
COMMONWEALTH OF KENTUCKY 
 

BEFORE THE PUBLIC SERVICE COMMISSION 
 
 

In the Matter of: 
 

ELECTRONIC APPLICATION OF KENTUCKY-
AMERICAN WATER COMPANY FOR AN  
ADJUSTMENT OF RATES 

) 
)    CASE NO. 2018-00358 
)              
 

  
NOTICE OF FILING 

 
 

 Notice is given to all parties that the following materials have been filed into the 
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- The digital video recording of the evidentiary hearing 
conducted on May 14, 2019 in this proceeding; 
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video recording; 
 
- All exhibits introduced at the evidentiary hearing 
conducted on May 14, 2019 in this proceeding; 
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each witness’ testimony begins and ends on the digital video 
recording of the evidentiary hearing conducted on May 14, 
2019. 
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Parties desiring to view the digital video recording of the hearing may do so at: 

http://psc.ky.gov/av_broadcast/2018-00358/2018-00358_14May19_Inter.asx. 

Parties wishing an annotated digital video recording may submit a written request 

by electronic mail to pscfilings@ky.gov. A minimal fee will be assessed for a copy of this 

recording.  
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Session Report - Detail 2018-00358 14May2019

Kentucky-American Water 
Company (Kentucky-American)

Date: Type: Location: Department:
5/14/2019 General Rates Hearing Room 1 Hearing Room 1 (HR 1)
Judge: Bob Cicero; Talina Mathews; Michael Schmitt
Witness: Richard  A Baudino ; Lane Kollen ; Melissa L Schwarzell
Clerk: KaBrenda Warfield

Event Time Log Event
8:24:02 AM Session Started
8:24:03 AM Session Paused
8:57:27 AM Session Resumed
8:57:28 AM Chairman Schmitt 

     Note: Fields, Angela We are now back on the record in the case of 2018-00358 
Application Of Kentucky American Water Company For An 
Adjustment Of Rates this is the begin of the second day of the 
hearing. 

8:57:45 AM Chairman Schmitt 
     Note: Fields, Angela At this time is there any member of the public present who would 

like to step forward and make a statement to the Public Service  
Commission either orally or in writing about this case or any of the 
issues in the case if so please approach the microphone at this time 
and state your name and residence address?

8:58:05 AM Chairman Schmitt 
     Note: Fields, Angela No one having come forward. We are now ready to take some 

additional testimony. Mr. Ingram do you have a witness?  
8:58:17 AM Chairman Schmitt - witness Schwarzell

     Note: Fields, Angela Swearing the witness in. 
8:58:27 AM Chairman Schmitt 

     Note: Fields, Angela You may be seated. Counsel. 
8:58:29 AM Atty Ingram Kentucky-American - witness Schwarzell

     Note: Fields, Angela Direct Examination. 
8:59:26 AM Atty Ingram Kentucky-American 

     Note: Fields, Angela Mrs. Schwarzell is available for Cross your honour. 
8:59:28 AM Chairman Schmitt 

     Note: Fields, Angela Mr. McNeil Mr. Chandler questions?
8:59:32 AM Asst. Atty Gen. McNeil - witness Schwarzell 

     Note: Fields, Angela Cross Examination. 
9:02:19 AM POST HEARING DATA REQUEST 

     Note: Fields, Angela Provide work papers to prove that out. 
     Note: Fields, Angela Asst. Atty Gen. McNeil - witness Schwarzell 

9:02:25 AM Asst. Atty Gen. McNeil - witness Schwarzell 
     Note: Fields, Angela Cross Continued. 

9:05:59 AM Asst. Atty Gen. McNeil - witness Schwarzell 
     Note: Fields, Angela Chairman may I approach?

9:06:18 AM Asst. Atty Gen. McNeil - witness Schwarzell 
     Note: Fields, Angela I'm passing out a packet that is all in the record, just selections from 

your rebuttal and certain responses you sponsored.
9:06:46 AM Asst. Atty Gen. McNeil - witness Schwarzell 

     Note: Fields, Angela Cross Continued. 
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9:17:47 AM Vice Chairman Cicero - witness Schwarzell
     Note: Fields, Angela Your argument tho is the same argument that every utility has [click 

on the link for Vice Chairman Cicero's remarks.]
9:18:21 AM Vice Chairman Cicero - witness Schwarzell

     Note: Fields, Angela I understand the normalization and I also understand the fact that 
you would have to go out and obtain [click on link for Vice Chairman 
Cicero's remarks.]

9:19:18 AM Vice Chairman Cicero - witness Schwarzell
     Note: Fields, Angela That was just an interjection it's Mr. McNeil's time to ask questions. 

Thank you. 
9:19:27 AM Asst. Atty Gen. McNeil - witness Schwarzell 

     Note: Fields, Angela Cross Continued. 
9:28:02 AM Vice Chairman Cicero - witness Schwarzell

     Note: Fields, Angela Do you think that Kentucky American Water would be open to a stay 
out period if they received a QIP approval?

9:28:58 AM Vice Chairman Cicero - witness Schwarzell
     Note: Fields, Angela I would take that as a no then. 

9:29:05 AM Vice Chairman Cicero - witness Schwarzell
     Note: Fields, Angela Thank you. 

9:29:07 AM Asst. Atty Gen. McNeil - witness Schwarzell 
     Note: Fields, Angela Cross Continued. 

9:30:28 AM Asst. Atty Gen. McNeil - witness Schwarzell 
     Note: Fields, Angela No further questions Chairman. 

9:30:30 AM Chairman Schmitt 
     Note: Fields, Angela Mr. Gardner Mr. Osterloh questions?

9:30:47 AM Atty Gardner LFUCG - witness Schwarzell 
     Note: Fields, Angela Cross Examination.

9:33:30 AM POST HEARING DATA REQUEST 
     Note: Fields, Angela Atty Gardner LFUCG - witness Schwarzell
     Note: Fields, Angela How many employees American Water has corporate. 

9:38:54 AM Atty Gardner LFUCG - witness Schwarzell 
     Note: Fields, Angela I'm going to hand out just for ease of reference the service 

agreement and then the chart relating to the payments that 
Kentucky American Water makes to the service company. 

9:39:08 AM Atty Osterloh LFUCG - witness Schwarzell
     Note: Fields, Angela May I approach?

9:39:10 AM Atty Gardner LFUCG - witness Schwarzell 
     Note: Fields, Angela Cross Continued. 

9:43:06 AM POST HEARING DATA REQUEST 
     Note: Fields, Angela Atty Gardner LFUCG - witness Schwarzell 
     Note: Fields, Angela Capital cost. 

9:43:48 AM Atty Gardner LFUCG - witness Schwarzell 
     Note: Fields, Angela Cross Continued. 

9:49:31 AM POST HEARING DATA REQUEST 
     Note: Fields, Angela A manual that determines how those cost are allocated?
     Note: Fields, Angela Atty Gardner LFUCG - witness Schwarzell 

9:50:22 AM Atty Gardner LFUCG - witness Schwarzell 
     Note: Fields, Angela Cross Continued.

9:52:46 AM Vice Chairman Cicero - witness Schwarzell
     Note: Fields, Angela So if somebody pushes back and says that their portion is 

unreasonable [click on the link for Vice Chairman Cicero's remarks.] 
9:53:03 AM Vice Chairman Cicero - witness Schwarzell

     Note: Fields, Angela Who receives the push back portion should it be decided that it was 
unfair to the locality that it was being allocated to? 
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9:53:26 AM Vice Chairman Cicero - witness Schwarzell
     Note: Fields, Angela That amount has to be allocated to someone else then?

9:53:43 AM Vice Chairman Cicero - witness Schwarzell
     Note: Fields, Angela Even on a long term basis cost are accrued cost are allocated there's 

no disappears and someone eats it at the corporate level. 
9:54:23 AM Vice Chairman Cicero - witness Schwarzell

     Note: Fields, Angela That's an efficiency improvement that reduced the over all cost [click 
on the link for Vice Chairman Cicero's remarks.]

9:55:12 AM Vice Chairman Cicero - witness Schwarzell
     Note: Fields, Angela Short term versus long term short term is a push back to say that 

[click on the link for Vice Chairman Cicero's remarks.]
9:55:47 AM Vice Chairman Cicero 

     Note: Fields, Angela Sorry Mr. Gardner go ahead. 
9:55:49 AM POST HEARING DATA REQUEST 

     Note: Fields, Angela A copy of whatever document allows the service company to 
question and disagree with a charge. 

     Note: Fields, Angela Atty Gardner LFUCG - witness Schwarzell 
9:57:04 AM Atty Gardner LFUCG - witness Schwarzell 

     Note: Fields, Angela Cross Continued. 
9:58:30 AM POST HEARING DATA REQUEST 

     Note: Fields, Angela Atty Gardner LFUCG - witness Schwarzell 
     Note: Fields, Angela The most recent bill that Kentucky American Water received. 

9:58:54 AM Atty Gardner LFUCG - witness Schwarzell 
     Note: Fields, Angela Cross Continued. 

10:00:00 AM POST HEARING DATA REQUEST 
     Note: Fields, Angela To know whether there has to be something affirmative every 

month that the Kentucky American Water Company does to pay that 
or after a set period of time does service company draw that?  

     Note: Fields, Angela Atty Gardner LFUCG - witness Schwarzell 
10:00:42 AM Atty Gardner LFUCG - witness Schwarzell 

     Note: Fields, Angela Cross Continued. 
10:03:03 AM Atty Gardner LFUCG - witness Schwarzell 

     Note: Fields, Angela That's all I have. Thank you. 
10:03:06 AM Atty Osterloh LFUCG

     Note: Fields, Angela May I proceed?
10:03:07 AM Atty Osterloh LFUCG - witness Schwarzell

     Note: Fields, Angela Cross Examination. 
10:05:00 AM POST HEARING DATA REQUEST 

     Note: Fields, Angela Atty Osterloh LFUCG - witness Schwarzell
     Note: Fields, Angela Inaudible

10:05:27 AM Atty Osterloh LFUCG - witness Schwarzell
     Note: Fields, Angela Cross Continued. 

10:07:00 AM POST HEARING DATA REQUEST 
     Note: Fields, Angela Click on link. 
     Note: Fields, Angela Atty Osterloh LFUCG - witness Schwarzell

10:08:47 AM Atty Osterloh LFUCG - witness Schwarzell
     Note: Fields, Angela Cross Continued. 

10:09:50 AM POST HEARING DATA REQUEST 
     Note: Fields, Angela Show the amounts that have been refunded and any amounts that 

have not been refunded
     Note: Fields, Angela Atty Osterloh LFUCG - witness Schwarzell

10:10:05 AM Atty Osterloh LFUCG - witness Schwarzell
     Note: Fields, Angela Cross Continued. 
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10:10:45 AM POST HEARING DATA REQUEST 
     Note: Fields, Angela Provide the updated analysis reflecting the Final Order by the 

Commission in KU's rate case. 
     Note: Fields, Angela Atty Osterloh LFUCG - witness Schwarzell 

10:11:00 AM Atty Osterloh LFUCG - witness Schwarzell
     Note: Fields, Angela May I approach please?

10:11:44 AM Atty Osterloh LFUCG - witness Schwarzell
     Note: Fields, Angela Cross Continued. 

10:17:08 AM Atty Osterloh LFUCG - witness Schwarzell
     Note: Fields, Angela No further questions. 

10:17:10 AM Chairman Schmitt 
     Note: Fields, Angela This is a good time to take a break. So Let's take our morning recess 

at this time and we'll reconvene at twenty minutes until eleven 
o'clock.   

10:17:24 AM Session Paused
10:34:04 AM Session Resumed
10:34:05 AM Chairman Schmitt 

     Note: Fields, Angela We are now back on the record. Mr. Pinney cross examination?
10:34:10 AM GC Pinney PSC - witness Schwarzell

     Note: Fields, Angela Cross Examination. 
10:35:46 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela Well I think that you should pursue that [click on the link for Vice 
Chairman Cicero's remarks.]

10:36:00 AM GC Pinney PSC - witness Schwarzell
     Note: Fields, Angela Cross Continued. 

10:37:20 AM POST HEARING DATA REQUEST 
     Note: Fields, Angela GC Pinney PSC - witness Schwarzell
     Note: Fields, Angela Click on link. 

10:38:06 AM GC Pinney PSC - witness Schwarzell
     Note: Fields, Angela Cross Continued. 

10:40:52 AM POST HEARING DATA REQUEST 
     Note: Fields, Angela GC Pinney PSC - witness Schwarzell
     Note: Fields, Angela Provide in Excel Spreadsheet form the ? of each of the projects. 

10:41:14 AM GC Pinney PSC - witness Schwarzell
     Note: Fields, Angela Cross Continued. 

10:43:42 AM POST HEARING DATA REQUEST 
     Note: Fields, Angela A revised schedule m billing analysis based upon the revised 

revenue requirements that were set fourth in the April 15, 2019 
filing.  

     Note: Fields, Angela GC Pinney PSC - witness Schwarzell
10:44:05 AM GC Pinney PSC - witness Schwarzell

     Note: Fields, Angela Cross Continued.  
10:46:31 AM GC Pinney PSC - witness Schwarzell

     Note: Fields, Angela Staff has no further questions. 
10:46:33 AM Chairman Schmitt 

     Note: Fields, Angela Commissioner Cicero questions. 
10:46:36 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela So Kentucky-American Water is requesting a QIP program?
10:46:45 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela And you are also asking for a deviation from the 15% to 20%?
10:46:51 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela Typically a QIP type program would be granted in recognition of a 
cost to replace infrastructure [click on link for Vice Chairman Cicero's 
remarks.]  
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10:49:35 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela That would be the same argument that every utility would make in 

terms of deviation and at the same time receiving an accelerated 
pipe line replacement program. 

10:50:24 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela I believe at the end of 2018 the water loss was 20.8%?

10:50:37 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela So at this point even with the replacement program Kentucky-

American Water [click on the link for Vice Chairman Cicero's 
remarks.]

10:52:41 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela You seem to disminish the important of the QIP Program [click on 

the link for Vice Chairman Cicero's remarks.]
10:53:09 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela Are you saying the QIP Program is a valuable program or its not? 
10:54:05 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela Well you may or may not be aware, I believe you are because 
Kentucky-American Water recently aquired Rockcastle and they were 
one of the water utilities that the Commission has recently subjected 
to an investigation on excessive water loss [click on the link for Vice 
Chairman Cicero's remarks.]

10:55:40 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela So I'm still unsure here on this QIP Program and its viability or 

whether you think there's  benefits or not?
10:57:55 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela Right. Not to interrupt you, I mean I had the discussion with Mr. 
Rowe so I think my open ended question was with regard to [click 
on the link for Vice Chairman Cicero's remarks.]

10:59:28 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela Let's go back to the leak detection program. 

10:59:34 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela When I asked the question about whether Kentucky-American Water 

would be willing to stay out for a certain amount of time in return 
for a QIP Program you were [click on link for Vice Chairman Cicero's 
remarks.] 

10:59:57 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela But in terms of a leak detection program [click on link for Vice 

Chairman Cicero's remarks.]
11:00:06 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela Has Kentucky-American identified mains as the main source of 
leakage or is it service lines?

11:00:48 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela There appears to be three levels here. Did I understand you to say 

that there are no employees for American Water they're all at the 
service corp level?

11:01:29 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela So when we go back to allocated cost you and I both agree that 

when there is cost incurred they have to be allocated to someone?
11:01:39 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela Administrative overhead is not a profit center they don't earn any 
money therfore whatever cost are incurred they have to go 
somewhere? Do you agree with that?

11:01:50 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela So we know that service corp is allocated because those are 

servicing [click on the link for Vice Chairman Schmitt's remarks.]
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11:02:05 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela If there is personel at American Water Corp I would like to know 

how those are flowing down through the process?
11:02:14 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela Because this agreement I believe is just between Service Corp and 
Kentucky American Water right?

11:02:25 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela So that means the allocated cost would have to go from American 

Water into the Service Corp and then down to Kentucky-American 
water?

11:02:38 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela I'm interested to finding out how those cost work there way 

through. 
11:02:43 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela You also made a comment that you believe the prepayment of 
invoices was okay [click for Vice Chairman Cicero's remarks.]

11:03:04 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela How far in advance is the prepayment paid?

11:03:07 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela Two weeks ahead of time?

11:03:18 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela You realize that the contract talks about one of the permissible 

charges under the allowance for over head is interest on working 
capital?    

11:03:31 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela So when you say it's done on a cost basis there and it should be 

permitted on a prepayment basis [click on the link for Vice Chairman 
Cicero's remarks.]

11:03:48 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela Do they?

11:04:29 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela All the items that are in a contract?

11:06:08 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela Fourty thousand dollar credit sits on Service Corps books?

11:06:18 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela So it's on the Service Corps books that they are reallocating back 

[click on the link for Vice Chairman Cicero's remarks.]
11:06:46 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela It's the fourty thousand?
11:06:51 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela What's the total that they have for interest income on their water 
service corp?

11:07:01 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela It's not important. We are only interested in the Kentucky-American 

portion of the interest income.  
11:07:12 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela ? the fourty thousand I would have an issue myself for a 
prepayment [click on the link for remarks.]

11:07:55 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela Well the only reason I took issue with your statement that it is done 

on a cost basis is because [click on link for Vice Chairman Cicero's 
remarks.]

11:09:07 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela I don't have anything else Chairman. 
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11:09:10 AM Chairman Schmitt 
     Note: Fields, Angela Commissioner Mathews?

11:09:12 AM Chairman Schmitt 
     Note: Fields, Angela I have no questions. 

11:09:13 AM Chairman Schmitt 
     Note: Fields, Angela Mr. Ingram questions?

11:09:19 AM Atty Ingram Kentucky-American - witness Schwarzell
     Note: Fields, Angela Redirect. 

11:14:46 AM Atty Ingram Kentucky-American - witness Schwarzell
     Note: Fields, Angela No further questions. 

11:14:49 AM Chairman Schmitt 
     Note: Fields, Angela Commissioner Cicero did you have something else? 

11:14:52 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela In the Attorney General's first request for information item 4 [click 

on the link for Vice Chairman Cicero's remarks.]
11:15:24 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela Why does it go like this?
11:15:30 AM Vice Chairman Cicero - witness Schwarzell 

     Note: Fields, Angela So it's a decrease of fifteen and then an increase of twenty five. It's 
a significant change. 

