
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

AP P LI CAT1 0 N OF KENTUCKY -AM E R I CAN 
WATER COMPANY FOR AN ADJUSTMENT OF 
RATES SUPPORTED BY A FULLY ) CASE NO. 2012-00520 

) 
) 

FORECASTED TEST YEAR 1 

-- NOTICE OF FILING 

Notice is given to all parties that the following materials have been filed into the 

record of this proceeding: 

- 
conducted June 4 - June 5, 2013 in this proceeding; 

The digital video recordings of the evidentiary hearing 

- 
video recordings; 

Certification of the accuracy and correctness of the digital 

- All exhibits introduced at the evidentiary hearing 
conducted June 4 - June 5, 2013 in this proceeding; 

- A written log listing, inter alia, the date and time of where 
each witness’ testimony begins and ends on the digital video 
recordings of the evidentiary hearing conducted June 4 I- 

June 5.2013. 

A copy of this Notice, the certification of the digital video records, hearing logs, 

exhibit list, and exhibits have been electronically served upon all persons listed at the 

end of this Notice. Parties desiring an electronic copy of the digital video recordings of 

the hearing in Windows Media format may download a copy at: 



b&://psc.kv.cjov/av broadcastM0 12-00520/2012-00520 O4Junl3 Inter.asx 

http://psc. kV.qov/av broadcast/2012-00520/2012-00520 05Junl3 Inter.asx 

Parties wishing annotated digital video recordings may submit a written request by 

electronic mail to pscfilinqs@,kym. A minimal fee will be assessed for copies of these 

recordings. 

Done at Frankfort, Kentucky, this 14th day of June 201 3. 

Linda Faulkner 
Director, Filings Division 
Public Service Commission of Kentucky 

http://psc
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Honorable Lindsey W Ingram, I l l  
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Janet M Graham 
Commissioner of Law 
Lexington-Fayette Urban County 
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Department Of Law 
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Lexington, KENTUCKY 40507 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the  Matter of: 

APPLICATION OF KENTUCKY-AMERICAN ) 

FORECASTED TEST YEAR ) 

WATER COMPANY FOR AN ADJUSTMENT OF ) CASE NO. 
RATES SUPPORTED BY A FULLY ) 2012-00520 

C E R T I F I C A T E  

I, Melinda A. Ernst, hereby certify that: 

1. The attached DVD contains a digital recording of the hearing conducted in the 

above-styled proceeding on June 4-5, 201 3; (excluding any confidential segments, which were 

recorded on a separate DVD and will be maintained in the non-public records of the 

Commission, along with the Confidential Exhibits and Hearing Log). The hearing was recorded 

on June 4-5, 201 3. (Confidential portions were also recorded separately). 

2. I am responsible for the preparation of the digital recording; 

3. The digital recording accurately and correctly depicts the hearing of June 4-5, 

201 3 (excluding any confidential segments); 

4. The “Exhibit List” attached to this Certificate correctly lists all exhibits introduced 

at the hearing of June 4-5, 2013 (excluding any confidential exhibits) 

5. The “Wearing Log” attached to this Certificate accurately and correctly states the 

events that occurred at the hearing of June 4-5, 2013 (excluding any confidential segments) 

and the time at which each occurred. 

Given this 14*day of June, 2013. 

Melinda A. Ernst, Notary Public- 
State at Large 
Notary ID 458201 
My commission expires: -- 



Hearing was paused for confidential session, see also Hearing Log Report (2) for remainder of Public Session 

Hearing Log Repori (1) 

Session 20-043 uneE3 

Date: Location : Department: ---- --- .. 
6/4/2013 General" Ra tes Public Service Hearing Room 1 (HR 1) 

Commission 
I _ I ~ ~ . ~ . _ _ _ _ _ _ _ I _ _ _ . , , _ _ _ _ . _ ~ _ ~  ~ .__I__-_.____-__ ~ --__ _._I-__.. -.-. 
Judge: David Armstrong; Linda Breathitt; Jim Gardner 
Witness: Brian Kalcic LFUCG; Brian Kalcic OAG; Carl Myers KAWC; Cheryl Norton KAWC; David Baker KAWC; Gary 
VerDouw KAWC; Jack Burch CAC; Keith Cartier KAWC; Linda Bridwell KAWC; Melissa Schwarzell KAWC; Paul Herbert 
KAWC; Scott Rungren KAWC; OAG Stephen Rackers; Stephen Rackers LFUCG; William O'Mara LFUCG 
Clerk: Melinda Ernst 

Event Time Log Event 
" . l _ _ _ _ - . ~ " _ l _ _ _ . ~ _ . - ~ , " - . , " - . ~ ~ . " ~ - . ~  -..- pl".""p ..,,-- ~ ,_.l,-...-..ll- 
_-.-__.-.___.,_____-.__I__._________ __ I--._.___- ~ . _ _  -I_____.-. _.-___ ..-._._ "_ _--..-. 
9:09:22 AM 

9: 2: 3 

9:09:33 AM 

,M 

9: 12:22 AM 

9:13:32 AM 

9:13:54 AM 

9:23:45 AM 

9:24:54 AM 

9:26:34 AM 

9:26:57 AM 

9:27:37 AM 

9:29:23 AM 

Session Started 
Chairman Armstrong 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Public Notice 

Confidentiality Motions 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Chairman Armstrong 

Tom Marshall, Citizen 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Chairman Armstrong 
Note: Ernst, Melinda 

Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

Mr. Ingram, KAWC 

Mr. Spenard 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Ms. Skidmore, CAC 
Note: Ernst, Melinda 

Mr. Ingram, KAWC 

Offered preliminary remarks and introduction of Vice Chairman Jim 
Gardner and Commissioner Linda Breathitt. 
Staff representing the Public Service Commission: Gerald Wuetcher, 
Mark Frost, Eddie Beavers, George Wakim, Leah Faulkner, David 
Foster, Sam Reid, Scott Lawless, and Jonathon Beyer. 
Counsel for Kentucky-American Water Company: Lindsey Ingram 
and Monica Braun. Counsel for the Office of Attorney General: 
David Spenard and Jennifer Hans. Counsel for Lexington-Fayette 
Urban County Government: David Barberie and Jacob Walbourn. 
Counsel for the Community Action Counsel: Iris Skidmore. 

Mr. Wuetcher stated appropriate public notice had been given, 

Mr. Wuetcher, PSC, stated several outstanding motions were 
addressed at a conference that was held prior to the hearing. 

Called for comments from the public. 

Provided comments on the cas. He requested that Commissioners 
take a look at all aspects of the case and the long-term affects they 
will have on Kentucky-American's customers. 

Called for further comments from the public. There being none, he 
proceeded with the hearing. 

Requested that parties identify any witnesses that will be asked to 
provide testimony by teleconference. 

David Baker and Paul Herbert will testify via telephone. 

Brian Kalcic will testify by telephone and Stephen Rackers is present 
a t  the hearing to testify. 

Objected to the telephonic testimony. She previously agreed to 
video testimony, but did not know witnesses would be testifying by 
telephone. She understands it is the fault of no one, but prefers 
witnesses be present to testify. 

Note: Ayer, Pam Called David Baker to testify via telephone. 
Created by JAVS on 6/12/2013 - Page 1 of 7 - 
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Hearing Log Report (1) 

9:30:37 AM 

9:31:51 AM 

Chairman Armstrong 
Note: Ernst, Melinda Swore in Witness David Baker. Mr. Baker announced that he was 

accompanied by Ed Hay, as counsel. 
Mr. Ingram, KAWC 

Note: Ernst, Melinda Questioned Mr. Baker on his current position and address. He 
stated that he currently serves as the Senior Vice President of 
American Water Northeast Division and provided his office address 
in New Jersey. 

9:32:37 AM Mr. Wuetcher, PSC 
Note: Ernst, Melinda Questioned Mr. Baker regarding his affiliation with American Water 

Works Company. Mr. Wuetcher questioned Mr. Baker regarding his 
position and work with American Water Works Company. 
Questioned Mr. Baker regarding managed contracts and his work 
prior to membership on the steering committee for Business 
Transformation. Mr. Wuetcher continued to question the witness 
regarding managed contracts and when decisions were made to 
discourage the use of managed contracts by subsidiaries. 

Note: Ernst, Melinda 

Mr. Baker, Witness, KAWC 
Note: Ayer, Pam 

9:34:23 AM 
Testified that he became a member of the committee and was asked 
to review third-party contracts. He explained that American Water 
Works was not a party to the contracts; they were managed by the 
state subsidiaries. He testified that the contract between KAWC 
and LFUCG was one of the largest third-party contracts. Mr. Baker 
testified that the decision was made to exit managed contracts in 
December 2011. 

10:04:01 AM 

10:04:39 AM 

PSC Exhibit 1 
Note: Ernst, Melinda Email and documentation from David Baker to AWWC member 

subsidiaries dated 08/01/2011, 4:32 p.m. regarding Billing Services 
Plan. 

Mr. Wuetcher, PSC 
Note: Ernst, Melinda Questioned Mr. Baker regarding PSC Exhibit 1 and AWWC's decision 

to exit all billing contracts by December 1, 2011. 
Questioned Mr. Baker regarding the recommended transition from 
limiting the number of third-party contracts to the elimination of all 
third-party contracts. 

Note: Ernst, Melinda 

10:17:57 AM PSC Exhibit 2 
Note: Ernst, Melinda Email message from David Baker to Cheryl Norton dated 

02/09/2012, 12:14 p.m. regarding "Nice win for our clients." 
10:18:03 AM 

10:18:23 AM 

Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

Post Hearing Data Request 1 
Note: Ayer, Pam 

Questioned Mr. Baker regarding PSC Exhibit 2. 

Mr. Wuetcher requested confirmation from KAWC that all emails 
produced in discovery are complete that show the change in 
American Water's decision to completely terminate billing services. 

10:24:00 AM 

10:24:44 AM 

Mr. Barberie, LFUCG 
Note: Ernst, Melinda 

Post: Hearing Data Request 2 
Note: Ernst, Melinda 

Questioned Mr. Baker regarding the third-party contracts 

Mr. Barberie, LFUCG, requested a list of current American Water 
operating subsidiaries currently having a billing services contract in 
place and the location of the contract. 

Vice Chairman Gardner 
Note: Ernst, Melinda 

10:25:43 AM 
Questioned Mr. Baker regarding his testimony on third-party 
contracts and his tenure as senior vice president of American Water 
Northeast Division. 

10:32:00 AM Chairman Armstrong 
Note: Ernst, Melinda Excused the witness. 

Created by 3AVS on 6/12/2013 - Page 2 of 7 - 
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10:32:22 AM 

10:32:54 AM 

10:33:22 AM 

10:33:49 AM 

10:43:30 AM 

10:45:11 AM 

10:50:24 AM 

10:51:48 AM 

10:58:08 AM 

10:58:58 AM 

10:59:56 AM 

11:00:32 AM 

11:02:08 AM 

11:03:51 AM 

11:04:38 AM 
11:17:18 AM 
11:17:29 AM 

Mr. Ingram, KAWC 
Note: Ernst, Melinda 

Chairman Armstrong 

Mr. Ingram 

Jennifer Hans, OAG 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

OAG Exhibit 1 
Note: Ernst, Melinda 

Cheryl Norton, KAWC 
Note: Ernst, Melinda 

OAG Exhibit 2 

Ms. Hans, OAG 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Mr. Ingram, KAWC 

Ms. Hans, OAG 

Ms. Norton, KAWC 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Ms. Hans, OAG 
Note: Ernst, Melinda 

Post Hearing Data Request 3 
Note: Ernst, Melinda 

Ms. Hans, OAG 
Note: Ernst, Melinda 

Session Paused 
Session Resumed 
Mr. Wuetcher, PSC 

Note: Ernst, Melinda 

Hearing Log Report (1) 

Called Cheryl Norton, President, Kentucky-American Water, to 
testify. 

Swore in the witness. 

Confirmed Ms. Norton's prior testimony. 

Ms. Hans questioned Ms. Norton regarding the Northern Division 
and Owenton facility. 
Further questioned Witness Cheryl Norton as ultimate authority for 
KAWC. She asked her questions regarding the previous rate case 
brought before the Commission, 2012-00096, and the current case 
before the Commission. She questioned KAWC's efforts to expand 
services throughout the state. 

Email from Dillard Griffin to Lance Williams dated 11/18/2008, 01:45 
p.m. regarding Owenton Water Treatment Plant. 

At the request of Ms. Hans, witness read aloud contents of OAG 
Exhibit 1. She further testified regarding long-term plans for the 
Owenton Water Treatment Plant. 

Final Order in Case No. 2010-00036, page 87 

She questioned Ms. Norton regarding legislative initiatives and 
lobbying activities of KAWC, specifically legislation for solutions in 
advancing services to low-income customers. 
Questioned Ms. Norton regarding OAG Exhibit 2 and the 
Commission's requests outlined in the exhibit. 

Objected to questioning by Ms. Hans. 

Continued examination of witness regarding overall water loss. 

Testified overall water loss for the past twelve months was below 15 
percent. 

Continued examination of the witness regarding the affordability 
study. 

MS. Hans requested the dates of meetings Ms. Norton attended 
regarding collaborative efforts and the affordable study. 

Continued questioning the witness regarding wholesale water 
contracts. 

Stated that at  the request of KAWC, the PSC began the hearing at 
9:00 a.m. Public notice was given; however, one member of the 
public arrived at 10:OO a.m. wishing to provide comments. He 
requested that public comments be allowed. 

Created by JAVS on 6/1.2/2013 - Page 3 of 7 - 
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Hearing Log Report (1) 

11:18:13 AM 

11:18:13 AM 
11:19:55 AM 

11:25:07 AM 

11:27:31 AM 

11:28:01 AM 

11:31:00 AM 

11:31:52 AM 

11:33:27 AM 

11:35:26 AM 

11:37:18 AM 

11:40:50 AM 

11:42:39 AM 

11:44:52 AM 

11:48:06 AM 

Public Comments 
Note: Ernst, Melinda Ms. Mitchell, Lexington, Kentucky, provided comments on the case 

before the Commission. 
Camera Lock Deactivated 
Mr. Barberie, LFUCG 

Note: Ernst, Melinda Questioned Witness Cheryl Norton regarding possible acquisition of 
the KRS 2 plant and wholesale water contracts. He further 
questioned the witness regarding KAWC's decision to discontinue the 
contract with LFUCG. 

Ms. Norton, KAWC 
Note: Ernst, Melinda Testified there was much confusion among customers regarding 

services and whom customers were to contact when needing 
assistance with those services. Customers were confused regarding 
rate increases and where those rate increases were included on 
customers' bills. 

Mr. Barberie, LFUCG 
Note: Ernst, Melinda Continued questioning Ms. Norton regarding KAWC's decision to 

terminate the billing contract with LFUCG. 
LFUCG Exhibit 1 

Note: Ernst, Melinda Kentucky-American Water bill dated March 22, 2011 with name, 
address, and account number redacted. 

Post Hearing Data Request 4 
Note: Ernst, Melinda Mr. Barbarie requested KAWC provide information on the decrease 

in late fees and reconnections provided in Ms. Norton's testimony. 
Mr. Barberie, L.FUCG 

Note: Ernst, Melinda Continued examination of Ms. Norton. He further questioned her 
regarding reasons for termination of the billing contract with LFUCG. 

Ms. Norton 
Note: Ernst, Melinda Testified that Customers overall were pleased with the separation of 

billing contracts with LFUCG. Positive comments have been 
received regarding customers' realization of the true amounts of 
their water bills and how much easier it was for them to understand 
their bills. 

Mr. Barberie, LFUCG 
Note: Ernst, Melinda Questioned Ms. Norton regarding PSC Exhibit 2. He questioned the 

origination of the email and to what the email was referring. 
Ms. Sizemore, CAC 

Note: Ernst, Melinda Questioned the witness regarding the number of customers below 
the poverty level. She referred to rebuttal testimony regarding 
assistance to low-income customers which was filed by the witness. 

Ms. Norton, KAWC 
Note: Ernst, Melinda Testified about services KAWC provides to low-income customers 

and the lack of increases to these services as compared to the 
increases in rates that have been approved for the KAWC. 

CAC Exhibit 1 
Note: Ernst, Melinda Herald-Leader Editorial "Don't give utility new rate control; KAW 

seeks increase, less scrutiny," dated 05/23/2013, 
Ms. Skidmore, CAC 

Note: Ernst, Melinda Questioned the witness regarding the editorial. She referred to Ms. 
Norton's rebuttal testimony that legislation was the best way to 
provide relief to low-income customers. 

Ms. Norton, KAWC 
Note: Ernst, Melinda Testified regarding her beliefs in legislation and other ways to 

provide assistance to low-income customers. 
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11:49:31 AM Ms. Skidmore, CAC 
Note: Ernst, Melinda 

11:50:57 AM Mr. Ingram, KAWC 
Note: Ernst, Melinda 

11:54:32 AM Ms. Skidmore, CAC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

12:04:38 PM 

12:05:40 PM 

12:10:57 PM 

12:11:52 PM 

12:13:40 PM 

12:14:42 PM 

12:15:52 PM 

12:17:08 PM 

Ms. Norton, KAWC 
Note: Ernst, Melinda 

Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Post Hearing Data Request 5 
Note: Ernst, Melinda 

Mr, Wuetcher, PSC 
Note: Ernst, Melinda 

Post Hearing Data Request 6 
Note: Ernst, Melinda 

Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

Ms. Norton, KAWC 
Note: Ernst, Melinda 

Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

Hearing Log Report (1) 

Referred to the Final Order in Case No. 2010-00036 regarding CAC's 
proposal that KAWC perfom a study to restructure their rate design. 

Objects to Ms. Skidmore's question regarding CAC's proposal that 
KAWC perform at study to restructure their rate design and whether 
KAWC has completed the study. 

