direct Testimony of Dr. J. RandallWoolridge at Exhibit JRW-10. Explain
why averaging median values, as Dr. Woolridge has done in calculating his
dividend yield and grovuth rates in his DGF study, produces meaningful estimates
of Kentucky-American's cost of equity.

RESPONSE:

There are various measures of central tendancy for a series or distribution of

outcomes. These measures include the mean, median, mode, and midpoint. The

mean and median are the most commonly used. As Dr. Woolridge discusses in his

testimony, he uses the median figure throughtout his testimony to minimize the effect of

outliers on the measure of centraltendancy.

Witness: Dr. J. RandallWoolridge



Kentucky Public Service Commission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

13. Refer to Direct Testimony of Stephen Rackers at3 7. List and provide a copy of
each state utility regulatory commission decision or opinion in which the
ratemaking treatment of a reserve created to meet the requirements of Financial
Accounting Standards Board Interpretation No. 48 ("FlN 48") is discussed. This
listing should include the name of the state commission, case number, case
style, and date of decision or opinion.

RESPONSE:

Mr. Rackers is aware of the following four cases.

1. Missouri Public Service Commission

a. Case No. ER-2008-0318, In The Matter Of Union Electric Company, dlbla
AmerenUE's Tariffs To Increase lts Annual Revenues For Electric Service,
1n7n409. See attached Report and Order, beginning at page 53.

b. Case No. ER-2011-0028, In The Matter Of Union Electric Gompany , dlbla
Ameren Missouri's Tariffs To Increase lts Annual Revenues For Electric
Service, 6nn$11. See attached Order Approving Stipulations and
Agreements, beginning at page 3 and The Nonunanimous Stipulation And
Agreement Regarding Tax lssues, beginning at page 1.

c. The process stipulated to in ER-2011-0028 was followed in the
Company's filed position and was not contested by any party in the next
rate proceeding, Gase No. ER-2012-0166, In The Matter Of Union Electric
Company, dlbla Ameren Missouri's Tariffs To Increase lts Annual
Revenues For Electric Service.

2. lllinois Commerce Commission
Docket Number 12-0001, Ameren lllinois Company dlblalAmeren lllinois
Rate MAP-P Modernization Action Plan Filing,9l19l12. See attached
Order, beginning at page 32.

3. Kentucky Public Service Commission
Case No. 2010-00036, Application Of Kentucky-American Water
Company ForAn Adjustment Of Rates Supported By A Fully Forecasted
Test Year. See attached Order, beginning at page 16.

Witness: Stephen M. Rackers



Kentucky Public Service Gommission
Gase No. 2012-00520

Aftorney General's Response to Commission Staffs Request for Information

14. State for each of the statements below whether Mr. Rackers agrees. lf he does
not agree, explain why not.
a. "Theoretically, net earnings are earned when customer service is

provided, and become the property of the stockholders. This requires that
a cash working capital requirement should be recognized tor the lag in
receipt of operating income." 1

b. "While it is true that recording depreciation does not require the
expenditure of cash at the time the expense is recorded and charged to
the customer, cash was expensed at the time the property was acquired,
the recorded depreciation is used to reduce the investment in that property
even though approximately one-and-one half month's depreciation
(equivalent to the revenue lag) has not yet been received from the
customer."2

RESPONSE:

a. Mr. Rackers does not agree with this statement. The purpose of cash

working capital is to provide the cash necessary to pay for the goods and

services required for day to day operations of the utility. Net earnings are

not owed or required to be paid out to these suppliers of goods and

services.

Mr. Rackers does not agree" with this statement. The above statement

fully recognizes that depreciation is not owed or required to be paid out to

any suppliers of goods and services necessary for the day to day

operations of the utility. Therefore, it is a non-cash item and should not be

included in the calculation of cash working capital.

1 Case No. 92-452, Notice of Adjustmmt of the Rates of Kmtu&y-Amrican Watu Conrpmy (Ky PSSC Nov. 19,
1993) at20.
z Robert L. Hahne and Gregory E. Aliff, Accounting for Public tJtilitics S 5.08[2] (Matthew Bender Nov.
reel).

b .



The statement also assumes near perfect timing betWeen the recording of

depreciation expense, the determination of the rate base and the

establishment of rates. All the depreciation expense provided in rates is

not reflected in the rate base that exists during the period rates are in

effect. As a result, the rate base established in a rate case continues to

decline due to the build-up of not only accumulated depreciation, but also

accumulated deferred income taxes, which is not fully reflected in rates

untilthe next rate case.

Cash from depreciation and defered income taxes are also a source of

funding for additional plant investment. These funds reduce the need for

debt and equity financing.

The revenue requirement effect of accumulating depreciation expense in

the rate base is not dollar for dollar. Accumulated depreciation in the rate

base results in a reduction in the amount of return on investment.

Witness: Stephen M. Rackers



Kentucky Public Service Commission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

15. Explain why the Commission should reverse its long-standing position on
including non-cash items and net income in Kentucky-American's lead{ag study.

RESPONSE:

In addition to Mr. Rackers' testimony, the following discussion and information

should provide justification for changing the policy of including net earnings,

depreciation and deferred income taxes in cash working capital.

Cash working capital should be designed to determine the need for funds for day

to day operations. Through the recovery in rates of a return on rate base and non cash

expenses, KAWC already receives cash from net earnings, depreciation expense and

deferred income taxes. Including these items in cash working capital results in

additional net earnings and cash. Several other states and companies, including

Missouri-American Water Company do not even request cash working capital for net

earnings, depreciation and deferred income taxes. See attached list and supporting

documents.

Witness: Stephen M. Rackers



Kentucky-American Water
Case No. 2012-00520

Response to PSG Staff Question 15

Cash Working Capital Allowances
Determined bv a Lead/Laq Studv -

UtilitvLine

1

2

3

Ameren lllinois - Electric

Ameren lllinois - Gas

Ameren Missouri

Case Reference

11-0279

11-0282

ER-2012-0166

31958-U

ER-2012-0174

GR-2013-0171

DG 10-017

11-035-200

Paqe No.