11:16:53 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela Can you provide that answer?

11:16:55 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela Alright Mrs. Vinsel do you have that?

11:16:59 AM Vice Chairman Cicero - witness Schwarzell 
     Note: Fields, Angela Thank you. 

11:17:01 AM Chairman Schmitt - witness Schwarzell 
     Note: Fields, Angela May this witness be excused?

11:17:03 AM Chairman Schmitt - witness Schwarzell 
     Note: Fields, Angela You may step down thank you. 

11:17:05 AM Chairman Schmitt
     Note: Fields, Angela Alright is that the case for Kentucky-American or Mr. Ingram do you 

have something else?
11:17:14 AM Chairman Schmitt 

     Note: Fields, Angela Alright who's up next AG? 
11:17:17 AM Chairman Schmitt 

     Note: Fields, Angela You may call a witness. 
11:18:26 AM Chairman Schmitt 

     Note: Fields, Angela Now let me ask Mr. Chandler, I know you are sharing this witness 
with Lexington you're doing the only direct is that correct?  

11:18:36 AM Chairman Schmitt 
     Note: Fields, Angela Alright thank you. 

11:18:37 AM Chairnman Schmitt - witness Kollen 
     Note: Fields, Angela Swearing the witness in.

11:18:46 AM Asst. Atty Gen. Chandler
     Note: Fields, Angela Before I introduce Mr. Kollen, can the AG move to introduce AG 

Exhibit15 that was provided yesterday? 
11:18:48 AM Asst. Atty Gen. Chandler - witness Kollen 

     Note: Fields, Angela Direct Examination. 
11:18:57 AM Chairman Schmitt 

     Note: Fields, Angela Is there any objection?
11:18:59 AM Chairman Schmitt 

     Note: Fields, Angela Then let it be marked and filed as AG Exhibit 15. 
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11:19:04 AM Asst. Atty Gen. Chandler - witness Kollen 
     Note: Fields, Angela Direct Examination. 

11:30:13 AM Asst. Atty Gen. Chandler - witness Kollen 
     Note: Fields, Angela Thank you Mr. Kollen. Mr. Kollen is available for coss examination 

Chairman. 
11:30:19 AM Atty Ingram Kentucky-American witness Kollen  

     Note: Fields, Angela Cross Examination. 
11:32:18 AM Asst. Atty Gen. Chandler - witness Kollen 

     Note: Fields, Angela Can you provide him a copy if you are going to site to specific 
sources and specific amounts?

11:32:28 AM Atty Ingram Kentucky-American witness Kollen  
     Note: Fields, Angela Cross Continued. 

11:33:57 AM Chairman Schmitt 
     Note: Fields, Angela Can I ask a question?

11:33:58 AM Chairman Schmitt - witness Kollen 
     Note: Fields, Angela Do you agree with the accuracy of the testimony or are you 

agreeing that the testimony you were shown made that statement?  
11:34:18 AM Atty Ingram Kentucky-American witness Kollen  

     Note: Fields, Angela Cross Continued. 
11:36:00 AM Kentucky-American Reference 01

     Note: Fields, Angela Commissions Decision in Case No. 2014-00396
     Note: Fields, Angela Atty Ingram Kentucky-American witness Kollen  

11:39:30 AM Atty Ingram Kentucky-American witness Kollen  
     Note: Fields, Angela Cross Continued. 

11:40:45 AM Kentucky-American Reference 02, 03, and 04
     Note: Fields, Angela Atty Ingram Kentucky-American witness Kollen  
     Note: Fields, Angela Order in Case No. 92-452, Order in 97-034, and Order 2012-00520

11:41:08 AM Chairman Sdchmitt 
     Note: Fields, Angela You can if you prefer but it doesn't matter because they are going to 

be cited in briefs so we know what they are and it's not necessary 
but when Counsel wants to do that for one reason or another 
inaudible. 

11:41:38 AM Chairman Schmitt 
     Note: Fields, Angela Sometimes when I check out the record or something it will all be 

there rather than find it somewhere else but it really isn't necessary. 
So whatever you prefer.  

11:43:41 AM Atty Ingram Kentucky-American witness Kollen  
     Note: Fields, Angela Cross Continued. 

11:49:36 AM Atty Ingram Kentucky-American witness Kollen  
     Note: Fields, Angela May I approach your honour?

11:49:39 AM Atty Ingram Kentucky-American witness Kollen  
     Note: Fields, Angela Cross Continued. 

11:59:40 AM Kentucky-American Reference 05, 06, and 07
     Note: Fields, Angela Atty Ingram Kentucky-American witness Kollen  
     Note: Fields, Angela Order in Case No. 2018-0035, Order in 2018-00034, and Order in 

2018-00040 
12:01:22 PM Atty Ingram Kentucky-American witness Kollen  

     Note: Fields, Angela Cross Continued. 
12:10:26 PM Asst. Atty Gen. Chandler - witness Kollen 

     Note: Fields, Angela You honour he already said that he doesn't have a recollection of 
the Orders it's improper for him to continue to ask. 

12:10:32 PM Chairman Schmitt 
     Note: Fields, Angela Sustained.

12:10:35 PM Atty Ingram Kentucky-American witness Kollen  
     Note: Fields, Angela I have no further questions. 
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12:10:36 PM Chairman Schmitt 
     Note: Fields, Angela Alright at this time lets take a lunch break until 1:15 and then we'll 

come back and try to finish up with additional cross of Mr. Kollen's
12:10:52 PM Session Paused
1:08:59 PM Session Resumed
1:09:00 PM Chairnan Schmitt 

     Note: Fields, Angela Okay, we are now back on the record. Mr. Kollen is back on the 
stand. Staff do you have questions?

1:09:11 PM Asst. GC Vinsel PSC - witness Kollen 
     Note: Fields, Angela Cross Examination.

1:10:43 PM Asst. GC Vinsel PSC - witness Kollen 
     Note: Fields, Angela Staff has no further questions. 

1:10:46 PM Chairman Schmitt 
     Note: Fields, Angela Commissioner Cicero?

1:10:47 PM Vice Chairman Cicero - witness Kollen 
     Note: Fields, Angela So if I said fourty years seemed reasonable that would just be an 

opinion right?
1:10:49 PM Vice Chairman Cicero - witness Kollen 

     Note: Fields, Angela Cross Examination. 
1:11:13 PM Vice Chairman Cicero - witness Kollen 

     Note: Fields, Angela It's very subjective. 
1:11:42 PM Vice Chairman Cicero - witness Kollen 

     Note: Fields, Angela Mr. Ingram pointed out several rate cases that the unprotected rate 
classes were given an amortization period of between [click on the 
link for Vice Chairman Cicero's remarks.]

1:11:55 PM Vice Chairman Cicero - witness Kollen 
     Note: Fields, Angela Is that your opinion or why are you relying on the fact that they may 

have been settlements? 
1:13:48 PM Vice Chairman Cicero - witness Kollen 

     Note: Fields, Angela I guess the exception I took is that becase its a settlement that sets 
them apart from what the Commission is looking at [click on the link 
for Vice Chairman Cicero's remarks.]

1:15:16 PM Vice Chairman Cicero - witness Kollen 
     Note: Fields, Angela I think you also asked a question about the [click on the link for Vice 

Chairman Cicero's remarks.]
1:15:45 PM Vice Chairman Cicero - witness Kollen 

     Note: Fields, Angela Can you refresh us on what that new evidence is?
1:18:04 PM Vice Chairman Cicero - witness Kollen 

     Note: Fields, Angela You may contend that their argument is wrong. I've heard the 
infinity argument before and I believe that the Commission was 
unpersuaded by that argument.

1:18:14 PM Vice Chairman Cicero - witness Kollen 
     Note: Fields, Angela No I have heard that argument before and I don't believe it made a 

difference. 
1:18:21 PM Vice Chairman Cicero - witness Kollen 

     Note: Fields, Angela I appreciate you providing your insight into it. 
1:18:25 PM Vice Chairman Cicero - witness Kollen 

     Note: Fields, Angela Thank you. I don't have anything else Chairman.
1:18:27 PM Chairman Schmitt 

     Note: Fields, Angela Commissioner Mathews?
1:18:29 PM Chairman Schmitt 

     Note: Fields, Angela I have no questions. 
1:18:31 PM Chairman Schmitt 

     Note: Fields, Angela Mr. Chandler?
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1:18:35 PM Asst. Atty Gen. Chandler - witness Kollen 
     Note: Fields, Angela Redirect.

1:19:40 PM AG EXHIBIT 16
     Note: Fields, Angela Asst. Atty Gen. Chandler - witness Kollen 
     Note: Fields, Angela Testimony Of Matthew A. Horeled On Behalf Of Kentucky Power 

Company In Support Of The Settlement Agreement Case No. 2018-
00035

1:20:34 PM Asst. Atty Gen. Chandler - witness Kollen 
     Note: Fields, Angela Redirect Continued. 

1:27:18 PM Asst. Atty Gen. Chandler - witness Kollen 
     Note: Fields, Angela That's all the questions I have for Mr. Kollen 

1:27:19 PM Chairman Schmitt - witness Kollen 
     Note: Fields, Angela May this witness be excused?

1:27:24 PM Chairman Schmitt - witness Kollen 
     Note: Fields, Angela You may step down and be excused. 

1:27:25 PM Chairman Schmitt 
     Note: Fields, Angela Another witness?

1:27:35 PM Chairman Schmitt - witness Baudino
     Note: Fields, Angela Swearing the witness in. 

1:27:56 PM Chairman Schmitt
     Note: Fields, Angela Please be seated. Mr. Chandler. 

1:28:01 PM Asst. Atty Gen. Chandler - witness Baudino 
     Note: Fields, Angela Direct Examination. 

1:28:46 PM Asst. Atty Gen. Chandler - witness Baudino
     Note: Fields, Angela Chairman Mr. Baudino is available for cross examination. 

1:28:49 PM Chairman Schmitt 
     Note: Fields, Angela Mr. Ingram Mrs. Braun?

1:28:51 PM Atty Braun Kentucky-American - witness Baudino
     Note: Fields, Angela Cross Examination.

1:30:47 PM KENTUCKY-AMERICAN EXHIBIT 01
     Note: Fields, Angela Atty Braun Kentucky-American - witness Baudino
     Note: Fields, Angela DIRECT TESTIMONY AND EXHIBITS OF RICHARD A. BAUDINO CASE 

NO. 16-0550-W-P
1:31:36 PM Atty Braun Kentucky-American - witness Baudino

     Note: Fields, Angela Cross Continued. 
1:39:35 PM KENTUCKY-AMERICAN EXHIBIT 02

     Note: Fields, Angela Atty Braun Kentucky-American - witness Baudino
     Note: Fields, Angela Order from West Virgina Case No. 16-0550-W-DSIC

1:40:12 PM Atty Braun Kentucky-American - witness Baudino
     Note: Fields, Angela Cross Continued. 

1:55:46 PM KENTUCKY-AMERICAN EXHIBIT 03
     Note: Fields, Angela Copy of the press release of the downgrades. 
     Note: Fields, Angela Atty Braun Kentucky-American - witness Baudino

1:56:30 PM Atty Braun Kentucky-American - witness Baudino
     Note: Fields, Angela Cross Continued. 

2:04:20 PM KENTUCKY-AMERICAN EXHIBIT 04
     Note: Fields, Angela FEDERAL FUNDS RATE JANUARY 2014 THRU JANUARY 2019
     Note: Fields, Angela Atty Braun Kentucky-American - witness Baudino

2:05:06 PM Atty Braun Kentucky-American - witness Baudino
     Note: Fields, Angela Cross Continued. 

2:09:05 PM Atty Braun Kentucky-American - witness Baudino
     Note: Fields, Angela Thank you. I have no other questions. 

2:09:07 PM Chairman Schmitt 
     Note: Fields, Angela Any questions? 
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2:09:11 PM GC Pinney PSC - witness Baudino 
     Note: Fields, Angela Cross Examination. 

2:11:55 PM Chairman Schmitt - witness Baudino
     Note: Fields, Angela How do you know the Commission didn't make it's own decision?

2:12:19 PM Chairman Schmitt - witness Baudino
     Note: Fields, Angela Go a head. I don't have another question. 

2:12:25 PM GC Pinney PSC - witness Baudino 
     Note: Fields, Angela Cross Continued. 

2:16:08 PM GC Pinney PSC - witness Baudino 
     Note: Fields, Angela No further questions your honour. 

2:16:14 PM Commissioner Mathews - witness Baudino 
     Note: Fields, Angela May I?

2:16:16 PM Commissioner Mathews - witness Baudino 
     Note: Fields, Angela You said that it's the Attorney General's and your position. Is that 

also Lexington-Fayette Urban County Government's position?
2:16:40 PM Chairman Schmitt - witness Baudino

     Note: Fields, Angela Don't leave out Lexington. 
2:16:44 PM Chairman Schmitt - witness Baudino

     Note: Fields, Angela They contributed to the fees. Commissioner Cicero questions?
2:16:53 PM Vice Chairman Cicero - witness Baudino

     Note: Fields, Angela Are you currently representing any other organizations in front of a 
state regulatory group?

2:17:02 PM Vice Chairman Cicero - witness Baudino
     Note: Fields, Angela Any other organization in front of any other state Public Service 

Commission?
2:17:12 PM Vice Chairman Cicero - witness Baudino

     Note: Fields, Angela And are you recommending in those cases a similar ROE or are you 
saying that Kentucky-American Water happens to be just similar 
enough that this 9.1 that you are recommending is just unique to 
them? 

2:18:01 PM Vice Chairman Cicero - witness Baudino
     Note: Fields, Angela Over the past year how many times would you say you  represented 

someone before a state Public Service Commission?
2:18:52 PM Vice Chairman Cicero - witness Baudino

     Note: Fields, Angela In those eleven cases have they all been settled?
2:19:15 PM Vice Chairman Cicero - witness Baudino

     Note: Fields, Angela What would you say the highest ROE was in those eleven cases that 
you recommended?

2:19:56 PM Vice Chairman Cicero - witness Baudino
     Note: Fields, Angela And did you have any Commission agree with your assessment and 

rule that it should be 9.1 or 9.2 or 9.3 have you had any 
Commission agree with you on that assessment that that's where 
the ROE needs to be?

2:21:37 PM Vice Chairman Cicero - witness Baudino
     Note: Fields, Angela So with all due respect [click on the link for Vice Chairman Cicero's 

remarks.]
2:22:40 PM Vice Chairman Cicero - witness Baudino

     Note: Fields, Angela So that's just my comment. I don't have anything else. 
2:22:45 PM Chairman Schmitt 

     Note: Fields, Angela Commissioner Mathews?
2:22:48 PM Chairman Schmitt - witness Baudino

     Note: Fields, Angela Over the 2015, 2016, to now the dow jones industrial average is up 
about ten thousand points isn't that correct?

2:23:08 PM Chairman Schmitt - witness Baudino
     Note: Fields, Angela Don't they always say a rising tide lifts all the boats?
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2:23:15 PM Chairman Schmitt - witness Baudino
     Note: Fields, Angela No further questions. 

2:23:16 PM Chairman Schmitt 
     Note: Fields, Angela Anything?

2:23:19 PM Asst. Atty Gen. Chandler - witness Baudino
     Note: Fields, Angela Redirect. 

2:25:31 PM Vice Chairman Cicero - witness Baudino 
     Note: Fields, Angela Versus what was recommended?

2:25:35 PM Vice Chairman Cicero - witness Baudino 
     Note: Fields, Angela 9.1 versus what was recommended?

2:25:39 PM Vice Chairman Cicero - witness Baudino 
     Note: Fields, Angela Right and I think Mr. Chandler asked [click on the link for Vice 

Chairman Cicero's remarks.]
2:26:40 PM Asst. Atty Gen. Chandler - witness Baudino

     Note: Fields, Angela Redirect Continued. 
2:29:56 PM Chairman Schmitt - witness Baudino

     Note: Fields, Angela Let me ask a question. If short terms rates ten years or whatever is 
higher than the thirty year is that sometimes considered to be 
evidence of an upcoming recession?

2:30:21 PM Asst. Atty Gen. Chandler - witness Baudino
     Note: Fields, Angela Redirect Continued. 

2:34:45 PM Chairman Schmitt 
     Note: Fields, Angela Why don't we ask him questions rather than lead him and he might 

understand what he is supposed to say. 
2:35:02 PM Asst. Atty Gen. Chandler - witness Baudino

     Note: Fields, Angela Redirect Continued. 
2:38:01 PM Asst. Atty Gen. Chandler - witness Baudino

     Note: Fields, Angela Those are all the questions I have for Mr. Baudino Chairman. 
2:38:40 PM Chairman Schmitt 

     Note: Fields, Angela Commissioner Cicero has a question. 
2:38:41 PM Vice Chairman Cicero - witness Baudino 

     Note: Fields, Angela Mr. Chandler had you go through the ROE's in several cases [click 
on the link for Vice Chairman Cicero's remarks.]

2:38:54 PM Vice Chairman Cicero - witness Baudino 
     Note: Fields, Angela And there was several that were in the low nines, those were all 

from 2018 is that correct?
2:39:21 PM Vice Chairman Cicero - witness Baudino 

     Note: Fields, Angela Would you say that, that contributed to the downgrading by 
Moody's?

2:40:04 PM Vice Chairman Cicero - witness Baudino 
     Note: Fields, Angela And it talked about its declining financial condition. And I wondered 

if that was a possibility that contributed something to it? 
2:41:57 PM Vice Chairman Cicero - witness Baudino 

     Note: Fields, Angela You would agree that a higher ROE increases cash flow?
2:42:02 PM Vice Chairman Cicero - witness Baudino 

     Note: Fields, Angela I don't have any other questions. 
2:42:04 PM Chairman Schmitt - witness Baudino 

     Note: Fields, Angela And you would agree probably that a lack of a sufficient incom to 
support the company's operations would generally require more 
debt?

2:42:34 PM Chairman Schmitt - witness Baudino
     Note: Fields, Angela No further questions. 