Continued examination of Ms. Norton regarding the Final Order in 
Case No. 2010-00036 and suggestions made by the Commission in 
that Order. She further questioned the witness regarding legislation 
proposed and supported by KAWC. 
She referred to the CAC Exhibit 1 regarding negotiations with cities 
to sell water Nicholasville and Paris. 
She referenced Ms. Norton's rebuttal testimony on page 3. She 
questioned the witness regarding minimal communications between 
KAWC and CAC and the lack of progress made toward affordability 
options. 

Denied that KAWC is in negotiations to sell water to Nicholasville and 
Paris. 

Questioned the witness whether KAWC completed a survey 
regarding their bills and services provided that were included on 
their bill. 
Questioned the witness regarding third-party biliing and studies 
completed in that respect. He questioned whether KAWC had 
completed a cost-of-service study following the termination of the 
contract with LFUCG. He further questioned whether KAWC had 
completed studies regarding cost of services. 

Mr. Wuetcher requested copies of the results of surveys completed 
by KAWC regarding customer billing and the termination of the 
KAWC's contract with LFUCG. 

Continued questioning Ms. Norton regarding legislation proposed by 
KAWC. 

Mr. Wuetcher requested a final draft of proposed legislation of the 
collaborative agencies. 

Questioned when KAWC made the decision to terminate its contract 
with LFUCG. 

Testified that the decision was made in May or June of 2011. 
Official notice was provided to LFUCG on 10/03/2011; however, 
verbal notice had been provided prior to that date. 

Questioned the witness regarding the Northern Division project and 
capital projects needed to bring the Owenton facility into acceptable 
standards. He further questioned the use of a unified rate structure 
and whether consideration was made to spread the cost of 
improvements to the system or portions of the system throughout 
the entire customer base. 

Created by JAVS on 6/12/2013 - Page 5 of 7 - 
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Hearing Log Report ( 7 )  

12:23:38 PM Ms. Norton, KAWC 
Note: Ernst, Melinda Testified that existing customers receive benefit in the growth of the 

overall system. Growth may include a minimal increase in overall 
billing to customers, but may include a decrease because costs are 
spread over the entire system. She further testified the Owenton 
acquisition was a good investment for the company and the 
customers. 

12:29:37 PM Mr. Wuetcher, PSC 
Note: Errtst, Melinda 

12:31:19 PM Vice Chairman Gardner 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 
12:37:20 PM Ms, Norton, KAWC 

12:41:09 PM Vice Chairman Gardner 
Note: Ernst, Melinda 

12:44:26 PM Commissioner Breathitt 
Note: Ernst, Melinda 

12:48:40 PM Ms. Norton, KAWC 
Note: Ernst, Melinda 

12:49:52 PM Commissioner Breathitt 
Note: Ernst, Melinda 

12:55:10 PM Chairman Armstrong 
Note: Errtst, Melinda 

The Northern Division and Central Division are not yet connected. 
He questioned Ms. Norton regarding the tariff that would be 
provided for the overall system. 

Questioned the witness regarding purchases KAWC incurred in the 
acquisition of the Owenton system. He questioned whether Ms, 
Norton thought the Commission should approve proposed 
acquisitions. 
Questioned Ms. Norton regarding energy-efficiency projects and the 
type of projects being considered by KAWC. 
Questioned the witness regarding the unified rate schedule. 

Testified in response to Vice Chairman Gardner's questions. She 
stated that the termination of the contract with LFUCG was a 
success for KAWC. It helps customers to better understand the cost 
of water services provided by KAWC. 

Further questioned the witness regarding acquisition of the Owenton 
system and progress made in that system. He questioned the 
witness regarding the contracts with LFlJCG and AWWA. 

Questioned the witness regarding percentages of increases and 
comments from customers. She further questioned Ms. Norton 
regarding proposed expansions. 

Testified that KAWC is not currently seeking any specific expansions; 
however, the company has been contacted regarding possible 
expansions. 

Questioned the witness regarding ways to improve due diligence in 
finding solutions to concerns and issues. She further questioned the 
witness regarding water and energy efficiency programs. 

Questioned Ms. Norton regarding the Clean Water Act and if KAWC 
is meeting those mandates. He further questioned KAWC's public 
education activities. 

12:57:15 PM Mr. Ingram, KAWC 
Note: Ernst, Melinda Redirect of Witness Cheryl Norton. He questioned Ms. Norton 

regarding the request of KAWC to the Commission regarding 
approval to acquire the Owenton facility and the submission of a 
unified rate schedule in the next rate case. 

Email to William O'Mara and lane Driskell from Cheryl Taylor dated 
07/01/2011, 425 p.m. regarding KAW meeting. 

He further questioned the witness on efforts to low-income 
customers and meetings in which KAWC and other entities were 
involved. 

1:00:27 PM KAWC Exhibit 1 
Note: Ernst, Melinda 

1:02:18 PM Mr. Ingram, KAWC 
Note: Ernst, Melinda 
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1:07:27 PM 

1:16:35 PM 

1:18:47 PM 

1:21:43 PM 

1:22:19 PM 

1:23:22 PM 

1:24:36 PM 

1:27:08 PM 
2:32:59 PM 
2:33:25 PM 

Note: Ernst, Melinda 

Ms. Hans, OAG 
Note: Ernst, Melinda 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Ms. Skidmore, CAC 
Note: Ernst, Melinda 

Mr. Barberie, LFUCG 
Note: Ernst, Melinda 

Post Hearing Data Request 7 
Note: Ernst, Melinda 

Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

Post Hearing Data Request 8 
Note: Ayer, Pam 

Vice Chairman Gardner 
Note: Ernst, Melinda 

Session Paused 
Session Resumed 
Session Ended 

Hearing Log Report (1) 

Questioned Ms. Norton regarding KAWC Exhibit 1. The exhibit 
outlines notification of KAWC's termination of the billing contract 
with LFUCG and the decrease in the collection rate. 

Objected to questions regarding negotiations by the OAG's office. 
Questioned the witness regarding earlier testimony on CAC Exhibit 
1. She further questioned the witness regarding the third-party 
billing process and increases or surcharges included in KAWC's bills. 

Questioned the witnesses' understanding of OAG's involvement in 
efforts to draft legislation. 

I n  cross examination of Ms. Norton, questioned her concerns of the 
number of customers on the low poverty level. 

I n  cross examination of Witness Cheryl Norton, questioned the 
status of Business Transformation and implementation of these 
efficiency initiatives. 

Mr. Barberie requested emails showing the the OAG did not support 
legislation drafted by collaborative members. 

I n  cross examination of witness, questioned the flow of command 
with KAWC and to whom does Ms. Norton report her activities. He 
further questioned reports that were to be supplied to the 
Commission regarding legislative activities. 

Mr. Wuetcher requested information showing that LFUCG's collection 
rate charges included on KAWC's bills was decreasing prior to 
termination of the contract between LFUCG and KAWC. 

I n  cross examination of witness, he questioned Ms, Norton on usage 
figures and activities of the collaborative group. 
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Session Weport - Detail 

Judge: David Armstrong; Linda Breathitt; Jim Gardner 
Clerk: Melinda Ernst 

2:44.15 PM 
2:44:16 PM 

2:44:52 PM 

2:45:18 PM 

2:45:33 PIvl 

2:45:43 Plvl 

2:48:40 Plll 

2:56:54 Plvl 

2:57:20 Plll 
2:58:20 PJll 

3:00:02 PM 

3:02:45 Plll 

3:04:55 Plll 

3:05:19 Plll 

3:05:59 PM 

3:06:17 Pill 

Session Started 
Chairman Armstrong 

Mr. Ingram, KAVVC. 

Chairman Arrnstrong 

Mr. Ingram, K A \ K  

Ms. Hans, DAG 

Mr. Wuetcher, PSC 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Vice Chairman Gardner 
Note: Ernst, Melinda 

Camera Lock Deactivated 
I%, Cartier, KAVVC 

Note: Ernst, Melinda 

Vice Chairman Gardner 
Note: Ernst, Melinda 

14s. Hans, OAG 
Note: Ernst, Iqeiinda 

Chairman Armstrong 

lqr, Ingram, KA\/VC 
Note: Emst, I4elinda 

Note: Ernst, Melinda 

Chairman Arrnstrong 

14s. Braun, KAWC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Excused Witness Cheryl Norton. 

Called Keith Cattier, Vice President Operations for KAWC, to testifj(. 

Swore in Mr. Cartier. 

Verified testimony offered by Mr. Cartier. 

Questioned Mr. Cartier regarding DSIC charges. 

Questioned Mr. Cartier regarding his responses to PSC Staffs 
Second Request for Informatian, Item 50, and PSC Staff's Third 
Request for Information, Item 20. He questioned Mr. Cartier 
regarding management of the third-party contracts. 

Questioned Witness Keith Cartier regarding energy efficiency 
projects in which KAWC has invested 

Testified regarding KAWC efficiency projects at Jacobson Park and 
Richmond Road 

Further questioned Mr. Cartier whether KAWC would be looking at 
pump replacements near the Kentucky River. 

Redirect of witness. She questioned KAWC's percentage of water 
loss due to leaks. She questioned the difference in water loss 
percentages and water loss due to leaks. 

Excused Witness Keith Cartier. 

Mr. Ingram called Paul Herbert, Gannett-Fleming, President., 
Valuation & Rate Design, to testify. 

Swore in 1%. Herbert, 

Verified Mr. Herbert's testimony. 
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1%" Skidmore, CAC 
Note: Ernst, Melinda Questioned lvlr. Herbert regarding his rebuttal testimony on t h e  rate 

increase. She questioned I%-, Herbert regarding the  Final Order in 
Case No. 2010-00036 and the recommendations on CAC's rate 
design proposal. She further questioned Mr. Herbert regarding his 
knowledge of services to  low-income customers and how to address 
those services. 

3:06:43 PM 

3:17:59 PlJi Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

311954 PM ivlr. Herbert, KAWC 
Note: Ernst, Melinda 

3:20:59 PI4 Mr .  Wuetcher, PSC 
Note: Ernst, Melinda 

3:28:21 PI4 Vice Chairman Gardner 
Note: Ernst, Melinda 

3:34:27 PM 

3:38:19 PM 

3:42:24 PI4 

3:42:58 PIJi 

3:43:20 PM 

3:45:03 PlJi 

3:45:57 PM 

3:50:10 PI4 

3:52:08 PlJi 

3:52:47 PlJl 

3:53:31 PM 

Commissioner Breathitt 
Note: Ernst, IJielinda 

Chairman Armstrong 
Note: Ernst, Ivlelinda 
Note: Ernst, Melinda 

Note: Emst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

1%. Ingram, KAWC 

Chairman Armstrong 

Mr. Wuetcher, PSC 

PSC Post Hearing Data Request 9 
Note: Ernst, Melinda 

V i e  Chairman Gardner 
Note: Ernst., Melinda 

Chairman Armstrong 
Note: Ernst, Melinda 

Post Hearing Data Request 10 
Note: Ernst, Melinda 

Mr. Ingram, KAWC 

Chairman Armstrong 
Note: Ernst, Melinda 

Questioned 1%. Herbert regarding increases in public fire hydrant 
revenues and the  methodology used to  figure those increases. 

Testified that the  costs proposed for public fire hydrant revenues 
includes the lines and equipment for fire hydrants. 

Questioned Mr .  Herbert regarding third-party billing services and 
cost-of-service studies. He further questioned the  witness regarding 
KAWC's recovery of costs attributed to  connection of the  Central 
Division to  the Northern Division and single tariff pricing. 

Questioned Mr. Herbert regarding his testimony on rate design and 
the cost-of-service study and instrudiioris he received from K A V K  in 
preparing these figures. He further questioned the witness 
regarding his recornmendations for an increase in customer charges. 

Questioned Mr, Herbert regarding the increase in demand for private 
fire units aver public fire units. She further questioned the 
approximately 20 percent increase in public fire hydrant costs. 

He called counsel to  the bench and conferred with all parties. 
Excused Witness Paul Herbert. 

Called Witness Scott Rungren, Financial Analyst, AWWSC, to  testify. 

Swore in \Nitness Scott Rungren, 

Questioned I%-. Rungren regarding what effect the upgrade of long- 
term debt would have on KAWC. 

Mr. \Vuetcher requested a revised capital structure and workspapers 
from Moody's and Standard 8 Poor's recent upgrades to  American 
Water's credit rating. 

Questioned I%-, Rurigren regarding the reason he upgrade KAWC to  
the long-term debt plan. 

Oiiestioned Mr. Rungren regarding KAWC's upgrade in the Standard 
81 Poor index. 

Chairman Armstrong requested copies of reports issued by Moody's 
and Standard & Poor's regarding upgrades to  American Water's 
credit rating . 

Called Carl Myers, Director of Income Tax, AVWC, to  testify. 

Note: Ernst, Melinda Swore in the witness 
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3:53:53 PM 

3:54:32 PM 

4:Ol:Sl PM 

4:06:46 PI4 

4:07:34 PM 

4:13:19 PM 

4:15:32 PI4 

4:18:29 PM 

4:19:33 PIvl 

4:20:27 PI4 

Mr. Ingram, KAV\K 

Mr. Spenard, DAG 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

I%-. Wuetcher, PSC 
Note: Ernst, Melinda 

Post Hearing Data Request 11 
Note: Ernst, Melinda 

Vice Chairman Gardner 
Note: Ernst, Melinda 

Post Hearing Data Request 12 
Note: Ernst, Melinda 

Vice Chairman Gardner 
Note: Ernst, Melinda 

Chairman Armstrong 

Chairman Armstrong 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Session Ended 

Hzaring Log %sport (2.1 

Witness Mr. Myers verified his testimony with minor corrections. 

Questioned Mr. Myers regarding his rebuttal testimony regarding 
accounting methods and tax deductions. 

Questioned I%-, Myers regarding the resolution of the  FIN 48 Tax 
Liability. He further questioned the  probability that  KAWC will be 
audited by the  IRS in t h e  near future. He continued questioning t h e  
witness regarding KAWC's accounting methods. 

Mr. Wuetcher requested a list by year of the annual amount of FIN 
48, total accumulated amount, and an explanation of any change 
from year to year. 

Questioned I%- ,  Myers regarding tax accounting methods and 
liabilities of AVVWA. 

Vice Chairman Gardner requested a list of forecasted repairs 
included in KAWC's F I N  48. 

Continued to question the witness regarding exicrapolation of the 
assets.  

Excused Witness l4r. Myers. 

Adjourned the hearing for the day. The hearing will continue at 
9:OO a.m. tomorrow morning. 

-- I_ 
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Judge: David Armstrong; Linda Breathitt; Jim Gardner 
Clerk: Melinda Ernst 

Session Started 
9:09:34 AM 

9:09:59 AM 

9:10:29 AM 

9:10:42 AM 

9: 12: 13 AM 

9:13:28 AM 

9:20:34 AM 

9:21:02 AM 

9:23:37 AM 

9:25:26 AM 

9:31:03 AM 

9:34: 19 AM 

Ms. Braun, KAWC 

Chairman Armstrong 

Ms. Braun, KAWC 

Mr. Wuetcher, PSC 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ayer, Pam 

Note: Ernst, Melinda 

PSC Exhibit 6 
Note: Ernst, Melinda 

Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

Post Hearing Data Request 13 
Note: Ayer, Pam 

Ms. Schwarzell, KAWC 
Note: Ernst, Melinda 

Commissioner Breathitt 
Note: Ernst, Melinda 

Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

Vice Chairman Gardner 
Note: Ernst, Melinda 

KAWC Exhibit 2 
Note: Ernst, Melinda 

Called Melissa Schwarzell, Financial Analyst, AWWSC, to testify. 

Swore in Witness Melissa Schwarzell. 

Verified Ms. Schwarzell's testimony. 

Questioned Ms. Schwarzell regarding PSC Staffs Second Data 
Request, Question 78. 

Kentucky American Water, Case No. 2012-00520, Commission Staffs 
Second Information Request, Question 78, Revenue Requirement & 
Average Customer Bill Impact of Termination of Billing Services. 

Continued questioning the witness regarding PSC Exhibit 6. He 
questioned expenses listed in reference to an email from David 
Baker. 

Mr. Wuetcher requested information on other rate classes not 
included in KAWC's response to Commission Staff's Second 
Information Request, Question 78. 

Testified regarding Mr. Wuetcher's questions regarding PSC Exhibit 6 
and figures on an average customer bill. 

Questioned the witness regarding the discount outlined in PSC 
Exhibit 6 and cost sharing. 

Continued with questions for the witness regarding the methodology 
for calculation of meter reading and customer billing for water and 
expenses related to LFUCG. 

Questioned the witness regarding the termination date of the 
contract with LFUCG and revenue requirements. He further 
questioned the number of disconnections. 

Kentucky American Water Monthly Reconnect Fees, January 2012- 
March 2013 graph. 
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9:35:31 AM Mr. Ingram, KAWC 
Note: Ernst, Melinda 

9:37:48 AM 

9:38:34 AM 

9:39:57 AM 

9:41:07 AM 

9:42:17 AM 

9:44:13 AM 

9:45:52 AM 

9:48:28 AM 

9:49:00 AM 

9:52:15 AM 

9:54:13 AM 

9:54:35 AM 

9:55:22 AM 

9:55:45 AM 

9:56:29 AM 

Vice Chairman Gardner 
Note: Ernst, Melinda 

Post Hearing Data Request 14 
Note: Ayer, Pam 

Commissioner Breathitt 
Note: Ernst, Melinda 

Mr. Barberie, LFUCG 
Note: Ernst, Melinda 

Post Hearing Data Request 15 
Note: Ayer, Pam 

Mr. Barberie, LFUCG 

Ms. Skidmore, CAC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 
Note: Ernst, Melinda 

Ms. Braun, KAWC 
Note: Ernst, Melinda 

Mr. Wuetcher, PSC 

Post Hearing Data Request 16 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Chairman Armstrong 

Mr. Ingram, KAWC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Chairman Armstrong 

Mr. Spenard, OAG 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Clarified the termination dates for KAWC's contract with LFUCG. 
KAWC provided notice of the termination in October 2011 with an 
effective date of March 2012. However, KAWC continued the 
contract until September 2012 until another entity could take over 
billing services for LFUCG. 