1

2

3

4

5

6

7

10

4 Georgia Power Company

5 Kansas City Power & Light Company

6 Laclede Gas Company

7 National Grid NH

8 Rocky Mountain Power - Utah



Desaiption

TestYear AdJusted
Revenues and

Es't,509

18,475

49,600

70,419

(e,276)

(168,536)

{1s6,220)

Revenue
Lag/Expense

49.75

3,f.54

49.75

49.75

49.75

49J5

49-75

Page {

Ameren Erhibit5-3
Page 1 of I

CashWorldng
Capital

Requlrement

116,062

't;t48

6,Zet

9,598

(1,264)

(2,e721

(21,2s3)
-F--C',.646

$ 6s5.971

Ameren lllinois Company
Cash Working Capibl Requirements of the Electric Business

Une
No,

{A)

REVENUES
1 Revenue atProposed Rates

_Expenses ($000s) Geads) . . CW9 facbr 6q,0s)
(B) (c) (D) €

(ColD/365)

13.63% $

9.46%

13.63%

13.63%

13.63%

13.63%

13.63%

2

3

4

5

6

7

1 1

Plus Energy Assistance Charges

Plus Electric Distribution Tax

Plus lnterest beense

(Less) Uncollestibles

(Less) Depreciatlon and Amortlzation

(Less) Return on Equrty

TOTAL - REI/ENUES

uncollectibbs)

Federal Unemployment Tax

State UnemploymentTax

St Louis Payroll ExpenseTax

Elecfic Distibuton Tax

Energy Assistance Gharges

Corporation Franchise Tax

ProperlylReal Estate Ta:es

lnbrest Expense

Bank Facility Fees

Fedenal lncome Tal(

State Income Ta:<

TOTALE(PENSES

E)(PENSCS
12 Employee Benefits

13 RCA
a

14 Payroll

Other Openfons ard Maintenan@ (less

39,570

9,715

1&1,5/8

247,942

85

189

5

49,600

18,475

1,171

4,166

68,622

1:7s7

46,201

13,8s5

(12.6e)

(13.13)

(11.3e)

(48.87)

r/6.38)

(76.38)

(83.s1)

(s0.13)

(41.84)

(161.94

(375.08)

(e1.25)

'r56.59

(37.88)

(37.88)

-3.48%

€.@%

-3.12%

-13.39%

-20.g29f

-n.92%

-22.ffi%

a.25%

-11.46%

4-37%

-1A2-7ffi

-2s.00%

4L9fflo

-10.3E%

-10.38%

(1,376)

(34s)

(4,825)

(33,1e8)

(18)

(40)

(1)

(4,0e4)

(2,118)

(520)'

(4,281)

(17,156)

771

(4,794)

(1,438)

T--@Gt

$ 15.204
@

15

16

17

18

19

20

21

n

23

24

25

26

32

CASH WORKING CAPITAL REQUIREMENT

$ 655,972



Page 2

AmerenE$lblt5.2
Pate 1 of1

Ameren lllinois Company
Cash Worklng Capital Requlrements ofthe 6as Business

Test Year
Revenuesand cashWorklng
Expenses at Revenue GPital

Une Pmposed Rates Lag/Epense Reqtdfement
No.' 

' :. ' pescription (Sqqogl _ irejoat 
' 

CwG Fadoi 
' 

iSmo.t _
ffi 

-_iE*_ _Tj- *__l5)_ _€__

2

3

RET/E}IUEI'
1 Rev€nuecatFroposedRab

4

. f

6

7

I

I

10

Plus PGA Revenues

Phrs ICC Gross RevenueTax

Plus Municipal trtlity Ta(

Plus En€rgy Asslstance Charges

Plus lflinols Pubfic UtifrtyTa(

Plus lnt€fest EeerFc

(Less) Uncolec{ibles

(Les6) Dep€cialion and Amor{zalidl

(Less) Retum on Equlv

11 TOTAL.REVEMJES

S(FENSES
12 

' 
Emptoyee Benefit3

r
13 Payrol

14 ecnEq€nse

tS OA€r OperatbG and Mainbnane (less unco[ectbles)

'16 FlcA

17 F€deralUn€mplo),mentTa(

ia $ate UnemploymentTa(

19 St Louis Payroll BQ€nse Ta(

20 ICC Gross RevenueTax

21 lnrtesbdcaPilalTa(

2. Munbipal LXilivTa(

% EneqyAsslstanceCharges

24 CorporadonFancfiiseTa(

25 lllnob Puuic Ufilily Tax

I Prperry/RealEstabTaca

27 lnbrEst EQense

A Bank Fadlity Fees

n Federd hcomeTa><

30 State lncomeTa<

Bl TOTALE(PENSES
\

32 CASI{ WORKING CAPNAL REQUIREIIIENT

$ 300,659 4914

563330 4974

. 893 49.74

14103 4e.74

8,659 34.53

21,212 49:t4

u,47s 49.74

(4,ss4 49.74

(35,20s) 4e.74

Fe€8) 4e.74

_!_____999,€9-

(Col D/365)

13.63% $ t{0.972

13.6n% 76.7U

13.trr% 12

13.53% 1,649

. 9.,16% 819

13.696 2,8s{

13.6s96 4,€99

1s.6s% (68l)

13-61'% (4,798)

13.63% (5,783)

fTT6-'6-€-

_3.8% (seE

-3j2:% (2,133)

-10.75% (60,s34

-13.3e% (10,520)

-3.6096 O56)

-20.929. (8)

-m.s% (18)

-n.a% (1)

8.15% 73

a.2s% (524)

-125096 (1,513)

-11.48% (993)

44.t7%' (266)

€.1696 (r,rc1)

;102.76% &2o4)

-25.00% (6.400)

4LgWo 378

-10.38* F,m,

-10.38% (968)

rc
$ 23,299:

$ 17,130

68,321

56s,230

78,56E

4,w

38

85

2

893

_ 6,350

12,103

E,659

600

21,212

2,16

. 33,599

880

. 
31,103

q92e

$ 858,590

(12.6s)

(1r.3e)

(3e23)

(48.87)

(13.13)

c/€ts8)

06.38)

(83.51)

8.74

(30.13)

(45.63)

(41.84)

061.e7)

l2e-7e)

