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COMMISSION STAFF'S SECOND INFORMATION REQUEST TO WATER 
SERVICE CORPORATION OF KENTUCKY 

DATA REQUEST #1 

List each case before any state public utility regulatory commissions in which Kirsten E. 
Weeks has testified and describe the subject matter of her testimony in that case. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

Ms. Weeks has testified in Illinois, Pennsylvania, North Carolina, South Carolina, Ohio 
and New Jersey. The subject matter of her testimony was rate proceedings. 



DATA REQUEST #2 

State whether Ms. Weeks conducted a review of Kentucky statutory and decisional law 
on rate-making practices prior to the filing of her written testimony. If Ms. Weeks 
conducted such review, describe the nature and extent of this review. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

Yes, a review was conducted. The nature of Ms. Weeks' studies was regarding 
regulatory proceedings. She conducted a thorough review in order to file the case. 



3) At pages 7 and 8 of her testimony, Ms. Ahern quotes Value Line Investment 
Survey ("Value Line") on the ability of large water companies to withstand the burden of 
increasing costs associated with an aging infrastructure and the threat of bioterrorism. 
Value Line describes how larger companies are acquiring smaller ones that are unable to 
deal with the financial pressures, and focuses on Aqua America, the largest water utility 
in its survey and one that offers the highest return on equity of the stocks in the water 
industry. Explain the connection between acquisitions and the return on equity of a water 
company. Provide all workpapers, sources, and written materials used to develop the 
response. 

Response: (Witness Responsible - Pauline M. Ahern) 

Acquisitions allow a company to grow its customer base, and hence, its revenues and 
earnings while simultaneously reducing expenses through economies of scale thereby 
increasing its achieved rate of return on common equity. Value Line Investment 
Survey's statement that Aqua America Inc. offers the highest return on equity of the 
stocks in the water industry refers to the projected returns on equity for 2005,2006 and 
2008-2010 as shown on pages 8-1 0 of Schedule PMA-9. In each case, Value Line 
Investment Survey projects the highest return on equity for Aqua America. 



4) At page 8 of her testimony, Ms. Ahern states that the water industry is much more 
capital-intensive than the electric, natural gas or telephone industries. 

a) List all sources and materials that Ms. Ahern relied upon for this statement. 

b) Provide all workpapers and written materials Ms. Ahern relied upon for her 
statement. 

c) State Ms. Ahern's opinion as to how much more capital-intensive the water 
industry is compared to: 

1) the electric industry. 

2) the telephone industry. 

3) the natural gas industry. 

Response: (Witness Responsible - Pauline M. Ahern) 

a) See attachment 4-a. 

b) See attachment 4-a. 

c) See attachment 4-a. 



2004 
CAPITAL INTENSITY 

AlJS LJTlLlTY REPORTS 

Attachment 4-a 

UTILITY AND TELECOMMlJNlCATlONS INDUSTRIES 
AND S&P 500 INDUSTRY AVERAGE 

Average Total 
Average Qperating Capital Capital Intensity 
Net Plant Revenue Intensity of Water Industry 
($ mill) ($ mill) ($) v. Other Industries 

Water Industry Average $ 524.07 $ 154.51 $ 3 39 - - 
Electric Industry Average $ 6,744.09 $ 4,106.92 $ 1.64 106.71 % 
Combination Elec. & Gas Industry Average $ 8,453.79 $ 5,728.75 $ 1.48 129.05% 
Gas Distribution Averaoe $ 1.842.73 $ 1.665.73 $ 111 205.41% 
Large Telephone Cos. Ind Average $ 15,852.20 $ 14,976.19 $ 1.06 21 9.81 % 
Small Telephone Cos. Ind. Average $ 141.39 $ 112.27 $ 1.26 169.05% 
Average All AUS Utility Reports Groups S 5,593.04 S 4,457.39 '3 1.66 104.63% 
S&P 500 Industry Average $ 5,276.82 $ 14,164.87 $ 0.37 816.22% 

2004 Capital lntensitv 

1-Water 2-Electric 3-Comb 4-Gas Dist. 5-Large Tel. 6-Small Tel. 7-Avg All 8-S&P 500 
E&G Ind. 

Group 1 - Water Industry Average 
Group 2 - Electric lndustry Average 
Group 3 - Combination Electric & Gas lndustry Average 
Group 4 - Gas Distribution lndustry Average 
Group 5 - Large Telephone Cos. lndustry Average 
Group 6 - Small Telephone Cos, lndustry Average 
Group 7 - Average For All AlJS Utility Reports Companies 
Group 8 - Average SBP 500 lndustry Average 

Notes: 
Capital lntensity is equal to Net Plant divided by Total Operating Revenue 

Distribution Group excludes El Paso Energy and The Williams Companies. Two transmission companies, 
which were formerly part of the AUS Utility Reports Transmission Group. That group has been 
eliminated. Also, due to the nature of their business, they have been eliminated from the averages. 

Large Telephone group excludes Qwest Communications. The company shows Not Meaningul Figures. 

The S&P 500 Group excludes 13 companies, which S&P Compustate Services, Inc. reports as having 
'Not Meaningful' or 'Not Available" data. 

Source of Information: 
Standard & Poot's Compustat Service, Inc. 

PC Plus/Research Insight Database 

AUS Utility Reports - January 2006 
Published By AUS Consultants 



WATER COMPANIES 
m Name at C o m m  

I AWR AMERICAN STATES WATER CO 
2 WTR AQUA AMERICA INC 
3 ARlNA ARTESIAN RESOURCES -CL A 
4 CWI CALIFORNIA WATER SERVICE GP 
5 CTWS CONNECTICUT WATER SVC INC 
6 MSEX MIDDLESEX WATER CO 
7 PNNW PENNICHUCK CORP 
8 SJW SJWCORP 
9 SWWC SOUTHWEST WATER CO 

10 YORW YORKWATERCO 
Average 

FLECTRIC COMPANIES m Name of Corn~any 
1 ALE ALLETE INC 
2 AYE ALLEGHENY ENERGY INC 
3 AEP AMERICAN ELECTRIC POWER 
4 CV CENTRAL VERMONT PUB SERV 
5 CNL CLECOCORP 
6 OPL DPLINC 
7 DQE DUQUESNE LIGHT HOLDINGS INC 
8 EIX EDISON INTERNATIONAL 
9 EE EL PAS0 ELECTRIC CO 

10 EDE EMPIRE DISTRICT ELECTRIC CO 
11 FE FIRSTENERGY CORP 
12 FPL. FPLGROUP INC 
13 GXP GREAT PLAINS ENERGY INC 
14 (iMP GREEN MOUNTAIN POWER CORP 
15 Hii HAWAIIAN ELECTRIC INDS 
16 m A  
17 MAM 
18 OGE 
19 OTTR 
20 PNW 
21 PGN 
22 SO 
23 TXU 
24 UIL. 
25 WR 