Questioned Ms. Schwarzell regarding KAWC Exhibit 2. 

Vice Chairman Gardner requested that KAWC Exhibit 2 be updated 
to include information beginning January 1, 2008. 

Questioned the witness regarding the reconnection fees and the 
number of reconnections. 

Questioned Ms. Schwarzell regarding the impact to residential, 
commercial, industrial, etc. customers following the termination of 
KAWC's contract with LFUCG. 

Mr. Barbarie requested an analysis as outlined in KAWC Exhibit 2 for 
other classes served by KAWC. 

Continued to question Ms. Schwarzell regarding KAWC's Exhibit 2. 

Clarified line items and figures included in KAWC Exhibit 2. 
Questioned Ms. Schwarzell regarding the ending date of KAWC's 
contract with LFUCG and KAWC Exhibit 2. 

Questioned Ms. Schwarzell regarding the line item for postage that 
was not included on KAWC Exhibit 2. 

Further questioned Ms. Schwarzell regarding KAWC's Exhibit 2. 

Mr. Wuetcher requested data on KAWC's disconnections beginning in 
January 2011 to date for those not paying water bills. 

Excused Witness Ms. Schwarzell. 

Called Linda Bridwell, Manager, Rates and Regulation (KY-TN), 
Central Division, AWWSC, as witness and verified her direct 
testimony. 

Swore in Ms. Bridwell as witness for KAWC. 

Questioned Ms. Bridwell regarding her direct and rebuttal testimony. 

OAG Exhibit 5, OAG Exhibit 6, OAG Exhibit 7 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Requested the Commission take Administrative Notice of OAG 
Exhibits 5, 6, and 7. 
OAG Exhibit 5-Contents of Order in Case No. 92-452 regarding 
Forecasted Test Year Revenues, OAG Exhibit 6-Contents of Order in 
Case No. 2001-00117 regarding Weather Normalization. OAG 
Exhibit 7-Contents of Order in Case No. 2007-00134 regarding 
Weather Normalization. 
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10:00:34 AM Mr. Spenard, OAG 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

10:35:29 AM 

10:47:09 AM 
1 1 : O O : O l  AM 
11:00:07 AM 

11:01:03 AM 
11:04:12 AM 

11:04:41 AM 

11:04:44 AM 

11:11:50 AM 

11:12:47 AM 

11:18:14 AM 

11:21:02 AM 

11:21:50 AM 

11:23:34 AM 

Ms. Bridwell, KAWC 
Note: Ernst, Melinda 

Session Paused 
Session Resumed 
Mr. Barberie, LFUCG 

Note: Ernst, Melinda 

Camera Lock Deactivated 
Post Hearing Data Request 17 

Note: Ernst, Melinda 

LFlJCG Exhibit 2 
Note: Ernst, Melinda 

Mr, Barberie, LFUCG 
Note: Ernst, Melinda 

LFUCG Exhbit 3 
Note: Ernst, Melinda 

Mr. Barberie, LFUCG 
Note: Ernst, Melinda 

LFUCG Exhibit 4 

Mr. Barberie, LFUCG 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

CAC Exhibit 2 

Ms. Skidmore, CAC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Continued questioning Ms. Bridwell regarding the Kentucky 
Infrastructure Authority and its connection with KAWC. He 
questioned Ms. Bridwell at length regarding KAWC's work with 
outside entities to provide water services. 
Questioned the witness regarding engineering costs associated with 
expansion and construction projects sought by KAWC. 
Questioned Ms. Bridwell regarding weather normalization data that 
was accepted by the Commission in previous cases and how it 
relates to water usage by customers. He further questioned KAWC 
figures for water usage in specific times of the year and how 
weather normalization figures affect that usage. 

Testified and answered questions from Mr. Spenard regarding water 
usage, weather normalization, KAWC's work with outside entities, 
engineering costs associated with construction projects, slippage, 
and the third-party billing contract with LFUCG. 

Questioned Ms. Bridwell regarding the decreased water usage by 
residential customers. He further questioned the witness regarding 
LFUCG's Second Data Request, Item 8 regarding electronic data. 

Mr. Barberie requested an update to information KAWC provided in 
LFUCG's Second Data ReqiJeSt, Item 8 regarding electronic data. 

Kentucky-American Water Company Case No. 20 12-00520 
Lexington-Fayetke Urban County Government's First Request for 
Information, Item 30 and response. 

Questioned the witness regarding her response iin LFUCG Exhibit 2. 
tie further questioned the witness regarding LFUCG's First Data 
Request Item 6 regarding prospective sales of water to communities 
outside Fayette County. 

Kentucky-American Water Company Case No. 2012-00520 
Lexington-Fayette Urban County Government's First Request for 
Information Item 6 and Response. 

Continued questioning Ms. Bridwell regarding expansion of KRS 2, 
when that would occur and passible impacts on the existing system. 
He then questioned the witness about tariffs and franchising fees. 

KAWC Tariff filed with PSC dated 5/12/2013. 

Questianed the fee included in the tariff entitled Georgetown 
Hydrant Fee. 

Content of PSC Order in Case No. 2010-00036, pages 73 - 76. 

She questioned KAWC's response to CAC First Data Request, 
Question 9 and contributions made to HZO, Help to Others. She 
further questioned how KAWC could provide assistance to low- 
income customers with a rate increase. 
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11:37:41 AM 

11:38:28 AM 

11:39:11 AM 

11340326 AM 

11:42:52 AM 

11:49:11. AM 

11:50:11 AM 

12:11:12 PM 

12:11:48 PM 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Ms. Wuetcher, PSC 

PSC Post Hearing Data Request 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

Post Hearing Data Request 19 
Note: Ernst, Melinda 

Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

Post Hearing Data Request 20 
Note: Ernst, Melinda 

Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Questioned Ms. Bridwell regarding CAC Exhibit 2. She asked if 
KAWC had completed surveys related to the impact of rate increases 
on customers. 
She questioned Ms. Bridwell regarding inclining block rates and 
whether KAWC had completed a study on this issue. 

Questioned the definition and meaning of SWAG. 

Mr. Wuetcher requested the schedules and supporting workpapers 
for KAWC's base period update in Excel format through the online 
web portal and electronic media. 

18 

Questioned Ms. Bridwell regarding page 46 of 54 of Schedule B in 
the application. 

Mr. Wuetcher requested the figurefor Dollar Days for Chemicals 
included in Exhibit 37 of the application. 

Questioned Ms. Bridwell regarding customer call center services and 
provisions for amending the agreement for those services. He 
further questioned the witness regarding the Slippage factor. He 
referred to KAWC's response to PSC's Second Request for 
Information, Item 73, Subitem G. 

Mr. Wuetcher requested a copy of any rules and/or guidance KAWC 
has provided to call center representatives to track water and sewer 
customer calls. 

Questioned the witness on ways to finance upgrades of the existing 
system. 
Mr. Wuetcher questioned the witness on reconnection charges that 
have increased in this application. He inquired as to how the 
customer is assessed the reconnection charges and asked whether 
the process will remain the same if the modifications requested in 
the application are approved. 
Continued to question Ms. Bridwell regarding KAWC's expansion 
efforts to neighboring water systems and communities. He 
questioned the witness regarding KAWC's unified rate structure. He 
referred to testimony previously provided on June 4 in this case. 
He referred to Ms. Bridwell's rebuttal testimony regarding the 
calculation of usage. 
Questioned Ms. Bridwell regarding the increase in revenues for 
public fire hydrants. He questioned the witness about weather 
normalization and models used to determine these figures. 
Questioned KAWC counsel if there were objections to additional 
written questions to Carl Myers, Director of Income Tax, AWWC. 

PSC Post Hearing Data Request 21  
Note: Ernst, Melinda Mr. Wuetcher requested the methodology of calculations on 88 

gallons of usage per customer per day as outlined in Ms. Bridwell's 
rebuttal testimony. 

Questioned Ms. Bridwell regarding water services to the city of 
Midway. He further questioned the significant increase in the 
customer charge and its connection to AMR meters. He asked if 
there had been a reduction in the number of meter readers due to 
the use of AMR meters. 

Vice Chairman Gardner 
Note: Ernst, Melinda 
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12:22:54 PM 

12:24:02 PM 

12:39:35 PM 

12:41:44 PM 

12:43:42 PM 

12:44:14 PM 

12:48:58 PM 

12:54:15 PM 
2:07:47 PM 
2:08:05 PM 

2:09:06 PM 

2:12:a5 PM 

2:12:47 PM 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Post Hearing Data Request 22 
Note: Ernst, Melinda 

Vice Chairman Gardner 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Post Hearing Data Request 23 
Note: Ernst, Melinda 

He questioned her response in LFUCG Exhibit 3 regarding expansion 
activities and whether KAWC has the capacity to provide needed 
water services. 
Questioned Ms. Bridwell's responses regarding KAWC's call centers, 
the reduction in the number of calls received, and the budgeted 
amounts for those calls.. 

Vice Chairman Gardner requested the breakdown in the calculation 
of a 6 percent increase in the call center budget. 

He questioned Mr. Ingram and Ms. Bridwell regarding total water 
sales outlined in OAG Exhibit 3-Confidential. He further questioned 
Ms. Bridwell regarding methodology of rate configuration and the 
effect of weather normalization on rates and sales volumes. 
He referred the witness to page 38 of her direct testimony. He 
questioned the meaning of her response. 
Questioned the witness regarding figures included in KAWC's 
response to PSC's Staff First Request for Information, Item 10. 

Vice Chairman Gardner requested the information on base usage per 
customer class for ten years. 

PSC Post Hearing Data Request 24 
Note: Ernst, Melinda Vice Chairman Gardner requested KAWC submit a comparison of the 

declining use figures from November 2012 to April 2013 and the two 
prior years. 

Vice Chairman Garder requested KAWC submit data for the six 
months used to normalize for weather in calculating declining use. 

She questioned the witness regarding cost of setvice and the largest 
item increase in the cost of service. 
Questioned Ms. Bridwell regarding the addition of customer service 
classifications and DSIC and purchase power and chemical charges. 
KAWC is requesting approval from the PSC for automatic rate 
adjustments for these items. 

Referred to the lack of water resources available and questioned the 
witness regarding the amount of Kentucky River water used by 
KAWC. 

Post Hearing Data Request 25 
Note: Ernst, Melinda 

Commissioner Breathitt 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Chairman Armstrong 
Note: Ernst, Melinda 

Session Paused 
Session Resumed 
OAG Hearing Exhibit 8 

Note: Ernst, Melinda KAW Estimated Per Capital Usage submitted in Case No. 20Q7- 
00134. 

Introduced OAG Exhibit 8. He questioned Ms. Bridwelll regarding 
her rebuttal testimony, page 9. He requested clarification of the the 
data included on the graph. 

Requested clarification of Ms. Bridwell's testimony regarding 
customer usage per day. 

Mr. Spenard requested KAWC submit a color copy of OAG Exhibit 8 
containing data from 2006 through 2011. 

Mr. Spenard, OAG 
Note: Ernst, Melinda 

Commissioner Breathitt 
Note: Ernst, Melinda 

Post Hearing Data Request 26 
Note: Emst, Melinda 
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2:16:37 PM 

2:17:36 PM 

2:19:27 PM 

2:22:14 PM 

2:37:58 PM 

2:39:46 PM 

2:44:24 PM 

2:45:49 PM 

2:48:38 PM 

2:49:45 PM 

2:50:06 PM 

2:50:28 PM 

Mr. Barberie, LFUCG 
Note: Ernst, Melinda 

Post Hearing Data Request 27 
Note: Ernst, Melinda 

Post Hearing Data Request 28 
Note: Ernst, Melinda 

Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Post Hearing Data Request 29 
Note: Ernst, Melinda 

Vice Chairman Gardner 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Post Hearing Data Request 30 
Note: Ernst, Melinda 

Vice Chairman Gardner 
Note: Ernst, Melinda 

Mr. Ingram, KAWC 
Note: Ernst, Melinda 

Chairman Armstrong 

Mr. Ingram, KAWC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Chairman Armstrong 
Note: Ernst, Melinda 

Questioned Ms. Bridwell regarding the ability of the treatment plant 
to serve customers. 

Mr. Barberie requested a copy of KAWC's contract with the city of 
Georgetown on fire hydrants and/or a copy of the ordinance. 

Mr. Wuetcher requested an itemized list for the cost of each project 
included in KAWC's response to PSC Staffs Third Data Request, Item 
20, page 2 of 2. Include an explanation of any costs total $100 or 
more. He further requested to know which projects were not 
competitively bid and the reason(s) why. 

Questioned Ms. Bridwell regarding the proposed changes in 
classification. A change in classification may result in a change in 
revenues and taxes. 
Questioned Ms. Bridwell regarding the 30+ percent water loss for 
the Northern Division and the effect on'ihe entire KAWC system. He 
questioned whether KAWC had studied possible ways to reduce the 
water loss for the Northern Division to 15 percent or below. 
Questioned Ms. Bridwell regarding the customer call center and the 
increase in cost from the last rate case. 
Questioned the witness regarding line loss in KAWC response to PSC 
Staffs Third Request for Iinformation, Item 33. He further 
questioned the reasoning for separate Northern and Central 
Divisions if KAWC uses a unified rate base. 

Mr. Wuetcher requested KAWC submit data on the expected 
chemical expense for KRS 2, power expense for KRS 2, and 
purchase power expense related to Northern Division for pumping. 

Questioned the witness regarding cost calculations for the call 
center. 
Questioned Ms. Bridwell regarding weather normalization figures 
and the months used to determine the data. 

Vice Chairman Gardner requested an outline of changes in cost 
allocation for the call centers from year to year including the 
percentage of call volume prior to the change in contracts and 
afterward. 

Questioned Ms. Bridwell regarding testimony provided by Stephen 
Rackers, Consultant, Brubaker & Associates, Inc.. and calculation of 
the declining water use. 

Redirect question to Ms. Bridwell in order to clarify her testimony 
regarding weather normalization. 

Excused Witness Ms. Bridwell. 

Called Gary Ver DOUW, Director of Rates, Central Division, AWWSC, 
and verified his direct and rebuttal testimony with one correction. 

Swore in Mr. Ver Douw. 
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2:51:50 PM 

2:52:31 PM 

2:55:29 PM 

3:04:53 PM 

3:07:32 PM 

3:08:13 PM 

Mr. Spenard, OAG 
Note: Ernst, Melinda 

OAG Exhibit 9; OAG Exhibit 10 
Note: Ernst, Melinda 

Mr. Spenard, OAG 
Note: Ernst, Melinda 

OAG Exhibit 11 
Note: Ernst, Melinda 

Post Hearing Data Request 31 
Note: Ernst, Melinda 

OAG Exhibit 12; OAG Exhibit 13 
Note: Ernst, Melinda 

3:11:58 PM Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

3:17:22 PM Mr. VerDouw 
Note: Ernst, Melinda 

3:22:38 PM Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

3r38:26 PM Mr. Ingram, KAWC 
Note: Ernst, Melinda 

3:40:20 PM Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

3:44:58 PM Chairman Armstrong 

3:45:17 PM Session Paused 
3:59:30 PM Session Resumed 

Note: Ernst, Melinda 

Questioned Mr, Ver Douw regarding his review of previous cases 
and preparation for the hearing today. 

Mr. Spenard introduced OAG Exhibit 9, Kentucky PSC Case No. 2012 
-00512 Docket Number and Filing Date List and OAG Exhibit 10, 
Kentucky-American Water Company Case No. 2012-00520 
Commission Staff's Third Request for Information Response by Gary 
VerDouw, Item 19. 

Questioned Mr. VerDouw regarding similarities in the filing of rate 
applications outlined in OAG Exhibit 9 and OAG Exhibit 10. He 
further questioned Mr. VerDouw regarding his rebuttal testimony, 
page 9. 

Order filed in PSC Case No. 10423, The Tariff Application of 
Kentucky-American Water Company Procedure for Computing 
Revenue Requirements received 05/10/1989. 

Mr. Spenard requested the percentage amount of KAWC's chemical 
and purchase power for total cost of service. 

Mr. Spenard introduced OAG Exhibit 12 Resolution Endorsing and 
Co-Sponsoring "The Distribution System Improvement Charge"; OAG 
Exhibit 13 Resolution Supporting Consideration of Regulatory Policies 
Deemed as "Best Practices." 

Questioned Mr. VerDouw regarding his rebuttal testimony on 
customer information software purchased by various utility 
companies and average cost to customers to purchase those 
systems. He further questioned the witness regarding AWWC's and 
KAWC's leak detection efforts. 

Testified regarding AWWC's and KAWC's efforts to maintain clean, 
affordable water for its customers. 

Questioned Mr. VerDouw regarding the use of historical test periods 
to obtain data to predict anticipated revenue requirements. He 
continued examination of Mr. VerDouw regarding his direct and 
rebuttal testimony regarding DSIC. 
Questioned witness regarding his previous testimony to Mr. Spenard 
regarding total purchase power and chemical expense cost. 

Questioned witness on redirect regarding a confidential 
comprehensive planning study that was provided in response to an 
OAG request. 

Questioned the witness if the study was itemized by state. He 
further questioned the witness regarding Mr. Baker's telephonic 
testimony provided in this hearing on 06/04/2013. 

Excused the witness. 
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3:59:35 PM Mr. Spenard OAG 
Note: Ernst, Melinda 

4:a0:49 PM Chairman Armstrong 

4:01:07 PM Mr. Ingram, KAWC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

4:02:13 PM Camera Lock Deactivated 
4:26:44 PM Mr. Wuetcher, PSC 

Note: Ernst, Melinda 

4:33:42 PM Mr. Spenard, OAG 
Note: Ernst, Melinda 

4:38:54 PM Mr. Ingram, KAWC 
Note: Ernst, Melinda 

4:39:30 PM Vice Chairman Gardner 
Note: Ernst, Melinda 

4:43:25 PM Chairman Armstrong 

4:43:45 PM Ms. Hans, OAG 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

4:44:50 PM Chairman Armstrong 

4:45:a8 PM Ms. Skidmore, CAC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Called Stephen Rackers, Consultant, Brubaker & Associates, Inc., to 
testify and verified his testimony with minor changes. 