2:42:35 PM Chairman Schmitt - witness Baudino 
     Note: Fields, Angela May this witness be excused?
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2:42:40 PM Atty Braun Kentucky-American Water
     Note: Fields, Angela Your honour I neglected to move for admission of Exhibits one thru 

four. I would like to do so now.  
2:42:46 PM Chairman Schmitt 

     Note: Fields, Angela Sustained. Let Kentucky-American Exhibits one thru four be 
admitted into evidence. 

2:42:52 PM Chairman Schmitt 
     Note: Fields, Angela Anything else?

2:42:52 PM Asst. Atty Gen. Chandler 
     Note: Fields, Angela The Attorney General would like to move for the admission of 

Attorney General sixteen. 
2:42:57 PM Chairman Schmitt

     Note: Fields, Angela AG sixteen is also admitted. 
2:43:01 PM Chairman Schmitt

     Note: Fields, Angela Okay anything else?
2:43:04 PM Chairman Schmitt 

     Note: Fields, Angela I drafted an Order because we are out of time [click on the link for 
Chairman Schmitt's remarks.]

2:43:21 PM Chairman Schmitt 
     Note: Fields, Angela So here is how it is going to be and if it becomes some impossible 

problem call file a motion okay. 
2:43:30 PM POST HEARING DATA REQUEST 

     Note: Fields, Angela SHALL BE FILED ON OR BEFORE THURSDAY MAY 16, 2019.  
2:43:37 PM RESPONSES TO POST HEARING DATA REQUEST 

     Note: Fields, Angela SHALL BE FILED ON OR BEFORE FRIDAY MAY 24, 2019.
2:43:45 PM THE APPLICANT SHALL FILE ITS POST HEARING BRIEF 

     Note: Fields, Angela ON OR BEFORE FRIDAY MAY 31, 2019.
2:43:51 PM INTERVENORS SHALL FILE POST HEARING BRIEFS 

     Note: Fields, Angela ON OR BEFORE TUESDAY JUNE 11, 2019. 
2:43:58 PM THE APPLICANT'S REPLY BRIEF 

     Note: Fields, Angela SHALL BE FILED ON OR BEFORE FRIDAY JUNE 14, 2019. 
2:44:04 PM THIS CASE SHALL STAND SUBMITTED FOR DECISION

     Note: Fields, Angela BY THE COMMISSION EFFECTIVE 12:01 AM EATERN DAYLIGHT 
TIME ON JUNE 15, 2019. 

2:44:51 PM Chairman Schmitt 
     Note: Fields, Angela Alright if there is nothing else. Anything else? Then this hearing is 

adjourned. Thank you. 
2:44:59 PM Session Paused
2:45:04 PM Session Ended

Created by JAVS on 5/20/2019 - Page 13 of 13 -



Exhibit List Report 2018-00358 14May2019

Kentucky-American Water 
Company (Kentucky-American)

Name: Description:
AG Exhibit 16 Testimony Of Matthew A. Horeled On Behalf Of Kentucky Power Comapny In Support Of 

The Settlement Agreement In Case No. 2018-00035.
Kentucky-American Exhibit 01 Direct Testimony And Exhibits Of Richard A. Baudino On Behalf Of The West Virgina 

Energy Users Group J. Kennedy And Associates, Inc. September 22, 2016 Case No. 16-
0550-W-P.

Kentucky-American Exhibit 02 Order In Case No. 16-0550-W-DSIC.
Kentucky-American Exhibit 03 Moody's Investors Service Press Release April 1, 2019.
Kentucky-American Exhibit 04 Effective Federal Funds Rate From January 2014 Thru January 2019.
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PUBLIC SERVICE COMMISSION
OF WEST VIRGINIA
CHARLESTON

CASE NO. 16-0550-W-P
WEST VIRGINIA-AMERICAN WATER COMPANY, a public utility

Charleston, West Virginia
Petition for approval of a 20l 7 Infrastructure Replacement
Program Surcharge Mechanism

DIRECT TESTXMONY OF RICHARD A. BAUDINO

1 Q. Please state your came and business address.

2 A. My name is Richard A. Baudino. My business address is J. Kennedy and Associates, Inc.

3 ("Kennedy and Associates"), 570 Colonial Park Drive, Suite 305, Roswell, Georgia

4 30075.

5

6 Q. What is your occupation and by whom are you employed?

7 A. I am a consultant to J. Kennedy and Associates.

8

9 Q. Please describe your education and professional experience.

10 A. I received my Master of Arts degree with a major in Economics and a minor in Statistics

l 1 from New Mexico State University in 1982. T also received my Bachelor of Arts Degree

12 with majors in Economics and English from New Mexico State in 1979. I began my

13 professional cazeer with the New Mexico Public Service Commission Staff in October

14 1982 and was employed there as a Urility Economist. During my employment with the

15 Staff, my responsibiliries included the analysis of a broad range of issues in the

16 ratemaking field. Areas in which I testified included cost of service, rate of return, rate

J. Kennedy and Associates, Inc.
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1 design, revenue requirements, analysis of sale/leasebacks of generating plants, utility

2 finance issues, and generating plant phase-ins.

3

4 In October 1989, I joined the utility consulting firm of Kennedy and Associates as a

5 Senior Consultant where my duties and responsibilities covered substantially the same

6 areas as those during my tenure with the New Mexico Public Service Commission Staff.

7 I became Manager in July 1992 and was named Director of Consulting in January 1995.

8 Currently, Y am a consultant with Kennedy and Associates.

G]

10 Exhibit ~(RAB-1) summarizes my expert testimony experience.

Il

12 Q. On whose behalf are you testifying?

13 A. I am testifying on behalf of the West Virginia Energy Users Group ("WVEUG").~

14

15 Q. What is the purpose of your Direct Testimony?

16 A. The purpose of my Direct Testimony is to address the Application For Approval of 2017

17 Infrastructure Replacement Program ("IRP") filed by West Virginia-American Water

18 Company ("WVAW" or "Company"). In so doing, I will address relevant portions of the

19 Application filed by the Company as well as the pre-filed Direct Testimony submitted by

20 Company witnesses Jeffrey L. McIntyre and Sohn S. Tomac.

~ For the purpose of this proceeding, WVBUG's membership consists of The Chemours Company and Dow
Chemical Company.

J. Kennedy and Associates, Inc.
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1 Q. What are your conclusions and recommendations to the Public Service Commission

2 of West Virginia ("Commission")?

3 A. I recommend that the Commission reject the Company's proposed IRP. The Commission

4 adequately addressed the Company's ongoing commitments to infrastructure replacement

5 in its last rate case, Case No. 15-0676-W-42T. In that proceeding, the Commission

6 allowed the Company to include certain system replacement projects expected to be

7 completed after the end of the Company's historical test year and before the rate effective

8 period began ("the Transition Period"). This modification to the Commission's traditional

9 practice of using an historical test year for ratemaking purposes recognized WVAW's

10 unique circumstances and effectively addressed the Company's need for system

1 1 improvements and replacements. In this proceeding, WVAW failed to demonstrate that

12 its proposed IR.P is reasonable and necessary.

13

14 The Company's filed IRP represents a radical overreach of the more modest IRP

15 proposed by Staff witness Terry Eads in Case No. IS-06760-W-42T, which WVEUG

16 also opposed in that case. The Company has so broadly defined investments that would

17 qualify for its IR.P that ii would likely never need to file a rate case before the

18 Commission again. T'he proposed IRP fails on several important points, which are as

19 follows:

20

2i • WVAW failed to show that its proposed IRP is necessary.

22 • WVAW's proposed categories of IRP-eligible facilities aze overly broad and open

23 ended.

J. Kennedy and Associates, Inc.
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1 • WVAW's proposed IRP fails to include an adequate review process that would

2 ensure reasonableness of costs for eligible facilities.

3 • WVAW's proposed amendment process for its IRP would turn the surcharge and

4 included costs into moving targets.

5 • WVAW has unreasonably proposed to collect costs associated with the projected

6 average level of investrnent in IRl' facilities between February 25 and December

7 31, 2016. Essentially, this proposal allows the Company to collect future test year

8 costs that the Commission rejected in the last rate proceeding.

9 • WVAW's proposed IRY fails to provide adequate protections to customers from

10 unreasonable costs and rate increases.

1 1

12 The legion of defects associated with WVAW s proposed IRP warrants its outright

13 rejection by the Commission. The Company's proposed IRP would result in a "real time"

14 ratemaking arrangement that will supplant the current regulatory paradigm with a system

15 that irrepazably harms West Virginia customers.

16

17 If the Commission chooses to accept the implementation of an IRP for WVAW, however,

18 its proposed IRP should undergo a complete revision. Specifically, I recommend that the

l9 Commission incorporate the following principles and modifications into any IRP it may

20 approve in this proceeding:

21

22 1. The IRP should be limited to a 2-year Pilot Program.

J. Kennedy and Associates, Inc.
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1 2. TRP eligible facilities should be limited to smaller diameter mains and services

2 consistent with a recommendation made by Staff witness Mr. Fowler in Case No.

3 15-0676-W-42T.

4

5 3. IRP eligible facilities should be limited to non-revenue producing and non-

6 expense reducing plant that serves to replace existing plant.

7

8 4. Facilities extended to serve new customers in areas that are underserved or

9 unserved should be excluded from the IRP.

10

11 5. The yearly cap on IRP related rate increases from current authorized tariff' rates

12 should be limited to 2.5%.

13

14 6. The cumulative cap on customer IRP related rate increases over currently

15 authorized tariff rates should be limited to 5%.

16

17 7. The yearly increase in WVAW's IRP eligible facilities should be limited to the

18 general rate of inflation as measured by the Consumer Price Index.

~:

20 8. The return on equity for IRP eligible facilities should be reduced by one percent

21 from the Commission's last authorized return on equity. For the proposed Pilot

22 Program, the allowed return on equity for any IRP eligible facilities should be

23 8.75 %.

J. Kennedy and Associates, Inc.
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1 9. WVAW should be required to file a base rate proceeding within two years of IR.P

2 implementation. At that time, the IRP rate should be reset to zero and all facilities

3 included in the IRP should be included in base rates.

4

5 10. The IRP revenue rac~uirement should be collected using a fixed monthly charge.

6

7 WVAW Prouosed IRP

8

9 Q. Please summarize WVAW's proposed IRP as contained in its Application and

10 supporting Direct Testimony.

1 1 A. The Company's proposed IRP is described beginning on page 4 of its Application.

12 WVAW proposes to include seven categories of what it considers to be non-revenue

13 producing, non-expense reducing utility plant in its IRP. The seven categories of eligible

14 facilities are described on pages 6 and 7 of the Application.

15

16 T'he IRP would be implemented covering IRP plant placed into service from February 25,

17 2016. WVAW stated it would invest approximately $32.5 million in IRP facilities in

18 2016 and 2017. Exhibit 2 to the Application contains the projected and budgeted IRP

19 facilities through 2020.

20

21 On page 9 of its Application, VWAW states that when IRP projects are completed the

22 Company would submit a work order package for review by Staff and the Consumer

23 Advocate Division ("CAD") for auditing purposes. Also on page 9, the Company
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1 explains its reconciliation process in which the revenue requirement associated with the

2 actual cost of IRP facilities would be compared with the revenue received from the "IRP

3 Rate Component." Paragraph I8 on page 10 provides a description of WVAW's

4 proposed IRP Rate Component. Costs recovered through the IRP Rate Component

5 would include return on rate base, related income taxes, depreciation expense, state

6 property taxes, and the West Virginia Business and Occupation ("B&O") tax.

7

8 VWAW also seeks inclusion of a revenue requirement associated with the projected

9 average level of investment in TRP Facilities between February 25 and December 31,

i0 2016. The Company claims that these costs should be included within the IRP scope "to

11 bridge the gap in recovery between the current rate base cut-off period of February 24,

12 2016 and the beginning of a full-year IR.P period beginning January 1, 2017."

13 Application, pp. 11, 12.

14

I S The Application (Paragraph 32, page 15) also contains certain conditions on the

16 Commission's approval of the IRP, including the relationship to base rate cases, an annual

Z7 rate increase cap of 5%, a cumulative rate increase cap of 1Q%, and an earnings test

18

19 Q. Should the Commission approve WVAW's proposed IRP?

20 A. No. WVAW's proposed IRP is unreasonable and should be rejected in its entirety.

J. Kennedy and Associates, Inc.
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1 Q. In general terms, please explain why the Company`s proposed IRP should be

2 rejected.

3 A. As 1 stated in my Duect Testimony in Case No. 15-0676-W-42T, I am not in favor of

4 automatic adjustment clauses such as the IRP, as a general matter. Automatic adjustment

5 clauses that allow the pass-through of capital costs simply do not allow the requisite

6 amount of regulatory scrutiny that a full rate proceeding does. In a rate case, the

7 Commission, its Staff, and other parties have time to conduct a detailed examination and

8 review all of the elements of a utility's revenue requirement to ensure that the costs

9 ratepayers are required to pay are prudently incurred. WVAW's proposed IRP would

10 enable the Company to pass though significant new casts without this regulatory scrutiny.

1 l Altb~ough the utility and its shareholders certainly benefit from increased cash flows from

] 2 such automatic clauses, ratepayers are far less assured that costs subject to this treatment

13 are prudently incurred. As a result, these surcharges effectively shift the risk of

14 investment from the utility and its shareholders to ratepayers. The regulatory paradigm is

15 in tum shifted such that the balance is skewed between providing the utility with a

16 monopoly and protecting captive ratepayers; the upshot is that surcharges like this one

17 favor the utility to the disadvantage of its customers.

18

19 Q. Let us now move to your specific conclusions with respect to WVAW's proposed

20 IRP. To begin with, did WVAW make a proper showing that an IRP of the

21 magnitude it is proposing is necessary?

22 A. No. It is important to keep in mind that the Commission just granted the Company a

23 15.1% rate increase in its Order dated February 24, 2016, in Case No. 15-0676-W-42T.

J. Kennedy and Associates, InG
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Z In that Order, the Commission went beyond its traditional adherence to using an

2 historical test year based on the facts and circumstances in that proceeding. The

3 Commission approved inclusion of certain non-revenue producing additions in the

4 Transition Peziod and established the Company's rate base at the beginning of the Rate

5 Year. On page 26 of its Order, the Commission noted the following:

6 Based on the evidence presented in this case, establishing rate base at

7 the beginning of the Rate Year is reasonable because inclusion of

8 additional investment in rate base elements for #,he Transition Period

9 (i) wili provide a reasonable level of known and measurable rate base

IO that will be used and useful and in service at the tune the new rates

11 authorized in this proceeding become effective, (ii) will provide a

l2 better matching of revenues, expenses and rate base present in the Rate

13 Year than would adherence to anon-representative HTY approach,

14 and (iii) will better mitigate the impact of regulatory lag than would

15 AFFAC. WVAWC should cease recording AFFAC on the effective

16 date of new rates authorised in this case.2

17
18 In its Order, the Commission significantly expanded the manner in which costs and

19 system investments are reflected in WVAW's rate base by including investments through

20 the Transition Period. This Transition Period ran from January 20 i 5 through

2i February 29, 2016, a full 14 months after the end of the Company's 2414 historic test

22 year. This expansion of rate recognition for non-revenue producing net plant essentially

23 made WVAW whole with respect to infrastructure replacement investment through

24 February of this yeaz.

25

26 WVAW failed to provide any evidence of financial need for the sort of expansive IRP it

27 is proposing in this proceeding. In my opinion, the Commission's Order in the base rate

28 case more than adequately reflected the Company's infrastructure replacement

2 West Vir~.inia-American Water Gomn~n_v, Case No. I S-067b-W-42T (Order entered Feb. 24, 2016} ("Base Rate

Case Order"), p. 26.
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1 requirements for the rate effective year of 2016.

3 Q. On pages 6 and 7 of his Direct Testimony, Mr. McIntyre described seven categories

4 of investment that are to be included in the Company's IRP. Should all of these

S categories of investment be included in an IRP?

6 A. No. All seven of the proposed investment categories are so broadly defined that they

7 could include any and all future system investments by WVAW. In fact, nowhere in the

8 investment descriptions provided 6y Mr. McIntyre do the words "infrastructure

9 replacement" occur. An IRP should only include investments that replace exisring

10 infrastructure, such as replacement mains and services.

11

12 Especially objectionable aze the following categories of investment for proposed

13 inclusion:

14 d. distribution mains and related facilities initially constructed

15 under "shopping center agreements", etc.

lb
17 e. facilities the acquisition or construction of which are

18 recommended or required by the Commission, the West

19 Virginia Bureau for Public Health, etc.

20
21 f. facilities that extend public water service to new customers in

22 areas of the state that are unserved or underserved.

23
24 g. other facilities the costs of which the Commission may later

25 include within the definition of IRP facilities.3

26

27 Categories d., e., and g. are essentially "catch-all" categories that cover nearly every

28 conceivable investment that WVAW may make in the future. Clearly, these proposed

24 categories of investment have absolutely nothing to do with in&astructure replacement

3 Application, pp. 6-7.

J. Kennedy and Associates, InG
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1 and should be rejected by the Commission.

2

3 Category f. should also be rejected. This definition was drawn fxom Senate Bill 390, a

4 statute that does not apply to water utilities. I strongly recommend that the Commission

5 reject language that would allow a water company to pass system expansion projects

6 through an IRP.

7

8 Q. Does the Company's proposed IRI' provide for a reasonable review process to

9 ensure that eligible costs are prudently incurred?

10 A. No. In fact, WVAW's proposed IRP completely lacks any mechanism for Commission

11 review to determine if costs passed through the IRP have been prudently incurred.

12 VWAW's Application, page 9, paragraph 14, discusses a work order package that the

13 Company will submit when individual main replacement projects are completed. These

I4 work order packages would be submitted to Staff and CAD "for auditing purposes." Mr.

15 Tomac describes a mechanism to compaze actual costs incurred and revenues received in

16 order to determine any potential over-recovery ox under-recovery. Direct Testimony of

17 John S. Tomac, page 3, line 16 through page 4, line 5. The Company's proposed IRP,

18 however, fails to include a prudence review process. Simple auditing and revenue

19 reconciliation cannot assure customers that the costs for which they aze being charged

20 through the IRP are reasonable, and such measures provide no vehicle for the input of

21 intervenors beyond Staff and CAD.

J. Sennedy and Associates, Ina
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1 Q. Qn page 8 of his Direct Testimony, Mr. McIntyre describes the Company's proposal

2 to amend its IRP filing in certain circumstances. Should the Company be allowed to

3 amend its filing in the manner described by Mr. McIntyre?