Average 

IDACORP INC 
MAINE B MARITIMES CORP 
OGE ENERGY CORP 
OTTER TAIL CORP 
PINNACLE WEST CAPITAL CORP 
PROGRESS ENERGY INC 
SOUTHERN CO 
TXU CORP 
IJIL HOLDINGS CORP 
WESTAR ENERGY INC 

~OMl3lNATlON ELEC. & GAS COMPANIES 
&me at ComDaru 

1 AE.5 AESCORP. (THE) 
2 LM ALLIANT ENERGY CORP 
3 AEE 
4 ILA 
5 AVA 
6 BKH 
7 CNP 
8 CHO 
9 CIN 

10 CMS 
11 ED 
12 CEG 
13 D 
14 UTE 
15 DUK 
18 EAS 
17 ETR 
18 EXC 
19 PPU 
20 MDU 
21 MGEE 
22 NI 
23 NU 
24 NWEC 
25 NST 
26 POM 
27 K G  
28 PNM 
29 PPI. 
30 PEG 
31 PSD 
32 SCG 
33 SRE 
34 SRP 
35 TE 
36 UNS 
37 UTL. 
38 VVC 
39 W C  
40 WPS 
41 )(EL. 

Average 

AMEREN CORP 
AQUILA INC 
AVISTA CORP 
BLACK HILLS CORP 
CENTERPOINT ENERGY INC 
CH ENERGY GROUP INC 
CINERGY CORP 
CMS ENERGY CORP 
CONSOLIDATED EDISON INC 
CONSTELLATION ENERGY GRP INC 
DOMINION RESOURCES INC 
DTE ENERGY CO 
DUKE ENERGY CORP 
ENERGY EAST CORP 
ENTERGY CORP 
EXELON CORP 
FLORIDA PUBLIC UTILITIES CO 
MDU RESOURCES GROUP INC 
MGE ENERGY INC 
NISOURCE INC 
NORTHEAST UTILITIES 
NORTHWESTERN CORP 
NSTAR 
PEPCO HOLDINGS INC 
PGBE CORP 
PNM RESOURCES INC 
PPL CORP 
PUBLIC SERVICE ENTRP GRP INC 
PUGET ENERGY INC 
SCANA CORP 
SEMPRA ENERGY 
SIERRA PACIFIC RESOURCES 
TECO ENERGY INC 
UNISOURCE ENERGY CORP 
UNlTlL CORP 
VECTREN CORP 
WISCONSIN ENERGY CORP 
WPS RESOURCES CORP 
XCEL ENERGY INC 

GAS DISTfllBUTtON COMPANIES 
lXk?l Name of Comoany 

1 ATG AGL RESOURCES INC 
2 AT0 ATMOS ENERGY CORP 
3 CGC CASCADE NATLJRAL GAS CORP 
4 CPK CHESAPEAKE LJTlLlTlES CORP 
5 DGAS DELTA NATURAL GAS CO INC 
6 EGN ENERGEN CORP 
7 EWST ENERGY WEST INC 
8 ENS1 ENERGYSOUTH INC 

Fiscal Y a  
YO4 
YO4 

Fiscal Yea  
YO4 
YO4 
YO4 

Fiscal Year 
YO4 
YO4 
Yo4 
YO4 
YO4 
YO4 
Yo4 
YO4 

Total Industw Averaaaa 
Infal Ooer. Rev, Water 2004 524.071 154.507 

664.165 228.005 Electric 2004 6,744.090 4,106.916 
2.069.812 442.039 Comb. Elec. &Gas 2004 8,453.791 5,728.746 

212.489 39 582 Gas Dial. 2004 1.842.730 1.665.727 
800.305 315.567 Large Telcos 2004 15;852.197 14.976.191 
241 776 48 493 Small Telcos 2004 141.388 112.275 

-1 Ooer. Rev. 
883 100 751 400 
6303.018 2756.121 

22.601.000 14.057.000 

Net %I Ooer. Rev. 
3,178.000 1.832.000 
1.722.521 2,920 037 

334.574 31 8.078 



9 EQT 
10 KSE 
11 MI 
12 1.G 
13 NFG 
14 NJR 
15 GAS 
16 NWN 
17 OKE 
18 PGL 
19 PNY 
20 STR 
21 RGCO 
22 SEN 
23 SJI 
24 SUG 

EQUITABLE RESOURCES INC 
KEYSPAN CORP 
KINDER MORGAN INC 
LACLEDE GROUP INC 
NATIONAL FUEL GAS CO 
NEW JERSEY RESOURCES COUP 
NlCOR INC 
NORTHWEST NATURAL GAS CO 
ONEOK INC 
PEOPLES ENERGY COUP 
PIEDMONT NATURAL GAS CO 
QUESTAR COUP 
RGC RESOURCES INC 
SEMCO ENERGY INC 
SOUTH JERSEY INDUSTRIES INC 
SOUTHERN UNION CO 

25 SWX SOUTHWEST GAS COUP 
26 SWN SOUTHWESTERN ENERGY CO 
27 UGI UGl COUP 
28 WGL WGL HOLDINGS INC 

Average 

LARGE TELEPHONE COMPANIES 

Average 

SMALL TELEPHONE COMPANIES 
Name of Comoany 

Average 

I A 
2 A A  
3 AAPL 
4 ABC 
5 ABI 
6 ABS 
7 ABT 
8 ACS 
9 ACV 

10 ADBE 
11 AOCT 
12 AD1 

AGILENT TECHNOLOGIES INC 
ALCOA INC 
APPLE COMPUTER INC 
AMERlSOlJRCEBERGEN COUP 
APPLERA COUP APPLIED BlOSYS 
ALBERTSONS INC 
ABBOlT LABORATORIES 
AFFILIATED COMP SVCS -CL A 
ALBERTO.CULVER CO 
ADOBE SYSTEMS INC 
ADC TELECOMMUNICATIONS INC 
ANALOG DEVICES 

13 AOM ARCHER-DANIELS-MIDLAND CO 
14 ADP ALJTOMATIC DATA PROCESSING 
15 ADSK 
16 AEE 
17 AEP 
18 AES 
19 AET 
20 AFL 
21 AGN 
22 AHC 
23 AIG 
24 AIV 
25 ALL 
26 ALTR 
27 AMAT 
28 AMCC 
29 AMD 
30 AMGN 
31 AMP 
32 AMZN 
33 AN 
34 ANDW 
35 AOC 
36 APA 