Swore in the witness. 

Questioned Mr. Rackers regarding SMR 3. working papers and figures 
contained therein on working capital. He further questioned the 
witness regarding OAG's response to PSC Staffs Request for 
Information, Question 17 on working capital. 
He questioned Mr. Rackers regarding his testimony, page 12 on 
DSIC. He continued to question the witness regarding his testimony 
and projections in this case. 
Questioned Mr. Rackers regarding OAG's response to PSC Staffs 
Request for Information, Question 13 and inclusion of a FIN 48 in 
rate base. 
Questioned witness regarding KAWC's history of rate cases an 
working capital and revenue requirement. 
He further questioned the witness regarding KAWC's decision to 
discontinue the billing contract with LFUCG. He questioned Mr. 
Rackers' expected obligation of KAWC to locate services to replace 
those being terminated with LFUCG. 

Questioned Mr. Rackers regarding rainfall levels and water usage 
levels in 2012. He questioned Mr. Rackers' reasoning for using 2012 
as a normal year. He further questioned the witness regarding his 
direct testimony. 

Questioned Mr. Rackers on redirect to clarify whether his testimony 
was his own or testimony of the OAG. Questioned the witness 
regarding his attempt to attain information from KAWC regarding 
customer account numbers. 

Agreed that Mr. Rackers had made a good faith effort to obtain 
information from KAWC. 

Questioned Mr. Rackers regarding the Missouri Commission's 
rejection of his argument on FIN 48. He further questioned the 
witness regarding his testimony on revenue requirement 
adjustments. 

Excused Witness Mr. Rackers, 

Called Brian Kalcic, Principal, Excel Consulting, as a witness. She 
verified his testimony. Mr. Kalcic stated he is testifying for OAG and 
LFUCG. 

Swore in the witness. 

Questioned Mr. Kalcic regarding the cost-of-service study and 
recommended rate design and classification. She questioned the 
witness on his methodology of revenue allocations and whether he 
agrees with Mr. Rackers calculations on revenue requirement and 
working capital. 

-~~ -~ _ _ ~  ~ 
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Note: Ernst, Melinda 

5:02:03 PM Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

5:07:48 PM Vice Chairman Gardner 
Note: Ernst, Melinda 

5:10:24 PM Chairman Armstrong 

5:10:49 PM Mr. Barberie, 1-FUCG 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

5:11:25 PM Commissioner Armstrong 

5:L2:04 PM Mr. Ingram, KAWC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

5:16:59 PM Mr. O'Mara, LFUCG 
Note: Ernst, Melinda 

5:19:13 PM Mr. Ingram, KAWC 
Note: Ernst, Melinda 

5:22:58 PM KAWC Exhibit 3 
Note: Ernst, Melinda 

5:24:59 PM Mr. Wuetcher, PSC 
Note: Ernst, Melinda 

5:34:16 PM Vice Chairman Gardner 
Note: Ernst, Melinda 

5:36:22 PM Commissioner Breathitt 
Note: Ernst, Melinda 

5:40:16 PM Chairman Armstrong 

5:40:38 PM Ms. Skidmore, CAC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

5:41:29 PM Chairman Armstrong 
Note: Ernst, Melinda 

Questioned witness further regarding his written testimony. Ms. 
Skidmore asked the witness if he had taken into consideration any 
issues of low-income customers before he offered figures on rate 
design and cost-of-service study. 

Questioned Mr. Kalcic on his direct testimony regarding proposed 
customer service charges. 

Questioned Mr. Kalcic regarding customer charges indicated by the 
cost-of-service study. 

Excused Witness Mr. Kalcic. 

Called William O'Mara, Commissioner of Finance, LFUCG, and 
verified his testimony. 

Swore in the witness. 

Questioned Mr. O'Mara regarding his testimony and third-party 
billing services which included sewer, storm water, and landfill 
services offered by the city of Lexington. He further questioned the 
witness regarding the decrease in collection rate of billing services 
provided by LFUCG. 

Testified regarding the termination of the billing services contract 
with KAWC and affects of the termination of that contract. 

Provided a copy of KAWC Exhibit 1 to Mr. O'Mara and questioned 
LFUCG's awareness of KAWC's wish to terminate the billing services 
contract, He further questioned whether it was a benefit to citizens 
of Lexington to terminate the billing services contract and the effects 
the termination of that contract 

Printed news report from WKYT 27 and WYMT entitled, "Water and 
sewer bills to be separated in Lexington." 

Questioned the witness regarding the billing services contract 
between LFUCG and KAWC and the drop in services that occurred. 
He further questioned the witness regarding the change in 
accounting methods approved by the PSC for KAWC in 2010 and the 
effects those changes had on LFUCG and its customers. 

Questioned Mr. O'Mara regarding slippage reduction in payments 
LFUCG received following the termination of the billing services 
contract and anticipated growth in revenue. 

Questioned Mr. O'Mara regarding the upgrade of its computer 
platform. She further questioned the witness regarding the effects 
of the termination of the billing services contract. 

Excused Witness Mr. O'Mara. 

Called Jack Burch, Executive Director, Community Action Council, to 
testify and verified his testimony with one correction on page 12. 

Swore in the witness. 
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5:42:13 PM Ms. Braun, KAWC 
Note: Ernst, Melinda Questioned regarding his written testimony regarding rate increases 

and KAWC's contribution to H2O. She further questioned Mr. Burch 
regarding Community Action Kentucky and lobbying actions of that 
organization. 
Questioned Mr. Burch regarding collaborative efforts with CAC, 
KAWC, OAG and LFUCG. 
collaborative members and the lack of legislation proposed 
regarding inclining block rates. 

She questioned meetings among 
Note: Ernst, Melinda 

5:52:21 PM KAWC Exhibit 4 
Note: Ernst, Melinda Press Release from West Virginia American Water entitled, "West 

Virginia American Water Petitions PSC to Approve Discount Program 
for Low-Income Customers." 

5:55:50 PM Ms. Braun, KAWC 
Note: Ernst, Melinda Questioned Mr. Burch regarding KAWC Exhibit 4. She further 

questioned the witness regarding the average household income 
and size. 

5:58:00 PM 

6:01:20 PM 

KAWC Exhibit 5 

Ms. Hans, OAG 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Median Income Per Household Size in Kentucky. 

Questioned the witness regarding the testimony of affordability of 
water. 

6:01:56 PM Ms. Wuetcher, PSC 
Note: Ernst, Melinda Questioned Mr. Burch regarding membership of the collaborative 

and its efforts to expand the membership to other utilities or groups 
in support of low-income consumers. 

Vice Chairman Gardner 
Note: Ernst, Melinda 

6:06:34 PM 

6:07:50 PM 

Questioned Mr. Burch regarding concerns CAC held for service to 
low-income customers. 

Ms. Skidmore, CAC 
Note: Ernst, Melinda Questioned the witness on redirect regarding other options of the 

collaborative and interest in those options by the member 
organizations. 

6:10:09 PM Mr. Wuetcher, PSC 
Note: Ernst, Melinda Questioned Mr. Burch regarding a report filed by KAWC in response 

to paragraph 10. 

Vice Chairman Gardner requested an updated report on 
collaborative efforts of KAWC, OAG, LFUCG, and CAC. 

32 Post Hearing Data Request 
Note: Ernst, Melinda 

6:11:48 PM 

6:12:34 PM 

6:14:11 PM 

Chairman Armstrong 

Mr. Ingram, KAWC 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Excused Witness Mr. Burch, 

Requested 15 days in which to submit Post Hearing Data Request. 
A list of those requests will be submitted to all parties. 

6:15:35 PM 

6:L7:13 PM 

Commissioner Armstrong 

Session Ended 
Note: Ernst, Melinda Closing remarks and the hearing adjourned.. 
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ame: Description: 
u__I 

CAC Exhibit 01 

CAC Exhibit 02 
KAWC Exhibit 01 

KAWC Exhibit 02 
KAWC Exhibit 03 

Kentucky.com Herald Leader Editorial Published 05/23/13 

Order in Case No. 2010-00036, Pages 73-76 
Email message from Cheryl A. Taylor to William O'Mara and lane Driskell dated 
07/01/20 11 
KAWC Monthly Reconnect Fees 01/2012-03/2013 
WKYT 27 News Report "Water and Sewer Bills to be Separated in Lexington" 

KAWC Exhibit 04 Press Release "West Virginia American Water Petitions PSC to Approve Discount 
Program for Low-Income Customers" 

KAWC Exhibit 05 
LFUCG Exhibit 01 
LFUCG Exhibit 02 
LFUCG Exhibit 03 
LFUDG Exhibit 04 

OAG Exhibit 01  

OAG Exhibit 02 
OAG Exhibit 03 
OAG Exhibit 04 
OAG Exhibit 05 
OAG Exhibit 06 
OAG Exhibit 07 
OAG Exhibit 08 

OAG Exhibit 09 
OAG Exhibit 10 
OAG Exhibit 11 
PSC Exhibit 0 1  

PSC Exhibit 02 
PSC Exhibit 03 

Median Income per Household Size in Kentucky, American Community Survey 

KAWC Bill dated 03/22/11 Redacted 
KAWC's Response to LFUCG First Request for Infomation, Question 30 
KAWC's Response to LFUCG First Request for Information, Question 6 
KAWC Tariff PSC KY No. 6 Seventh Revised Sheet No. 28.1 Cancelling Sixth Revised 
Sheet No. 28.1 
Email message from Dillard Griffin to Lance Williams dated 11/18/2008 

Order in Case No, 2010-00036, Page 87 
Order in Case No. 92-452, Pages 22-24 
Order in Case No. 2001-00117, Pages 25-27 
Order in Case No. 2007-00134, Pages 29-30 

KAW Estimated Per Capital Usage 
Case No. 2012-00512, Docket List and Filing Date 
KAWC's Response to Commission Staffs Third Request for Information, Question 19 in 
Case No. 2012-00520 
Order in Case No. 10423 
Resolution Endorsing and Co-Sponsoring "The Distribution System Improvement Charge" 
Resolution Supporting Consideration of Regulatory Policies Deemed as "Best Practices" 
Email from David Baker dated 08/01/2011, Billing Services Plan 
Email from David Baker dated 02/09/2012, "Nice win for our clients!" 

KAWC's Response to Commission Staffs Second Request for Information, Question 78 
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Owenton Water treatment plant 
Dillard Griffin to: Lance E Williams 11/18/2008 01:45 PM 
Cc. kruchirk, rick.buchanan, keith.cartier 

I-listoi y: This message has been replied to. 

Lance, do you know the status of the investigation about the long term plans for the 
Owenton Water treatment plant. I know that some were looking into evaluating the site to 
see the probability of connecting the Owenton distribution network into the new pipeline 
or should we leave that plant in service. Also. do we know the status of the chemical 
repair and upgrade project that was planned? 

I am hearing rumors that we may want to leave that plant open and not consider 
connecting it into the New pipeline network and that the plans are to proceed with the 
chemical upgrades. If this is the case then there is much more work that we need to start 
planning for. One being a plan for disposing of the residuals which have accumulated at 
the old plant site. If we are going to continue to operate the existing plant then we need a 
residuals plan, then we need to get into a budget a plan for this. 

If you can provide an update on the status or the current thinking about the existing plant 
then we will know more about plans for maintenance, equipment, and some more firm 
multi year operating plans. with residuals disposal and the existing old plant being large 
items that we need to get an operating plan in place for. 

Dillard Griffin 
Manager, Production Operations 
Kentucky American Water 
office 859 268 6340 
mobile 859 537 0739 
dillard.griffin@amwater.com 
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service is terminated for non-payment. This plan shall further identify the cost of 

implementing such plan and the time necessary for implementation. 

1 I. Unless the Commission otherwise directs, Kentucky-American shall 

implement the plan submitted in accordance with ordering paragraph 10 within 120 days 

of the date of this Order. 

12. No later than the filing of its next application for general rate adjustment 

Kentucky-American shall file a revised demand management plan with the Commission. 

Within 60 days of the date of this Order, Kentucky-American shall 

initiate the collaborative effort described in this Order by convening a meeting of all 

interested parties, to include all parties of record in this case, to identify and study 

potential regulatory and legislative solutions to enhance and improve the affordability of 

water service for low-income customers. 

13. a. 

b. No later than January 31, 2011, and every month thereafter, 

Kentucky-American shall file with the Commission a written report on the efforts of the 

collaborative group to develop potential regulatory and legislative solutions to enhance 

and improve the affordability of water service for low-income customers. 

c. No later than November 1, 201 1, Kentucky-American shall file with 

the Commission a final written report on the collaborative group's efforts. 

14. Until granted a deviation from 807 KAR 5:006, Section 14, authorizing 

such practice, Kentucky-American shall refrain from its practice of applying monies 

collected from a customer for LFUCG to landfill disposal and water quality management 

fees before applying those monies to LFUCG sanitary sewer charges and from 

terminating water service to a customer who has failed to pay fully all LFUCG fees and 

-8 7- Case No. 2010-00036 
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Utility Plant in Service 
CWIP 
Deferred Maintenance 
Deferred Debits 
Cash Working Capital Allowance 
Other Working Capital Allowance 

Less: 
Accumulated Depreciation Reserve 
Accumulated Amortization Reserve 
Utility Plant Acquisition Adjustment 
Contributions In Aid Of Construction 
Customer Advances €or Construction 
Deferred Income Taxes 
Unamortized Investment Tax Credit 

Rate Base 

Sub tot a 1 

Subtotal 

Re ve nu e s 

$ 151,355,296 
1,970,366 
2,949,707 

72,252 
2 ,l68,OOO 
479 , 135 

-- $ 158,994,756 
-- 

$ 20,443,030 
7,869 

579 , 567 
9,129,549 
10,924,691 
13,099,428 

- Forecasted Test Year --_- Revenues. Kentucky-American has 

projected revenues for the forecast-ed test year to be $29,182,279. 

This projection is based on a methodology regularly used by 

Kentucky-American to forecast revenues in the preparation of its 

annual operating budgets." Kentucky-American has shown that this 

revenue forecasting methodology has been very accurate over the 

past decade.s6 Therefore, the projected test year operating 

revenues should be approved. 

Nonetheless, the Commission is concerned that Kentucky- 

American did not sufficiently adjust forecasted test year revenues 

for the affects of abnormal weather. Although some utilities use 

5 5  Direct Testimony of Edwin L. Oxley, filed on January 22, 1993, 
pages 4-5. 

c 

56 Kentucky-American's Response to Item 81 of the Commission's 
Order dated March 4, 1993 and Kentucky-American's Response to 
Item 114 of the Commission's Order dated April 8, 1993. 
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econometric models to forecast water sales and adjust revenues for 

normal weather, Kentucky-American believes its budgeting process, 

which is a system-wide approach that implicitly considers usage 

patterns, customer growth, and weather factors, is a reasonable 

means upon which to base its rate request." Even though this 

budgeting process has performed well in the past, Kentucky-American 

should begin immediately to develop in-house expertise in weather 

noGmalization models and econometric techniques in order to improve 

its short-term revenue forecasting capabilities. 

Nor has Kentucky-American made any attempt to determine the 

impact of water management and conservation programs on its future 

water sales. It merely projects water savings to continue at 1992 

levels throughout the forecasted test year.58 Regrettably, given 

the limited nature of Kentucky-American's conservation efforts and 

the fact that no new programs will be implemented during the test 

year, Kentucky-American's assumption of static water savings is 

probably reasonable. By the time of its next rate case, Kentucky- 

American should markedly improve its ability to forecast the impact 

on water sales of conservation programs and its commitment to water 

conservation efforts. 

'' Kentucky-American's Response to Item 27 of the Commission's 
Order dated April 8, 1993. 

5 8  Transcript of Evidence, Vol. 11, pages 343-344; Kentucky- 
American's Response to Item 87 of the Commission's Order dated 
March 4, 1993; and Kentucky-American's Response to Item 29 of 
the Commission's Order dated April 8, 1993. 
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Kentucky-American was questioned about its methodologies to 

make assumptions, adjustments and projections underlying its 

revenue forecast due to a lack of clear and concise information in 

the testimony, workpapers and exhibits. Should Kentucky-American 

again utilize a future test period, the process used to forecast 

revenues must be clearly described and illustrated. 

Allowance for Funds Used -- During Construction ( ‘IAFUDC”1. 

Kentucky-American included AFUDC of $203,824 in its forecasted 

operating revenues. The Commission has recalculated AFUDC of 

$101,152 based on adjusted CWIP available for AFUDC and the rate of 

return found reasonable herein. This results in a decrease to 

operating revenue of $102,672 and a decrease to net operating 

income of $62,173. 

Expenses - - 

Kentucky-American reported base period utility operating 

income of $8,615,8905’ and forecasted utility operating income of 

$8,964,969.60 The forecast is reasonable and has been accepted 

for rate-making purposes with the following exceptions: 

Fuel and Power. Kentucky-American applied its forecasted 

pumpage to a 6-year average of actual kwh per million gallons to 

arrive at total kwh required. In some instances, Kentucky-American 

used operational judgement to adjust the averages. The forecasted 

59 Kentucky-American Exhibit 38, Schedule A, page 1 of 1. 

Id. 60 
- 
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Utility Plant 
Utility Plant Acquisitions Adjustment 
Accumulated Depreciation 
Accumulated Amortization 
Net Utility Plant Investment 
CWI P 
Working Capital Allowance 
Other Working Capital Allowance 
Contributions In Aid Of Construction 
Customer Advances 
Deferred Income Taxes 
Deferred Investment Tax Credits 
Deferred Maintenance 
Deferred Debits 
Contract Retention 
Net Investment Rate Base 

$ 180,121,211 
(1 25,986) 

(2 9,4 26 , 2 00) 
(7,674) 

$ 150,561,351 
2,802,902 
903,476 
394,263 

(1 3,014,723) 
(1 1,480,600) 
(1 7,057,461) 

(1 81 ,139) 
2,926,635 
396,318 

$ 1 16,077,739 
- (I 73.283) 

Income Statement 

Kentucky-American reported base period and forecasted period net utility 

operating income of $1 0,296,264 and $9,595,949, respec t i~e ly .~~ Kentucky-American’s 

forecast is reasonable and has been accepted for rate-making purposes with the 

foiIoGing exceptions: 

Weather Normalization. In Case No. 92-452, Kentucky-American began using a ,  

forecasted test year to support its rate application. At that time, the Commission directed 

Kentucky-American to begin weather normalizing its water demand projections for a- 

selected customer classes. The Commission was aware that Kentucky-American lacked 

sufficient data to build a rigorous model. Consequently, Kentucky-American has been 

employing a two step weather normalization procedure.56 First, an annual series of 

55 

56 

Exhibit 38, Schedule A, page 1. 