4 A. No. The type of amendment process described by Mr. McIntyre would turn its IRP filing

5 into a moving target and place the Staff, CAD, and other parties at a disadvantage in

6 terms of evaluating the reasonableness of additions to the Company's IRP filing after it

7 has been filed. If WVAW needs to "replace a major facility that suffers an unexpected

8 failure" or make "substantial investment in a category of IIZP facilities that was not

9 included in the eazlier filing covering the current iRP calendaz year," as described by Mr.

10 McIntyre, then the Company is free to file a base rate case and/or a certificate of

11 convenience and necessity case and include such facilities in that filing. The

12 Commission should not allow the Company to make changes in its IRP filing after it has

13 been filed.

14

l5 Q. On page 4 of his Direct Testimony, Mr. Tomac testifies that WVAW seeks to inclade

16 investment in IRP facilities from February 25 throagh December 31, 2016. Should

17 the Commission allow the Company to include this period in its proposed IRP?

18 A. Absolutely not. Mr. Tomac's proposal is an attempt to skirt normal regulatory lag

19 between rate cases and to inappropriately fill a gap between the beginning of the Rate

24 Yeaz from the last base rate case and the implementation date of the proposed IRP.

J. Kennedy and Associates, Inc.
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1 Moreover, Mr. Tomac's proposal represents aback-door means of recovering future test

2 year costs that the Commission Order rejected in the base rate case. The Commission

3 stated in its Base Rate Case Order that allowing the Company to reflect certain costs

4 through the Transition Period was a better match of revenues, expenses, and rate base for

5 the Rate Year #hau would be achieved using an historical test year.4 The Commission

6 re}ected the Company's fully projected future test year. Now in its IRP filing, the

7 Company seeks to recover projected costs beyond the Transition Period. The

8 Commission should reject the Company's attempt to recover investment from

9 February 2S through December 31, 2016, in this proceeding.

10

11 Q. Do the proposed caps on yearly and cumulative rate increases adequately protect

12 customers?

13 A. No. As I stated previously, the Commission just ordered a 15.1% increase for WVAW

14 customers this year. The Company now wants further increases through an accelerated

15 IRP process that could increase rates by another 5% — 10% over the next few years.

16 Given the impact from the last rate case, if the Commission decides to approve an IRP,

1? then I recommend lower caps on yearly and cumulative rate increases. I will describe my

18 proposal more fully in the next section of my Direct Testimony.

19

20 In addition, as the Company acknowledged in response to CAD data request 01-23,

21 attached as Exhibit____(RAB-2), the 10% cap as proposed would likely never be reached.

22 Thus, this cap does not provide ratepayers with any real protection, unless the Company

23 was to attempt to include capital expenditures "over the average annual $18.5 million

° ~ Base Rate Case Order, p. 26.
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1 amount" currently proposed for inclusion in the surcharge. With a cap set so high, thexe

2 would be very little reason for the Company to ever need to seek a base rate case.

3

4 Recommended Revisions to WVAW's Proaosed IRP

5

6 Q.

7

8 A.

9

10

1 1

12

13

14

15

26

17

18

19

20

21

22

23

If the Commission decides to approve an iRP for WVAW, what are the main

principles and elements that should be included?

T recommend that the following principles and elements be part of any IRP that the

Commission approves for WVAW:

1. The IRP should be limited to an initial2-year Pilot Program.

2. IRP eligible facilities should be limited to mains 3 inches in diameter and smaller

and associated services. This recommendation is based on a recommendation

made by Staff witness Fowler in Case No. 15-0676-W-42T.

3. TRH' eligible facilities should be limited to non-revenue producing and non-

expense reducing plant that serves to replace existing plant.

4. Facilities extended to serve new customers in areas that are underserved or

unnerved should be excluded from the IRP.

5. The yearly cap on IRP related rate increases from current authorized tariff rates

J. Kennedy and Associates, Inc.
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1 should be limited to 2.5%.

2

3 6. The cumulative cap on customer IRP related rate increases over currently

4 authorized tariff rates should be limited to 5%.

5

6 ?. The yearly increase in WVAW's IRP eligible facilities should be limited to the

7 general rate of inflation as measured by the Consumer Price Index.

8

9 8. The return on equity for IRP eligible facilities should be reduced by 1 %from the

14 Commission's last authorized rettun on equity. For this proposed Pilot Program,

11 the allowed return on equity for any IRP eligible facilities should be 8.75%.

12

13 9. WVAW should be required to file a base rate proceeding within two years of IRP

14 implementation. At that time, the IRP rate should be reset to zero and ali facilities

15 included in the IRP should be included in base rates.

16

17 10. T'he IRP revenue requirement should be collected using a fixed monthly chazge.

18

19 Q. Please explain why the IRP should be limited to a 2-year Pilot Program.

20 A._ A 2-year pilot IRP is a reasonable first step for the Commission, its Staff, the CAD, and

21 other parties to gauge the effectiveness and workability of an IRP for VWAW. It is

22 important to bear in mind that an IRP represents a significant change in the way WVAW

23 has been regulated by the Commission. In the Company's last base rate case, the

J. Kennedy and.4ssociates, Inc.
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Commission approved a significant change to its traditional ratemaking approach by

2 including plant in rate base through the Transition Period. This decision significantly

expanded WVAW's historical thirteen-month rate base by X33.1 million. in its Base Rate

4 Case Order, the Commission stated:

5 The Commission is at a crossroads regarding the rate base treatment
6 that will provide WVAWC a reasonable opportunity to meet these.
7 challenges and at the same time moderate the impact on customer
8 rates. VWAWC has met its burden of proof regarding the inadequacy
9 of the thirteen-month average HTY rate base approach in this case.
10 The combination of declining per residential customer usage, little if
1 1 any customer growth, and increased costly system replacements
12 described in W~AWC and Staff testimony are unique to WVAWC
13 and lead to the inescapable conclusion that the HTY approach, under
14 current circumstances and operations for WVAWC, does not properly
15 match revenues, expenses and rate base in the Rate Year. Further, the
16 experimental AFFAC approach has provided minimal relief to
17 VJVAWC from regulatory lag and is not working as well as intended.
18 The Commission believes it is time to cease the AFFAC approach and
19 consider other alternatives.
20
21 ~x ~x

22
23 Based on the evidence presented in this case, establishing rate base at
24 the beginning of the Rate Year is reasonable because inclusion of
25 additional investment in rate base elements for the Transition Period
25 (i) will provide a reasonable level of known and measurable rate base
27 that will be used and useful and in service at the time the new rates
28 authorized in this proceeding become effective, (ii) will provide a
29 better matching of revenues, expenses and rate base present in the Rate
30 Year than would adherence to anon-representative HTY approach,
31 and (iii) will better mitigate the impact of regulatory lag than would
32 AFFAC. WVAWC should cease recording AFFAC on the effective
33 date of new rates authorized in this cases

34 Clearly, the Commission considered both the needs of WVAW and its customers in its

35 decision to deviate from the historical test year and expand ttie Company's rate base in

3b the last ra#e case. I recommend that the Commission continue a carefully considered

S Base Rate Case Order, p. 26 (emphasis added).
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1 approach in implementing an IRP for WVAW in this proceeding as well.

2

3 WVAW's open-ended IRP proposal would continue indefinitely and could very well end

4 future base rate cases for the Company. This is an unacceptable approach to ratemaking

5 and one that cannot ensure just and reasonable rates far customers. Approving an IRP as

6 a 2-year pilot program would enable the Company to include a certain level of necessary

7 replacement projects, but with more limited regulatory review than would be afforded by

8 a full rate proceeding. Tn my opinion, this strikes a reasonable balance between

9 company, shareholder, and ratepayer interests.

10

1 1 Q. Please explain why IRP eligible facilities should be limited to mains 3 inches in

12 diameter or less.

13 A. Limiting IRP eligible facilities to smaller mains and services continues a careful and

14 moderate approach to IRP implementation for WVAW and its customers. Consistent

15 with my recommendation fora 2-year pilot IRP, limiting eligible facilities to smaller

16 mains and services represents a balancing of company and customer interests.

17

18 In Case No. 15-0676-W-42T, Staff witness Mr. Jonathan M. Fowler stated the following

19 in his Direct Testimony:

20

21 Q: BASED ON YOUR REVIEW OF T`HE COMPANY'S
22 INFRASTRUCTURE AS DISCUSSED ABOVE, WHAT ARE THE
23 ENGINEERING DIVISION`S RECOMMENDATIONS AT THIS
24 TIME?

J. Kennedy and Associates, Inc.
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1 A: The Engineering Division would encourage the Company to begin

2 accelerating the replacement of their system, starting with the smaller

3 diameter mains and services. While other aspects aze in similar need of

4 upgrade, this is where customers are most likely to see an immediate

5 benefit in the form of improved service and reduced outages. Tn addition,

6 this would provide an opportunity to make minor (i.e, low incremental

7 cost) improvements in system hydraulics and performance; for instance

8 upsizing small diameter mains by one nominal size (i.e. 2"-to-3" or 3"-to-

9 4", etc.) may generally be accomplished at a very small incremental cost

10 since labor, equipment, fuel and restoration costs are largely constant for

11 smaller-size main construction and will not increase significantly as a

12 result of sensible upsizing. (Such upsizing of smaller mains would

13 improve system capaci~, extend component life and enhance reliability at

l~ little incremental cost.)

15 My conclusion based on Mr. Fowler's #estimony is that only including smaller sized

16 mains and associated services in the IRP would give ratepayers the most value for their

17 money. This is very important considering the fact that ratepayers have just had a 15.1%

18 rate increase approved by the Commission on February 24, 2016.

19

20 Q. Why should IRP facilities be limited to non-revenue producing and non-expense

2l reducing plant?

22 A. This condition is consistent with the regulatory goal of only including facilities in an IRP

23 that replace existing infrastructure. T1ze IRP should not be used for new facilities that

24 expand the Company's rate base and total revenues. This type of plant should only be

25 included in a base rate proceeding so that the Commission, Staff, CAD, and other parties

26 can evaluate the reasonableness of the cost of such facilities as well as whether such

27 investment is used and useful.

6 Direct xestimony of 7onathan M. Fowler, Case No. 15-0676-W-42T, pp. 11-12.
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1 Q. Please explain why facilities extended to serve unserved or underserved areas

2 should be ezcladed from the IRP.

3 A. The basis for this condition is fundamentally the same as the basis for the prior condition

4 regazding non-revenue producing and non-expense reducing plant. It is inappropriate to

5 include the cost of facilities that expand the utility's system in an IRP. Such facilities

6 should only be included in a base rate proceeding (and/or a certificate of convenience and

7 necessity case), in which the Commission may properly evaluate the usefulness of such

8 facilities as well as whether the costs were prudently incurred.

D

10 Q. Please provide the basis for the yearly and cumulative rate caps.

I1 A. West Virginia customers need to be protected from excessive future rate increases that

12 may flow through an IRP. As I mentioned earlier, the Commission just approved a

13 15.1% increase in the Company's rates on February 24, 2016. Now, WVAW is filing for

14 an IRP that includes even more yearly rate increases for its customers. The Company

15 proposed a yearly cap of 5% and a total cumulative rate increase cap of 10%. These caps

16 do not provide enough rate impact protection for customers considering the recently

17 approved 15.1 %increase.

18

19 In order to mitigate future rate increases to West Virginia ratepayers, I recommend that

20 the yearly increase to the Company's tariff rates be limited to 2.~% and that the total

21 cumulative increase be limited to 5%. This recommendation is 50% lower than the

22 Company's recommended caps, which fail to provide sufficient rate mitigation for

23 customers.

J. Kennedy and Associates, Inc.
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1 Q. Why should any yearly increase in IRP eligible plant be limited to the rate of

2 inflation as measured by the Consumer Price Index?

3 A, This condition places a reasonable upper Limit on the amount of IRP eligible plant that

4 the Company can be allowed to place into an IRP. The Company's current proposal

5 provides no such tangible limit on the yeazly plant increases that can be included in the

6 IRP. Including an upper limit on the yearly increases in IRP eligible plant serves as

7 another rate mitigation tool for the Commission. It also serves as a limit on the amount

8 of plant that would be subject to a lower level of regulatory scrutiny compared to a base

9 rate proceeding.

10

11 Q. Please explain why the return on equity for IRP eligible plant should be reduced by

12 one percent from the current Commission authorized return on equity.

13 A. A reduction in the return on common equity for IRP eligible plant recognizes an

14 important balancing of interests between shareholders and ratepayers. An IRP represents

15 a sluff in the current regulatory paradzgm in favor of the utility's shareholders. IRP

16 eligible plant will be receiving a current return as well as depreciation treatment in an

17 expedited manner when compared with a traditional rate case. Such treatment is a clear

18 benefit to shareholders, all other things held equal. Therefore, it is reasonable for the

19 Commission to recognize a reduction in the return on equity for plant included in

20 VJVAVJ's IRP. A reduction of one percent from the Company's current authorized return

21 on equity to 8.75% is a reasonable and conservative adjustment and assists in mitigating

22 the rate impact to customers during the effective period of the IItP. Once WVAW files

23 for a base rate case, plant included in the IRP should be rolled into its rate base and
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1 receive a full return on equity.

2

3 Q. Explain the basis for requiring WVAW to file a base rate case no later than two

4 years after the implementation of the IRP.

5 A. At some point, the Commission should assess the workability and reasonableness of an

6 IRS' within a base rate case proceeding. The Company's proposed IRP has no provision

7 for any such review by the Commission. Conceivably, WVAW could stay out of a base

8 rate case indefinitely, especially considering the expansive categories of plant that it

9 intends to include in its proposed IRP. This may be an advantageous arrangement for

10 VV~AW and its shareholders, but it places the Commission and West Virginia ratepayers

I 1 at au extreme disadvantage with respect to properly reviewing the reasonableness of the

12 costs of IRP eligible plant. A requirement that WVAW file a rate case within two years

13 of the implementation of an IRP ensures that the Commission, Staff, and other parties can

14 review the reasonableness of cost recovery from ratepayers.

15

16 Q. How should a review process be structured to ensure that costs passed through an

17 IRP are prudent?

18 A. In IRP filings submitted by the Company after the initial yeaz of implementation,

19 WVAW should be required to submit detailed actual cost information for IRP investment

20 for the prior year. The Staff, CAD, and other parties should be allowed to conduct

21 discovery on this information for purposes of determining whether costs were prudently

22 incurred, and should be allowed to submit testimony challenging any imprudently

23 incurred costs. The Commission, after a hearing, could disallow any imprudent
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1 investment costs. Using this process will ensure that ratepayers are protected from unjust

2 and unreasonable IRP investment costs.

3

4 Q. Do you agree with a volumetric charge to collect the costs associated with WVAW's

5 IRP?

6 A. No. Consistent with my Rebuttal Testimony in the Company's last rate case, the costs

7 subject to collection through the proposed IRP are all fixed costs. As such, they do not

8 vary with water consumption. Thus, they should not be collected in a volumetric charge.

E

10 In addition, there aze significant inter-class and infra-class inequities that aze likely to

11 occur using a volumetric rate. The problem is that high load factor customers will pay

12 more than their fair share of costs and, conversely, lower load factor customers will pay

13 less than their fair shaze. This is because high load factor customers use more water for a

14 given level of demand than lower load factor customers.

15

16 A simple example will illustrate how this inequity occurs. Assume two large industrial

17 customers with a maximum daily demand of 34,000 gallons each. Further assume that

18 Customer 1 uses an average of 27,200 gallons per day and that Customer 2 uses an

19 average of 13,600 gallons per day. Both have the same maximum demand (34,000

20 gallons), but Customer 1 has a higher load factor (80%) than Customer 2 (40%).

21

22 In terms of cost responsibility, Customers 1 and 2 have the same responsibility for

23 WVAWC's IRP costs because their peak demands are the same. But since Customer 2
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1 consumes less water in relation to its maximum daily demand, it will pay less than its fair

2 share of the Company's IRP costs due to the use of a volumetric charge. On the flip side

3 of the coin, Customer 1 will pay more than its fair share due to its relatively higher Mcf

4 consumption.

5

6 If the Commission considers approval of an IRP, then costs should be collected through a

7 fixed monthly charge per customer.

E:3

9 Q. How should #be f►xed monthly charge be structured?

10 A. Since I recommend that only smaller sized mains be included in an IRP, my

11 recommendation at this time is for the same fixed monthly charge to be applied to all

I2 customers. This is because replacement of smaller mains will most likely benefit lower

13 consumption users compared to high volume users that take service from larger sized

14 mains, t understand that this may not be the preferred approach for some customer

15 classes, but it is the correct means for collecting these demand-related costs.

16 Unfortunately, the Company employs a unified rate for all customers, so a division by

17 customer class — which I am aware the Commission has adopted in other surcharge

18 contexts — is not easily feasible, short of the Company developing class-specific rate

19 schedules.

2d

2i Q. Does this conclude your Direct Testimony?

22 A. Yes.

J. %nnedy and Associates, Inc.



PUBLIC SERVICE COMMISSION
OF WEST VIRGINIA
CHARLESTON

At a session of the PUBLIC SERVICE COMMISSION OF WEST VIRGINIA in

the City of Charleston on the 2°d day of December 2016.

CASE NO. 16-OSSO-W-DSIC

WEST VIRGINIA-AMERICAN WATER COMPANY
Petition for approval of the 2017 Infrastructure
Replacement Program surcharge mechanism

COMMISSION ORDER

The Commission approves a Joint Stipulation and Agreement for Settlement that

authorizes West Virginia-American Water Company {WVAWC} to implement an

infrastructure replacement cost recovery mechanism.

BACKGROUND

WVAWC provides water utility service to about 1b8,000 customers in nineteen
West Virginia counties.

In the Commission Order resolving the most recent base rate filing of WVAWC,
the Commission directed WVAWC to seek Commission authorization in a separate
proceeding for an infrastructure replacement program and surcharge mechanism if it
wished to do so. West Virginia-American Water Co., Case No. IS-067b-W-42T,
Commission Order February 24, 2015 (Rate Case Order) at 27.