AUTODESK INC 
AMEREN COUP 
AMERICAN ELECTRIC POWER 
AES COUP (THE) 
AETNA INC 
AFLAC INC 
ALLERGAN INC 
AMERADA HESS COUP 
AMERICAN INTERNATIONAL GROUP 
APARTMENT INVT BMGMT -CL A 
ALLSTATE CORP 
ALTERA COUP 
APPLIED MATERIALS INC 
APPLIED MICRO CIRCUITS COUP 
ADVANCED MICRO DEVICES 
AMGEN INC 
AMERlPRlSE FINANCIAL INC 
AMAZON.COM INC 
AIJTONATION INC 
ANDREWCORP 
AON COUP 
APACHE COUP 

37 APC ANADARKO PETROLEUM COUP 
38 APCC AMERICAN POWER CONVERSION CP 
39 APD AIR PRODUCTS 8 CHEMICALS INC 
40 APOL APOLLO GROUP INC -CL A 
41 AS0 AMERICAN STANDARD COS INC 
42 ASH ASHLAND INC 
43 ASN ARCHSTONE-SMITH TRUST 
44 AS0 AMSOUTH BANCORPORATION 
45 AT ALLTEL COUP 

Fiscal Y e a  
YO4 
Yo4 

ml Ooer. Rev. 
88.252 

163 680 



46 AT1 
47 AV 
48 AVP 
49 AVY 
50 AW 
51 AXP 
52 AYE 
53 A20 
54 BA 
55 BAC 
56 BAX 
57 BBBY 
58 BBT 
59 BBY 
60 BC 
61 BCR 
62 BDK 
63 BDX 
64 BEN 
85 BF.B 
66 BHI 
67 BllB 

70 BLI 
71 BLL 
72 BLS 
73 BMC 
74 BMET 
75 BMS 
76 BMY 
n BNI 
78 BOL 
79 BR 
80 BRCM 
81 BSC 
82 BSX 
83 BUD 
84 CA 
85 CAG 
86 CAH 

89 CBE 
90 CBSS 
91 CC 
92 CCE 
93 CCL 
94 CCLJ 
95 CD 
96 CEG 
97 CFC 

100 ClEN 
101 CIN 
102 ClNF 
103 CIT 
104 CL 
105 CLX 
106 CMA 
107 CMCSA 
108 CMI 
109 CMS 
110 CMVT 
111 CMX 
112 CNP 
113 COF 
114 COH 
115 COL 
116 COP 
117 COST 
118 CPB 
119 CPWR 
120 csc 
121 csco 
122 csx 
123 CTAS 
124 CTB 
125 CTL 
126 CTX 
127 CTXS 
128 CVG 
129 CVH 
130 CVS 
131 cvx 
132 CZN 
133 D 
134 DCN 
135 DD 
136 DDS 
137 DE 
138 DELL 
139 DG 
140 DGX 
141 DHI 
142 DHR 
143 DIS 

ALLEGHENY TECHNOLOGIES INC 
AVAYA INC 
AVON PRODUCTS 
AVERY DENNISON COUP 
ALLIED WASTE INDUSTRIES INC 
AMERICAN EXPRESS CO 
ALLEGHENY ENERGY INC 
AUTOZONE INC 
BOEING CO 
BANK OF AMERICA COUP 
BAXTER INTERNATIONAL INC 
BED BATH & BEYOND INC 
BB&T COUP 
BEST BUY CO INC 
BRUNSWICK COUP 
BARD (C.R,) INC 
BLACK & DECKER COUP 
BECTON DICKINSON & CO 
FRANKLIN RESOURCES INC 
BROWN-FORMAN -CL B 
BAKER HUGHES INC 
BIOGEN IDEC INC 
W SERVICES CO 
BANK OF NEW YORK CO INC 
BIG LOTS INC 
BALL CORP 
BELLSOUTH COUP 
BMC SOFTWARE INC 
BIOMET INC 
BEMlS CO INC 
BRISTOL-MYERS SQUIBB CO 
BURLINGTON NORTHERN SANTA FE 
BAUSCH & LOME INC 
BURLINGTON RESOLJRCES INC 
BROADCOM CORP -CL A 
BEAR STEARNS COMPANIES INC 
BOSTON SCIENTIFIC CORP 
ANHEUSER-BUSCH COS INC 
COMPUTER ASSOCIATES INTL INC 
CDNAGRA FOODS INC 
CARDINAL HEALTH INC 
CATERPILLAR INC 
CHUBB COUP 
COOPER INDUSTRIES LTD 
COMPASS BANCSHARES INC 
ClRCLllT CITY STORES INC 
COCA.COLA ENTERPRISES INC 
CARNIVAL COUP 
CLEAR CHANNEL COMMUNICATIONS 
CENDANT CORP 
CONSTELLATION ENERGY GRP INC 
COUNTRYWIDE FINANCIAL CORP 
CHlRON COUP 
ClGNA COUP 
ClENA CORP 
CINERGY CORP 
CINCINNATI FINANCIAL COUP 
CIT GROUP INC 
COLGATE-PALMOLIVE CO 
CLOROX COIDE 
COMERICA INC. 
COMCAST COUP 
CLJMMINS INC 
CMS ENERGY CORP 
COMVERSE TECHNOLOGY INC 
CAREMARK RX INC 
CENTERPOINT ENERGY INC 
CAPITAL ONE FINANCIAL COUP 
COACH INC 
ROCKWELL COLLINS INC 
CONOCOPHILLIPS 
COSTCO WHOLESALE CORP 
CAMPBELL SOUP CO 
COMPUWARE COUP 
COMPUTER SCIENCES CORP 
ClSCO SYSTEMS INC 
CSX COUP 
CINTAS COUP 
COOPER TIRE & RUBBER CO 
CENTURYTEL INC 
CENTEX COUP 
ClTRlX SYSTEMS INC 
CONVERGYSCORP 
COVENTRY HEALTH CARE INC 
CVS COUP 
CHEVRON CORP 
CITIZENS COMMUNICATIONS CO 
DOMINION RESOURCES INC 
DANA COUP 
DU PONT (E I) DE NEMOURS 
DILLARDS INC -CL A 
DEERE & CO 
DELL INC 
DOLLAR GENERAL CORP 
QUEST DIAGNOSTICS INC 
D R HORTON INC 
DANAHER COUP 
DlSNEY (WALT) CO 