Direct Testimony of Edward J. Grubb, pages 17-18 and KAWC Workpapers WP- 
2-2. 
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weather foreeasts is obtained using monthly da t a  for e a c h  year  of data.  T h e n  to further 

account  for weather variations over time, t he  annual forecasts are averaged together. 

The AG, criticizing Kentucky-American’s forecasting procedure as being inherently 

flawed and too  imprecise to  generate reliable forecasts, recommended that Kentucky- 

American be ordered to  construct a more statistically sound weather normalization 

rnodeL5’ The AG conceded the existence of flaws in his own weather normalization 

model a n d  acknowledged that his corrected forecasts were  very close to Kentucky- 

American*s.56 Based upon the assumption that Kentucky-American continues t o  file rate 

cases on a regular basis, the AG recommended that Kentucky-American’s obligation to 

weather  normalize its demand forecasts be r e c o n ~ i d e r e d . ~ ’  

Taken broadly, the Commission finds merii in t he  AG’s criticism of Kentucky- 

American’s weather normalization procedure. Due to t h e  frequency of Kentucky- 

American rate case filings, its forecasts tend t o  be short term in nature a n d  any 

systematic forecasting error present in t h e  model will tend to  be small. However, if the  

t ime between Kentucky-American’s rate cases should lengthen, t h e  reliabilrty of its 

forecasts could erode quickly. T h e  Commission finds that Kentucky-American’s weather 

normalization procedures are reasonable for the short-run and ,  therefore, appropriate for 

- 

use in this case. However, in its next ra te  case Kentucky-American should, in addition 

57 See generally Rubin Direct Testimony at Section V, Rebuttal, Rubin Surrebuttal, 
a n d  Brief of AG, p a g e  13. 

- Id. and Transcript of Evidence (“T.E.”), Vol. I! ,  p a g e s  151-161, 178-188. 5a 

59 Brief of AG, p a g e  13. 
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to using its own weather normalization procedures, construct and  utilize a single model 

based upon all the reliable da ta  available. 

Monthly Billing. Kentucky-American h a s  proposed to implement monthly meter 

reading and  billing for all customers. Currentfy, Kentucky-American bills a small number 

of customers on a monthly basis  with the  majorrty of customers  billed on a quarterly 

basis. Kentucky-American cited numerous advantages to itself and  its cus tomers  with 

monthly billing. These include improved cash  flow and budgeting, the  ability to identrfy 

ieaks in a more timety manner and lower customer payments for hidden leaks, resulting 

in better utility-customer relations. In addition, uncollectible e x p e n s e  should decrease 

as a result of a shorter billing period and  customers will be s e n t  more timely signals 

regarding their water u sage  and  its cost. Many customers will also find it easier to 

budget  due to a monthly bill rather than a quarterly bill. '' 
,: 

All parties of record (except t he  limited intervenor who neither appeared  a t  the 

hear ing  o r  otherwise participated in the  case) agreed that monthly billing would be in 

the best  interest of both Kentucky-American and  its customers.  The Commission finds 

t h a t  Kentucky-American's proposal to implement monthly meter  reading a n d  billing is 
9 

reasonable  and  is approved. 

Cell Site Revenue. The AG proposed an adjustment to increase r evenue  by 

$2,000 for the potential lease to BellSouth M0bil.Q of a site next to the  Lexington 

Reservoir  to locate a cellular te lephone an tenna6 '  T h e  adjustment was based on 

Direct Testimony of Roy W. Mundy I I ,  p a g e s  8-9. 

Direct Testimony of T h o m a s  C. DeWard, Schedule 18. 61 
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Deferred Debits 
Contract Retention 
Accrued Pension Expense 
Unclaimed Extension Deposit Refunds 
IJnamortized KU Refund 
Meter Deviation - Net Plant Savings 
Net Investment Rate  B a s e  

380,571 
(I  73,792) 
(242,540) 
(74,88 2) 
(47,562) 
(63,9Q 

$ 125,749,355 

Income Sta tement  

Kentucky-American reported b a s e  period and  forecasted period net utility 

operating income of $1 0,408,700 and $1 0,899,642, r e s p e ~ t i v e l y . ~ ~  Kentucky-American's 

fo recas t  is reasonable  and  h a s  been  accepted for rate-making purposes  with the  

fo I low i n g exceptions : 

Weather  Normalization. In Kentucky-American's last ra te  case, Case No. 95- 

554, it used a two s t e p  weather normalization procedure to  adjust t es t  period operating 

revenues. The  Commission found that, for short-term use, Kentucky-American's model 

w a s  sufficient, but if the  time between rate cases should lengthen, t h e  reliability of 

Kentucky-American's forecasts could erode quickly. Therefore,  t he  Commission ordered 

Kentucky-American to develop a more  rigorous single madel  based  upon all the  reliable 

da ta  available. 

In the  instant case, Kentucky-American constructed a n d  utilized a statistical 

weather  normalization model which uses actual a n d  historical meteorological da t a  and  

o ther  known predictor variables to predict customer water utilization or sales levels. 

'These weather-normalized sales levels are then applied to forecasted number  of bills for 

t h e  var ious customer classes to determine projected test period operating revenues.  

58 Exhibit 38, Schedule  C-2, p a g e  I 
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Following preliminary tes ts  on its new model, Kentucky-American found that the 

significant predictor variables are a drought severity index, calendar  month, a n d  calendar 

year. Kentucky-American modified its weather normalization model to include only t h e s e  

variables. Furthermore, preliminary tes t s  proved that t he  water  utilization levels of only 

four  cus tomer  classes proved to b e  sensitive to weather ,  namely, t h e  residential, 

commercial quarterly, commercial monthly, and  Other Public Authority ("OPA") monthly 

classes. Kentucky-American's final weather  normalization model w a s  then used to 

predict sales levels for these  four customer classes. 

T h e  Commission is satisfied that  Kentucky-American h a s  constructed a 

reasonable and appropriate weather normalization model which will reliably predict water 

utilization or sales levels for customer classes whose  water u s a g e  is sensitive to 

changes  in weather conditions. The  Commission accepts  KentuckyAmerican's weather  

normalization model for use in this case. 

Monthlv OPA Sales. Kentucky-American's projected weather  normalized monthly 

O P A  sales included sales to the  Bluegrass Army Depot ("Depot"). According- to 

Kentucky-American, t he  Depot had abnormally high u s a g e  from January 1992 through 

February 1994 apparently due  to numerous water leaks. Therefore, Kentucky-American 

used operational judgment to forecast a realistic sales T h e  AG maintains that 

forecasted weather normalized sales data for the OPA class should exclude sales to the  

Depot. Kentucky-American agreed and proposed to increase its net  revenue  amount  by 

Kentucky-American Response  t o  Item 16 of t h e  AG's Second Data Request .  59 
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Docket Number 
Case No. 9482 
Case No. 10069 
Case No. 10481 
Case No. 89-348 
Case No. 90-321 
Case No. 91-361 
Case No. 92-452 
Case No. 94-197 
Case No. 95-554 

Case No. 97-034 
Case No. 2000-120 
Case No. 2004-103 
Case No. 2007-143 
Case No. 2008-42'7 
Case No. 2010-36 
Case No. 2012-520 

KY PSC 
CASE NO. 2012-00512 

Filing Date 
17-Jan-86 
1-Dec-87 
3-Ja n-89 

28-D~c-89 
27-N OV-90 

27-NOV-91 
22-D~c-93 
29-Jun-94 
30-Jan-96 

28-Feb-9'7 
28-Apr-00 
30-Apr-04 
30-Apr-07 

26-Fe b-10 
31-Oct-08 

28-D~c-12 
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Exhibit GMV Reb-4 

ICENTIJCKY-AMERICAN WATER COMPANY 
CASE NO. 2012-00520 

COMMISSION STAFF’S THIRD REQUEST FOR INFORMATION 

Witness: Gary M. VerDouw 

19. List each American Water subsidiary that currently uses a tariff rider similar to 
Kentucky-American’s proposed DSIC and state the frequency of its general rate 
adjustment proceedings for the 10 years prior to implementing the tariff rider and the 
frequency of general rate adjustment proceedings since adopting the tariff rider. 

Response: 

Please see the attached schedule. 

OAG EXHIBIT 
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Exhibit GMV Reh-4 
Response to Commission's Third Request for Information 
item 19 

ComrJanv Docket No. 

KAW-R-PSCDR3-NUMI 9-03201 3 
Page 2 of 3 

Filina Date 

Pennsylvania American R-860397 
R-870825 
R-891208 
R-901652 
R-911909 
R-922428 
R-932670 
R-94323 1 

413011 986 
1 0/2/1987 
1/27\1989 
311611 990 
711 911 991 
712411 992 
10/28/1993 
10/28/1994 

Days Years 
-_I_ 

520.00 1.4 
483.00 1.3 
413.00 ' 1.1 
490.00 1.3 
371 .OO 1 .o 
461 "00 1.3 
365.00 1.0 

R-973944 4J4Ij 997 889.00 2.4 
R-994638 4l3011999 756 00 2. I 
R-00016339 4/27/2001 728.00 2 0  
R-00038304 4/3012003 733 00 2.0 
R-00072229 4/27/2007 1,458.00 4.0 
R-2009-2097323 4/24/2009 728 00 2 0  
R-20 I 1-2232243 4/29/2011 735.00 2.0 

Missouri American WR 93-204 122311 992 
WR 94-166 11/24/1993 336 00 0.9 
WR 95-145 10128l1994 338.00 0 9  
WR 96-263 2/91? 996 469.00 1 3  
WR97-382 3/14/1997 399.00 1.1 
WR 2000-281 1011 511 999 945.00 2.6 
WR 2001-0844 612 I 1200 1 615.00 1.7 
WR-2003-0500 511 9/2003 697.00 1 9  

3 

WR-2007-0216 12/15/2006 1,306.00 3.6 
WR-2008-0311 3/31/2008 472.00 1 3  
WR-2010-0131 10/3012009 578 00 1.6 
WR-2011-0337 6/30/2011 608.00 1.7 

Indiana American Cause No. 40103 1211 411 994 
Cause No. 40703 12/6/1996 723.00 2 0  
Cause No. 41320 10/28/1998 691.00 1.9 
Cause No. 42049 (1) 6/29/200 1 975 00 2.7 (I) 

Cause No. 42520 913012003 823.00 2.3 
Cause No. 43 187 12/1/2006 1,158 00 3 2  
Cause No. 43680 4J3012009 881 .OO 2.4 
Cause No. 44022 5/2/20 I 1 732.00 2 0  



i 

, 

KAW-R-PS C D R3-N U M I 9-0320 I 3 
Page 3 of 3 Exhibit GMV Reb-4 

filinois American Docket 95-0076 
Docket 97-01 02 
Docket 00-0340 
Docket 02-0690 

2/1 /I  995 
1/31/1997 730.00 2.0 
411 7/2000 1,172.00 3.2 
9/20/2002 886.00 2.4 

Docket 07-0507 
Docket 09-031 9 
Docket 1 1-0767 

8/31/2007 1,806.00 4.9 
5/29/2009 637.00 1.7 

1 0/27/20 1 1 881 .OO 2.4 

Long Island Water Corp. 
Case 93-W-xxxx (2) 4/30/1993 (2) 
Case 98-W-0475 (3) 3/30/1998 1,795 00 4.9 (3) 

Case 04-W-0577 (2) 5/3/2004 2,226 00 6.1 (2) 

006 

Case 07-W-0508 (2) 511 12007 1,093.00 3.0 (2) 

Case 11-W-2011 (2) 4/29/2011 1,459.00 4 0 (2) 

New Jersey American WR03070511 
WR06030257 
WR08010020 
WR10040260 
WRI 1070460 

711 0/2003 
313 1/2006 995.00 2.7 
111 4l2008 654.00 1.8 
4/9/20 10 816.00 2 2  

7/29/20 1 1 476.00 1.3 

3 

NO DSlC filings made to date 

Notes: 
(1) Authorized two-year step rate increase plan 
(2) Authorized three-year step rate increase plan. 
(3) Authorized three-year step rate increase plan which was subsequentiy modified in part and extended through 3/31/2005 



Division cf Consumer fIroiectjon BEFORE THE PUBLIC SERVICE COMMISSION Utility Section 
Frankiort, Kentucky 

In the Matter of: 

THE TARIFF APPLICATION OF KENTUCKY- ) 
AMERICAN WATER COMPANY PROCEDURE ) CASE NO. 10423 
FOR COMPUTING REVENUE REQUIREMENTS ) 

O R D E R  

Background 

On October 27, 1988, Kentucky-American Water Company 

("Kentucky-American") filed a proposed tariff, Computation of the 

Revenue Requirement Applicable to the Improvements Authorized by a 

Certificate of Convenience and Necessity in Case No. 10365.l This 

tariff, if accepted, would allow Kentucky-American to adjust its 

rates, outside of a general rate case, to include the additional 

revenue requirement associated with the 30-inch raw water main 

authorized by this Commission in Case No. 10365. 

Kentucky-American stated that the tariff was needed for it to 

earn a return on this investment in a timely manner. Kentucky- 

American a l so  stated that if the tariff was accepted in this case, 

a similar tariff would be filed to allow for an adjustment of 

rates to include the additional revenue requirement associated 

with the improvements to the Richmond Road treatment plant and the 

Case No. 10365, Application of Kentucky-American Water Company 
for a Certificate of Public Convenience and Necessity 
Authorizing the Construction of Approximately 35,000 Feet of 
30 Inch Raw Water Transmission Facilities. OAG EXHIBIT 



injcial construction of the Kentucky River Station I1 with the 

associated pipeline. 

A public hearing was scheduled and held on March 22, 1989, at 

the Commission's offices in Frankfort, Kentucky. Intervening in 

this proceeding and participating at the hearing were the Attorney 

General's Utility and Rate Intervention Division and the 

Lexington-Fayette Urban County Government ("AG/LFUCG"). Witnesses 

appearing on behalf of Kentucky-American were: Roy L. Ferrell, 

assistant treasurer of Kentucky-American and director of Rates and 

Revenues for the Southern Region of American Water Works Service 

Company; and Chris E. Jarrett, vice president and treasurer of 

Kentucky-American Water Company. Appearing on behalf of the 

AG/LFUCG was James W. Freeman, associate professor at the 

University of Kentucky, College of Business and Economics. 

Simultaneous briefs were filed by Kentucky-American and the 

AG/LFUCG on March 31, 1989. All additional information requested 

at the hearing has been filed. 

Discussion 

In support of its proposed tariff, Kentucky-American st-ated 

that this filing was bein9 used as a "bellvether" cr  "trizl 

balloonvt2 in an effort to receive philosophical approval. of this 

method of recovering a revenue requirement associated with capital. 

investment. If this method is approved, Kentucky-American would 

file similar tariffs for its Kentucky River Station 11 

construction project. 

Kentucky-American's Brief filed March 31, 1989, page 1. 

- 2- 



Since that project and the improvements to the Richmond Road 

treatment plant, as well as the 30-inch raw water main, would 

require a substantial investment in plant, nearly doubling the 

current investment in plant in service, Kentucky-American felt 

that traditional methods of rate-making would not allow them 

sufficient opportunity to earn an authorized rate of return. 

Under traditional rate-making methodology, Kentucky-American 

predicts that it ' I .  . . will only earn approximately two-thirds of 
what it is authorized to earn as an average for the next four 

years . . . . 'I3 This is due primarily to the lag between the time 

an investment is made in plant and rates are adjusted to reflect a 

revenue requirement associated with that investment. 

Kentucky-American proposed this tariff in an attempt to 

either eliminate or substantially reduce this delay. Without this 

relief, Kentucky-American has stated that it will be necessary to 

file at least seven additional rate cases over the next 4 years in 

order to maintain its financial integrity. 

In opposition to the tariff the AG/LFUCG stated that: 

1. Kentucky-American's situation is not unique and that 

larger construction projects have been examined withorrt 2 change 

in the historical test-year concept. 

2. The Commission should not accept this tariff outside of 

a f u l l  generic administrative proceeding since it would establish 

a precedent f o r  other utilities. 

Ibid., page 4 .  

-3-  



3. ~t is not necessary to deviate from established 

rate-making methodology in this particular instance since 

Kentucky-American's $2 million investment in the 30-inch raw water 

main is neither burdensome nor unique. 

4 .  Since the Commission allows, but does not guarantee, an 

authorized rate of return, inability to earn that return is 

insufficient grounds on which to allow a deviation. 

The Commission agrees with the AG/LFUCG's position that a 

deviation from traditional rate-making methodology is not 

warranted for Kentucky-American's investment in the 30-inch raw 

water main. Nor would the 30 days' notice, prior to future 

tariffs going into effect, allow the Commission adequate 

opportunity to fully review the proposed tariff, the additional 

investment in plant, and its associated revenue requirement. Any 

additional suspension period required would tend to negate 

Kentucky-American's purpose for requesting deviation, to 

substantially reduce or eliminate regulatory lag. Therefore, the 

Commission is of the opinion that the proposed special tariff 

should be denied. 