On April 29, 2016, WVAWC filed an application for approval of a 2017 system
improvement plan (Application). The Application also provided for an associated
corresponding surcharge mechanism, or Distribution System Improvement Charge
(DSIC}.' The Application had several attachments, including the pre-filed direct
testimonies of Jeffery L. McIntyre, Brett W. Morgan and Sohn S. Tomac. The
Application also included the WVAWC projected and budgeted investment in DSTC

' The filings in this case have referred to an Infrastructure .Replacement Plan, or IR.P. To avoid
confusion with the use of the term "integrated resource plan" in the context of electric utilities, the
annual WVAWC filing will be referred to as its "Distribution System Improvement Charge" Plan, or
"DSIC Plan," and the rate component under the DSIC Plan will be referred to as a "DSIC" or "DSIC
Rate Component."

EXHIBIT
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facilities through year 2020, monthly forecasts of 2016 and 2017 DSIC expenditures,

detailed lists of 2016 and 2017 DSIC projects by service area, a map of the WVAWC

districts and service areas, proposed rate components, and proposed tariff sheets with a

proposed effective date of January 1, 2017. WVAWC represented that it modeled its

application after Senate Bilt 390 enacted during the 2015 legislative session, codified at

W.Va. Code §24-2-1k, under which natural gas utilities may, upon Commission approval,

recover specified infrastructure-related costs —incremental rate of return, related income

taxes, depreciation and property taxes on the infrastructure replacement and expansion

investment —through an expedited process.

WVAWC proposed to implement the DSIC Plan to invest approximately

$32.5 million for infrastructure replacement and system upgrades during 2016 and 2017.

The DSIC Plan included the replacement of transmission and distribution mains, valves,

hydrants, and services, but WVAWC also proposed to apply the DSIC to other categories

of utility plant replacement, improvements and extensions of service in the future.

WVAWC proposed to recover costs associated with the investments through a

separate rate component on customer bills, calculated as a percentage of the total monthly

bill for service (comprised of both the minimum meter charge and the volumetric rate

component). The DSIC rates proposed for 2016 and 2017 were identified in the

Application. Under the rates filed in the Application, an average residential customer

using 3,204 gallons per month, would pay an increase of $0.89 monthly, representing a

1.90 percent rate increase in January 2017.

The Consumer Advocate Division {CAD), SWVA, Inc. {SWVA), West Virginia

Energy Users Group (WVEUG), the Kanawha County Commission, Regional

Development Authority (KCC RDA), and the City of Charleston {Charleston) all filed

petitions to intervene in this case.

On June 7, 2016, Staff filed an Initial Joint Staff Memorandum recommending that

the Commission provide notice of the filing and grant the pending petitions to intervene.

On June S, 20ib, GAD filed a Motion to Dismiss the Application on grounds that

the West Virginia Legislature has asserted jurisdiction over accelerated infrastructure

replacement programs by enacting Senate Bill 390 with respect to gas utilitses in 2015,

and House Bill 4435 with respect to electric utilities in 2016. CAD stated that the

Legislature has not created an infrastructure recovery mechanism for water utilities.

CAD argued that it would be unreasonable to treat water utilities differently from gas and

electric utilities.

On June 21, 2016, WVAWC filed a response in opposition to the CAD Motion to
Dismiss.

2



By Order entered on June 24, 2016, the Commission denied the CAD motion to

dismiss, ordered WVAWC to provide public notice of the ding, and granted the pending

petitions to intervene.

By Order issued July 22, 2016, the Commission adopted a procedural schedule,

including a public comment and evidentiary hearing date, and ordered WVAWC to

publish notice of the hearings. The Commission also suspended the tariff sheets filed

with the Application until further order of the Commission.

By Order issued August 1 S, 2016, the Commission revised the hearing date for

this proceeding to November 2, 2016, and set new briefing dates. On August 31, 2016,

the Commission extended the pre-filed testimony due dates by one week.

On September 19, 2016, WVAWC filed Affidavits of Publication evidencing

publication of the Notice of Filing in each of the counties in which WVAWC provides

service. WVAWC also filed Affidavits of Publication evidencing publication of the

Notice of Hearing.

On November 2, 2016, WVAWC filed a Joint Stipulation and Agreement for

Settlement (Joint Stipulation) between WVAWC, Staff, and CAD {Stipulating Parties).

During the evidentiary hearing on November 3, 2016, the Commission admitted

the 3oint Stipulation into evidence as Joint Ex. 1. Although WVEUG, SWVA,

KCC RDA, and Charleston did not execute the Joint Stipulation, they stated at the

evidentiary hearing that they did not oppose the Joint Stipulation and that it would be

reasonable for the Commission to approve and adopt the 3oint Stipulation.

On November 30, 2016, WVAWC filed a proposed Order that had been

circulated to all parties.

In reviewing this matter, the Commission considered the Application, the Joint

Stipulation, the direct and rebuttal testimonies of all witnesses, the testimony and

representations offered at the evidentiary hearing, and the proposed Order.

DISCUSSION

WVAWC proposed a system improvement plan that included non-revenue

producing, non-expense reducing investments in utility plant, as well as potential

expansion projects approved by the Commission. Application at 5. As part of its initial

filing, WVAWC proposed to recover costs associated with facilities placed into service

from February 25, 2016, through the end of the 2017 calendar year, including the
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incremental rate of return, related income tapes, depreciation and property taxes on the

DSIC investment, as well as the West Virginia business and occupation tax. Yd. at 10.

In the Joint Stipulation, the Stipulating Parties recommended that the Commission

authorize a 2017 revenue increase of $1,510,891, using the amounts and calculation

methods shown in Attachment A to the 3oint Stipulation. Joint Stipulation at ¶ 9(b);

November 3, 2016 Hearing Transcript (Tr.) at 10. The Joint Stipulation urges that the

2017 revenue increase of $1,510,891, calculated using the amounts and methods shown

in Attachment A to the Joint Stipulation, is fair, reasonable and in the public interest.

The Stipulating Parties recommended that the Commission approve for DSIC rate

recovery the WVAWC projected 2017 investments as set forth in Attachments B and C to

Joint Stipulation. As compared with the projected 2017 investment proposed in the

Application, Attachments B and C to the Joint Stipulation:

a. Exclude all of the $16,525,125 in 2016 investment initially proposed for

recovery in the Application;

b. Exclude the $4 million in 2417 investment identified as "Weston to

Webster Springs Interconnect" on Exhibits 2 and 3 of the Application

("WWS Project") and rededicate that $4,000,000 to additional 2017 main

replacement;

c Add $5 million in investment in main replacement (over and above the

$4 million rededicated above);

d. Add $7 million for the construction of two tanks near Amandaville

(representing a combined 8 million gallons of storage) previously planned

to reinforce the west end of the Kanawha Valley distribution system; and

e. Reflect that approximately 76 percent of the 2017 DSIC investments

proposed are dedicated to distributions mains, services, laterals, valves, and

hydrants.

Joint Stipulation at ¶ 9(c); Tr, at 12-13.

The changes to the investment levels contemplated by the Joist Stipulation

reduced the 2017 DSIC Rate Component revenue requirement by $1,081,492, to

$1,510,891 from $2,592,383 originally proposed in the Application. Joint Stipulation at

¶ 9{c}; Tr. at 18. This represents an increase of 1.09 percent aver current base rates, as

compared with the 1.90 percent increase proposed in the Application. Joint Stipulation at
¶ 9{c). For an average residential customer, the monthly increase is reduced to

$0.52 from the $0.89 increase proposed in the Application. Id. The Joint Stipulation

n
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states that WVAWC will file future applications for DSIC recovery and true-up no later

than July ls̀  of each year. Id. at ¶ 9(d).

To reach a settlement, the Stipulating Parties engaged in substantial compromise

regarding the WVAWC DSIC investments. Mx. McIntyre testified that the removal of

the 2016 investments and the WWS Project from the DSIC Plan were "major elements of

achieving the settlement," Tr. at 14. By excluding the 2U16 investments, WVAWC will

forego recovery of any earnings on those investments under the DSIC Plan but may seek

to recover them in its next rate case. Id. Mr. McIntyre testified that although VWAWC

agreed to exclude the WWS Project from the DSIC Plan, it anticipates filing a certificate

case in the future. Tr. at 24. If approved, Mr. McIntyre noted that WVAWC may then

seek rate recovery under the DSIC mechanism. Tr. at 24, 32.

VJVAVJC represented in the Joint Stipulation that it "recognizes that distribution

system renewal and replacement is a significant priority and in the public interest" and

that it "will continue to employ a process to identify and prioritize distribution system

main replacement through the DSIC." Joint Stipulation at ¶ 9(e). Mr. McIntyre also

reiterated WVAWC's commitment to main replacement at the hearing. Tr. at 15.

The Stipulating Parties agreed that the Commission should not establish distinct

categories of utility investment eligible for DSIC rate recovery at this time. However, in

future DSIC cases, parties may take a position on whether certain investments should be

eligible for DSIC rate recovery or whether one or mare distinct categories of utility

investment eligible for DSIC rate recovery should be established. Joint Stipulation at

¶ 9(fl; Tr. at 19-21.

The Stipulating Parties recommended that the Commission approve Original Sheet

No. 26 and the various other tariff sheets to incorporate by reference Original Sheet
No. 26, all substantially in the forms attached as Exhibit 10 to the Application, to be
effective for service rendered on and after January 1, 2017. Joint Stipulation at ¶ 10.

WVAWC also agreed to include several consumer protections as part of its DSIC
program. Joint Stipulation at ¶ 9(g); Tr. at 21-23. The protections address the DSIC
program's relationship to base rate cases, provide for annual and cumulative caps, and
establish an earnings test. Id.

This was a difficult proceeding, and the Commission appreciates the efforts of the
parties to reach a just and reasonable settlement. Stipulations can resolve cases in a
prompt, fair, reasonable, cost effective and expedited fashion based on arms-length
negotiations. Settlements can significantly reduce litigation costs for the benefit of all
parties and the ratepayers.

E



The Commission must balance the interests of the parties, ratepayers and the State

based on a review of all of the evidence, not just evidence submitted in favor of the Joint

Stipulation. The full record in this case supports the DSTC and the associated DSIC Rate

Component as being fair, reasonable and in the public interest. Accordingly, the

Commission will adopt the Joint Stipulation attached to this Order in resolution of the

issues presented in this case.

Each of the Stipulating Parties recommended that the Commission adopt the Joint

Stipulation as being in the public interest. Joint Stipulation at ¶ 14. Mr. McIntyre

testified at the hearing that the settlement was fair, reasonable, and in the public interest,

and asked the Commission to accept it. Tr. at 25-26. Staff and CAD also recommended

at the hearing that the Commission adopt the Joint Stipulation, indicating that it was fair

and reasonable, in the public interest, and a result of substantial compromise. Tr. at 37,

43-44. Counsel for SWVA, WVEUG, Charleston, and KCC RDA stated that while they

could not join the Joint Stipulation, the settlement was the result of negotiated

compromise and that it would be reasonable for the Commission to adopt it. Tr. at 48-50.

FINDINGS OF FACT

1. On April 29, 2416, WVAWC filed for approval of a DSIC for 2017.

Application at 1-21 &attachments.

2. WVAWC published notice of filing and notice of hearing in each of the

counties where it provides service and provided evidence of proper notice to the

Commission. September 19, 2016 and November 2, 2016 Affidavits of Publication

Filings.

3. WVAWC filed the Joint Stipulation with the Commission. November 4,

2016 Filing. Joint Ex. 1.

4. The Stipulating Parties recommended that the Commission authorize
WVAWC's 2017 DSIC revenue requirement in the amount of $1,510,891. Joint
Stipulation at ¶ 9(b).

5. The Stipulating Parties supported the Joint Stipulation as a reasonable
resolution of this case. Joint Stipulation at ¶ 9.

D



CONCLUSIONS OF LAW

I . The terms and conditions of the Joint Stipulation are just, reasonable and in

the public interest.

2. The 2017 revenue increase of $1,510,891, calculated using the amounts and

methods shown in Attachment A to the Joint Stipulation, is fair, reasonable and in the

public interest.

3. The Joint Stipulation properly balances the interests of WVAWC, its

customers, and the State.

~~ ~

IT IS THEREFORE ORDERED that the Joint Stipulation attached to this Order as

Appendix A is approved and adopted in full resolution of this case.

IT IS FURTHER ORDERED that WVAWC shall prepare and file, within fifteen

days of the date of this Order, an original and six copies of its DSIC tariff sheet, to be

effective fox all services rendered on and after January 1, 2017, zeflecting the approved

DSIC Rate Component of each tariff schedule.

IT IS FURTHER ORDERED that the style of this case is revised to read "2017

Distribution System Improvement Charge" filing and the case identifier "P" in the case

number of this proceeding is revised to "DSIC."

IT IS FURTHER ORDERED that the Executive Secretary of the Commission

shall use the case identifier "DSIC" when docketing future DSIC dings by WVAWC.

IT IS FURTHER ORDERED that this case be removed from the Commission

docket of active cases on entry of this Order.

7



IT IS FURTHER ORDERED that the Executive Secretary of the Commission

serve a copy of this Order by electronic service on all parties of record who have filed an

e-service agreement, by United States First Class Mail on ali parties of record who have

not filed an e-service agreement, and on Staff by hand delivery.

A True Copy, Teste,

:~ - ~ '"
,~''~ _ ~

Ingrid Ferrell
Executive Secretary

JML/rm
160550ce



Attachment A

Execution Version

PUBLIC; SERVICE COMMJ.SSJON
OF WEST VIRG~'lA
CHARLESTON

CASE N0. 16-OS50-W-P

WEST VIRGINIA-Ah4ERiCAI~ WATE~t COMPANY

2Q17 infrastructure Replacement Program

JOINT STIPULA7'lUN ANl) AGIttiENLENT FOR SET7'LEM~NT

Pursuant to W. Vu. Code § 24-i-9(~ and Proccdurn.l Rule 13(d), West Virginia-

American V~~ater Company ("Company"), the Staff of the Public Service Commission of

West Virginia ("Staff"), and the Gor~sumer Advocate Division of the Commission ("CAll")

(collectively, the "Parties") jain in this Joint St'spu4ation and Agreement for Settlement

("Joint Stipulation"),~

in this Joint Stipulation, the Parties propose a comprehensive serilement of the

Company's pending application far approval of an infrastructure rep3acement cost recovery

mechanism, The Parties recommend that the Commission approve the Joint Stipulation without

modification, to approve a system improvement flan for the Company for 2017 and a

corresponding 2017 Distribution System Improvement Charge ("DS1C").2

~ West Virginia i~ne~~ry 1Jsers Group ("WVL'UG"), SWVA, Inc. ("SWVA"), the City of Clu~rleston
("City"}, and the Kanawha Cotmty Commission, Regional Development Authority ("KCC RDA"},
intervenors in this case, do not join in the Joint Siipul~Uion but ]~a~~e indicated they will not oppose it,

~ 'Tl~e filings in this case have referred to an Infrastructure Replacement Plan, or IRP. To avoid
confusion with the use of the term "integrated resource plan" in the context of electric utilities, tl~e
Parties recommend that the Cc~mQaciy's annual feting be referred to as its "Distribution System
Impro~~ement Charge" Plan, or "DSIC Plan," and the rate component under the DSIC Plan be referred to
as a "DSIC" or "DSEC Kate Component," to this Joint Stipulation, the Parties use these terms to refer to
tl~e program and charge recommended in this case, even where earlier fi3ings used the "IRP"terms.
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iiitc~ductian anti P~~ocedurxi Hisio~~~

1. In the Company's 2015 Rate Case, the Commission directed the Company "to

seek authorization for a surcharge mechanism, if it chooses to do so," in a separate proceeding.

2. On April 29, 2016, the Company filed an Application ("Application"j for

approval of its 2017 Infrastructure Replacement Plan, supported by prefiled direct testimony

and exhibSls.

3. CAD, SWVA, WV~UG, the City, and KCC RDA filed Petitions to Intervene

on May 11, 2016, 3une 3, 2016, June b, 2016, June 23, 2016, and June 23, 2016,

respcctivcly.

4. In its June 24, 201b'Order, the Commission approved the petitions to

intervene, dismisszd n motion to dismiss filed by CAD on June 8, 20]6, directed the

Company to publish a notice of filing in each of the counties in which it provides service, and

required the parties to submit ajointly-proposed procedura3 schedule.

5. By Commission order issued July 22, 2016, the Commission adopted a

procedural schedule, inc)uding public comment hearing and evidentiary hearing dates, and

ordered the Company to publish notice of the hearings. The Commission also suspended the

tariff sheets filed with the Application until further order of the Commission,

6. On August 15, 2012 the Commission issued a revised procedural schedule and

directed the Company to publish a revised nonce of hearings in each of the cowities in which it

provides seri~ice. The Commission again revised the procedural schedule in its August 31,

Order.
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7. The Parties filed the testimony of these witnesses:

Company: ]effrey L. McIntyre, Brett W. Morgan, Jahn S.1'omac, and John R.

Wilde

Staff: Jonathan M. Fowler, David L. Pauley, and Terry R. Eads

CAD: Ralph C. Smith

WVEUG: Richard A. Baudino

City: Danny Jones

KCC: Dave Hardy

SVWA did not file testimony.

8. The Pu~ties undertook an invcstigation of the Application and its various

attachments, and the Staff and CAU filed data requests to clarify aspects of the fling. Based on

their respective analyses of these materials, and after meetings and the exchange of various

settlement proposals and counter-proposals, the Panics now recommend approval o!' the 24l 7

DSIC and implementation of the 2017 DSlC Rate Component, subject to the terms and

conditions set forth in this Joint Stipulation.