383 700 
322 887 
938 574 

5765 000 
25814 000 

580 900 
11 033 000 

107 160 
381 403 
870 000 

8847 400 
622 000 

2848 300 
2364 000 
7682 000 
883 800 
696 400 
537 466 
738 802 

6913 000 
20823 000 
4124 274 

13098 000 
10088 800 

985 350 
799 415 
m ooo 
51 252 

9929 465 
158 000 

8290 900 
2647 700 
1052 000 
415 000 

18711 000 
1648 000 
8636 000 

122 174 
285 214 

8186 393 
817 704 
148 524 
418 000 

50902 000 
7263 697 
1901 000 
418 241 

2365 400 
3290 000 



144 DJ 
145 DOV 
146 DOW 
147 DRI 
148 DTE 
149 DUK 
150 DVN 
151 DYN 
152 EBAY 
153 EC 
154 ECL 
155 ED 
156 EDS 
157 EFX 
158 EIX 
159 EK 
160 EMC 
161 EMN 
162 EMR 
163 EOG 
164 EOP 
165 EP 
166 EQR 
167 ERTS 
168 ESRX 
169 ET 
170 ETN 
171 ETR 
172 EXC 
173 F 
174 FCX 
175 FD 
176 FDC 
177 FDO 
178 FDX 
179 FE 
180 FHN 
181 FII 
182 FlSV 
183 FITS 
184 FLR 
185 FO 
186 FPL 
187 FRX 
188 FSH 
189 FSL.0 
190 GAS 
191 GCI 
192 GD 
193 GDT 
194 GDW 
195 GE 
196 GENZ 
197 GILD 
198 GIs 
199 GLW 
200 GM 
201 GPC 
202 GPS 

205 GT 
206 GTW 
207 GWW 
208 HAL 
209 HAS 
210 HBAN 
211 HCA 
212 HCR 
213 HD 
214 HDI 
215 HET 
216 HIG 
217 HLT 
218 HMA 
219 HNZ 
P O  HON 
221 HOT 
222 HPC 
223 HPQ 
224 HRB 
225 HSP 
226 HSY 
227 HUM 
228 IBM 
229 IFF 
230 IGT 
231 INTC 
232 INTU 
233 1P 
234 IPG 
235 1R 
236 ITT 
237 ITW 
238 JBL 
239 JCI 
240 JCP 
241 JDSLJ 

DOW JONES & CO INC 
DOVER CORP 
DOW CHEMICAL 
DARDENRESTAURANTSINC 
DTE ENERGY CO 
DUKE ENERGY CORP 
DEVDN ENERGY COUP 
DYNEGY INC 
EBAY INC 
ENGELHARD CORP 
ECOLAB INC 
CONSOLIDATED EDISON INC 
ELECTRONIC DATA SYSTEMS CORP 
EQUIFAX INC 
EDISON INTERNATIONAL 
EASTMAN KODAK CO 
EMC CORPMA 
EASTMAN CHEMICAL CO 
EMERSON ELECTRIC CO 
EOG RESOURCES INC 
EQUITY OFFICE PROPERTIES TR 
EL PAS0 CORP 
EQUITY RESIDENTIAL 
ELECTRONIC ARTS INC 
EXPRESS SCRIPTS INC 
E TRADE FINANCIAL CORP 
EATON CORP 
ENTERGYCORP 
EXELON CORP 
FORD MOTOR CO 
FREEPRT MCMOR COPBGLD -CL B 
FEDERATED DEPT STORES 
FIRST DATA CORP 
FAMILY DOLLAR STORES 
FEDEX CORP 
FIRSTENERGY CORP 
FIRST HORIZON NATIONAL CORP 
FEDERATED INVESTORS INC 
FISERV INC 
FIFTH THIRD BANCDRP 
FLUOR COUP 
FORTUNE BRANDSINC 
FPL GROUP INC 
FOREST LABORATORIES -CL A 
FISHER SCIENTIFIC INTL 1NC 
FREESCALE SEMICONDUCTOR INC 
NlCOR INC 
GANNET CO 
GENERAL DYNAMICS CORP 
GUIDANT CORP 
GOLDEN WEST FINANCIAL CORP 
GENERAL ELECTRIC CO 
GENZYME CORP 
GILEAD SCIENCES INC 
GENERAL MILLS INC 
CORNING INC 
GENERAL MOTORS CORP 
GENUINE PARTS CO 
GAP INC 
GDDDRICH CORP 
GOLDMAN SACHS GROUP INC 
GOODYEAR TIRE & RUBBER CO 
GATEWAY INC 
GRAINGER (W W) INC 
HALLIBURTON CO 
HASBRO INC 
HUNTINGTON BANCSHARES 
HCA INC 
MANOR CARE INC 
HOME DEPOT INC 
HARLEY-DAVIDSON INC 
HARRAHS ENTERTAINMENT INC 
HARTFORD FINANCIAL SERVICES 
HILTON HOTELS CORP 
HEALTHMANAGEMENTASSOC 
HElNZ (H J) CO 
HONEYWELL INTERNATIONAL INC 
STARWOOD HOTELS&RESORTS WRLD 
HERCULES INC 
HEWLRT-PACKARD CO 
BLOCK H 8 R INC 
HOSPIRA INC 
HERSHEY CO 
HUMANA INC 
INTL BUSINESS MACHINES COUP 
INTL FLAVORS 8 FRAGRANCES 
INTL GAME TECHNOLOGY 
INTEL CORP 
INTUIT INC 
INTL PAPER CO 
INTERPUBLIC GROUP OF COS 
INGERSOLL-RAND CO LTD 
ITT INDUSTRIES INC 
ILLINOIS TOOL WORKS 
JABlL CIRCUIT INC 
JOHNSON CONTROLS INC 
PENNEY (J C) CO 
JDS UNIPHASE CORP 



242 JNJ 
243 JNS 
244 JNY 
245 JPM 
246 JWN 
247 K 
248 KEY 
249 KG 
250 KLAC 
251 KMB 
252 KMG 
253 KMI 
254 KO 
255 KR 
256 KRB 
257 KRI 
258 KSE 
259 KSS 
260 LEG 
261 LEH 
262 LEN 
263 LH 
264 LIZ 
265 LLL 
266 LLTC 
267 LLY 
268 LMT 
269 LNC 
270 LOW 
271 LPX 
272 LSI 
273 LTD 
274 LTR 
275 LU 
276 LUV 
277 LXK 
278 MAR 
279 MAS 
280 MAT 
261 MBI 
282 MCD 
283 MCK 
284 MCO 
285 MDP 
286 MDT 
287 MEDI 
288 MEL 
289 MER 
290 MERQE 
291 MHP 
292 MHS 
293 MI 
294 MIL 
295 MKC 
296 MMC 
297 MMM 
298 MNST 
299 MO 
300 MOLX 
301 MON 
302 MOT 
303 MRK 
304 MRO 
305 MSFT 
306 MTB 
307 MTG 
308 MU 
309 MlJR 
310 MWD 
311 MWV 
312 MXlM 
313 MYG 
314 MYL 
315 NAV 
316 NBR 
317 NCC 
318 NCR 
319 NE 
320 NEM 
321 NFB 
322 NI 
323 NKE 
324 NOC 
325 NOV 
326 NOVL 
327 NSC 
328 NSM 
329 NTAP 
330 NTRS 
331 NUE 
332 NVDA 
333 NVLS 
334 NWL 
335 NWS A 
336 NYT 
337 ODP 
338 OMC 
339 OMX 