This does not preclude Kentucky-American from investigating 

and pursuing other alternatives, such as the inclusion of 

committed construction in rate base, as currently proposed in Case 

No. 104814 or filing a general rate case based on a future or 

projected test period. 

Case No. 10481, Notice of Adjustment of Rates of Kentucky- 
American Water Company effective on February 2, 1989. 

-4- 



IT IS THEREFORE ORDERED that Kentucky-American's proposed 

tariff be and it hereby is denied. 

Done at Frankfort, Kentucky, this 9 t h  day  O f  I g 8 9 .  

By the Commission 

ATTEST : 

- 
Executive Directofju 



Resolution Endorsing and Co-Sponsoring "The Distribution System Improvement Charge'' 

WHIEIIE,AS, The Pennsylvania Public Utility Commission and the Pennsylvania Legislature 
have adopted a promising and unique regulatory approach that encourages the acceleration of the 
needed remediation of aging water utility infrastructures; and 

WHIEREAS, The Distribution System Improvement Charge is an automatic adjustment charge 
that enables recovery of infrastructure improvement costs on a quarterly basis in between rate 
cases for projects that are non-revenue producing and non-expense reducing such as main 
cleaning and relining, - fire hydrant replacement and main extensions to eliminate dead ends; and 

WHEREAS, A videotape which explains this unique approach is being prepared by the National 
Association of Water Companies to help educate and inform other regulatory agencies and 
legislatures about the benefits of this unique approach; and 

WHEREAS, The U.S. EPA within its Drinking Water InGastructure Needs Survey has 
identified a magnitude of national infrastructure needs of $77.2 billion in pending expenditures; 
and 

WHEREAS, As the magnitude of need may be too great to be accomplished under traditional 
ratemaking methodologies; and 

WHEREAS, The Distribution System Improvement Charge provides benefits to ratepayers such 
as improved water quality, increased pressure, fewer main breaks, fewer service interruptions, 
lower levels of unaccounted for water, and more time between rate cases which leads to greater 
rate stability; and 

W€3EREAS, Ratepayer protections are incorporated in the Pennsylvania approach: the 
surcharge is limited to a maximum of 5% of the water bill, annual reconciliation audits are 
conducted where overcollections will be refunded with interest and undercollections will be 
billed into future rates without interest recovery, the surcharge is reset to zero at the time of the 
next rate case, the charge is reset to zero if the company is over-earning, customer notice is 
provided, and all charges reflect used and useful plant; now, therefore, be it 

RESOLVED, That the Board of Directors of the National Association of Regulatory Utility 
Commissioners (NARUC), convened at its 1999 Winter Meetings in Washington, D.C, agrees to 
endorse the mechanism as an example of an innovative regulatory tool that other Public Utility 
Commissions may consider to solve infrastructure remediation challenges in their States; now be 
it further 

RESOLVED, That NARUC agrees to co-sponsor with the National Association of Water 
Companies the videotape of the Distribution System Improvement Charge as an educational 
tool to inform other regulatory agencies and legislatures about this promising new 
mechanism. 

Sponsored by the Committee on Water 
Adopted February 24, I 9 9 9  
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Resolution Supporting Consideration of Regulatory Policies Deemed as ‘%est 

WHEREAS, A number of innovative regulatory policies and mechanisms have been implemented 
by public utility commissions throughout the United States which have contributed to the ability of 
the water industry to effectively meet water quality and infrastructure challenges; and 

WHEREAS, The capacity of such policies and mechanism to facilitate resolutioii of these 
challenges in appropriate circumstances supports identification of such policies and mechanisms as 
“best practices”; and 

WHEREAS, During a recent educational dialogue, the “2005 NAWC Water Policy Forum,” held 
among representatives from the water industry, State economic regulators, and State and federal 
drinking water program administrators, participants discussed (consensus was not sought nor 
determined) and identified over 30 innovative policies and mechanisms that have been summarized 
in a report of the Forum to be available on the website of the Committee on Water at 
__I-_._ www. iia suc.org; and 

WHEREAS, As public utility commissions continue to grapple with finding solutions to meet the 
myriad water and wastewater industry challenges, the Committee on Water hereby acknowledges 
the Forum’s Summary Report as a starting point in a commission’s review of available and proven 
regulatory mechanisms whenever additional regulatory policies and mechanisms are being 
considered; and 

WHEREAS, To meet the challenges of the water and wastewater industry which may face a 
combined capital investment requirement nearing one trillion dollars over a 20-year period, the 
following policies and mechanisms were identified to help ensure sustainable practices in 
promoting needed capital investment and cost-effective rates: a) the use of prospectively relevant 
test years; b) the distribution system improvement charge; c) construction work in progress; d) pass- 
through adjustments; e) staff-assisted rate cases; f) consolidation to achieve economies of scale; g) 
acquisition adjustment policies to promote consolidation and elimination of non-viable systems; h) 
a streamlined rate case process; i) mediation and settlement procedures; j )  defined timeframes for 
rate cases; k) integrated water resource management; 1) a fair return on capital investment; and m) 
improved communications with ratepayers and stakeholders; and 

WHEREAS, Due to the massive capital investment required to meet current and future water 
quality and infrastructure requirements, adequately adjusting allowed equity returns to recognize 
industry risk in order to provide a fair return on invested capital was recognized as crucial; and 

W€€EREAS, In light of the possibility that rate increases necessary to remediate aging 
infrastructure to comply with increasing water quality standards could aversely affect the 
affordability of water service to some customers, the following were identified as best practices to 
address these concerns: a) rate case phase-ins; b) innovative payment arrangements; c) allowing the 
consolidation of rates (“Single Tariff Pricing”) of a multi-divisional water utility to spread capital 
costs over a larger base of customers; and d) targeted customer assistance programs; and 

WHEREAS, Small water company viability issues continue to be a challenge for regulators, 
drinking water program administrators and the water industry; best practices identified by Forum 
participants include: a) stakeholder collaboration; b) a memoranda of understanding among relevant 

OAG EXHIBIT / /  



State agencies and health departments; c) condemnation and receivership authority; and d) capacity 
development planning; and 

WHEREAS, The U.S. Environmental Protection Agency’s “Four-Pillar Approach” was discussed 
as yet another best practice essential for water and wastewater systems to sustain a robust and 
sustainable infrastructure to comprehensively ensure safe drinking water and clean wastewater, 
including: a) better management at the local or facility level; b) fiill-cost pricing; c) water efficiency 
or water conservation; and d) adopting the watershed approach, all of which economic regulators 
can help promote; and 

WHEREAS, State drinking water program administrators emphasized the following mechanisins 
which Forum participants identified as best practices: a) active and effective security programs; h) 
interagency coordination to assist with new water quality regulation development and 
implementation, such as a memorandum of understanding; c) expanded technical assistance for 
small water systems; d) data system modernization to improve data reliability; e) effective 
administration and oversight of the Drinking Water State Revolving Fund to maximize 
infrastructure remediation, along with permitting investor owned water companies access in all 
States; f) the move from source water assessment to actual protection; and g) providing State 
drinking water programs with adequate resources to carry out their mandates; now therefore be it 

RESOLW,D, That the National Association of Regulatory TJtility Commissioners (NARUC), 
convened in its July 2005 Summer Meetings in Austin, Texas, conceptually supports review and 
consideration of the innovative regulatory policies and practices identified herein as “best 
practices;” and be it further 

RESOLVED, That NARUC recommends that economic regulators consider and adopt as many as 
appropriate of the regulatory mechanisms identified herein as best practices; and be it further 

RESOLVED, That the Committee on Water stands ready to assist economic regulators with 
implementation of any of the best practices set forth within this Resolution. 

Sponsored by the Committee on Fater 
Adopted by the NARUC Board of Directors July 27, 2005 



Kentucky American Water 
PO Box 371 880 
Pittsburgh, PA 15250-7880 

For Service To 

I ELECTRONIC 1 Amount Paid I PAYMENT 

Kentucky American Water 
PO Box 371880 
Pittsburgh, PA 15250-7880 

llllllllllllllll,lllllllllllllllllllllllllllllll,lll 

Please cttech liere io change address or ielophono number and prml tn lormaim on 

. . ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
U reverse sloe 
. . . . . . . . . . . . . . 

Customer Account Information 

Billing Period & Meter Information 
Billing Date: Mar 10,201 1 
Billing Period: Feb 05 to Mar 07 (30 days) 
Next reading onlabout: Apr 07, 201 1 
Rate Type: Residential 

Meter readings in current billing period: 
Meter Number 0778661 13J IS a 5/8-inch meter 

Present-actual 237 
Last-actual 235 

100 Cubic Feet used 2 
1 cu ft equals 7 50 gallons 

Gallons used 1500 

Billing Summary 
*---- prior Balance-- __-I_. -_.__ 
Balance from last bill 
Payments as of Mar l0,20 1 1 Thanks I 
Total prior balance, Mar 10,201 1 ------ Current Water Charges-------- 
Meter Semce Charge 
Water Usage ($3 975300 x 2 00) 
Total water charges, Mar 10,2011 
------- Current Wastewater Charges- 
LFUCG - Sewer Minimum Fee 
Sewer Usage ($ . 00000 x 1 

($ 3.58000 k' 1 
Totat Use Billed 2 _---- Other Current Charges------- 
LFUCG - Wtr Qual Mgmt Fee 
LFUCG ~ Land Fill Fee 
Total other charges, Mar 10,2011 

KRA WithdrawalFee - lOOCF 
School Tax 
Franchise Fee - LFUCG 
Total taxes, Mar 10,2011 

---- Taxes -_--_-_____-_____-_I 

___---I-- Total Current Charges------- 
Water Usage Comparison 

$24.72  
-24.72 

. 00 

8 . 9 0  
7.95 

16.85 

4 .75  
. 00 

3 . 5 8  
8 . 1 3  

4 . 3 2  
4 . 5 0  
8.82 

.13 

.51  

.51 
1.15 

35.15 

- 

$35.15 

till be deducted 

Messages from Kentucky American Water 
'Local Office 2300 Richmond Road (Lexington) and 102 Mam Street Owenton) 
*' Topay by credit card, debit card or electronic check, call TOLL FRkE 1-800-678-6301 Pay online at 
www wafer paymybill corn A serwce fee will apply Customers can also ay their wafer bills at our local office 
at 2300 Richmond Road in Lexington, parficipatlng Shell Food Marts, anfaf  Xsell in Winchester 
Gal/ 1-800-678-6301 for location information, or visit our Web site at www kentuckyamwafer com 
'Add $ I  to your monthly water bill and help low-income customers wifh their wafer billpayments 

L 
OmlOUW3lM PCMOPF TAVnl 

I EIIPC FYUlRlT 1 Customer Service: 800-678-6301 - ^ ^ ^  --- 
trnergency. wu-bitl-tiwi 
Visit us on the INTERNET at. www kawc.com 

L E  uvu .-r 1 .1 . .  -.. , 

http://kawc.com
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CASE 1\10. 2012-00520 

FIRST REQUEST FOR INFORR4ATIQN 
LEXINGTON-FAYETTE URBAN COUNTY GOVEWM.F,NT’S 

Witness: Linda C. Bridwell 

30. Please provide a list of all local governments in Kentucky (other than Lexington) who 
obtain water from KAWC and the terms of each such arrangement. As KAWC adds 
additional customers of this type, please explain whether such customers will reduce the 
burden of the new treatment plant and pipeline on existing customers, or whether they 

in any wa$jeduce the cost of future water rates. 

KAW provides water to the City of Nicholasville, the City of Versailles, the City of 
Midway, and the City of North Middletown on a wholesale basis in which Nicholasville 
and Versailles supplement their supplies and Midway and North Middletown provide 
service for all of their citizens. Additionally, KAW provides service in Owen County, 
the City of Owenton, the City of Monterey, the City of Sadieville, the City of Glencoe, 
Scott County, Harrison County, Woodford County, Bourbon County, Clark County and 
Jessamine County. Those local governments purchase water for individual government 
properties and fire services under KAW approved tariffs. KAW generally negotiates 
wholesale water purchases in accordance with cost of service based agreements, therefore 
any additional customers would be required to cover the cost of the service requested. 
Currently, the new treatment plant has been designed and constructed for a capacity to 
meet KAW’s current customers during hot, dry periods and droughts, and to meet 
projected population increases within the area that KAW currently serves through the 
year 2030 including in all government jurisdictions that KAW serves. Any additional 
wholesale customer would need to pay for the cost of a plant expansion and the prorated 
portion of shared facilities (such as the transmission main). KAW customers would 
benefit through the economies of scale of utilizing shared facilities with either reduced 
rates or delayed rate increases depending on the size and scope of any future expansions. 

LFUCG EXHIBIT 



KAW-R-LFUCGDRI-NUM06-022013 
Page 1 of 1 

NTUCKY-AME ICAN WATER C 8  
CASE NO. 2012-00520 

LEXINGTON-FAYETTE URBAN COUNTY GOVERNMENT’S 
FIRST REQUEST FOR INFORMATION 

Wit ness: Linda C. Bridwell 

6. Please provide all information relating to prospective sales of water to communities or 
facilities outside Fayette County, and more specifically, whether such efforts are being 
increased due to additional water availability. If not, please explain. Please also explain 
any marketing or other efforts in detail and provide copies of any business or marketing 
plans. 

Response’: 

KAW has maintained relationships with other water utilities in Central Kentucky for 
decades, and frequently discusses the opportunities for additional water sales to other 
utilities during the course of conversation. No specific prospective sales of water to 
communities or facilities outside Fayette County currently exist other than recent 
discussions with the Harrison County Water Association to provide an additional 
connection point. Harrison County Water Association is currently a bulk sales customer 
and projected growth for all bulk sales water customers through population growth was 
included as part of the capacity planning efforts in determining the water supply and 
treatment deficits that led to the construction of Kentucky River Station I1 at Hardin’s 
Landing (KRS 11). Efforts are not being increased because there is not additional water 
available. The size of the facilities that was designed and constructed was solely for 
KAW’s current customers and projected population growth through 2030 for the area that 
KAW currently serves. There is no excess capacity that is available for marketing to 
other utilities. KAW determined that it would be more cost beneficial for all of its 
customers to shut down the current Owenton treatment plant and shif? the customers 
supplied by water from the Owenton plant to a treated water supply from the KRS I1 
plant rather than continued investment to upgrade the Owenton plant. However, all of 
these customers were KAW customers at the time of the construction of the new facilities 
and this shift is projected only to accelerate by a year or two the projected need to expand 
the KRS I1 plant at the end of the planning horizon, while significantly reducing the 
operating expenses for all customers. This effort was described in detail in the 
application for a Certificate of Convenience and Necessity in Case No. 2012-00096. The 
partnership with the Bluegrass Water Supply Commission (“BWSC”) required the 
BWSC to make a financial commitment that would expand the plant capacity to make 
additional water available to the members of the BWSC. When the BWSC did not 
pursue the expansion, additional facilities were not constructed. KAW remains ready, 
willing and able to enter into arrangements with any BWSC member for water supply 
that will benefit KAW’s customers. 

LFUCG EXHIBIT -3 



CAN WATER COMPANY P.S.C. K1c NO. 6 
Seventh Revised Sheet No. 28.1 
Canceling Sixth Revised Sheet No. 28.1 

1 

K E N T U C K Y  
3n 

V I  
AM E K I CAN WAT E R. 

w anx 371880. P l i l o b t f r ~ ~  ~ 6 ,  i5z5a7880 
5 ' For Service To: 433 E hW.WELL ST 

'mAmount Enclosed $ 

(1 KENTUCKY AMERICAN WATER 
PO BOX 371880 
PTTTSBURGH. PA 15250-7880 

IQTI JOHN B. W E  
I FIRST STREET 
I MINGTON Kl 40504 

lIlilllllIllllilll1111 I1IIII'IIIIlllIllIll~lllllll~Dllillli 1111,111I1111~l1111 I I  I 
t2li:BILLING PERIOD AND MFlER READINGS I BILLINGSUMMARY 
iW1.  BilliFgdate: Octolx?r30.2012 
i i w  Due Date: November M,1@E 
I j i r j .  EiIlir,gFuiod:Sfp28toOct30(33 Dais) 
le!TP Next reading on or about Dec 03,2012 3478 Current Water Service 
1 m *  Customer Type: Residential 33in - 'Water Service Clwge 
'em* Meter Readlng Measurement Wn . vi~teriis~gectiarge(50 530040~37.40) 

1*,Tt* 
I unit - 100 CF or 748 gallons af water 35;C * Total WatcrScnice RelaiedCharges 
Billing b k k e m e f i t  I00 gallons (CGL) 

In?! O l l w  clmgs 
37m - Georgetown Hydrhnt Fee 
JSIT - Water I.& Pagmeirt Clmrga 

TWotal Water Use Comparison (in 1oQ gallons) 

33. Same billing perlod mu' 24 Y2 CGL 

4w7) 
23iil. amnt Mlltngperiad 2012: 37.40 CGL, 

Bined Use Graph (100 pllom) 

2 0 N D J F hl A M J J A S 0 2 
O c  o e L( c m  p e u ii u e c O  
1 1  u c I I ~  f r y n  I g p r l  

Ptlw Balance - Balance from lbat bill 69.73 
?&TAL PASTAMOUNT - DUE IMMEDIATELY 69.73 

8 90 
19.82 
21.72 

2.28 
3.49 
5.77 

0.27 
e 94 
0.94 
2J5 

?,TOTAL CURRENT CHARGES _, 36.64 
--- - Toialtaxos 

TOTAL AMOUNT DUE $106.37 

~ ' Y ~ Z L G ~ Z G Z r  paymyblll com 

Q Pay by phone: 24-hours a day, every day at 1-888-422-5269 

Pay ill person: Residentla1 customers may obtain a listing of 
payment locations by vlsiting www amwater com/myh2o 

mr) important messages from Kentucky Amerlcan Water - This area will be used far important messages from merlcan Water - The due date pertains to currant charges only Any past due balance should k pa& immediately - Copies of your annual 'm@r quality report (Consumer ConMence Report) can be obtained by vrsiting our webske PnntEd at the bottom of 
this bill 
* Fled to update your contact information? Check out our selfsemce opbons at w w  amwater cOm/mYH20 
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ion't give utili91 new rate control; KAW seeks increase, less scrutiny I Editorial I Kentucky.com 

Next Story > 

Pass a federal media shield law; DOJ spying on AP reinforces need 

-Leader Editorial 

n't givytility new rate control; s s  ru iny 

page I or L 

KAVV seeks increase, 

Published: May 23,2013 Updated 6 hours ago 

American Water stockholders are looking forward to their fifth straight dividend increase in five years, while ratepayers 
can look forward to higher water bills. 