(37s.08)

(e1.2s)

158.59

(37.88)

(37.88)



Page 3

Ameren $issouri
Gase No, ER-2012-0166

TestYear 12 Monihs Ending September 30, 2lXl
True-Up through July 31, 2012

Cash Working Capital

,t

2
3
4
5
6
7
E
9
{0
11
12

l3
14
t5
t6
17
t8
19
20

21
n
23
24
25
26

$27,t19,378
$4,060"219
$5,392,500

$s3,146,490
9166,605
$232,463

$1,202,968
-$10,33eE08

$0

,377

$1,781,923
-$2r393
-$a3,122
-$67,276
$sz4sor

t94

-$517,950
.-S,t6,372
$62?,844

,228

$2,r50J42
$4r,486
-$70,529

Accountirg Schedule: 08
Sponson l(cfi Boabng

Page:'l of 1

'ALOPERATION AND ilIAINT. E(PENSE

Louis Payroll Expense Tax

Corporate Franchise Tax
PrcpeltyTax

$324,119,209
$l{0,185,291
$85,00{,ooo

$760,{26,000
$26,441,000
$2,893,000

$26,089,053
$i7,864,961
$1432A,597

$21;134,774
$231,567
$358,525
$728,218

$1,593,,423

$6,759,098
$501,953

$59,213,83'l

42.66
42.66
42.66
4L66
42.66
42.66
42.66
42"66
42.66
42-66

42.66
,42.66
4266
4465
4L68
42.66

42-66
42"56
42.66
29r4

12.12
2921
15.2t
17.t4
4{t.36
1L70
25.E3

253.n
42.66
36.41

1L73
76.38
7638
76.38
-77.54
{82.50

70.63
7638
38.79
n.51

30.54
{3r5
27.48
25.52
230

29.96
16.83

-211.11
0.00
6.25

29.93
.a,3.7i2
€3.72
"3,3.72
120.16

-139.84

.t7.97
-3it 72

3.87
L20

0.083671
0.0368t[9
0.075205
0.069tn8
0.006311
0.082082
0.046{r0
.0.578384
0.000000
0.0't7{23

0.082000
.0.rxt2384
{1.092384
.0.0s2384
0.329205
{38iil23

{r.076630
{.0s2384
0.010603
0.0050?

TA)(OFFSffFROM RATEBASE

Expense Ofiset
OFFSET FROiI RATE BASE

91il,228,9{3
$26,075,564

$rt1,520
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Appendix-Extibit 3
Page 8 of 8

GEORGIA POWER COMPAI\TY
CASHWORKING CAPITAL

SUMMARY Or LEAD(LAG) DAYS

Operating Revenue

Fuels Other ThanNuclear

Nuclear Fuel Disposal Costs
' 

Nuclear Decommissioning

PurcbasedPower

. Power Pool (Net) *

Non-Power Pool (tiet) *

Other Operating and Maintenance Expenses

Tarces Other Than Income Tanes **

Currentlncome Taxes

(38.1)

t6.2

'159

258.0

Q.s\

(3.5)

1"t ,,

149.s

37.5

37.s

5.3

64.4

45.0

45.0

Fed€ral

State

Adjuhent for Average Sales Ta:r Collections

Iaterest Expense - Iong-Term Debt

Interest Expense - Preferrecl Securities

Preferred Dividends

* These amounts include combined credits of $7110331561 representing power sales whieh
are credited to retail revenue forregulrtory reporting purtr)oses.

** Refer to Exliibit-(APD-1) page 3 for lag days associated with Mutricipal Franchise
Fees.



Page 5

Line
No. Accouot D$cription

Kansas City Power & Light GompanY
20{2 RATE GASE - Direct Filing

Missouri Jurisdiction
W.980ll{; UpdateTBD; K&M 8131112

Gash Working Capital

Jurisdictional
TestYear Revenue
Expenses Las

Net
Expense (Lead)dlag Factor

Lead (c) -{D} (col E366)
CI'UG Req

€)x(n

1 Gross Payroll ed Wolt Creek Prod & Accrued Vac
2 AocrueclVaca$cn
3 \ blf Creek Operations & Fuel, incl Payroll
4 Purchased Coal I Freight
5 Purchased Gas
6 Pur$ased Oil, exdV6lf Creak
7 Purchased Power
I lnjuriG & Darf|ag€s
9 PenBion 6eens6 .
10 OPEBs
1l CashVou*ers
'i.2 Total Operation & Maintenance Expeise

13 Taxe!ofrerthan tncomeTaxes
14 FICA To(es - Frflployds .
15 UnemploymentTaxes-Federal &State
16 City Franchise Taxes - 6% GRT - MO
17 CiV Francfiise Taxes - 47o GRT - MO
18 City Francfdse Taxes - O$er MO Cities
19 Ad \Efiitern i Properly Ta<es
20 Sales&UseTaxes-MO
21 TotalTaxe8 other$ranlncomeTaxes

Corrent lnoome Taas-Federal
Cunent lncorrNe To(es-S&
.Total Income Taxes

Interest Expenie

Total Gash Working Capital Requirement

63,815,400 27.42
6,436,568 27.42

64,315,299 27.42
106,107.758 n.42

1,179,41 27.42
5,849,318 27.42

24,345,430 n.42
3,544,et1 27.42

24,458,n1 27.42
3,991,719 n.42

141,514,826 27.42- 
445F58,S50-

7,024005 n.42
o 27.42

s3,s2s,345 rz17
12,992,010 1217
7,599,020 12^17

41,477,437 1217
18,50't,466 12^17

=Effi

6,943,4{'3 27.42
2,871,1U 27.42---qsi?F -

-Td3m7d4- n.42

" 636,176,169

G

2,366,062
(5,58e052)

275,888
1,896,024

(3,867)
302,375
(219,508)

(r,182,966)
(1,62s205)
(1,er7,075)

(eez564)
(8,417,898)

251,9€1
0

.!5,m,38O
"(964,464

0,012,580)
(2,287,890)

(4e6,e11)
(30,074268)

-18.21 -0.0498 (34s,46"4
-18.21 -0.0498 (142,852)

(48E,318)

-se.r3 -0.16r6-ii6m)-

D

13.85
344.83
25.85
20.88
28.62

8.5
30.72

149.56
51.74

178.41
30

13.n
71

72.28
39.34
60.94

208.84
u

4e63
45-6:1

tto.35

13.St 0.0371
a17.41 -0.8672

1.$-/ 0.ct043
6.54 0,0179
-1"2 -0.0033

18.92 0.0517
€.3 -0.0090

-1:/,l.*14 t.33:t7
-24.82 -0.06&t

-151.02 {.4126
-2.58 4-0070

13.65 00373
-43.68 -0.119'l

€0.11 -0.1642
-27.17 4.W42
48.n -0.1333

-196.67 -0.5373
-9.8:l -0.0269'

2.
2i
?A

25

26.