JOHNSON 8 JOHNSON 
JANUS CAPITAL GROUP INC 
JONES APPAREL GROUP INC 
JPMORGAN CHASE 8 CO 
NORDSTROM INC 
KELLOGG CO 
KEYCORP 
KING PHARMACEUTICALS INC 
KLA-TENCOR COUP 
KIMBERLY-CLARK COUP 
KERR-MCGEE CORP 
KINDER MORGAN INC 
COCA-COLA CO 
KROGER CO 
MBNA COUP 
KNIGHT-RIDDER INC 
KEYSPAN CORP 
KOHL'S COUP 
LEGGETT 8 PLATT INC 
LEHMAN BROTHERS HOLDINGS INC 
LENNAR COUP 
LABORATORY CP OF AMER HLDGS 
LIZ CLAIBORNE INC 
L-3 COMMUNICATIONS HLDGS INC 
LINEAR TECHNOLOGY COUP 
LlLLY (ELI) 8 CO 
LOCKHEED MARTIN COUP 
LINCOLN NATIONAL COUP 
LOWE'S COMPANIES INC 
LOUISIANA-PACIFIC COUP 
LSI LOGIC COUP 
LIMITED BRANDS INC 
LOEWS COUP 
LUCENT TECHNOLOGIES INC 
SOUTHWEST AIRLINES 
LEXMARK INTL INC -CL A 
MARRIOTT INTL INC 
MASCO COUP 
MATTEL INC 
MBlA INC 
MCDONALD'S COUP 
MCKESSON COUP 
MOODY'S COUP 
MEREDITH COUP 
MEDTRONIC INC 
MEDIMMUNE INC 
MELLON FINANCIAL COUP 
MERRILL LYNCH 8 CO INC 
MERCtJRY INTERACTIVE CORP 
MCGRAW-HILL COMPANIES 
MEDCO HEALTH SOLUrlONS INC 
MARSHALL 8 ILSLEY CORP 
MILLIPORE COUP 
MCCORMICK 8 COMPANY INC 
MARSH 8 MCLENNAN COS 
3M CO 
MONSTER WORLDWIDE INC 
ALTRIA GROlJP INC 
MOLEX INC 
MONSANTO CO 
MOTOROLA INC 
MERCK B CO 
MARATHON OIL COUP 
MICROSOFT COUP 
M 8 T BANK COUP 
MGlC INVESTMENT CORPlWl 
MICRON TECHNOLOGY INC 
MURPHY OIL COUP 
MORGAN STANLEY 
MEADWESNACO COUP 
MAXIM INTEGRATED PRODUCTS 
MAYTAG COUP 
MYLAN LABORATORIES INC 
NAVISTAR INTERNATIONAL COUP 
NABORS INDUSTRIES LTD 
NATIONAL C I N  COUP 
NCR COUP 
NOBLE COUP 
NEWMOM MINING COUP 
NORTH FORK BANCORPORATION 
NISOURCE INC 
NlKE INC -CL B 
NORTHROP GRUMMAN COUP 
NATIONAL OILWELL VARCO INC 
NOVELL INC 
NORFOLK SOUTHERN COUP 
NATIONAL SEMICONDUCTOR COUP 
NETWORK APPLIANCE INC 
NORTHERN TRLJST CORP 
NUCOR COUP 
NVlDlA CORP 
NOVELLLJS SYSTEMS INC 
NEWELL RUBBERMAID INC 
NEWS COUP 
NEW YORK TIMES CO -CL A 



340 ORCL 
341 OXY 
342 PAYX 
343 PBG 
344 PBI 

ORACLE CORP 
OCCIDENTAL PETROLEUM CORP 
PAYCHEX INC 
PEPS1 BOTTLING GROUP INC 
PITNEY BOWES INC 

345 PCAR 
346 PCG 
347 PCL 
348 PD 
349 PDCO 

PACCAR INC 
PGBE CORP 
PLUM CREEK TIMBER CO INC 
PHELPS DODGE CORP 
PATTERSON COMPANIES INC 

350 PEG 
351 PEP 
352 PFE 
353 PFG 
354 PG 
355 PGL 
356 PGN 

PUBLIC SERVICE ENTRP GRP INC 
PEPSICO INC 
PFIZER INC 
PRINCIPAL FINANCIAL GRP INC 
PROCTER B GAMBLE CO 
PEOPLES ENERGY CORP 
PROGRESS ENERGY INC 

357 PGR 
356 PH 
359 PHM 
360 PKI 
361 PLD 
362 PLL 
363 PMCS 
364 PMTC 
365 PNC 
366 PNW 
367 PPG 
368 PPL 

PROGRESSIVE CORP-OHIO 
PARKER-HANNIFIN CORP 
PULTE HOMES INC 
PERKINELMER INC 
PROLOGIS 
PALL CORP 
PMC-SIERRA INC 
PARAMETRIC TECHNOLOGY CORP 
PNC FINANCIAL SVCS GROUP lNC 
PINNACLE WEST CAPITAL CORP 
PPG INDUSTRIES INC 
PPL CORP 

369 PSA 
370 PTV 

PUBLIC STORAGE INC 
PACTIV CORP 

371 PX 
372 Q 
373 QCOM 

PRAXAIR INC 
QWEST COMMUNICATION INTL INC 
QLIALCOMM INC 

374 QLGC 
375 R 

QLOGIC CORP 
RYDER SYSTEM INC 

376 RAI 
377 RBK 
378 RDC 
379 RF 
380 RHI 

REYNOLDS AMERICAN INC 
REEBOK INTERNATIONAL LTD 
ROWAN COS INC 
REGIONS FINANCIAL CORP 
ROBERT HALF INTL INC 
TRANSOCEAN INC 
ROHM AND HAAS CO 

381 RIG 
382 ROH 
383 ROK 
384 RRD 

ROCKWELL AUTOMATION 
DONNELLEY (R RI &SONS 

385 RSH 
386 RTN 
387 RX 
388 S 
369 SAFC 

RADIOSHACK c o u p  
RAYTHEON CO 
IMS HEALTH INC 
SPRINT NEXTEL CORP 
SAFECO CORP 

390 SANM 
391 SBL 

SANMINA-SCI CORP 
SYMBOL TECHNOLOGIES 
STARBLJCKS CORP 
SCHWA0 (CHARLES) CORP 

392 SBUX 
393 SCHW 
394 SEBL 
395 SEE 
396 SFA 
397 SGP 
398 SHLD 
399 SHW 
400 SlAL 
401 SLB 
402 SLE 
403 SLM 
404 SLR 
405 SNA 
406 SNV 
407 SO 