Lexington consumers are already paying 71 percent more for water than six yea 
and soon the Public Service Commission will hear Kentucky American's request 

To put that into perspective, almost 20,000 poor households will spend 2 percent to 4 percent of their total incomes on a 
natural resource that falls from the sky and that no one can live without, if the American Water subsidiary gets its way. 

That's according to testimony filed with the PSC by Jack Burch, head of the Community Action Council, which, along with 
the state Attorney General's Office and Urban County Government, is contesting the rate request. 

Kentucky American is not just seeking a 17.6-percent increase, but also a change in the way its rates are calculated that 
would make it easier to increase water bills in the future. 

The utility wants to be allowed to automatically pass along to ratepayers capital spending on infrastructure, as well as the 
cost of chemicals and electricity, without the approval now required from state regulators. Rate increases would become 
more frequent and subject to less scrutiny. 

The PSC should reject this anti-consumer proposal out of hand, with the possible exception of electricity. KAW can't 
negotiate the price of electricity, but the broader adjustment it's seeking would lessen the company's incentive to bargain 
with contractors and vendors for better prices. 

Poor Kentucky families may be giving up some other necessity to pay for water, but things are going great for New 
Jersey-based American Water and its stockholders. 

In a May 6 announcement president and CEO Jeff Sterba said: "On a comp 
increased by 14 percent from 2010 to 2012. This dividend increase is i 
demonstrates our commitment to striking the right balance between inc 
continued proactive investment in our systems on behalf of our customers. 

asis, our annualized earnings have 
ion of this earnings momentum and 
ividend payouts to shareholders and 

To keep that balance right, Kentucky American says it must collect an additi 
spent $58 million on system upgrades at a time when customers are using 1 

In other words, you need to pay more for the water you didn't use. 

And the water you didn't use is expensive because Kentucky American insisted on building a $164 million treatment plant 
that opened in 2010 on the Kentucky River in Owen County and 31 peline to Lexington. Why? To meet KAWs 
projected increasing demand for water. An earlier PSC bit and approv Ian. 

I $12.3 million a year because it has 
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Water shortages must no longer be a worry: Kentucky American has enough excess capacity that it is negotiating 
agreements to sell water to Nicholasville and Paris. 

In a double whammy for consumers, KAW also says you should pay more to make up for the money it lost by ending its 
billing contract with the city. 

In testimony to the PSC, LFUCG finance commissioner William O’Mara says the water company’s decision to exclude 
city sewer and garbage charges from its bills is costing the government at least $500,000 more a year, “has not resulted 
in any benefit” to the city or its citizens and “will likely result” in higher fees. 

There seems to be a lot of material here for those contesting the rate increase, but really they can only affect the 
margins. 

Lexington voters opened the spigot on their wallets in 2006, when they rejected public purchase of the water utility. 

IF YOU GO 

Public Service Commission to hear public comments on Kentucky American’s proposed 17.6 percent rate increase 

When: 5:30 pm., Tuesday, May 28 

Where: Bryan Station High Schoool, 201 Eastin Rd. 

Formal hearing: 10 a.m. June 4 at PSC offices in Frankfort. 

Back to Top 
c: Previous Story 

Pass a federal media shield law; DOJ spying on AP reinforces need 

Email Newsletters 
Manage newsletter subscriptions 
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Social Media > 
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reasonableness of the costs in the proposed test period. Those rates and charges will 

produce the required revenue requirement based upon the forecasted sales. For a 

residential customer who uses an average of 5,000 gallons per month, these rates will 

increase his or her monthly bill from $27.46 to $35.40, or approximately 28.9 percent. 

Service to Low-Income Customers 

The Commission recognizes that a significant portion of Kentucky-American's 

customers have annua1,incomes that are at or below the Federal Poverty G~ideline.2'~ 

We further recognize that the approved rate adjustment will more adversely affect these 

customers than those with higher annual incomes. CAC has presented several 

proposals to provide some relief to the customers. Having carefully considered each of 

these proposals, we find that each should be implemented or given further study and 

consideration. 

CAC has proposed that Kentucky-American be required to maintain more 

complete records regarding customer payment and termination of service for non- 

payment in a manner that permits systematic analysis. It notes that Kentucky-American 

presently cannot ascertain the number of customers who make late payments, a 

customer's frequency of late payments, the number of terminations for late payments, or 

*I5 In 2008, approximately 15.4 percent of Fayette County residents were living 
at or below the Federal Poverty Guideline. Of the remaining eight counties in which 
Kentucky-American provides water service, the percentage of persons living at or below 
the poverty line in 2008 ranged from 9.7 percent to 17.0 percent. It is estimated that 
15.4 percent of Fayette County residents were at or below the Federal Poverty 
Guideline in 2008. Of the remaining eight counties in which Kentucky-American has 
operations, the percentage of individuals at or below the poverty line ranged from 9.7 
percent to 17.0 percent. See U.S. Census Bureau Small Area Income and Poverty 
Estimates, available at http://www.census.gov/did/www/saipe/data/index. html (last 
visited Nov. 2, 2010). 
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the specific service (e.g., wster, sewer, water quality) for which non-payment has 

occurred and serves as the basis for termination.216 CAC witness Burch testified this 

information would provide a better means of assessing the affordability of Kentucky- 

American’s rates and developing policies to assist low income  customer^.^" Kentucky- 

American confirms that its present records system will not allow quick and cost-effective 

analysis on these subjects?I8 

If the Commission is to properly review and assess the affordability of Kentucky- 

American’s rates, we must have accurate and reliable information regarding customer 

payment. Given the limitations of Kentucky-American’s record systems, that information 

is presently unavailable. Accordingly, we find that Kentucky-American should develop 

and implement as soon as possible a plan to accurately record and determine the 

number of customers making payments after the due date, the frequency of late 

payments by each customer, the number of service terminations for nonpayment for 

each customer account and company-wide, and the specific services that were not paid 

when water service is terminated for non-payment. 

CAC urges the Commission to restructure Kentucky-American’s proposed rate 

design to create a graduated, tiered rate structure. It asserts that an inclining block 

structure that provides for a minimum quantity of water at an inexpensive level and 

increasing rates based upon increased usage would benefit all customers. Such a rate 

’I6 CAC’s Brief at 6-7. 

’I7 VR: 811 1 /I 0; 1341 :45-15:43:20. 

‘I8 Kentucky-American’s Response to CACs Second Request for Information, 
Item 1. 
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structure, CAC argues, would make a minimum quantity of water affordable to low- 

income customers and would promote conservation. As an alternative to immediately 

implementing such rate design, CAC requests that Kentucky-American be directed to 

"work with the Attorney General, low income advocates, and other interested parties to 

design a rate system on this It further proposes that the Commission 

establish a collaborative effort that includes all interested parties and Commission Staff 

6-address affordability issues. All other parties appear in agreement with the proposal 

to create a working group to study rate design issues. 
\ 

'\ 

We find insufficient evidence in the record to support CAC's rate design proposal 

or to clearly demonstrate that the implementation of such proposal will benefit low- 

income customers or create appropriate pricing signals. Accordingly, we have not 

incorporated CAC's rate design proposal into Kentucky-American's rates. We find, 

however, that CAC's proposal should be further studied and additional customer data 

gathered to permit a thorough assessment of the proposal's potential effects. 

Recognizing that the affordability of water service is a complex and multi-faceted 

subject that must be approached on several levels, the Commission finds considerable 

merit to CAC's proposal to undertake a collaborative effort to study this subject. Such 

an effort, however, should not be limited to examining potential rate design options to 

enhance the affordability of water service, but should consider all potential regulatory 

and legislative solutions to this perplexing issue. We find that Kentucky-American 

should initiate this collaborative effort by arranging, within 60 days of the date of this 

Order, a meeting of all interested parties to discuss and study potential regulatory and 

-- 
2'9 CAC's Brief at 8. 
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legislative solutions to the increasing lack of affordability of water service for low income 

customers. Moreover, Kentucky-American should file with the Commission periodic 

written reports on the status of these meetings and submit a final written report on the 

collaborative group’s efforts no later than November 1, 201 1. We direct Commission 

Staff to assist the collaborative group’s efforts to the fullest extent that its limited 

resources permit and encourage all interested parties, including those groups that did 

not intervene in this proceeding, to actively participate. 

Other Issues 

Tap-On Fees. Kentucky-American proposes to increase its tap-on fees from 13 

percent to 22 percent to reflect the five-year average cost of a service connection. 

Kentucky-American’s tap fees are currently based upon an average of actual costs of 

connections from 2005 to 2007. - Kentucky-American witness Bridwell testified that 

significant increases in connection costs have occurred since that time. Raw material 

costs increased dramatically in 2008- and have not yet returned to pre-2008 levels. 

Additionally, the number of new service connections significantly decreased in 2008 and 

2009 due to a reduction in economic activity. As a result, there were fewer installations 

over which to spread the fixed costs related to such 

Kentucky-American has historically used a three-year average of connection 

costs to establish its tap-on fees. In the present case, it proposes to base these fees on 

a five-year average to reduce the effect of increasing costs and current economic 

conditions. The Commission acknowledges and supports Kentucky-American in its 

220 Direct Testimony of Linda C. Bridwell at 2-3. 
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Janet Graham 

From: 
Sent: 
To: 
Cc: 
Subject: KAW Meeting 
Hi Jane and Bill-I wanted to mention that I had lunch with Cheryl Norton and Susan Lancho from KAW 
today to discuss a couple of programs on pharmaceuticals collections and watershed educational 
festivals. We did talk briefly about the issue regarding water billing and Cheryl Norton repeated her 
commitment to give us time to adjust (aka they won’t just pull the rug out from under LFUCG), but if YOU 
did not already know it, they are hoping to meet with you soon to review the plan to transition collections 
from KAW to the city---so I know they are planning on withdrawing their billing services sooner rather than 
later. You may already be working on a plan, but I just wanted to be sure you know they are expecting to 
start to see movement in that direction. 

The other thing they mentioned that is not project related is that they are seeing a steady drop off in not 
only collections of WQMF but also the $4.50 landfill fee. People have figured out we have no clear 
enforcement strategy so they are not paying anything except sanitary sewer and water bills. This will be a 
major problem in meeting consent decree requirements if the collections drop off... ... we might be looking 
at adding it to other billing that does have “teeth to require payment, but I am not sure what is viable. 

so, I guess I wanted to inform you about what I heard today and suggest that we meet soon to talk over 
the strategy----Cheryl Norton mentioned that she plans to set a meeting up with Jane in the next week or 
so to talk about all this including falling collections----so we can meet either before or after that -- 
whichever you think is most helpful. Happy New Fiscal Year and 4th of July. 

Cheryl A Taylor [ctayloR@lexingtonky gov] 
Friday, July 01, 201 1 4’35 PM 
William O’Mara; Jane C Driskell 
Charles Martin, Julie Mantrom; Richard Moloney 

Cheryl A.faylor 
Commissioner 
Department of Environmental Quality 

200 East Main Street 
Lexington, Ky. 40507 

fax (859) 425-2859 

and Public Works 

ph (859) 425-2800 

04/28/2013 
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Water and sewer bills to be separated in Lexington Page 1 of 2 

Soon folks in Fayette County will see a new bill in the mail for a service they've always paid 
for. 

For years, Kentucky American Water has had a contract with the city of Lexington to bill 
customers for their water, and related sewer fees. 

Kentucky American is discontinuing that contract, and now the city will take over billing for 
sanitary sewer and garbage fees. Both sides say it simplifies the process for customers. 

"So our water customers actually will have a simpler water bill," Susan Lancho of Kentucky 
American Water said. "I think they will be more able to determine their water charges without 
getting confused, which we've seen somewhat over the years." 

"The benefit to the citizens is they'll have a great explanation of the fees they are paying, plus 
there is a lot of payment options," Mark York, of the Lexington Division of Environmental 
Quality and Public Works said. 

Customers should have already received an insert in their Kentucky American Bill notifying 
them of the changes. 
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Water and sewer bills to be separated in Lexington 

Find this article at: 
http://www.wkyt.com/home/headlines/Change-in-lexington-bill-l63966596.htrnl 

r Check the box to include the list of links referenced in the article 

Copyright 0 2002-2010 - Gray Television Group, Inc. 
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Laura Jordan, External Affairs Manager 
Laura. Jordan@amwater.com 

www. westvirginiaamwater.com 
304-340-2089 

West Virginia American Water Petitions PSC to 
Approve Discount Program for Low-Income Customers 

Proposal would offer year-round financial assistance to qualifying customers 

CHARLESTON, W.Va. (July 19,2012) -- West Virginia American Water filed a petition with 

the Public Service Commission of West Virginia today, seeking a rate discount for certain low- 

income customers. 

“While we have made sincere efforts to make water service even more affordable for those 

customers in the greatest need, water service costs have increased over the years due to much 

needed capital investment to ensure the reliability of water service and to meet new, more 

stringent regulations,” said President Jeff McIntyre. “We embarked on this effort as a way to 

lessen this impact for customers struggling to make ends meet.” 

If granted, residential West Virginia American Water customers would be able to receive a 20- 

percent discount on their monthly bill if they receive Social Security Supplemental Security h o m e  

(SSI), Temporary Assistance for Needy Families (TAW), Temporary Assistance for Needy Families- 

Unemployed Parent Program (TANF-UP) or assistance from the Supplemental Nutrition Assistance 

Program (SNAP) if they are 60 years of age or older. Under the program, the average residential 

household bill (3,550 gallons) would be discounted fiom $41.37 to $33.10 per month and the minimum 

bill (I  ,500 gallons) would be discounted from $2 1.67 to $17.34 per month. 

“Although water and sewer bills are among the lowest household bills West Virginians pay, our rates 

must reflect the true cost of providing service, which includes our capital investments as well as all of the 

operating costs associated with the treatment, monitoring and distribution of your water,” McIntyre said. 

“Our current rates provide our customers with high quality water service at an exceptional value - 

PRESS RELEASE . westvirginiaamwater.com 
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approximately a penny per gallon. With this discount program in place, some customers will now receive 

this service far even less than a penny per gallon.” 

The discounted rate program, which is administered through the West Virginia Department of 

Health and Human Resources and is already in place for electric and gas utilities, was recently 

expanded to include private water utilities through legislation. The bill passed due to the 

collaborative effort of the state Legislature, Public Service Commission, Consumer Advocate 

Division, AARP and West Virginia American Water. The customer savings associated with this 

program would not be subsidized by other West Virginia American Water customers. Rather, the 

company would be reimbursed through a credit toward its state business and occupation tax. 

In the past, West Virginia American Water has offered utility assistance through the Dollar Energy Fund, 

which historically has provided one-time grants to a few hundred eligible West Virginia American Water 

customers each year. This new low income customer assistance program would allow thousands of 

customers to receive assistance each month year round. 

West Virginia American Water, a subsidiary of American Water (NYSE: AWK), is the largest water 
utility in the state, providing high-quality and reliable water services to approximately 600,000 people. 
Founded in 1886, American Water is the largest publicly traded U.S. water and wastewater utility 
company. With headquarters in Voorhees, N.J., the company employs approximately 7,000 dedicated 
professionals who provide drinking water, wastewater and other related services to an estimated 15 
million people in more than 30 states and parts of Canada. More information can be found by visiting 
www .westvirginiaamwater.com. 