$dredule JPW-5 (KCPL-iIO)



L

Laclc&
Mo,

Cqoy
No. CiR-2013{1?t

Page 6

CaSRcgircd
FcOpcrating

FEEoscB

9965
0

9p69

CashWl Cqital
Sc&e&le Pago I ofl

LACI.EDEGAS COMPA].TY
SUMI"ftRY OF I,AG TIME FROM PAYMENT OF E)(PENSE UNTIL RE\ENTIE ITi

TEST YEAR EbTDED SEPIEMBER 30, Z}12
Clhowmds ofDollss)

Normalized . Av€ragp
12 Mo!fr Daity
Ettpcose Expcnsc

' 322,7@ 881.858
0 0.000

56 0.153
@-Eitsll

44389 121281
30,834 84.246
5,042 16.508

12,987 35.484
2,773 7.577

go3lf 82'g66
L27,354 347.962

9,158 25.V22
r9't 0.538
860 2350

2,884 7.880
8,183 22358

7r7 1.959
l3u 3.617
1Bl7 5.238

906 2.475
34,854 9530 -

t6f.67
117 0320

5rr"28? 
-im6o

3336 9.115
35,484 .%.951
6234 U.033

12,244. 33.3&
399 1.090

_ 17,657 157.533

9,003 24.598
u389 3r.l l7
n,85!. 62.440

- 0-000

lagDaysFrm
DayofEtrycnsc

To DavPaid

39.7
13.5
n-4

Days
Paid

Ntt0
Am

Gas Costs
Natral Gas
L.P. -Pcakirg

L.P. - Subdivisim
Totat Gas Costs

Labu md Relced Frcpets€s
Wagcs - Contact

- tvtanagerncnt
- MissouriNatual

Groqplnswaooc
401 (k) Courihdons
Fosims and Othcr Postctircm€d BcncfiA

Total l"abor mel Rdatcit Expcoses
OthcrE:rpenses

Trusportatiou
Natual $as Costs to Opcrltio[s
Ittilitieg
Postagc
Utcollccbtle Accoue - Actual
IJuco. lloctible Accorm - Aqusb€ct
Fe-Misc. Scrviccs

' 
MoPSCAsscssmd.
R€ffi
MisoellaDeolrs Expase

Total Erpease
hciiteotdl Oil Sales 'Expcose

Subtotal of Abovc Er(pcoscs
Tarcs (@er Tha Dc&rrcd Torcs)

Distrihtior - Ircomc T es
- Gross Rcceip{s Torcs
-EnployodTaxcs
- PropertyTues
- Othcr Tares

Total Taxcs

la0
12.0
120
2.8

13.5
51.0

l4.E
39.7
19.4

(11.6)
It2.5

0.0
7t.3
0.0

(e.1)
10.0

71.5

59.9
*

15.1
l8a5
0.0)

a

*
?3.8
L2.4

113
37.5
23.6

39.0
39.0
39.0
42
37.5
0.0

36.2
11.3
31.5
62.6

(13r.5)
51.0
(20.3)
51.0
.&.7
21.0

(20J)

(8,.9)
53

172
(1315)

52-0

It2
33

(228)
38.6

4,730
32E6

644
rJw
2U

0

_ 10,653

907
6

71
491

(2940)
100
(73)

. 761
150

' 
e000

985
(D

(81)
514
293

(43tt
57

TOTAL OPEMTING E}(PS}{SES H'CLUDING DEPRECIAIION,
.AMORTIZATION.ANDDEFERRBDTdGS 568,9jI4 1,554.493

Sales Ta<ss
Enptrycc Taxcs WilhhcLl
Irb€stExpeuc OGa- LTD
IffietEipeoscOftct- STD

(3,502)

.u,pa

275
lg2

(L,426)

TOTALCASTT.WORKTNGCAPTTATmMS __ga$:-_U?2.64!_

*-- Nct (Irad)&aC Days &tonind b&p€odcntty for thcsc irems

r6't49€
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Kentucky Public Service Commission
Case No. 2012-00520

Attorney General's Response to Commission Staffs Request for Information

16. At page 19 of his written direct testimony, Mr. Rackers states: "Based on
discussions with KAWC [Kentucky-American] personnel, the Company has
agreed to revise its calculation of net income for cash working capitalto eliminate
income taxes."
a. ldentify each participant who was involved in these discussions and the

party that he or she represented.
b. Provide all documents, studies, electronic mail messages, and

correspondence between the AG and Kentucky-American related to the
revised calculation of net income for cash working capital.

RESPONSE:

a. Note: The discussions took place during a single telephone conference

call held on 25 March 2013. The OAG believes that the following

individuals were participants in the teleconference.

David Spenard - Office of the Attorney General

Lindsey W. Ingram lll - Counsel for KAW

Monica Braun - Counselfor l(AW

Stephen M. Rackers - Consultant for OAG/LFUCG

Linda Bridwell- KAW

Dave Weber - AWIVKAW

The OAG states that there may have been one other representative acting

on behalf of AWlff(AW on the telephone conferene,e call; however, the

OAG does not have any other names in the notes for the conference call.

b. The electronic mall messages relating to the telephone call are attached.

There are no other documents, studies, electronic mail messages, or other

correspondence for this request.