SIEBEL SYSTEMS INC 
SEALED AIR CORP 
SCIEMIFIC-ATLANTA INC 
SCHERING-PLOUGH 
SEARS HOLDINGS CORP 
SHERWIN-WILLIAMS CO 
SIGMA-ALDRICH CORP 
SCHLUMBERGER LTD 
SARA LEE CORP 
SLM CORP 
SOLECTRON CORP 
SNAP-ON INC 
SYNOVUS FINANCIAL CP 
SOUTHERN CO 
SOVEREIGN BANCORP INC 
STAPLES INC 
SEMPRA ENERGY 
EW SCRIPPS -CL A 

408 SOV 
409 SPLS 
410 SRE 
411 SSP 
412 ST1 
413 STJ 
414 STT 
415 ST2 
416 SUN 
417 SUNW 
418 SVU 
419 SWK 
420 SWY 
421 SYK 
422 SYMC 

SUNTRUST BANKS INC 
ST JUDE MEDICAL INC 
STATE STREET CORP 
CONSTELLATION BRANDS -CL A 
SUNOCO INC 
SUN MICROSYSTEMS INC 
SUPERVALU INC 
STANLEY WORKS 
SAFEWAY INC 
STRYKER CORP 
SYMANTEC CORP 
SYSCO CORP 
ATBT INC 
MOLSON COORS BREWING CO 
TECO ENERGY INC 

423 SYY 
424 T 
425 TAP 
426 TE 
427 TEK 
428 TER 
429 TGT 
430 THC 
431 TIF 
432 TIN 
433 TJX 
434 TLAB 
435 TMK 
436 TMO 
437 TRB 

TEKTRONIX INC 
TERADYNE INC 
TARGET CORP 
TENET HEALTHCARE CORP 
TIFFANY 8 CO 
TEMPLE-INLAND INC 
TJX COMPANIES INC 
TELLABS INC 
TORCHMARK CORP 
THERMO ELECTRON CORP 
TRIBUNE CO 



438 TROW 
439 TSG 
440 TSN 
441 TWX 
442 TXN 
443 TXT 
444 TXU 
445 TYC 
446 UIS 
447 LJNH 
448 UNM 
449 UNP 
450 UPS 
451 USB 
452 UST 
453 UTX 
454 LJVN 
455 VC 
456 VFC 
457 V1A.B 
458 VLO 
459 VMC 
460 VNO 
461 VZ 
462 WAG 
463 WAT 
464 WB 
465 WEN 
466 WFC 
467 WFT 
468 WHR 
469 WLP 
470 WM 
471 WMB 
472 WMI 
473 WMT 
474 WPI 
475 WWY 
476 WY 
477 WYE 
478 X 
479 XEL 
480 XLNX 
481 XOM 
482 XRX 
483 XTO 
484 YHOO 
485 YUM 
486 ZION 
487 ZMH 

PRICE (T. ROWE) GROUP 
SABRE HOLDINGS CORP -CL. A 
TYSON FOODS INC -CL A 
TIME WARNER INC 
TEXAS INSTRUMENTS INC 
TEXTRON INC 
TXU CORP 
TYCO INTERNATIONAL LTD 
UNISYS CORP 
UNITEDHEALTH GROUP INC 
UNUMPROVIDENT CORP 
ONION PACIFIC CORP 
UNITED PARCEL SERVICE INC 
U S  BANCORP 
UST INC 
UNITED TECHNOLOGIES CORP 
LJNlVlSION COMMtJNlCATlONS INC 
VISTEON CORP 
VF CORP 
VIACOM INC -CL B 
VALERO ENERGY CORP 
VULCAN MATERIALS CO 
VORNADO REALTY TRUST 
VERIZON COMMUNICATIONS INC 
WALGREEN CO 
WATERS CORP 
WACHOVIA CORP 
WENDY'S INTERNATIONAL INC 
WELLS FARGO 8 CO 
WEATHERFORD INTL LTD 
WHIRLPOOL CORP 
WELLPOINT INC 
WASHINGTON MUTLJAL INC 
WILLIAMS COS INC 
WASTE MANAGEMENT INC 
WAL-MART STORES 
WATSON PHARMACELJTICALS INC 
WRIGLEY (WM) JR CO 
WEYERtlAEUSER CO 
WYETH 
UNITED STATES STEEL CORP 
XCEL ENERGY INC 
XILINX INC 
EXXON MOBlL CORP 
XEROX CORP 
XTO ENERGY INC 
YAHOO INC 
YUM BRANDS INC 
ZIONS BANCORPORATION 
ZIMMER HOLDINGS INC 



At page 9 of her testimony, Ms. Ahern states that the water utility industry faces a need 
for increased funds to financial the increasing security costs required to protect the water 
supply and infrastructure after September 1 1,2001. Describe all specific security related 
projects that Water Services has undertaken since September 11,2001 and state the dollar 
amount of those expenditures. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

The following are specific security related projects that Water Services has undertaken 
since September 1 1,2001 : 

- Additional Fencing: $20,000 
- Low level tank alarms: $5,000 
- Emergency Generators: $160,000 
- Additional Chemical Feeders used for chemical absorption: $55,000 
- EPA mandated Vulnerability Assessment and 

Emergency Response Plan: $5,000 
- Police and neighbors were included in a neighbor watch program. 



6) At page 14 of her testimony, Ms. Ahern describes her criteria for selecting the 
proxy companies. The third criterion is that the company must have more than 70 
percent of the 2004 operating revenues derived from water operations. Explain why 70 
percent was chosen. 

Response: (Witness Responsible - Pauline M. Ahern) 

A water company with 70% or greater of total operating revenues derived from water 
operations is, in Ms. Ahern's expert opinion, predominantly a regulated water utility 
suitable to use as a proxy for a regulated operating water utility. On average, the 
companies in the proxy group of six AUS Utility Reports water companies and the proxy 
group of three Value Line (Standard Edition) water companies derive 91 % and 89% of 
their operating revenues fkom water operations, respectively, as reported in the June 2005 
AUS Monthly Utility Report used at the time of the selection of the proxy group of six 
AUS Utility Reports water companies. 



7) Refer to page 15 of the Ahem Testimony and PMA-3. PMA-3 is described as 
containing data for the period 2000-2004. Explain why Ms. Ahem chose this time 
period. 

Response: (Witness Responsible - Pauline M. Ahem) 

The period 2000-2004 is the latest five-year period for which financial data were 
and still are available. In addition, five years is the period of time required by the 
Securities and Exchange Commission (SEC) for reports filed before the SEC and the time 
period typically reviewed by analysts. 



8) Refer to pages 14 and 15 of the Ahern Testimony and PMA-3 and PMA-4. Both 
of the proxy groups, the six water companies from AUS Utility Reports and the three 
water companies fiom Value Line, including American States Water Co., Aqua America, 
Inc. and California Water Service Group. 

a) State the purpose of developing and using two proxy groups that contain three of 
the same companies. 

b) State whether, since Ms. Ahern believes that Water Services is a small company 
and should qualify for a small company premium, she considered using the water utility 
companies in Value Line's Small and Mid-Cap Edition, rather than the large cap water 
utility companies in the Investment Survey. Explain why. 