K3
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Settlement Terms

9. The Parties agree and recommend that the Commission adopt the Join

Stipulation as a basis for its resolution of this case, The terms and conditions of the Joint

Stipulation, each of which is an essential and integral element of a fair and reasonable

resoSurion of this case in the public interest, are set forth below:

a The 20l 7 DSIC should be established to become effective January 1, 2017.

b. The 2017 DS1C Rate Component revenue requirement calculation should be

$1,510,891, as set forth in a revised version of Schedules A through G of Exhibit

7 to the Application, attac:4~ed to this Joint Stipulation as Attachment A.

c. The Commission should approve for DSIC rate reco~~ery the Company's

projected 2017 investments as set forth in revised versions of Exhibit 7, "2017

SGF.P," and Exhibit A to the Application, attached to this Jaint Stipulation as

Attachment B and Attachment C, respectively, As compared ~~ith the projected

2417 investment proposed in these Application exhibits, Attachments $ and C to

this Joint Stipulation:

3, exclude all of the $16,525,]25 in 2016 investment initially proposed for

recovery in the Application;

2. exclude the $4,UOO,OdO in 2017 investment identified as "Weston to

Webster Springs InterconneeY' on Exhibits 2 and 3 of the Application

("WWS Project") xnd rededicate that $4,000,000 to additional 20]7 main

replacement;

3, add $5,000,000 in investment in main replacement (over and abovz the

$4,000,000 rededicated above);

4
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~. add 57,000,000 for the construction of two tanks near Amandaville

(representing a combined 8 million gallons of storage) previously

planned to reinforce the west end of the Kanawha Valiey distribution

system; and

5. reflect that approximately 76% of the 2017 DSIC investment shall be

dedicated ~o distributions mains, services, laterals, valves, and hydrants.

These changes increase the projected 2017 D51C investment io

$28,994,235 from $16,993,235. As compared with the 20]7 D51C rate base in

the Application of $18,371,825, the revised 2017 DS1C rate base is $12,0 7,522.

The Company commits to making this level of investment in 2017, but expects

that its DS1C investment in future yet~rs will be more in line with the capital plan

sci forth in Exhibit 2 to the Application.

Attachrnenu B and C to this Joint Stipulation also detail the $9,000,000

in additional 2017 main replacement projects contemplated above (the

$4,000,000 rededicated amount in item (2) and the new $5,000,040 amount in

item (3)).

The change in investments covered by the 20] 7 USIC reduces the 2017

DSIC Rate Component revenue requirement by $3,81,492, to a1,S10,89] from

$2,592,383. This represents an i~~crease of ].09% over current base rates, as

compared with the 1.9D% increase proposed in the Application. ~'or an average

residential customer, the monthly increase is reduced io $0.52 from the $0.89

increase prpposed in the Application.

d. The Company will file future applications for DS1C recovery and true-up no

5
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later than July 15t and include schedules in the format and substance of

Attachments B and C, showing the level and detail of the proposed llS~C

investment.

e. The Company recognizes that distribution system renewal and replacement is a

significpnt priority and in the public interest. The Company will continue to

employ a process to identify and prioritize distribution system main replacement

through the DSIC.

f. At paragraph 9 of the Application, the Company prap~sed that A definition of

"IRP Facilities" be established. T`be Parties now a6ree rind recomrneiid that at

this time, the Commission should not establish distinct cate~oTies of utility

investment elibible for DSIC rate recovery (or by omission, not eligible for it).

In future DSIC cases, the Parties may take whatever positions they choose on

whether a proposed investment should be eligihle for US1C rate ret;overy or

whether one or more distinct categories of utility investment eligible for DSI(`

rate recovery should be est~►blished.

g. Tl~e DSIC will ire subject to the following consumer protections:

1. Relationship to Base Rate Cases. At no point v~~ill there be (i) utility pla»t assets

that are simultaneously included in base rates and a DSIC Rate Component or

(ii) a base rate that provides or will provide the Company with recpvery of

revenues associated with the revenue requirement on investments for which an

DSIC Rate Component provides or wilt provide simultaneous recovery {and vice

versa). Calculations of utility plant in service and revenue requirements in each

base rate case and annual DSTC filing will inaJude appropriate ad,{ustme~ts to

6
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ensure these outcomes do not occur. Notwithstanding these require~nenis, the

Company may have a base race case and a DSIC filing simultaneously pendilig

before the Commission, and the pendency of one such case wi(1 not preclude or

delay the Company's filing of the other or the Commission's adjudication of it.

2. Annual Cap of 3.75%. In each annual DS1C filing or amendment to an DSIC

riling, the DSIC Rate Component proposed to be collected in the succeeding

annual period (inclusive of the impact of any reconciliation scheduled for

implementation during that period) will be limited to an amount that does not

exceed three a~~d three-quarters percent (3,75%) of the revenue requirement

authorized in the most recent base rate case.

3. Cumulative Cap of 7.5%. ]n each annual DS1C filing or amendment to an DSIC

fling, the DSIC Rate Component proposed tc~ be collcctcd in the succeeding

aiu~uai period (inclusive of the impact of any reconciliation scheduled for

implementation dwing that period) will be limited to an amount that, when

combined with the percentage increases) implemented through previous DSIC

fi)ings since the most recent rate case, does not exceed seven and one-half

percent {7.5°/a) of the revenue requirement authorized in the most re~enl base

rate case.

4. Earnings Test. The Company will nog be pem~iited to implement a DSIC Rate

Component after an DSIC investment base reset following a base rate case order

or, if an annual DSIC Rate Component is already in place, to increase the

existing DSIC Rate Component with a subsequent calendaz year's incremental

projected investment in DSIC Facilities, if the Company's achieved return on

7
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average equity investment, as reflected in its audited financial statements for the

preceding cAlendar year prepared using generally accepted accounting principles

and measured on a calendar year basis, exceeds the authorized return on common

equity set in the Company's most recent base rate case. If one of 11~ese situations

occurs, then the Company will still make its DSIC filing for purposes of

maintaining the existing DS1G Rate Component {if any) and addressing any

needed reconciliations of costs and revenues from previous years.

!~. If tl~e Company wishes to include investment in the WWS Project in a future

DS1C, it wiU first seek certil`ication of the project under V+~'. Va. Cede §24-2• l l .

"1~hc mechanism for and timing of rate recovery for the WWS PrDject (whether

through a DSlC, base rates, special project step rates, or otherwise} will be

deteRnined in the certificate proceeding,.

i, T'he Parties recommend that the Commission revise the stye of this case as

"20i 7 Distribution System improvement C3~arge" riling and to substitute "DSIC"

for "P" in the case number suffix. The Parries also recommend that the "DSIC"

suffix be used in future Company DSIC dings.

10. T'he Parties agree and recommend that the Commission appxove Original Sheet

N~. 26 and tl~e various other tariiT sheets to inco;•porate by reference Original Sheet No. 26, all

substanlially in ilie i'orms attached as Exhibit ] 0 to the Application, to be effective for service

rendered on and after January i, 2017.

8
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Ccneral Provisions

l l. The Parties support this Joini Stipulation and represent that each of its

provisions acceptably resolves all issues raised in ibis case. Based on the record, the Parties

recommend that the Commission accept this 3oint Stipulation in resolution of this case.

12. The Parties represent that the Parties' pre-filed evidence and exhibits, as well as

the testimony to be offered in sponsorship of this Joint Stipu)ation, is adequate to support the

Joint Stipulation. The Parties ask that the pre-filed testimony and exhibits be admitted into the

evidentimy record ~vitt~out the necessity o!' each witness's sponsorship or attendance at hearing.

1 3. This Joint Stipulation results from a review of all evidence and filings in this

case, the Parties' analyses of the Application, exhibits, and testimony, and goad faith

nebatiat~on. The Joint Stipulation is proposed 10 expedite and simplify the resolution of this

case in the context of an overall settlement.

14. The Parties recommend that the Commission adopt this Joint Stipulation as

being in the public interest, without adopting or recommending the adoption of any of the

compromise positions set forth herein as ratemaking principics applicable to future regulatory

proceedings, except as may otherwise be provided herein. The terms of this Joint Stipulation

rei]eci a negotiated compromise among the Parties and do not establish a precedent on any

marier other than as provided herein. Each camponeni oi~ the Joint Stipulation (including this

paragraph) is integral to and inseparable from the others, and no Party advocates the

Commission's resolution of any issue proposed in this Joint Stipulation other than in the context

of its support for the Joint Stipulation as a whole. The Parties to the Joint Stipulation are tree to

9
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take whatever positions they deem appropriate in any future DSIC proceedings, and do not

waive and qucstions of fact or law chat were presented in this case.

15. This Joint Stipulation is subject to the Commission's acceptance and approval.

It will be ineffective until and unless approved by the Commission in all of its material terms

and without modificatign.~ If the Commission does not grant that approval, t~itn fhe Parties

reserve their rights w fiilly advocate their positions, unlimited by the terms of the Joint

Stirulation.

WHEREFORE, the Parties respectfully rec;ammend and request that the Commission

make appropriate findings of fact and conclusions of law adopting and approving the Joint

Stipulation is its entirety, including its attachments.

Dated and effective on November ?, 2016.

WGS'f ViRGiN1A-AMERICAN WATER COMPANY

~~ ~'".
Christopher L. CaUs►s; Esq.
Nicklaus A. Presley, Bsq.
JACKSON KELLY PLI.0
1600 L,eidiey Tower
Post Office Box 553
Charleston, West Virginia 25322

STAFF OF THE PUBLIC SERVICE
COMMISSION OF WEST VIItG1N1A

By Counsel
~,, ~ s

.r`~~
Wendy Bcaswc t, I:sq, ~.~,
Public Service Commission `[ r,-~....~~
201 Brooks Street,
P OBox812
Charleston, WV 25323

CONSUMER ADVOCATE DNISION
By Counsel

a uelinc Roberts, Esq.~ ~~T~,. t~-~1700 Union Building
723 Kanawha Boulevard, East
Charleston, WV 25301
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PUBLIC SERVICE COMMISSION
OF WEST VIRGINIA

CHARLESTON
CASE NO. 16-0550-W-P

WEST VIRGINIA-AMERICAN WATER COMPANY

2017 Infrastructure Replacement Program

CERTIFICATE OF SERVICE

I certify service of Joint Stipulation and Agreement for Settlement on November 3,

2016, by United States First Class Mail, postage prepaid, as addressed:

Jacqueline Roberts, Esq.
Consumer Advocate Division
7D0 Union Building
723 Kanawha Blvd., East
Charleston, WV 25301
Consumer Advocate Division

Susan J. Riggs, Bsq.
Spilman Thomas & Battfe
P. 0. Box 273
Charleston, WV 25321-0273
W¢st Virginia Energy Users Group

Barry A. Neum, Esq.
Spilman Thomas &Battle PLLC
1100 Bent Creek Bivd., Suite 101
Mechanicsburg, PA 17050
West Virginia Enemy Users Group

La F, Feinberg, Esq.
Spilmen TSomas & Battie
P. O. Box 273
Charleston, WV 25321-0273
SWYA, Inc.

Andrew T, Gunnoe, ~sq. Marc J. Slomick, Esq.
Deputy County Manager &Fiduciary Supervisor Counsel, County Attorney
Kac+awha County Commission Bailey & Wyant, PLLC
PO Box 3627 PO Box 3710
Charleston, WV 25336 Charleston, WV 25337
Kcmarvha Coao►ty Cnmrnisston Kanawha County Commission

Paul D. Ellis, Esq.
Mandl Kay Carter, Esq,
501 Virginia Street, East
Charleston, WV 25301
City of Charleston

Wendy Braswell, Esq.
Pubic Service Commission of WV
201 Brooks SV~eet
Chariestan, WV
Commission Siq~'
/J ~ 1 JX/ ^~

Christopher L. Callas

ll
4821.5758-1627.v1
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WEST VtRGINfA AMERICAM1t WATER CQ(1RP14NY Exhibit 15T-1

CALCULATION OF PROPtfSE~ !RP COMPBN~AtT Schedule A
5ettlemen4

?D17

line No. Aescriotion Schedule Amount

1 Capital Additions 8 $14,497,118

2 Accumulated Depreciation f (252,514)

3 Net Plant 14,24A,503

d ADIT E (132,817)

5 Depreciation Offiset D (2,034,265)

6 Tota! Investment BasE for the 112P $12,077,52?

7

8 Rate of Return on Investment Base C 7.31U%

9 Cost oflnvestments $882,867

10 Depreciation Expense b 252, 14

11 Property Tax ~

12 State Tax f 0

13 fIT F —_.. __ 
291,G98

14 Revenue Requirement be#ore B&0 Tex $1,427,079

15 6 ross-up for 6&0 Tax {1009'0 -X1.4°,6) 95.609'0

16 Revenue Requirement $1,492,7b1

17 Gross-up factor for Uncollectible Expense (1003'x-1.1g90~o) 98.80°~

1$ Total Revenue Requirement $1,510,891

19
20
21 Allowed Revenues -Order:
22 Metered Water Sales G $136,393,303

23 Less: Sales for Resale G 1,948,940

2A Add: Metered Sales for Resale G 653,121

25 Add: Private Fire Service b 1,526,017

2b Base Revenues for IRP Component $136,623,541
---

27
28 IRP Component - 2017 1.09%
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ESTIMATED ANNUAL INVESTMENT fOR U5E IN THE IRP COPAPONENT Exhibit JST•1

Schedule B
Settlement

Line Capital Expenditures
No.

item Annual Average
2017 Stand Alone 2017

1 T & 0 MAINS $18,060,975 $9,030,488

2 HYDRANTS 799,679 399,840

3 STANDPIPES 7,000,000 3,500,000

4 SERVICES 3,133,581 1,566,791
$28,994,235 514,497,118

* Please see 2017 SCEP tabs for details
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COST OF tAPITAI

Line No. Rate Order Capital5tructure and Cost of Gaaftai

Weighted
Wei ht Rate Rate

1 ST Debt 6.470°5 0.560' 0.036%
2 LT Oebt 47.502% 5.870% 2.788°~
3 preferred Stock 0.190°~ 8.930% 0.017%
4 Common Equity 45.838% 9.750% 4.469°~

100.000%
5 ROR 7.319'0

~ __1/
7 State lax Rate (S7R) Q.065
8 Federal lax Rate (~7R) 0.35
9 Gross up factor = 1 / ~(1-5TR) - (~1-5TR) x FTRj) 1. 454

Exhibit 15T-1

Schedule C

Settlement

With Tax

Gross-up 1/

0.036%

2.78$0

0.028%

7.354%

10.2069'0
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Exhibit JST-1

Schedule D

Settlement

DEpREt1AT1tlM E?tPENSE - 2017

Line No. T€d Moirls Hydrants Services Standpipes Total
1 Total Projected CapitaiExpenditure $18,060,975 5799,679 53,133,581 57,000,QOL 528,994,235

2 Average fivestment $9,030,488 5399,840 $1,556,751 53,500,000 514,497.118

3 Annual 6epreciation Rates 1.230% 1.83096 1.680Yo 3.080%

4 5111,075 $7,317 Sz6,322 5107,800 $252,514

DeprECiation Expense included In Gse No. 15-0676•W~27

5 Order Depreciation Expense 52,493.529 5117,524 5695,276 $752,200 $4,068,529

6 Offset Year One 2D17 52,034,265



At
ta
ch
me
nt
 A

Ek
hi

bl
t l

ST
-3

Sc
fi
ed
ul
e 
E

S
a
t
t
l
u
n
e
m

S
Ol
fi
 A
N
D
 t
A
X
 O
E
M
f
(
1
a
T
I
p
N
 -
 T
Q
7
7
 

B
o
n
u
s
 I
a
 O
4p
ee
[ W
l
n
n
 7
1y

17

A
~
e
n
r
e
 B
e
o
k

A s
se
t

B
e
c
k
 D
ep
r[
ci
sN
en

O
e
p
e
~
l
a
H
o
n

T
a
t
 D
ep
re
ds
tl
en

T
o
t
a
l
7
n

l
M
e
 N
b
.

De
fa
(p
t(
on

A
d
d
M
d
n
 

Rs
te

E
M
p
e
n
u

T
s
~
A
d
d
R
f
a
K

ha
le

 
J~

B
o
n
u
z
 T
a
~
O
l
p
r
e
d
n
i
p
n
 
T
a
r
 O
tp

rK
la

ti
on

Oe
pe
~.
[i
at
fo
n

T
a
x
7
i
m
i
n
6
 M
H
e
r
e
i
K
e

1
T
&
D
 M
s~
na

S
 t
8,

06
0.

9~
5 

5.
73
07
6

51
11
,0
75

+«
r 
•a
. 
8_
HK
 f
 nk
4~

+•
~.

n~
l

Z
N
y
d
n
n
t
s

79
9.
E7
9 

].
83

6:
b

7,
31
7

a
Sb
nd
or
oe
s

7,
D0
0,
00
0 

3.
Od
We

10
7,
E0
6

S
Se

rv
i~

n
w
 

3,
33
 
8
1
 

1
.
6
6
0
%

26
,3
22

_
_
_
y

6 7
St
6,
99
42
35

$2
52
,5
14

52
1.
17
5,
29
3

2.
00
76

$A
83

.5
66

$I
2,

06
9.

1<
6 

52
<1

.7
Y3

$
1
2
3
3
Q
,
~
7
9

(5
12

A~
8.

41
51

8 9

~
 

35
.0
0'
Y.

!
0

Pr
o~

ce
[e

d 
In
cr
ca
fe
 i
n 
A
D
R
 U
e6
il
ky
 •
 2
p
1
6

(5
4,
22
J,
a4
5}

1
f

12
~
~
1
w
n
d
A
D
R
 l
ar
 l
O
p

13 14
A
D
R
 M
~I
Y~
fa

..
_
_
_

15 SR
Pe
r 
S
c
h
e
d
W
e
 F
, T
a
x
a
d
e
 l
fn
s 

rt
u
[
 t
o 
C
o
n
u
s
de
pn
cf
at
in
n

i7 1R
Cb

rr
in

t 
Ta
i 
to

 m
o
r
e
 t
O 
O
N
t
'
r
W
 T
a
k
d
u
e
 t
o
 N
O
t

19
AO
IT
 N
mi
te
d 
t
o
 i
n
c
o
m
e
 6
e
k
n
c
 u
s
n
.

2
D

)
1

I
O
i
f

[
u
m
W
a
t
i
v
e

Z2
52
92
,6
98

52
91

,F
98

z3
n.
o.
.e
ee
 n
nr

2
d

$1
35

.5
17

u zs
Ws
c.
 na
l

rs
 ~ a

a.
e ~

 ~:
n 28

AD
tI

 P
r
o
r
N
~
f
e
e
n
n
A
~

29 3
1

TO
ta

l 
D
a
y
s
 

3
6
5

32
la

n 
3
1

3
3
5

0.
95
76
1

52
7,

31
tl

$2
2,

91
0

3 3
Fe
b 

:
8

30
'7

0.
8e
 1
3
0

10
,3
46

X2
,7
55

3l
M
r
r
 

4
1

2
7
6

0.
75
61
6

t~
,i

dl
62
.i
3%

35
Ap
r 

3
6

2
d
6

0.
6'
39
1

16
,3
83

77
,5

:0
3
F

M,
ry

 
)
t

2
1
5

0.
5d

9d
1

ld
,3

19
91
,8
3R

37
Jt
m 

9
0

7
H
S

0.
50
68
5

12
,3
21

1D
E.
75
9

38
lu
l 

7
1

1
5
~

C.
~:
 i
?
7

10
,T
Se

11
a,
a]
!