Spenard, David (KYOAG)

From:
Sent:
To:
Cc:
Subject:

Ok on adding AG 1-168(c) ta the catl

Dial ln: 888-761-4448

Passcode: 859-231-3382

Lindsey

Ingram III, Lindsey < L.Ingram@skofirm.com >
Friday, March 22,20L3 l:47 PM
Spenard, David (KYOAG)
Braun, Monica; Hans, Jennifer (KYOAG)
RE: Case No. 2012-00520

From : Spenard, David (|(YOAG) [mailto:david.spenard@ag. ky. gov]
Sent: Friday, March 22,20131:43 PM
To: Ingram III, Lindsey
Cc: Braun, Monica; Hans, Jennifer (lffOAG)
SubJect RE: Case No. 2012-00520

Lindsey,

Good afternoon.

Yes; please circulate the dial-in information.

Also, today I received a message regarding OAG 1 - 16S(c). I would like to
discuss the KAW response to that request as well.

Regards,

David Edward Spenard
Assistant Attorney General

This eleckonic-mail message (including any information in or documents, attachments, or files that accompany the
message) is for the use of the individual or entity that is the recipient of its initial trarumission. Do not convey, distribute,
or forward the message in the absence of permission by the sender. The message may contdin confidential information
that is subject to a legal privilege or that may otherwise be exempt from disclosure. If you are not the recipient of the
initiat transmission, or if you believe that you are in receipt of the message due to an error, or if you believe'that the
message may contain information inadvertently sen! then please notify this office by telephone (502496-il53) as soon as
reasonable. (If you believe that the message contains a virus, then please do not forward the message.)



Under Kentucky Rule of Evidence 503, this communication is confidential. Please do not disclose or forward the message
to third persons, persons other than those to whom the initial message is sent. Unless the communication expressly
indicates that it is a formal Opinion of the Office of the Attorney General under KRS 15.020, this communication does not
constitute a formal Opinion. Any assessment made through this message is applicable only to the corresponding
presentation of facb.

From : Ingram III, Lindsey Imailto: L.Ingram@skofi rm.coml
Sent: Friday, March 22,201311:26 AM
To: Spenard, David (lffOAG)
Cc: Braun, Monica
Subjecft RE: Case No. 2012-00520

David:

Monday at 9:45 will work. I am glad to circulate dial-in information if you wish

Lindsey

From : Spena rd, David (|(YOAG) lma i lto : david,spena rd@ag. kv, gov]
Sent: Thursday, March 21,2013 11:57 AM
To: Ingram III, Lindsey
Cc: Braun, Monica
Subjecfi RE: Case No. 2012-00520

Lindsep

Thank you.

My con$ultant indicates that it shauld be a relatively brief call.

Regards,

David

From : Ingram III, Lindsey [mailto: L.Incram@skofirm.com]
Sent: Thursday, March 21-,2Ol31l:zl5 AM
To: Spenard, David (lffOAG)
Gc: Braun, Monica
Subject RE: Case No. 2012-00520

David:

I will check schedules and lei you know asap. Thanks.

Lindsey



From : Spenard, David (|(YOAG) [rnailto :david.spenard@ao. ky.gov]
Sent: Thurday, March 2l,2Ot310:09 AM
To: Ingram III, Lindsey
Cc: Braun, Monica
Subject: RE: Case No. 2012-00520

Lindsey,

Good morning.

One of our consultants has a concern about the net income component of
working capital. Basically, we are trying to identify if there is an error in
the calculation or, alternatively, a mi$understanding on our part.

Could KAW and counsel be available for a telephone conference call on
Monday, March 25th at approximately 9:45 AM {Eastern) (with 2:00 PM that
duy and 9:45 AM the following day, March 26th as alternates)?

Regards,

David Edward Spenard
Assistant Attorney General

This electronic-mail message (including any information in or documents, attachments, or files that accompany the
message) is for the use of the individual or entity that is the recipient of its initial transmission. Do not convey, distribute,
or forward the message in the absence of permission by the sender. The message may contain confidential information
that is subject to a legal privilege or that may otherwise be exempt from disclosure. If you are not the recipient of the
initial transmission, or if you believe that you are in receipt of the message due to an error, or if you believe that the
message may contain information inadvertently sen! then please notify this office by telephone (502-696-5453) as soon as
reasonable. (If you believe that the message contains a virus, then please do not forward the message.)

Under Kentucky Rule of Evidence 503, this communication is confidential. Please do not disclose or forward the message
to third persons, persons other than those to whom the initial message is sent. Unless the communication expressly
indicates that it is a formal Opinion of the Office of the Attomey General under KRS 15.020, this communication does not
constitute a formal Opinion. Any assessment made through this message is applicable only to the corresponding
presentation of facts.

From : Ingram III, Lindsey lmailto: L.Ingram@skofi rm.comJ
Sent: Wednesday, March 20, 2013 8:17 AM
To: Spenard, David (lflOAG); Hans, Jennifer (lflOAG); Napier, Heather (lryOAG); israham@lexingtonky.gov;
dbarberi@lexingtonky.gov; iwalbourn@lexingtonky.gov; batesandskidmore@omail.coml Wuetcher, Jerry (PSC)
Cc: Braun, Monica
SubJect Case No. 2012-00520



ljust e-filed KAW's non-confidential discovery responses that were due today. Given the bump in the road we
encountered with e-filing the last round of discovery responses, I wanted to let everybody know that the uploading process
that took place this morning went very smoothly (at least based on what I can see). lf anyone has an issue with retrieving
the documents from the PSC's site, please let me know and l'llget a cD to you asap.

Lindsey W. Ingram lll
Stoll Keenon Ogden PLLC
300 W. Vine St.
Suite 2100
Lexington, KY 40507
859-231 -3982 (direct dial)
859-221-0997 (cell)
859-246-3672 (direct fax)
L.ingram@skofirm.com



Kentucky Public Service Gommission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

17. At page 19 of his direct testimony, Mr. Rackers states: "[he amount of working
capital requested by KAWG would be immaterial if the Company appropriately
eliminated depreciation, amortization, deferred income taxes and net income for
the reasons I previously discussed.' Calculate Kentucky-American's forecasted
cash working capital requirement if the items noted by Mr. Rackers are
eliminated. Provide all workpapers, show all calculations, and state all
assumptions used in the calculation of cash working capital.