Response: (Witness Responsible - Pauline M. Ahern) 

a) Ms. Ahern used two proxy groups of water companies containing 
the same three companies because it is Ms. Ahern's opinion that 
the three company Value Line Investment Survey Water Group, 
which has now expanded to include Southwest Water Company, is 
considered representative of the water industry by the many 
individual investors (see Schedule PMA-8) in water companies. 
Therefore, it is reasonable to use the group as a proxy for Water 
Service Corporation of Kentucky as Value Line Investment Survey 
is a widely subscribed to publication and therefore investor 
influencing. In addition, Ms. Ahern's proxy group of six AUS was 
developed as a broader based group to provide added reliability to 
the development of a recommended cost rate of common equity. 

b) As is clear from the inclusion of Middlesex Water Company and 
York Water Company in the proxy group of six AUS Utility 
Reports water companies, Ms. Ahern did consider the water utility 
companies in Value Line's Small and Mid-Cap Edition. The 
remaining water companies in the Small and Mid-Cap Edition 
were excluded for the following reasons: 

Connecticut Water Services: 
No Value Line five-year EPS growth rate projections or Thomson FNI First Call 
consensus five-year EPS growth rate projections. 

SJW Coporation: 
No Value Line five-year EPS growth rate projections or Thomson FNI First Call 
consensus five-year EPS growth rate projections. 



Response to Data Reauest No. 8) continued 

Southwest Water Company: 
37% operating water revenues, i.e., substantially less than 70% operating water revenues 
as reported in the June 2005 AUS Utility Reports used at the time of the selection of the 
proxy group. 



9) Refer to page 21 of the Ahern Testimony, footnote 10. Provide a copy of the 
referenced pages. 

Response: (Witness Responsible - Pauline M. Ahern) 

The requested pages are attached. 
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394 Thc Regulation of Public UtiMes 

allowances, howivcr, am not uniform. For example, with respect to call 
premiums, some commissions have charged such costs of refunding bonds to 
s t o c ~ o l d ~ r s ~ ~  while others have amortized the premiums over a reasonable 
period;98 with respect to flotation costs, some commissions deny them unless 
a now stock issue is p ~ a n n c d . ~  

Cost of Prqdty CapitaI. The most difficult problem in determining the 
overall cost of capid arises in estimating the cost of quity capital. The 
relevant question is: How much must autility earn to induce investors to hold 
and to 'continue to buy common stock? In answering this question, it is 
important to realie &at circular reasoning is involved. In the absence of a 
fixed, expressed or implied commitment as to the dividend ratc, the actual 
cost -of floating a stock issue is indeterminate. Investors' decisions arc 
largely based on a utility's e x p t e d  earnings and upon their stability, as well 
as upon alternative uses of investment funds. Yet, since the allowable amount 
of earnings is the object of a ratc case, a commission's decision, in turn, will 
affect investom' decisions. 

There are several approaches for estimating the cost of equity ceital, 
bat two principal lnethods have evolved in recent years: the "market-deter- 
mined" standard and the "comparable edhgs" standard.lw The former is a 
marIctt-oriented approach that focuses on investor t~rpsctation8 in terms of 
a utility's earnings, dividends and market price% The latter is an alternative 
investment approach that focuses on what capital c& earn in various alter- 
natives with comparable risk. 

Market-Determined Standard. The market-determined standard relics 
upon stock market transactions and estimates of investor expectations. Thrte 
major approaches have ban, or are being, employed d p  ratios (earnings- 
price ratios), the discounted cash flow @CF) model, and the capital asset 
pricing model (CAPM). 

The earnings-price ratio approach holds that ttie cost of equity capital to 
a utility is equal to the ratio of current earnings per shan: to the market price 
per share. Thus, if a utilie's annual earnings are $5 per sham and the average 
murht price of its common stock for that same period is $38, the earnings- 
price ratio is 13.16 percent.-(The ratio most be incrc&ed to allow for flotation 
costs. An allowance of 5 percent would result in an adjusted ratio of 13.85 
percent - 13.16 percent divided by 0.95.) The method was widely used in 
the 1950s. and early. 1960s, although-thm was growing recognition of an 
underlying theoteticd problem: The earnings-price ratio approach ignores 
the fact tbat investors purchase common stock for future growth-and not for 
p b t  or current earnings alone.101 As a result, a growth factor must bc added 
in computing the cost of equity capital. 

Finance theory holds that 0 e  cost of common equity capital 

is the equity investors' capitalization rate, or required maiket rate of 
return, competitively determined in the capital markets, adjusted by 
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an appropriate allowance for underpricing in connection with sales .of 
additional shares, including allowance for market pressure and for 
costs of flotation and underwriting. The capitalization rate before the 
allowance for underpricing is the discount rate that quates all ex- 
pected dividends in the future plus tbe market price that investors 
eventually expect to realize to the pnsent market price. While this is i 

i 
a simple enough concept, i t  is difficult to measure since measurement 
requires the estimation of the expectations of tbe investors who deter- 

I 

mine the present market price. Such estimates, of course, involvc the 
exercise of informed 

The DCP model represents an attempt ta estimate the equity investors' 
capitalization rate. Mathematically, 

where: k is the %vestoras capitalization or discount rate (i.e., the 
wst of capital) ' : 

d is the current dividend per s h m  
p is the current market-price per share 
g is the expected rate of growth in dividends per share.'03 

Thus, if the stock of a particular utility pays a $3 dividend, wbich is expected 
to grow at a rate of 4.5 percent per yeqr, and if investors are willing to pay 
$38 for the stock, the required return on common equity (assuming a 5 
percent allowance for flotation costs) is 12.81 percent.'" However, use of 
the DCP model for regulatory purposes involves both theoretical and ptacti- 
cal difficulties. 