Ŝ
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Attachment A

Eahibk 157.1
Stheduk f
Settkmsnl

G4LCULATION Oi FEDERAL AND 57ATE INCOME TNSES J

FEDEFAL INCOME TAX
Ilse No. D¢scrlpllon 707)

1 investmem Bese for +RO 532.077,522
2 R6te of ReNrn 7.3105:
3 Return on Pate Base 5882,867
d Adj~itments
5 Interest Expanse I~1,342)
6 Temporary Deductbns t~2,078,515)
7 ftdei a~Ta.aNe income (511,535,650{
8 Fedetat Taa Rate 35X
9 Currant Federal Te. {54,037,841
]0 Add ~Q~rred FQdc!pl Tax ~35M, 4,327,45
71 Tutaf Ftvierel Tee 5184.6W

12 Gros:-up FEdernl InmrrK T~. Line 11/65%1 $297,69

13 Interest Expe nse
l4 investment Base for lRF 512,077,512
]S Weighted Cost of Debt 28iY.

5343,197.

STATE INCOME TAX

16 federal Taxable Income (511,536,b901
17 Gross•op ftCeral Ttx 291,698
18 Stele iaaable liH:ame ($17., 244:991
39 7ef~ Gress-uD Rate 1100.0 ~6.SGJ 0.935
ZO Gross-up Taxable ~$12026,7I9~

21 Sla[e lax Mwunt (Una i9less itne 77, (S7t1,>3))

]2 thestire State Tax ~ Use zero $0

]3 Uelerred Tax Asee~-NOl $4,Oi7,84I

Z~ CumW~tive Bal~nte $0,037,84]

Ncte -Una9 C~ncnt F~denl laa is a negative number and as a result a deferred bw asaat wlli pe c4erged Por this amount.
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Attachment A

Exhibit JST-1
Schedule H
5ettisment

De reciation Offset

Line
No.

1

2

3

4

5

6

7

S

9

10

11

12

13

14

15

15

17

18

19

20

21

22
23

7A

25

26

27

28

29

30

31

32

33

34

35

36

Item Year Investment Type

T & 0 MAINS

2017 IRP
2017 Non-IRP

Order Depreciation Expense - 15-0b74-WS-D
Offset Amount

HYDRANTS

2017 IRV
1017 Non-IRP

Order Depreciation Expense - 15-0674-WS-D
Offset Amount

SERVICES

2017 (RP
2017 Non-IRP

Order Depreciation Expense - 15-0674-WS-d
Offset Amount

57ANDPlPES

2017 iRP
2017 Non-IRP

Order Depreciation Expense - 15-0674-WS-D
Offset Amount

Amount IRP96

i8,Ob0,975

5,583,549
23,644,4$4 76.3990

$3,264,398
2,493,529

799,679
171,500

921,179 86.819'0

5135,3$0
117,524

3,133,581
1,520,240
4,559,821 67.33°~

$1,032,586
fi95,276

7,000,000

0
7,000,000 100.00%

$762,200
762,200
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Rating Action: Moody's downgrades American Water and American Water
Capital Corp. to Baal from A3; out{ooks stable

01 Apr 2019

Approximately $6.3 billion of long-term debt affected

New York, April 01, 2019 -- Moody's Investors Service ("Moody's") downgraded the long-term Issuer Rating of
American Water Works Company, Inc. (American Water) and the senior unsecured debt issued by its financing
vehicle American Water Capital Corp. (AWCC) to Baal from A3 reflecting a consolidated financial profile that
will continue to weaken over the next 12-18 months. Moody's also affirmed AWCC's P-2 short-term commercial
paper rating. The outlooks for both companies are stable.

RATINGS RATIONALE

"American Water's financial profile is declining due to debt-funded capital spending and growing shareholder
dividends amidst near-term cash flow pressures from tax reform" said Ryan Wobbrock, Vice President --
Senior Credit Officer. "These trends will push the ratio of funds from operations (FFO) to net debt to around
14% at the same time that structural subordination of holding company debt has increased, with approximately
25% of total debt at the holding company" added Wobbrock.

The financial profile of the company has steadily declined since 2014 with free cash flow deficits and debt
issuance having outpaced cash flow growth, as the company took on nearly $6.5 billion of capital spending.
For example, free cash flow deficits have grown at a compound annual growth rate (CAGR) of around 62%,
debt has grown at over 9°/a CAGR and FFO at roughly a 6% CAGR. For most of this time, the company was
benefitting from bonus depreciation, which resulted in no cash tax payments. However, 2017 federal tax reform
undid these benefits, which has also contributed in key ratios declining, such as funds from operations (FFO) to
net debt dropping from 18% in 2014 to 16% in 2018 and retained cash flow (RCF) to net debt falling from 15%
in 2014 to just above 12% in 2018.

Over the next 12-18 months, we expect these ratios to be around 14% and 10%, respectively, as the company
spends around $1.7 billion in capital investments, pays a dividend of about $350 million and generates about
$1.4 billion in funds from operations on a last twelve month basis. These are below the grid scoring ranges
outlined for A rated companies in our Regulated Water Utilities rating methodology. American Water is not
planning any equity issuance over the next five years to help fund over $8.0 billion of capital spending and
dividend growth of about 10% per annum.

The financial decline has come despite improved cost recovery provisions across American Water's regulatory
footprint, including several infrastructure riders and trackers that make cost recovery more certain and reduce
regulatory lag, which support the company's stable outlook. The strong regulatory support for operating and
capital expenditure cost recovery continues to be a qualitative benefit for the company, since we estimate that
over 60% of annual capex is placed into rate base each year.

American Water's Baal unsecured credit profile is underpinned by its market position as the largest US
investor-owned water utility holding company and strong regulatory and operational diversity across 16 states.

Factors that could lead to an upgrade

American Water could be upgraded if consolidated FFO to net debt were to return to levels consistently above
15%. Reduced holding company leverage and the improved credit quality of its two primary subsidiaries in
Pennsylvania and New Jersey would also help to provide ratings lift.

Factors that could lead to a downgrade

FFO to net debt or retained cash flow to net debt around 12% and 7°/a, respectively, could place downward
pressure on American Water's rating. Similarly, continued growth in holding company leverage or any
materially adverse regulatory developments or operational set-backs could also lead to a downgrade.

EXHIBIT
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Downgrades:

..Issuer: American Water Capital Corp.

.... Issuer Rating, Downgraded to Baal from A3

....Senior Unsecured Regular Bond/Debenture, Downgraded to Baal from A3

..Issuer: American Water Works Company, Inc.

.... Issuer Rating, Downgraded to Baal from A3

..Issuer: Berks County Industrial Development Auth., PA

....Senior Unsecured Revenue Bonds, Downgraded to Baal from A3

..Issuer: California Pollution Control Financing Auth.

....Senior Unsecured Revenue Bonds, Downgraded to Baal from A3

..Issuer: Illinois Development Finance Authority

....Senior Unsecured Revenue Bonds, Downgraded to Baal from A3

..Issuer: Illinois Finance Authority

....Senior Unsecured Revenue Bonds, Downgraded to Baal from A3

..Issuer: Indiana Finance Authority

....Senior Unsecured Revenue Bonds, Downgraded to Baal from A3

..Issuer: MARICOPA COUNTY INDUSTRIAL DEVELOPMENT AUTHORITY, AZ

....Senior Unsecured Revenue Bonds, Downgraded to Baal from A3

..Issuer: Owen (County ofl KY

....Senior Unsecured Revenue Bonds, Downgraded to Baal from A3

Outlook Actions:

..Issuer: American Water Capital Corp.

....Outlook, Changed To Stable From Negative

..Issuer: American Water Works Company, Inc.

....Outlook, Changed To Stable From Negative

Affirmations:

..Issuer: American Water Capital Corp.

....Senior Unsecured Commercial Paper, Affirmed P-2

The principal methodology used in these ratings was Regulated Water Utilities published in June 2018. Please
see the Rating Methodologies page on www.moodys.com for a copy of this methodology.

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support



provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.

Ryan Wobbrock
VP-Sr Credit O~cer
Infrastructure Finance Group
Moody's Investors Service, Inc.
250 Greenwich Street
New York, NY 10007
U.S.A.
JOURNALISTS: 1 212 553 0376
Client Service: 1 212 553 1653

Michael G. Haggarty
Associate Managing Director
Infrastructure Finance Group
JOURNALISTS: 1 212 553 0376
Client Service: 1 212 553 1653

Releasing Office:
Moody's Investors Service, Inc.
250 Greenwich Street
New York, NY 10007
U.S.A.
JOURNALISTS: 1 212 553 0376
Client Service: 1 212 553 1653

MOODY~S
I NVESTORS SERVICE

O 2019 Moody's Corporation, Moody's Investors Service, Inc., Moody's Analytics, Inc. and/or their licensors and
a~liates (collectively, ~MOODY'S"). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS
AFFILIATES ("MIS") ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
MOODY'S PUBLICATIONS MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELATIVE
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBTOR DEBT-LIKE
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET
ITS CONTRACTUAL FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED
FINANCIAL LOSS IN THE EVENT OF DEFAULT OR IMPAIRMENT. SEE MOODY'S RATING



SYMBOLS AND DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF
CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY'S RATINGS. CREDIT
RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY
RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S
OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR
HISTORICAL FACT. MOODY'S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-
BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED
BY MOODY'S ANALYTICS, INC. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND
MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR
MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY
PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL,
WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE
MOODY'S CREDIT RATINGS OR MOODY'S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION.
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY'S PRIOR WRITTEN CONSENT.

CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A
BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY PURPOSES AND MUST NOT BE USED IN
ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK.

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all
information contained herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources
MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY'S is not an auditor and cannot in every instance independently verify or validate information received
in the rating process or in preparing the Moody's publications.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or
incidental losses or damages whatsoever arising from or in connection with the information contained herein or
the use of or inability to use any such information, even if MOODY'S or any of its directors, officers, employees,
agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage
arising where the relevant financial instrument is not the subject of a particular credit rating assigned by
MOODY'S.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any
contingency within or beyond the control of, MOODY'S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the
use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY CREDIT RATING OR



OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER

WHATSOEVER.

Moody's Investors Service, Inc., awholly-owned credit rating agency subsidiary of Moody's Corporation
("MCO"), hereby discloses that most issuers of debt securities (including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by Moody's Investors Service, Inc. have,

prior to assignment of any rating, agreed to pay to Moody's Investors Service, Inc. for ratings opinions and
services rendered by it fees ranging from $1,000 to approximately $2,700,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS's ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more
than 5%, is posted annually at www.moodys.com under the heading "Investor Relations —Corporate
Governance —Director and Shareholder Affiliation Policy."

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to "wholesale clients" within the meaning of section
761 G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
to MOODY'S that you are, or are accessing the document as a representative of, a "wholesale client' and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
"retail clients" within the meaning of section 761G of the Corporations Act 2001. MOODY'S credit rating is an
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or
any form of security that is available to retail investors.

Additional terms for Japan only: Moody's Japan K.K. ("MJKK") is a wholly-owned credit rating agency subsidiary
of Moody's Group Japan G.K., which is wholly-owned by Moody's Overseas Holdings Inc., awholly-owned
subsidiary of MCO. Moody's SF Japan K.K. ("MSFJ") is a wholly-owned credit rating agency subsidiary of
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization ("NRSRO"). Therefore, credit
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for ratings
opinions and services rendered by it fees ranging from JPY125,000 to approximately JPY250,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.
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SETTLEMENT TESTIMONY OF
MATTHEW A. HORELED

ON BEHALF OF KENTUCKY POWER COMPANY
BEFORE THE PUBLIC SERVICE COMIVIISSION OF KENTUCKY

I. INTRODUCTION

1 Q. PLEASE STATE YOi7R NAME AND POSITION WITH KENTUCKY POWER

2 COMPANY.

3 A. My name is Matthew A. Horeled. My position is Director of Regulatory Services,

4 Kentucky Power Company. My business address is 855 Central Avenue, Suite 200,

5 Ashland, Kentucky 41101.

6 Q. PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND AND

7 BUSINESS EXPERIENCE.

8 A: I received a Bachelor of Arts, Honors degree in History from Loyola University Chicago

9 in May 2001, a Master of Business Administration degree with a concentration in

10 Finance from Loyola University Chicago in August 2004, and a Juris Doctorate from

1 1 Valparaiso University School of Law in May 2005.

12 I began my utility industry career with American Electric Power Service

13 Corporation in September 2007 as a Risk &Insurance Management Analyst with

14 responsibilities for managing numerous insurance programs. I transferred to the

15 Corporate Planning and Budgeting Department in Apri12010 as a Financial Analyst with

16 emphasis on operating company forecasts. In that role, I prepared and reviewed short-

17 and long-term forecasts for Kentucky Power and Indiana Michigan Power ("I&M") as

18 well as monthly analyses of budget to actual variances. In Apri12014, I was promoted to

19 Financial Analyst Principal. In March 2015, I transferred to I&M as Regulatory Analysis
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1 and Case Manager for I&M. In that role, I was responsible for the supervision,

2 preparation, and filing of rate and regulatory matters in Indiana and Michigan. In

3 February 2017, I transferred and was promoted to Director of Business Operations

4 Support for Kentucky Power with responsibility for all corporate budgeting, financial

5 management, and continuous improvement for the company. In April 2018, I assumed

6 my current position as Director of Regulatory Services for Kentucky Power. I am

7 responsible for the. supervision and direction of Kentucky Power's Regulatory Services

8 Department, which has responsibility for all rate and regulatory matters.

9 Q. HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN ANY REGULATORY

10 PROCEEDINGS?

11 A. Yes, I have submitted testimony before the Indiana Utility Regulatory Commission in

12 Cause No. 38702-FAC72; Cause No. 38702-FAC73; Cause No. 38702-FAC74; Cause

13 No. 43775 OSS-6; and Cause No. 44511-SPR1.

14 Q. DID YOU PARTICIPATE IN TFIE NEGOTIATIONS WHICH LED TO THE

15 SETTLEMENT AGREEMENT THAT IS BEING SUBNIITTED FOR

16 CONSIDERATION AND APPROVAL BY THE COMIVIISSION?

17 A. Yes. I participated in the April 10, 2018 informal conference at which settlement was

18 discussed and an agreement in principle with the complainant, Kentucky Industrial Utility

19 Customers, Inc., was reached. In addition, I have been involved through counsel in the

20 subsequent discussions regarding documentation of the settlement. The Settlement

21 Agreement is attached as E~B~'r MAH-Sl.
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1 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

2 A. My testimony summarizes the settlement process leading to the agreement. I explain and

3 support the terms of the Settlement Agreement as well as demonstrate why the terms of

4 the Settlement Agreement will produce fair, just, and reasonable rates in connection with

5 the issues before the Commission in this case. In this regard,- I discuss the importance of

6 amortizing the Company's excess unprotected accumulated deferred income tomes

7 ("ADIT") over an 18-year period. I also identify the settlement issues addressed by

8 Company Witnesses Kelly and Vaughan in testimony filed today in this case.

II. -THE PROCEEDINGS

9 Q. PLEASE DESCRIBE THE EVENTS LEADING TO THE SETTLEMENT

10 AGREEMENT.

1 1 A. President Trump signed the Tax Cut and Jobs Act ("Tax Act") on December 22, 2017.

12 The Tax Act reduced the maximum federal corporate income t~ rate from 35 percent to

13 21 percent effective January 1, 2018. Among its effects on Kentucky Power Company

14 was to reduce the Company's current federal income tax expense. It also resulted in the

15 creation of excess ADIT.

16 On December 21, 2017, Kentucky Industrial Utility Customers, Inc. filed a

17 complaint with the Commission against the four Kentucky investor-owned electric

18 utilities. The complaint asked the Commission to reduce the rates of the four defendants

19 to reflect the reduction of the utilities' current federal income ta~c expense and the

20 amortization of any excess ADIT. In its January 18, 2018 order in the Company's base

21 rate case, Case No. 2017-00179, the Commission reduced the Company's Commission-

22 adjusted annual revenue requirement, and the rates based on that revenue requirement, to
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1 reflect the reduction in the Company's current federal corporate income tax expense as a

2 result of the Tax Act. The Commission reserved for what eventually became this case

3 any further reduction of the Company's revenue requirement (and rates) as a result of the

4 amortization of the excess ADIT resulting from the Tax Act. By orders entered January

5 25, 2018, the Commission severed the claims against the individual utilities. This case

6 was established to resolve KICTC's claims against Kentucky Power regarding the

7 amortization of the excess ADIT and resulting rate reduction flowing from the Tax Act.

8 Q. ARE THERE ANY INTERVENORS IN THIS CASE?

9 A. Yes. In addition to the Company and KICJC, the Attorney General is a party to this case.

10 Q. HAS DISCOVERY BEEN TAKEN IN THIS CASE?

1 1 A. Yes. Data requests were served on Kentucky Power by Staff, KILJC, and the Attorney

12 General. The Company filed its responses on April 12, 2018.

13 Q. ARE FURTHER PROCEEDINGS SCHEDULED IN THIS CASE?

14 A. The current procedural schedule provides for the filing of simultaneous testimony on

15 April 27, 2018. Kentucky Power is filing this testimony in support of the Settlement

16 Agreement with KIUC in fulfillment of that requirement. The schedule also provides for

17 another round of discovery to be filed on May 8, 2018. Responses to that second round

18 of discovery are due May 18, 2018.

19 Q. HAVE KENTUCKY POWER, HIUC, AND TAE ATTORNEY GENERAL MET

20 TO CONSIDER SETTLEMENT IN THIS CASE?

21 A. Yes, the parties, along with Staff, met at the Commission offices on April 10, 2018 to

22 address settlement of KILTC's claims against Kentucky Power. Subsequently, KILTC and

23 Kentucky Power executed the Settlement Agreement. The Attorney General, who is the
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1 only other party to this case, was offered the opportunity to join the settlement but is not

2 joining at this time.