RESPONSE:

See attached exhibit.
See attached Excel file: oag_r_num17.xlxs

Witness: Stephen M. Rackers
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Kentucky Public Service Commission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

18. State whether Mr. Rackers believes that the use of the 1/8 formula approach to
calculate Kentucky-American's cash working capital is a reasonable alternative to
the use of a cash working capital study. Explain.

RESPONSE:

Mr. Rackers does not believe the 1/8 formula is reasonable. The 1/8 formula

assumes a 1.5 month net lag (revenue lag minus expense lag) for all operation and

maintenance expense rather than performing an analysis to determine the revenue lag

and various expense lags. The 1/8 formula also does not include other cash items such

as interest expense and taxes, which are usually reductions to cash working capital. In

addition, the 1/8 formula will always produce a positive cash working capital amount,

whereas in my experience, if a utility has a reasonable collection lag, a negative cash

working capital allowance can be achieved.

Witness: Stephen M. Rackers



Kentucky Public Service Commission
Case No. 2012-00520

Aftorney General's Response to Commission Staffs Request for Information

19. In its Response to ttem 69(a) of Commission Staffs Second Information
Request, Kentucky-American states: "Neither American Water nor Kentucky-
American has performed any studies or analysis of the financial effects of the BT
program on Kentucky-American." Explain why the Commission should allow
recovery of the allocation of the financial and billing software costs to the
Kentucky-American in the absence of a benefit analysis.

RESPONSE:

The Commission can allow recovery of allocated BT cost if it can assure itself

that BT was necessary and the cost was reasonable. While necessity and

reasonableness may have been determined on an A\ M/ system basis, there does not

appear to have been any such determination on a Kentucky-American basis. There are

no studies to determine if Kentucky-American could have developed or purchased a

system on its own that would have met the needs of its customers at a more reasonable

cost. Additionally, using and paying only for the BT services it needs is another

possibility that may have resulted in a more reasonable cost for Kentucky-American.

Begin confidential:

End Gonfidential The

Commission should only allow recovery of BT costs that KAWC has justified as

necessary to provide safe and adequate service.

Witness: Stephen M. Rackers



Kentucky Public Service Commission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

20. Refer to Kentucky-American's Response to Commission Staffs Third Information
Request, ltem 26. State whether the expenditure of $12 million on the Billing
Transformation program is reasonable for a company of Kentucky-American's
size. Explain.

RESPONSE:

Without a cost benefit analysis including a determination whether Kentucky-

American could have developed or purchased a system on its own that would have met

its needs at a lower cost, it cannot be determined whether $12 million for BT was a

reasonable cost for a company of l(AWC's size.

Witness: Stephen M. Rackers



Kentucky Public Service Gommission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

21. Refer to Kentucky-American's Response to the Commission Staffs Third
Information Request, ltem 27. Kentucky-American states that the Service
Company Gall Genter costs are being directly charged to Kentucky-American
based on the formula of call frequency and call duration.
a. State whether, given that the Service Company uses a formula to

calculate the amount of Call Center costs billed to Kentucky-American, the
AG considers the costs to be directly charged. Explain

b. State whether, if the Call Center costs are considered allocated costs, the
change in allocation factors from the proportionate number of customers
to the current formula requires the Service Company contract to be
amended. Explain

RESPONSE:

a. Using a volume based formula to determine the proportionate share, such

as percent of calls or percent of customers is an allocation rather than a

direct charge. A direct charge would be billing for actual cost

b. Based on the KAW response to PSC 3 - 27 the Call Genter costs for call

handling are allocated on call volumes and overhead Call Center costs are

allocated on customers. To the extent the Service Agreement specifically

identifies the allocation methods used, the Service Agreement should

reflect the most current method. lf the Service Agreement simply states

that KAWC will be charged for Gall Center costs based on its

proportionate share of total Call Center costs, an amendment may not be

necessary.

Witness: Stephen M. Rackers



Kentucky Public Service Commission
Case No. 2012-00520

Attorney General's Response to Commission Staffs Request for Information

22. Refer to Kentucky-American's Response to Commission Staffs Third Information
Request, ltem 24(c). For each statement below, state whether the AG agrees
with the statement. Explain:
a. Kentucky-American is an active participant in the Business Transformation

program.
b. Kentucky-American's and the ratepayer's interests and concerns have

been adequately represented.

RESPONSE:

a. From the information presented in this case it appears that I(AWC

employees have some level of participation in assisting with the

implementation of the Business Transformation program. The information

does not indicate the level of KAWC participation in comparison to other

operating companies, or the degree to which l(AWG's participation

influenced, or sought to influence the direction, or the cost of BT. The

participation did not appear to influence the decision to choose a BT style

of upgrade using SAP and Accenture. Those decisions were made by

American Water Works Company employees and current and former

American Water Works Service Company employees.

b. Without an analysis to determine if BT was the most cost effective

alternative the interests and concerns of KAWC and its ratepayers were not

and cannot be adequately addressed. In addition the information does not

indicate that decisions about BT program scope, direction and cost were

made based on individual state, KAWC in particular, interests and

concerns. Finally the response to 24 (c) does not show that the



management qf KAWC adequately represented its Company specific and

ratepayer interests and concerns by demonstrating that BT was the least

cost option or was necessary for the provision of safe and adequate

service.

Witness: Stephen M. Rackers



Kentucky Public Service Commission
Case No.2012-00520

Aftorney General's Response to Commission Staffs Request for Information

23. State whether the revenues that Kentucky-American no longer receives as a
result of its decision to terminate the billing services for LFUCG should be should
be recovered through the rates assessed for water service provided to Kentucky-
American's customers. Explain.

RESPONSE:

Based on the review of the BT Steering Committee minutes provided by IGWC

in response to PSC 3 - 24e, Begin Gonfidential:

End

Gonfidential. This is a clear indication that BT conversion decisions were being made

without regard to the impacts on specific operating companies. This results in a twofold

increase in revenue requirement due to the loss of billing contract revenue and an

increase in information technology cost from BT. l(AWC's management has an

obligation to seek out opportunities to use utility employees and assets to generate

ancillary revenues in an effort to minimize rates while continuing to provide safe and

adequate service. As a result, KAWC customers should receive some compensation for

the lost billing revenues through a credit towards the cost of BT.