Connect with us: Facebook.com/wvamwater 0 Twitter.com/wvamwater 0 YouTu be.com/wvamwater 

PRESS RELEASE www.westvirginiaamwater.com 
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5-person families 39,389 
6-person families %3,647 
7-or-m ore-Derson fam i I ies 52-41 9 

+I-7 I 7 
~ +I-704 
+/-I, 780 
+I-2,333 
+I-3,855 
+I-3,571 
+/-I 2.742 

SQM~W: 

ADJUSTED DOLLARS) BY FAMILY SIZE 
Data Set: 201 1 American Community Survey 1-Year Estimates 
Survey: American Community Survey, Puerto Rico Community Survey 

MEDIAN FAMILY INCOME IN THE PAST 12 MONTHS (IN 2011 INFLATION- 

Available at: 
http : / / w w  . cens us. Izov/hhes/~/iiicome/data/s t atemedian( 
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From^ - 
I Q' 

c c ,  

David K Bakw'SERVCOIAWVVSC 
Frank K a ~ a n n / l v l O A W C / A ~ ~ S C ~ A W 1 ' V  Karla A T ~ a s I ~ ~ / l L c \ \ ? V C I A W W S C @ A ~ ~ ~ ~ ~  Randy A 
M o o E / I A W C ; / A ~ W S C ~ W ~ ~ ,  Paul G T o w n s l e y l C A W C l A W W S C D ~  Robert G 
t\nacLean/ADi\J11N/COP,P/A\IWVSC@A\I\N\I, Aim J Deaoy/lNAV\IC/AVW\ISC@AWV\I, David K 
l . i f t t e l O A V ~ C / A ~ ~ ~ S C ~ 4 ~ ~ ~ ~ ~ ,  \MIliam \/ar)ey/LtWC/Av~~SC@AWW, Deron E 
kIienlTAWC/AW\lVSC@AW\r\l, VVilliam \ l \ l a ! s h / V A \ r V C I C @ W ,  Wayne, 
Morgan/ADMlI\I/COP,P/AWV\ISC@AW~, Kathy L Pape/?AWC/AWWSC@AWW, John 
Bi_ael~w/ADNIlN/COi",P/AW\r\lSC@A~~, Nick RDWS/KAWC/AWWSC@AWN, Cheryl D 
Norion~lY'IV\rC/AWWSC@A\nN\I, Meg Nealsey/ADMlNICORP/AWWSC@AW\r\l, 
VValter LynchlSERVCOIAW\rVSC@A;WW, Ellen C WoIflADIdll N/CORP/AWWSC@~ Kellye L 
VdaliteriLEGAUSERVCO/AV\IWSC~AV\IW, Mark Strauss/MET/AWWSC@AWW, Mariin D 
Kerr,khofiiMOA~nlC/AV~~S~~A~~/, Andrew S TwadsllslADNlIiJ/CORP/AV\1WSC@AWW, Tarnrny 
T' i~acLaughiin/CALLCTFUCORP/AVWVSC@AV\RAI, Jody E f\ncCrackenlSERVCO/A\~\~SC@AV\nlV, 
John C C\arksun/St-tAP,SVCSIAW~SC@AV~~, T r x i  A C r o s s ! P A ~ ~ C / A \ r W V S C ~ \ ~ ~ ,  Tilsha 
Ete ,da i i lSHARSVCSIA~~SC@A\~ ,  Stacy Owens/KAWG/A\WSC@AWW, Doneen S 
i-tobDs/kDMII\I/COP\P/AWV\rSC~~~~, David S D i r d P A \ ' ~ / C / A ~ ~ S C ~ ~ ~ ,  Erniiy A 
A s h w a r t h ! S E R V C O I S C @ A ~ l ,  Mark S SnithlSERVCO/AW\nlSC@A\~~ 

Datz. 08/01/2011 04:32 PM 
s&jeck Biliing Services Pian 
Sent by, Dibbia kndi lx  

Presidents and other leaders: Per our recent meetings and emails, th t  decision has been made to exit ail 
billing contiacts within the regulated husihess Your teams should beain confaciina,tbe clients now to 
Dremre for exit. All contracts must be exited as soon as possible, but not jater than the term expiration 
By December 1, 202 1, you must determine and notify 'Pammy MacLaughiin in Business Transformation of 
any contracts which carirrot be terminated by October 3 1, 2072 

As promised, attached bebw is an instructions spreadsbest Take a bok at all the tabs 'The tabs ptovide 
the expiration dates for your agrsernents and the time when you need to communicate and then teminatc 
the service (see the billing contract terms calendar) The IT work required to unwind the agreements is 
quite time-consuming; it is critical that the cantracts are terminated based upon the billing contract terms 
calendar Additionally, the multipk tabs provide other peKinent information A communicafions pian is 
provided in the second attachment 

Due to the comp\exRies and reguhtory requirements, no standard price was devsbped system-wide for 
provision of shut-off s s r v i c ~ s  and data usage (meter reads) Each state should reconfin or estabiish its 
standard pricing 

The ELT h a s  decided that the total costs of feterition of any of these contracts will be born by the states 
which retain them This indudes a pro-rata share of the SAP enabIing (fixed 
variable set up costs per contract 

$50UK) costs and the $40K 

It is up to each state to execute this plan. Each Division's Customer Service Director worked on the 
team to develop tinis exii pian aGd is vow contact person for assistance with the technicaliiT aspects. 
schedulinq uuestior?s& 

Thanks for your cooparation 

Walter Lynch and David Baker 
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‘I. SITUATION ANALYSIS 

Current Situartion - American Wster has decided to exit all billing agreements 
as soon as possibik Because ofthe complexity involved in implementing this 
decision, there is a need for standardized messaging and strategies to ensure a 
consistent approach to dealing with stakehoiders and employees throughout the 
business. 

2. STAKEHOLDER ANALYSIS 

Internal stakeholders 
Q Employees 
0 Customer Service Center representatives 
0 Business Development and Management Teams 

External stakehohciers 

6 

0 Municipalities /All Biiting Clients 
Government leadership incfuding mayors, council presidents, 
clerks, etc. 

Commissioners 
0 Pubiic Uti\@ CommissiorislPubiic Service Commissions 

a Key staff 
e Government 

Other local government leaders 
8 State government leaders 

e impacted Customers 

1 
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3, COPlnMUNlCATIDMS STRATEGIES (CUST0MlZE TO FIT STATE PLANS) 

External Strategy 
Q Communicate to Clients and Regulatory Commissions that American 

Water h a s  made a strategic decision to exit the biliing services line of 
business. 
STATE American Water will work with each  client to ensu-e  3 smooth and 
timely transaction, provide names  of other billing sewices companies that 
may be able to assist, and continue offering data usage  services and 
sewer shut-off services where per mittedlapplicable 
There will need to be some customization of talking points and 
information for each  a f f e h d  state subsidiary based on local 
circumstances and ISSUSS surrounding this business process change. 

* 

0 

internal Strategy 
0 

0 

0 

Use SplashPoints and “l\lews You Need to Know ” 
Hold a national Communications Partner Nstwork (CPN) call to update 

employees. 
Develop and distribute talking points for our Customer Sewice Center 
team and team leaders in the field for use  at tailgate or other in-house 
meetings 
Update progress of this initiative using the employee intranel site 
Use Toughbook as a means to communicate with field employees when 
official announcement is made  to ertsure they are aware of the  changes. 
Partner with Human Resources and Legal to communicate with 
sniployees concerning any staffing level impacts 

e 

~3 

0 
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4, KEY MESSAGING fCUSTQMIZE TO FET STATE PLANS) 

Exit from Biniinsl Services Acereernents 

Primary Message - American Water has  made a strategic decision to exit the 
Biliing Services line of business and will focus efforts on its care service of 
providing high-quality water service and reliable wastewater service ta 
communities we serve 

0 Supporting Messages - American Watets information technology 
systems are antiquated and need to be repiaced With the needed 
changes in company technolagy, the abiiity to support billing services for 
outside - ..- - organizatbns wilt be limited 
STATE American Water will work with each client to ensure a smooth and 
timely transactiori and, if possible, provide names of other billing services 
companies that n a y  be able "io assist 
We will also ofFw data usage services and sewsr shut-off services, where 
permitted. 

0 

5 ,  TIMELIME (CUSTOMIZE TO FIT STATE PLANS) 
August and September 201 1 

0 Create a iist identifying the primary contact(s) at sach municipal*@ with 
whom an initial meeting should be hetd. 
ldentiiy priority contacts that should be addressed first (due to contract 
terms, size o8rejationship with municipality, etc.). 
identify iocal operations, 'G~~Diiegal leads that should be present for 
each meeting and determine who will set up initial meetings. 
Reach out to iocal biiiing vendors to see if they are interested in being 
listed as for referral purposes. 
Begin holding personal meetings with municipalities explaining that the 
company will be exiting its billing services iine and that we wish to work 
with them to ensure a smooth and timely transition Discuss alternate 
vendors and costs associated with continuing to provide data usage 
information and shukoff services.. 
Begin mailing official contract terminatjon letters a s  required by contract 
terms and state needs 
Where appiicable, send letter of notification andlor meet with PSC/PUC 
staff andlor commissioners to inform them of the company's decisini? (this 
may need to occur prior to meeting witin municipaiities depending on state 
regulatory requirements andfor retationships). 
Determine the operational impact on local staff and/or GSC special 
accounts department with regards to sewer notifications, shut-off 
requests, etc. 
I\iotify ernpioyees of the campany's plan to exit billing services contracts 
over time and send out talking points Stress the need for confidentiaiity 
and the state subsidiary's timefine for communication with external 
stakehdders 

0 

0 

0 

0 

0 

e 

0 

3 



November and October 201 'i 
Mold follow-up meetings with municipal leaders to discuss 
processltimeiine. 
Send out follow-up communications to employees regarding the 
company's exit frorn billing szrvices agreements 

0 

Q 

December 201 1 
0 Submit to BT a final fist of contracts that need to be converted to SAP 

until contract terms or other requirements can be satisfied 

January - October 2012 or as coritracts come to a closs 
0 

0 

Work with municipaiities to notify customers of billing transitions 
Send out foliow-up communications to employees regarding the 
company's exit from billing services agreements I 

6 .  SAMPLE CONTRACT TERMINATIQPI LETTER (to be customized at the  
discretion of each state president with legal counsel guidance) 

SepfernSG ?, 201 3 

Dear Sewer k u t h o f i ,  

Please consider this tetter as our omcia1 notice to terrnimte tine billing agreement 
on good terms ending 

y to discontinue the 
tion abides by ArSicle IN of the contract, which 

automatic annual contract renewal. 

As you are aware, American Water has n a d e  3 strategic decision to exit the 
Billing Services line of business to bef&r focus our efforts on our core service of 
providing high-quaiity water sltrvice and reliable wastewater service to 
communities wi! serve. American Water's information technology systems are 
antiquated and are in the process of being replaced. Wiih the needed changss in 
company techno)ogy, our ability to support billing services f o r  outside 
organizations is limited. 

We value your business and will work with you ensure a smooth and timely 
transition for your biliing services. W e  look forward to maintaining our partnership 
by continuing to provide usage data and sewer shut-off services. 

If you have any questions about this contract termination, please contact 
-- at (W) #L+%##H - Thank you. 

Sincerely , 

4 
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SAMPLE REGULATORY ld\IOT:FfCAT1ON LETTER (to be ctrstomtzed by 
each state president with hegai consubt'8on to fit his OF her state regukatory 
environment) 

Sepiember 1, 2131 I 

This summer, American Water made a strategic decision io exit the Billing 
Services Iine of business. \Me have already held preliminary meetings with our 
partner sewer authorities throughout ?STATE=-z and will be working with each of 
them over the  ne^ few months to ensure a 5rn~5tI-1 and timely transition. W e  
have provided each entity with iniarmation on alternative billing services 
companies, and have committed to contintme offering data usage and sewer shut- 
off services 

The company's decision to exit the biliing service business is, first and foremost, 
the resutt 5f American Water's constant reevaluaiion of its operations. VVe 
reaiized a need to better focus our efforts on our core business of providing high- 
quality water service and reliable wastewater senrice to communities we serve, 
rather than continuing to support outside billing services that are not part 07 our 
core business 

Furthermore, American Water's infomation technology systems are antiquated 
and are in the process of being replaced. With the needed changes in company 
technology, ow abiiity to continue supporting billing services for outside entities is 
limited. 

.-  . -  
If you have any  questions about this process, please contact 
ftiLiF- Thankyou. 

-- ai (##j 

Sincerely, 

5 



8. SAMPLE B f t ~  MESSAGE 

201 1, your charges from Sewer AulhoiQ will no longer 
appear on you merican \Water bill. Ratier, you - -_ will be bii 

Author?$ charges by Eiiliing Vendor or Se% 
Name. if you have any questions about your water bill, please conta 
American Water's customer service center at 1-800-685-8660 If y 

t fees bill, please contact S 

9. SAMPLE INTERNAL MESSAGES 

Internal DraR Template 1 

As you may he aware, Americm Watsr h2s made a strategic decision to exit the 
Biliing Services fine of business to betier focus our efforts DR our core service of 
providing high-quality water service and reiiabte wastewater service to 
communities we serve 

American Water's information technology systems are antiquated and are in the 
process of being replaced. With the needed changes in company technology, the 
abiirty to suppofi billing strvices for outside organizations is limited. The 
company is working with affected municipalities to ensure a smooth and timely 
transition 07 these billing services. 

fn some communities, the company will maintain its valued partnerships by 
continuing to provide usage data and sewer shut-oR services As atwsys, oirr 
goal at American Water is to maintain strong retationships with the customers 
and communities we serve acrcss the country. 

fnternat Draff Tempfate 2 

This summer, American \Water made a strategic decision to exit the Billing 
Services line of btlsiness We have already held preliminary meetings with our 
partner sewer authoirties throughout <state>, and will be working with each of 
them over the next few months to ensure a smooth and timely transition We 
have provided each entity with informatian on alternative billing services 
companies, and have committed to cnntinue offsring data usage and sewer shuf- 
off services 

'The company's cjecision to exit the billing service business is, first and foremost, 
the result of Ameiican Water's constant re-evaluation of its operations. We 
realized a need to better focus our efforts on our core business of providing hjgb- 
quality water service and reliable wzstewater service to communities we serve, 
rather tnan continuing to suppori. outside billing services that are not part of our 
core business 

Furthermore, American Water's information technology systems are antiquated 
and are in the process of being replaced With the needed changes in company 
technology, our abiliry to contime supporting billing senrjces for outside entities is 
limited. 
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Each state must decide its individual strategyfpricing far these agreements. No standard AW 
!system wide pricing or policy will be ginerated 

Each state must decide upon its costs charged for sewer shut  off agreements, There will be no 
s k n d a r d ,  system wide rak; regulatory and cost differences drive this decision. 

I .I 
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z=7zh* Re: Fw: Mice win for our clients! Q 
David K Eaiier to: Cheryl D Nortan 02109/2012 1214 PM 
Ccr 

q$r$l 
John Bigelow, Robert G MacLean, "Cheryl Norton", "David Baker", 
John C Clarkson, "Nick Rowe", Keith L Cartier 
This message has been replied to 

L; 
- - 

_...__I_- ^ 7 - c I - v - .  

History: 

Cheryl - I understand. I was not implying that you guys did not deliver the message clearly - you did it 
absolutely correctly. Just to be clear, though, in the end the steering committee decided to exit all of the 
contracts - regardless of the willingness of the subsidiary or client to assume the costs of SAP 
implementation. We will be completely out of that. business line. That decision was made several 
rnontns after you contacted the City- 

- -- --.- _I 

David 

David K. Baker 
President, New Jersey American Water 
Senior Vice President, American Water NE Division 
1025 Laurel Oak Road 
Voorhees, New Jersey 08043 

856-782-2301 ofiice 
856-659-7248 cell 

david baker@amwater com 
wvlrw amwater corn 
_I--- -.--. --  - - ___.- -. I .-_ ---- 
I- Cheryl D _Ng-tt ,David - while the company push was to get out o dil@T%E 11.33'r3-F\M 

From: Cheryl D NortanlKAWClAWWSC 
To: David K Baker/SERVCO/AWWSC@AVltW 
cc: John BigelowlADMlN/CORP/AWSC@AWW, Robert G MacLeanlCAWCIA\hnNSC@AWW, 

"Cheryl Norton" CChe~~.~OrtOn@aMV!fater corn>, "David Baker'' cDavid.Balcer@amwater corns, 
John C CtarksanlSHARSVCS/AWWSC@AWW, "Nick Rowe" <Nick Rowe@amwater corn>, Keith L 
Cartier/KAWC/AW\YSC 
02109/2012 1 1 :33 ANI 
Re: Fw: Nice win for our clients1 

Date: 
Subiect: 

David - while the company push was ta get out of these contracts, I recall that if we stayed in, there would 
be a large charge to cover the implementation costs and an ongoing fee to maintain it From a local 
perspective, we try to take credit (or blame) for the decisions that are made whenever possible. If we say 
"corporate made u s  do if '  then they accuse us of being ruled by NJ We told them if we didn't end the 
agrsement, LFUCG would be responsible for a large fee due to corporate changes but we didn't tell them 
that corporate made us exit . 

Thanks. 

Cheryl 

Cheryl D. Norton 
President 
Kentucky American Watsr 
2300 Richmond Road 

PSC EXHIBIT 2 



Kentucky American Water 
Case No 2012-00520, Commission Staffs 2nd Information Request, Question 78 
Revenue Requirement & Average Customer Bill Impact of Termination of Billing Services 

Case No. 2012 ~ 

00520 
Case No. 2012- If Billing Contract Variance Due to 

item 00520 Still in Place Discontinuation 
Revenues at Present Rates $ 84,157,833 $ 85,777,332 $ (1,619,499) 

- Line 
1 
2 
3 
4 
5 

6 
7 
8 
9 
l o  
11 
12 
13 
14 
15 
16 
17 
18 

19 
20 
2 1  
22 
23 
24 
25 
26 
27 
28 

29 
30 
3 1  
32 

33 
34 
35 

O&M 33,892,179 33,976,206 
Gen Tax 5,114,771 5,124,207 
Depreciation & Amortization 13,331,863 13,406,863 
Income Tax -- 7,639,106 8,203,560 

IJtility Operating Income ("IJOI") at Present Rates 
(Line 1 - Lines 2 through 5) $ 24,179,914 $ 25,066,497 

Rate Base $ 385,994,705 $386,710,309 
Rate of Return 

Operating Income Required (Line 8 x Line 9) $ 31,651,566 $31,710,245 
8.20% 8.20% .- 

Less UOI a t  Present Rates -_.- $ 24,179,914 .-. $ 25,066,497 
Deficiency Before Gross-Up (Line 10 ->ne 12) $ 7,471,652 $ 6,643,749 

1.648591 
Rate Request (Line 13 x Line 15) $ 12,317,702 $ 10,952,827 

1.648591 
_.-- 

Gross Up 

Revenue Requirement (Line 1 + Line 16) $ 96,475,535 $ 96,730,160 

Total Variance in Rate Request (Line 16 Variance) $ 

Approximate Allocation to  Residential 

Impact of Variance to  Residential (Line 2 1  x Line 23) 

Total Residential Revenue Requirement (Schedule M) 

$ 

$ 

Fraction of Proposed Residential Revenues Related to  Variance 
(Line 25 / Line 27) 

Average Residential Bill at Proposed Rates (Exhibit N) $ 

Average Residential Bill Less Variance Percent 
(Line 3 1  x (1-Line 29)) $ 

Impact t o  Average Residential Bill (Line 3 1  - Line 33) 

1,364,875 

89.96% 

1,227,841 

52,378,073 

2.3% 

38.51 

37.61 

0.90 

(84,027) 

(9,436) 
(75,000) 

(564,454) 
,- 

$ (886,583) 

$ (715,604) 

(58,680) 
---- 

5 

$ (886,583) 
$ 827,903 

1.648591 
~~ 

$ 1,364,875 

$ (254,625) 

A 

PSC EXHIBIT 3 