III. TFIE SETTLEMENT AGREEMENT

3 Q. DOES THE SETTLEMENT AGREEMENT REPRESENT TAE COMPLETE

4 SETTLEMENT BETWEEN THE COMPANY AND KIUC OF THE REMAINING

5 ISSUES RAISED BY HIUC IN ITS COMPLAINT?

6 A. Yes. There are no agreements or understandings regarding the issues pending on

7 rehearing that are not reflected in the Settlement Agreement. The agreements and terms

8 in the Settlement Agreement represent the sum total of the give and take of the KIUC and

9 Kentucky Power. Further, there are no agreements nor understandings with the Attorney

10 General or any other non-party relating to the subject matter of the issues pending on

11 rehearing.

12 Q. IS THE COMMISSION STAFF A PARTY TO THE SETTLEMENT

13 AGREEMENT?

14 A. No. Commission Staff attended the April 10, 2018 informal conference but made clear

15 that it could not be a party to any agreement, that it was not speaking for the

16 Commission, and that its participation in no way would bind the Commission to the

17 agreement.

IV. TAE TERMS OF THE SETTLEMENT AGREEMENT

18 Q. PLEASE DESCRIBE THE PRINCIPAL TERMS OF THE SETTLEMENT

19 AGREEMENT.

20 A. The Settlement Agreement contains the following substantive provisions:

21 • The Settlement Agreement provides far the return to Kentucky Power's customers
22 of the estimated $175,272,905 in retail excess ADIT for the Company's
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1 generation and distribution functions. The estimated excess ADIT will be
2 amortized over specified periods and the resulting credit will appear on
3 customers' bills as a billing line item. The $175,272,905 is the Company's
4 current estimate of the total ADIT to be credited through this proceeding.

5 • Kentucky Power currently estimates that the total retail excess "protected" ADIT
6 for the Company's generation and distribution functions is $82,226,674. The
7 Settlement Agreement, in conformity with the requirements of federal law,
8 provides that the Company's excess "protected" excess ADIT will be amortized
9 over the remaining life of the assets using the Average Rate Assumption Method

10 ("ARAM") beginning January 1, 2018.

1 1 ~ Kentucky Power currently estimates that the total retail excess "unprotected"
12 ADIT for the Company's generation and distribution functions is $93,046,231.
13 The Settlement Agreement provides that the Company's excess "protected"
14 ADIT will be amortized over an 18-year period beginning January 1, 2018.

15 • The excess ADIT will be flowed back to customers through a Federal Tax Cut
16 Credit that will appear as a billing line item.

17 A. The Allocation Of Total Excess Generation And Distribution Function
18 ADIT Between Protected And Unprotected ADIT.

19 Q.

20

21

22 A.

23

24

25

26

27

28

29

30

WHAT ARE PROTECTED AND UNPROTECTED EXCESS ADIT, AND WHY IS

THE ALLOCATION OF THE TOTAL EXCESS ADIT BETWEEN THE TWO

CLASSES IMPORTANT?

Company Witness Kelly addresses the differences between the two "types of excess ADIT

in his testimony. For purpose of the Settlement Agreement, the important differences are

those resulting from the differing rules for flowing back excess protected. ADIT and

excess unprotected ADIT to customers. Under federal law, excess protected ADIT is

required to be flowed back to customers over the estimated remaining book life of the

related assets as calculated in accordance with ARAM. Because the amortization is tied

to the estimated remaining life of specific assets, the excess protected ADIT is not flowed

back ratably. Company Witness Kelly currently estimates that the excess protected

ADIT will be flowed back to customers over an approximately 50-year period. Excess



HORELED — S7

1 unprotected ADIT, by contrast, may be flowed back to customers ratably over a period

2 determined by the Commission.

3 Q. ARE THERE ADVERSE CONSEQUENCES TO FAILING TO FLOW BACK

4 PROTECTED EXCESS ADIT IN ACCORDANCE WITH ARAM?

5 A. Yes. Company Witness Kelly addresses those consequences, and the resulting higher

6 costs to customers, resulting from failing to flow back excess protected ADIT in

7 accordance with federal law.

B. The Calculation Of The Federal Tax Cut Credit

8 Q. HAS TAE COMPANY CALCULATED THE FEDERAL TAX CUT CREDIT TO

9 BE PROVIDED TO CUSTOMERS?

10 A. Yes. The calculation for 2018, 2019, and 2020 is provided as Attachment 2 to the

11 Settlement Agreement. Company Witness Vaughan describes in his testimony the

12 methodology used to calculate the federal tax rate credit to be provided to customers

13 through the amortization of excess ADIT resulting from the Tax Act. By way of

14 summary:

15 (a) A separate per kWh federal tax cut rate credit is calculated for the

16 Company's residential and non-residential customers;

17 (b) If approved by the Commission, the federal tax cut rate credits will begin

18 July 1, 2018. The twelve months of rate credit for 2018 will be provided over the final

19 six months of 2018.

20 (c) Beginning in 2019, the residential class federal ta~c cut credit will be

21 "shaped" to provide a higher credit to residential customers during the winter heating

22 months (the billing months of January, February, March, and December).
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1 (d) The federal tax cut credit will appear as a billing line item on the

2 customers' bills.

3 Q. WHY IS THE COMPANY PROPOSING TO "SHAPE" THE FEDERAL TAX

4 CUT RATE CREDIT FOR ITS RESIDENTIAL CUSTOMERS?

5 A. Kentucky Power's service territory includes a higher than average incidence of

6 residential customers who employ electric resistance heating. Many of these customers

7 face high electric bills during the winter heating season. By shaping the credit to provide

8 approximately 75 percent of the credit during the winter heating season the Settlement

9 Agreement aids these customers when their need for a rate credit is greatest. Many non-

10 residential customers, by contrast, do not face the same sort of elevated electric bills

11 during the winter heating season.

12 Q. WHEN DOES THE FEDERAL TAX CUT RATE CREDIT TERIVIINATE?

13 A. The credit will continue until the effective date of rates established in the Company's

14 next general rate case. Absent the extraordinary circumstances identified in paragraph

15 5(c) of the Settlement Agreement in Case No. 2017-00179, this means the credit will

16 continue until at least the first cycle of the January 2021 billing cycle.

17 Q. HAS THE COMPANY PREPARED THE FEDERAL TAX CUT RATE CREDIT

18 TARIFF?

19 A. Yes. It is attached as Exhibit 1 to E~~BTT MAH-Sl (the Settlement Agreement)..

20 C. The Reasonableness Of The 18-Year Period To Amortize Kentucky
21 Power's Excess Unprotected ADIT.

22 Q. EXPLAIN WHY THE SETTLEMENT AGREEMENT PROPOSES TO

23 AMORTIZE THE COMPANY'S EXCESS UNPROTECTED ADIT OVER AN 18-

24 YEAR PERIOD?
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1 A. Each dollar of the federal tax cut credit reduces the Company's cash flow by a dollar

2 without a compensating reduction in the Company's expenses. For example, as

3 illustrated in Attachment 2 to E~usIT MAH-S1, the Company estimates, assuming

4 unprotected ADIT is amortized over an 18-year period, its cash flow will be reduced in

5 2018 by $10.2 million, in 2019 by $103 million, and in 2020 by $10.5 million. A shorter

6 amortization period would only increase the amount of these annual reductions in

7 Kentucky Power's cash flow. But even at 18 years, this reduction in Kentucky Power's

8 cash flow places significant pressure on the Company's credit metrics and ultimately the

9 cost of the Company's capital.

10 Q. HOW DOES THE REDUCTION OF TFIE COMPANY'S CASH FLOW AFFECT

1 1 ITS CREDIT METRICS?

12 A. Moody's Investors Service evaluates Kentucky Power's credit on a stand-alone company

13 basis. Moody's reviews multiple financial metrics and factors when evaluating

14 companies such as Kentucky Power. These include the company's regulatory framework

15 and environment, the company's ability to recover costs and earn returns, the Company's

16 diversification and financial strength, liquidity, and certain key financial metrics. Among

17 the more important financial metrics Moody's uses in assigning a credit rating to

18 Kentucky Power is the Company's ratio of cash flow from operations (excluding changes

19 in working capital) to the Company's debt.

20 Q. WHAT IS THE RATIO OF CASH FLOW FROM OPERATIONS (EXCLUDING

21 CHANGES IN WORHING CAPITAL) TO DEBT AND WHr~T IS IT INTENDED

22 TO MEASURE?
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1 A. It provides a measure of cash flow generated by the Company's operations that is

2 available to service a company's debt. As cash flow decreases, as will occur with the

3 amortization of the Company's excess ADIT, Kentucky Power has less cash "available"

4 to service debt payments. At some point,. a decrease in the ratio may cause Moody's to

5 lower its credit rating for Kentucky Power.

6 Q. WHY IS TFIE COMPANY'S CREDIT RATING OF IMPORTANCE AT THIS

7 TIlV~?

8 A. There are two reasons. The first has arisen recently; the second is of importance over the

9 longer term. The first reason is that although Moody's on March 21, 2018 maintained the

10 Company's Baal credit rating, it revised its credit outlook for the Company from stable

1 1 to negative. The Moody's website indicates that a negative outlook indicates a higher

12 likelihood of a credit rating change over the medium term. ~ Moody's website also

13 indicates that historically, approximately one-third of issuers assigned. a negative outlook

14 have been downgraded within 18 months of the assignment of a negative outlook. As a

15 result, the recent assignment of a negative outlook by Moody's underscores the

16 importance of maintaining, or preferably improving, Kentucky Power's credit metrics,

17 particularly its ratio of cash flow from operations (excluding changes in working capital)

18 to the Company's debt. The amortization of the Company's excess unprotected ADIT

19 over a period of 18 years ,will help Kentucky Power maintain its credit rating while

20 providing meaningful rate relief to the Company's customers. Conversely, the use of a

21 shorter period will increase the stress on the Company's. credit metrics and ultimately its

22 credit rating.

1 See https://www.moodvs.com/researchdocumentcontentpage•aspx?docid=PBC 79004
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1 Q. WHAT IS THE . SECOND REASON THE COMPANY'S CREDIT RATING IS

2 IMPORTANT?

3 A. Kentucky Power's credit rating can affect its cost of capital —both debt and equity. The

4 Company's cost of debt tends to be directly related to its credit rating. All other things

5 being equal, a company with a lower credit rating many times will have a higher cost of

6 debt than a company with a higher credit rating. In addition, a company's cost of equity

7 bears arelationship —albeit perhaps less direct — to its credit rating. Again,_ all other

8 things being equal, a company with a lower credit rating many times will have a higher

9 cost of equity than a company with a higher credit rating. A utility's cost of capital —

10 both in terms of its cost of debt and its cost of equity — in turn affects the rates customers

1 1 pay.

12 Q. WHAT IS KENTUCKY POWER'S CURRENT MOODY'S CREDIT RATING?

13 A. Moody's currently assigns a Baal credit rating to Kentucky Power. That is the second to

14 lowest investment grade rating. Stated otherwise, it is two steps above non-investment

15 grade rating.

16 Q. DO YOU HAVE REASON TO BELIEVE THAT ACCELERATED

17 AMORTIZATION (AN AMORTIZATION PERIOD OF LESS THAN 18 YEARS)

18 OF EXCESS UNPROTECTED ADIT COULD LEAD TO A CREDIT RATING

19 DOWNGRADE?

20 A. Although I participated in discussions with. Moody's as recently as March 15, 2018

21 concerning the Company's credit rating, I am -not, of course, privy .to all - of its

22 deliberations. Nevertheless, an amortization period of less than 18 years could stress the

23 Company's credit metrics and consequent credit rating. In this regard, Moody's March
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21, 2018 press release in connection with its downgrade of the outlook for Kentucky

2 Power, attached as E~s~'r MAH-S2, provides insight into Moody's decision to assign

3 Kentucky Power a negative' credit outlook. In particular, in describing the shift from a

4 stable to a negative outlook for Kentucky Power, Moody's explained:

5 "The negative outlook reflects the combination of the utility's
6 economically weak service territory, its latest rate case outcome, and
7 recently enacted tax reform policy, which will put pressure on credit
8 metrics over the next twelve to eighteen months" added Schumacher.
9 Although we anticipate that the company will seek to compensate for

10 these adverse developments through cost containment and financial
1 1 policy, including the ability to retain cash flow for investment, we also
12 expect the utility's increasing capital program will add to its debt
13 burden....

14 The health of KPCo's service territory in eastern Kentucky, which has
15 high exposure to the energy and mining sectors, has impacted the utility's
16 revenue and load growth as well as recent rate case outcomes. The area
17 continues to lag the state in terms of economic trends, and KPCo's retail
18 load has declined in each of the past three years, putting downward
19 pressure on earnings and cash flow.

20 (emphasis supplied). Significantly, among the factors cited for the downgrade, only cost

21 containment and management of financial policy is subject to the Company's control

22 within the next few years. The Company's rates are "frozen" until January 2021, while

23 the fruits of the Kentucky Power's economic development efforts to improve the

24 economics of its service territory and stem customer loss are several years out. It thus is

25 critical that the Company, and the Commission, use the one tool available — a reasonable

26 amortization period for the excess unprotected ADIT — to avoid a credit downgrade.

27 Q. THE 18-YEAR AMORTIZATION PERIOD -FOR KENTUCKY POWER'S

28 UNPROTECTED ADIT IS AT THE LONG END OF THE AMORTIZATION

29 PERIODS EITHER PRESENTED TO OR APPROVED BY TAE COMIVIISSION.

30 CAN YOU JUSTIFY THE DIFFERENT AMORTIZATION PERIODS?
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1 A. Most certainly. Although uniformity in treatment can be important, the Commission's

2 decisions are based upon the record developed in each case and must address the specific

3 circumstances of each utility. Aone-size-fits-all approach is not appropriate given the

4 differences among the size and finances of the four investor-owned electric utilities in the

5 Commonwealth, their very disparate service territories, and the amount of their excess

6 unprotected ADIT. As paragraph 2(b) of the Settlement Agreement expressly

7 acknowledges, the 18-year amortization period was agreed upon by KNC and Kentucky

8 Power with these differences in mind:

9 The Settling Parties' conclusion regarding the reasonableness of an 18-
10 year period to amortize Kentucky Power's excess unprotected ADIT is
1 1 informed by the Company's specific financial and operating
12 characteristics, including, but not limited to, the following:

13 (a) the amount of Kentucky Power's excess unprotected ADIT as a
14 percentage of Kentucky Power's total equity (14.2 percent);

15 (b) the percentage of Kentucky Power's total debt as a percentage of total
16 capitalization (56.75 percent);

17 (c) the Company's Moody's Investor Service credit rating (Baa2);

18 (d) the recent negative outlook assigned the Company by Moody's; and

19 (e) the decrease in Kentucky Power Company's load and customer base
20 over the past ten years.

21 Q. HOW DOES KENTUCKY POWER COMPARE TO THE OTHER THREE

22 INVESTOR-OWNED UTILITIES IN KENTUCKY IN THESE RESPECTS?

23 A. Counsel for KIUC on April 17, 2018 provided staff and the parties with the following

24 chart comparing as of December 31, 2017 the four investor-owned electric utilities with

25 respect to many of these metrics:
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KU LG&E Duke
Kentucky
Power

Unprotected Excess $12,762,150 $24,282,660 $33,032,786 $95,282,425
ADIT (12/31 /2017)

Commission- 15 years 15 years 10 years 18 years
Approved/Proposed
Amortization

Period

Total Equity S3,357,000 52,527,000 $319,0522 $670,263
(12/31 /2017)
($000)

Unprotected Excess 0.38% 0.96% 10.35% 14.2%
ADIT
as Percent of
Equity

Moody's Credit A3 A3 Baal Baal
Rating Stable Stable Stable Negative

Total Debt/Total 41.41% 43.02% 46.87% 56.75%
Capitalization
(12/31 /2017)

Retail Sales 18,881,364 11,947,052 4,099,199 5,862,697
(12/31/2016) MWH MWH MWH MWH

1 Based on the information provided by KILJC, Kentucky Power's excess unprotected

2 ADIT is almost seven and one-half times larger than that of themuch larger (as measured

3 by retail sales and total equity) Kentucky Utilities Company. Louisville Gas and Electric

4 Company, which has MWh sales nearly twice those of Kentucky, has excess unprotected

5 ADIT approximately. one-quarter the size of Kentucky Power' excess unprotected. ADIT.

6 The Company's excess unprotected ADIT . is nearly three times larger than the excess

2 Per Case 2017-00321, electric common equity.
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1 unprotected ADIT of Duke Energy Kentucky, which is closest in size to Kentucky

2~ Power.

3 The service territories of Duke, Kentucky Utilities, and Louisville Gas and

4 Electric have not experienced the serious economic downturn or loss of customers

5 endured by Kentucky Power. Indeed, the service territories, or substantial portions of the

6 service territories, of all three lie within the "Golden Triangle." Also supporting the

7 Company's request is that the credit ratings of all three of the other investor-owned

8 electric utilities in Kentucky are stronger than Kentucky Power's Baal rating.

9 Particularly significant is the fact that unlike Kentucky Power none are facing a negative

10 credit outlook.

11 In sum, Kentucky Power lacks the financial and operational wherewithal to

12 amortize its excess unprotected ADIT over the periods the other three investor-owned

13 electric utilities maybe required to use.

V. REASONABLENESS OF THE SETTLEMENT AGREEMENT

14 Q. DOES THE SETTLEMENT AGREEMENT FAIRLY BALANCE THE

15 INTERESTS OF THE COMPANY AND ITS CUSTOMERS?

16 A. Yes. The Settlement Agreement provides meaningful rate relief to the Company's

17 customers in the -form of a rate credit equal to more than $10 million a year. It does so

18 while helping to minimize the risk of a'credit downgrade and the resulting increased

19 capital costs that ultimately would be borne by Kentucky Power's customers. This is a
=.

20 win-win for the Company and its customers.
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1 Q. DO YOU HAVE A RECO~NDATION FOR THE COMIVIISSION?

2 A. Yes. The Settlement Agreement should be approved by the Commission without

3 modification. In addition, the Commission should establish rates and charges in

4 conformity with the agreement.

5 Q. DOES TffiS CONCLUDE YOUR TESTIMONY?

6 A. Yes.
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