Witness: Stephen M. Rackers



Kentucky Public Service Commlssion
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

24. Refer to Kentucky-American's Response to Commission Staffs Third Information
Request, ltem 28.
a. Describe the effect of the lack of board-approved budgets for Kentucky-

American and American Water Service Company ("Service Company") on
the reliability and accuracy of the forecast financial infurmation.

b. The Cor'nmission has determined that Kentucky-American's budgeting for
revenues and expenses is reasonably accurate based upon an analysis
that compares the actual amounts to the budgets for a 5-year historical
period. State whether, since the forecast is based upon a budget that has
been adjusted, the forecast be considered accurate without the historical
comparisons.

c. State whether, in the absence of board-approved budgets, Kentucky-
American's proposed rate adjustment should be based upon a historical
test-period. Explain.

RESPONSE:

a. lf the budget supporting the forecasted financial information does not

reflect the final approved and enforced budget, there would be an

expectation of low reliability and accuracy for the forecast financial

information.

b. The forecast cannot be assumed to be accurate without historical

comparisons. Budgets should be developed based on a review of historic

causes and amounts of escalations and declines. lf a budget is to be

increased over prior historic levels, proper documentation and rationale

must be provided to explain the increases. Use of historic information is

important (critical) to a properly constructed budget.

Based on KAWC's response to PSG 3-28, the Company has followed the

accepted procedure for filing a rate case using forecasted data. To the



extent that adequate explanations exist for variance$ from actual historiq

costs to the budgeted amounts, the rate adjustment can still be proposed

on a budget basis. However, use of budgeted data must be thoroughly

audited to determine all causes for increases and decreases from historic

actual costs. lf this process is cost prohibitive, use of historic data would

be a better solution.

Stephen M. Rackers



Kentucky Public Service Commission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

25. Refer to Kentucky-American's Response to Commission Staffs Third Information
Request, ltem 32. State whether that AG agrees with Kentucky-American that
the preferred stock dividend should be included in the interest-synchronization
calculation.

RESPONSE:

For the reasons provided in the response to PSC 3 - 32 dividends on preferred

stock with mandatory redemption should be reflected in the "interest synchronization"

calculation, as should any component of the weighted cost of capital that is tax

deductible.

Witness: Stephen M. Rackers



Kentucky Public Service Commission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

26. State whether the AG agrees that the use of slippage adjustments is appropriate
in general adjustment rate proceedings in which a fully forecasted test period is
used to account for the effect of capital construction budget variances for the 10
years prior to the forecasted period.

RESPONSE:

Through a 14 December 2010 Order in Case No. 2010-00036, the Gommission

addresses the application of a slippage adjustment to inclease revenue requirement

and rate base. Per the Order, "Their [slippage factors] purpose is to produce a rnore

accurate, reasonable, and reliable level of forecasted construction. d

KAW has the responsibility to accurately budget and properly implement a capital

construction program. When KAW, as found by the Commission in Case No. 92-452,

demonstrates "a pervasive pattern of overbudgeting for its construction,il a slippage

adjustment serves to protect ratepayers from paying a return for plant not-in-service

during the forecasted period due to delayed investment.s A slippage adjustment

consequent to overbudgeting also provides l(AW with an incentive to accurately budget

and properly implement its capital construction program. The Attorney General does

not agree with or support the use of an adjustment consequent to a pattern of

3 Case No. 2010-00036 Order, 14 December 21l1,page7.
I Case No. 2010-00026 Brief of the Aftomey General, pagel7 citing Case No. 92-4152, Order, 19 November
1993, page 10.
s Case No. 92-452, Order, 19 November 7993, pageg; see, for comparison regarding o(cess capacity, Case
No. 8571, Order, 17 February 1983, page 7 ("A utilifs rate base should include only those items of plant
that are used and useful, i.e., reasonably necessary to provide adequate and efficient service." Citation
omitted).



underbudgeting.o lt removes an incentive for KAW to accurately budget and properly

implement its capital construction program.

6 Case No. 2010-00034 Brief of the Attorney General, pages 17 and 1.8.



Kentucky Public Service Commission
Case No.2012-00520

Attorney General's Response to Gommission Staffs Request for Information

27. Refer to Kentucky-American's Response to Commission Staffs Second
Information Request, item 41. State whether the AG agrees with the slippage
adjustments set forth in that response.

RESPONSE:

The Aftorney General is not aware of any inaccuracy in l(AM/'s determination ol

the slippage factors or l(AW's calculation of the effect of the factors to each forecasted

element of revenue requirement, rate base, and cost-of-service study.

The Attorney General, however, does not agree with the application of the

slippage factors to increase rate base or the revenue requirement as was done in Case

No.2010-00036.



Kentucky Public Service Commission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for lnformation

28. Explain why the AG witnesses have not proposed or reoommended slippage
adjustments.

RESPONSE:

Based on discussions with the Offlce of the Attorney General and a review of the

Order in the last KAWC rate proceeding Case No. 2010-00036, the slippage adjustment

was originally used as a way to address construction budgets that exceeded actual

plant additions. This mechanism offered ratepayers a level of protection for the

potential to overstate construction budgets.

KAWC is in possession of all the information regarding its operations, including

the budgeting function and construction program. KAWC also controls the timing and

completion of the various construction projects. As a result the risk of including the

proper level of forecasted plant should be borne by IGWC.

Therefore, the ratepayer protection of a slippage adjustment should not also

serve as a mechanism to increase revenue requirement due to potential under

budgeting. The incentive for KAWC to control cost is also diminished, by allowing a

slippage adjustment to increase forecasted construction.

In addition, the slippage adjustment was not part of the scope Brubaker and

Associates, lirc was engaged to address in this proceeding.

Witness: Stephen M. Rackers



Kentucky Public Servie Commission
Case No. 2012-00520

Attorney General's Response to Commission Staffs Request for Information

29. In his written brief in Case No. 2012,00096,7 the AG stated that the record of that
proceeding contained "evidence of indifference, poor management, and the
disregard of the rights of consumers persisting over a long period of time." He
further stated that Kentucky-American's "next application for a rate adjustment is
the proper forum for addressing issues pertaining to prudence."o ldentiff the
issues pertaining to prudence to which the AG was referring and describe the
effect of each of these issues on Kentucky-American's proposed revenue
requirement.

RESPONSE:

As established in the record in Case No. 2012-00096, Kentucky American Water

was aware of the various problems with the Owenton Water Treatment Plan prior to its

purchase of certain assets of the City of Owenton's water and wastewater-related

facilities.s

There is a reasonable time limit for addressing water system supply

requirements. To the extent that there have been net increases in materials, labor, and

other costs for the project since the identification of the need for addressing the OWTP

(and intake facility on Severn Creek), the net increases in costs, after the expiration of

that reasonable time limit, should be borne by l(AWs shareholders rather than

ratepayers. To this end, the Company's proposed revenue requirement could be

lessened by the exclusion of cost recovery for the increase in net costs attributable to

l(AWs lack of a prudent or timely response to changing water system requirements.

7 Case No. 2012{0@6, Application of l(mtucky-Amrican Watr Company for a Certifieate of Public
Cowmience anil Necessity Authorizing Construction of the North*n Dioisinn Connection (Ky. PSC May 31,
2414.
e Brief of the Attomey General at2-3.
e Case No. 2012-00094 Brief of the Attomey General, in particular, pages 4 through 6.



In addition, to the extent that the cost of a supply project for the Northern Division

would have been lower if it had been included as part of the KRS ll project. (through

economies that could have been realized through one project as opposed to a

piecemeal approach), then such cost saving would also have resulted in a lower

revenue requirement.



Kentucky Public Service Commission
Case No.2012-00520

Attorney General's Response to Commission Staffs Request for Information

30. In its brief in Gase No. 2012-00096, LFUCG stated that Gentral Division
customers should not be required to pay for the costs related to the Northern
Division Connection Project.

State whether the AG agrees with this position. Explain.
lf the AG agrees that Central Division customers shouH not be required to
pay for the costs related to the Northern Division Connection Project,
describe how Kentucky-American should recover the costs of the Northern
Division Connection Project.
Assume that the Commission determined that the costs related to the
Northern Division Connection Project should be recovered through a
surcharge on Northern Division customers. Describe how such a
surcharge should be designed.

RESPONSE:

The burden of proof for the recovery of any cost relating to the Northern

Division Connection Project falls upon KAW. In Case Np. 2012, the Attorney

General agreed that the evidence supported the issuance of a certificate. He

did not concede that l(AW's investigation of alternatives was sufficient and

reasonable or that KAW's actions with regard to the OWTP have been

prudent.lo The Attorney General does not concede or recommend that the

Gentral Division or Northern Division customers be required to pay for the

costs related to the Northern Division Connection Project.

There is no presumption that KAW should be allowed any rate recovery for

the Northern Division Connection Project. KRS 278.190(3). Unless l(AW can

adequately demonstrate the reasonableness of its conduct and the

1o Mr. Stephen M. Rackers, the revenue requirement witress co-sponsored by the Attomey General and
the LFUCG did not ercamine the prudence of KAW's actions with regard to water delivery problems in
the Northem Division. Pre-filed Direct Testimony of Stephen M. Rackers, page26.

a.
b.

a .

b .



reasonableness of the expense, it is not a matter for the ratepayers of either

the Central or Northern Divisions.

The Attorney General does not recommend a surcharge. lt is the

understanding of the Attorney General that KAW no longer keeps separate

records for the two Divisions (as KAW did through Case No. 2007-00143).

The Attorney General does not have adequate information (and the

information may not readily be available) to forward a specific proposal.



Kentucky Public Service Gommission
Case No.2012-00520

Attorney General's Response to Gommission Staffs Request for Information

31. State whether the AG supports the continued use of uniform rates for Kentucky-
American customers, regardless of the division that serves the customer.
Explain.

RESPONSE:

Kentucky American Water (KAW) made the request for uniform, single tariff

pricing in PSC Case No. 2007-00143.11 In that proceeding, the Attorney General

sponsored the pre-filed testimony of Scott J. Rubin.l2 Mr. Rubin's testimony, which

speaks for itself, includes the following statement regarding his recommendation for

uniform rates, "l consider this [his recommendation] to be a reasonable interim measure

on the road to eventually having the entire service area served under a common set of

rate schedules."13

On 29 November 2AO7, the Public Service Commission entered an Order

approving the Settlement Agreement of the parties in Case No. 2007-00143. All parties,

including the Attorney General, agreed and recommended to the Commission, in

pertinent part, that, "Kentucky-American should be permitted to implement a single-tariff

pricing model that requires the same rates for each customer class regardless of the

division in which the customer is located."la The Commission found this

recommendation reasonable.ls In the subsequent Kentucky American Water rate

rr See PSC Case No. 2007-W743, Application, Pre-filed Direct Testimony of Michael A. Miller, page 5
through 7.
tz Mr. Rubin addresses the proposal in his pre-flied Direct Testimony, in particular at pages 9 ttuough 13:
r Rubin, pre-filed Direct Testimony, page73.
14 PSC Case No. 2007-00143, Order, 29 November 2007, pages2 and 3.
$ f'SC Case No. 2007-00143, Order,29 November2}O7, page 4.



adjustment applications (prior to this proceeding), Case No. 2008-A0427 and Case No.

2010-00036, the Attorney General did not recommend a movement away from the

uniform pricing for the Central and Northern Divisions. In this proceeding, the Attorney

General is co-sponsoring the pre-filed testimony of Brian Kalcic. Mr. Kalcic does not

recommend any changes to l(AWs existing rate structure for general metered service.l6

At present, the Attorney General's position for this application is consistent with the

testimony of Mr. Kalcic. While contesting the revenue request, the Attorney General

does not recommend any changes to the rate structure.

Going-forward, each rate proposal, including requests regarding uniform rates,

will be considered on a proposal-by-proposal basis with regard to economic efficiency,

equity, rate continuity, rate understandability, as wellas KRS 278.030 and278.170.

to Pre-filed Direct Testimony of Brian Kalcic, pages 8 and 9.