The theoretical issues include the assumption of a constant retention 
ratio (i.e., a f.ixed payout ratio) and the assumption that dividends will 
continue to grow at rato g in perpetuity. Neither of these assumptions has 
any validity, particularly in recent years. Further, t&e investors' capitaliza- 
tion rate and the cost of equity capital to a utility for application to boolt 
value (i.e., an original cost rate base) arc identical only when market price 
is equd to book v a l ~ e . ' ~  Indeed, DCF advocates assume that if the market 
price of a atifity's common stock cxcceds its book value, the allowable; rate 
of return on common equity is too high and should be lowered - and vice 
versa'Db Many question the assumption that market price should equal book 
vdoe, believing that "the earnings of utilities should be sufficiently high to 
achieve msrkct-to-book ratios which are consistent with those prevailing for 
stocks of unregulated c~mpanics."'~ 

Most frequently, the major practic4issue involves the determination 
of the growth rate, a determination that is highly complex and that requires 
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considerable judgment.'08 The crux of the measurement problem is this: How 
' i i 

can ihvestors' expectations offuture growth be measured? When past growth 
1 .  

rates art used as a proxy for fame g r o w  rates, i t  is fiis froin obvious as to 
(1) wbich time periods bave the most relevance to investors and (2) whether 

! 
! 

the prospective growth rate shonld be determined by using trends in divi- I 

dends per share, earnings per sbafe andlor book value per share, and exactly 
how the information contained in these various measures is used by invest- 
o r ~ . ' ~ ~  Indeed, one study showed that the expectations of security analysts 
ontperfomed the extrapolation of ~iistorical trends in. explaining. share 
prices."0 But when future growth rates arc used, it is not clear whether the 
prospective grbwth rate should be determined by using analysts' estimates, 
surveys of institutional invest& or the expected return on common equity 
times the retention ratio.'" And, even when all of these issues bave bean 
settled, there remaihs the circularity problem: Since regulaa'on establishes a 
Ievel of authorized earnings, which, in torn, implicitly iduences dividends 
pcr share, estimation of the growth rate from such data is an inherently 
circular process. For these reasons, the DCP model "suggeiSts' a d e w  of 
precision which is in fact not present"112 and leaves "wide room for contra- ;*-? : 
varsy and argument about the level of k."lX3 

The CAPMI'~ holds that tbe cost of equity capital or expected return on 
a utility's common equity is equivalent to that on a riskless security plus a 
risk premium related to tbe risk inhmnt in a particular utility's stock; that 
is, the model combines risk and return in a single The formula 
is as follows: 

= Rf + (& - Rf) fj 

where: R is the tofd return 
Rf is thc risk h e  retun, 
Rnjs tbt stock market return (or tbe expected r e m  on a stock 

market portfolio) 
# is the beta coefficient (or the utility's relevant market risk). 

. Thus, assuming a stock market return of 13.9 percent, a risk-frw return 
(Treasury bonds) of 7.8 percent, and a beta of 0.90, the total return or cost 
of qs i ty  capital would be 13.29 percentH6 

Despite its appeal, the CAPM also has both theoretical and practical 
problems, The theordcal issues include the reliability of the model'b basic 
a~sumptions"~ and the static nature of the model."' The practical problems 
s m u n d  the beta coefficient, "the only variable ip.the CAPM equation that 
is unique to the particular f m  for which the cost of equity capital is being 
determin~d.""~ They incfucJe: How should beta be measured - stock market 
price alone or total return on investment (i.e., dividends plus capital g&s)? 
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What period of time sbould be used for such measurement? What is the 
proper measure of stock market performance (e.g., Dow Jones index, Stan- 
dard & Poor's index, etc.)? 'What is the proper measure of the risk-free return 
(e.g., Treasury notes or Treasury bonds)? Finally, the evidence Buggcsts that 
betas are unstable over time and that they move in the opposite direction from 
investors' perceptions of risk.120 Theee issues have led some to conclude 
that the CAPM, at least at this stage in its development, "is inaccurate, 
incomplete, and unreliable as a measure of a firm's equity cost of capital."121 

Comparable $a&gs Standard. The comparable earnings atandardIz2 
recognizes a fundamental economic concept; namely, opportunity cost This 
concept states that b e  cost of using my resource - land,.-labor andlor capita1 - for a specific purpose is the return that could have been earned in the next 
best alternative qse. The opportunity cost of a farmer using his land for beef 
grazing is what the land would yield after expenses if used for raising tobacco 
or for growing wheat; the opportunity cost to a worker in accepting one job 
is what he forgoes by not accepting tht next best alternative. Likewise, the 
opportunity cost to an investor in a utility's common stock is what that capital 
would yield in an alternative investment - in another utility's or industrial's 
common stock; in utility, cor$orate or government bonds; in real estate; etc. 
Stated another way, the opportnnity cost of capital concept holds that "cap- 
ital should not be committed to any venturq unless it can earn & return 
commensurate with that prospectively available in alternative employrn+ts 
of similar risk."'* 

The relevance of the oppbrtanity cost concept was recognized by fudge 
Hand in a 1920 case: 

The recarrent appeal to a just rate and a fair value assuqes that the 
effort is to insure such a profit as would indlice thc ve6turc originally 
and that the public will keep its faith so impliedly given. That, I think, 
involves a tacit comparison of the profit possible undcr.the rate with 
profits available elsewhere; i.e., under those competitive enterprises 
which offer an alternative investment. The implication is that the 
origbal adventurer would compare future rates, varying as fhey wouid 
with the going profit, and would find them enoqgh, but no more &an 
enough, to induce him to choose this investment. By insuring such a 
return it i s  assumed that the supply of capital win be secured necessary 
to the public service. As the profits in the supposed alternative invest- 
ment will themselves vary, so it is assumed to be a condition of the 
investors' bargain that their profit shall measurably follow the general 
rates. It. is, of course, not relevant here to discuss these prcsupposi- 
tions, since they have now the support of authoritative law.'" 

The comparable earnings approach is implemented by examining earn- 
ings on book common equity for enterprises that have-comparable risks or 
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by examining earnings on book common equity for enterprises &at have ' 

different risks and then making an allowance for those risk differences. 
Earnings on book commonquity are used since tht resulting cost of common 
equity is to be applied to an original cost rate base (in most jnrisdicti~ns).~~~ 

I 
The comparable earnings approach, further, requires that comparisons be 
made with both regulated and nomgufated alternatives, if the results are to 
have any validity, for two basic reasons. First, the aitcrnatives confronting 
investors include both regdated and nonrcgulatad enterprises. There is ac- 
tive competition for investor capital; no company enjoys a monopoly of the 
capital markets. Investors will seek the opportunity that provides the greatest 
profit, commensurate with the risks involvid. Second, returns of regulated 
firms must always be used with extreme caution. At best, they reflect what. 
the infonnd judgments of regulatory commissions have permitted such 
utilities to earn and may not be indicative of what could have been earned in 
the competitive marketO1% 

The most diificultpn?blem in applying the comparable earnings standard 
is-the determination of relative risk. Prior to the 19709, i t  was hequently r '  # -' 
argued that regulation tended to eliminate somb of the risks to which non- 
regulated entcrpriscs are subject, so that utilities' overall or business risk 
tended to be less than the corresponding business risk of industrial firms. As 
a result, utilities were financed with larger mounts of senior capital (i.e., 
they had significantly higher debt ratios). Byt them is clear evidence that the 
risk of public utilities has increased in mrqre recent years, particularly with 
the introduction of competition and significant and there 
is also support for the proposition that regnlation itself is a risk.'2s Yet, the 
fact remains that &ere is no accepted method of measuring relative risk. 
Some have argued that risk can be measured by instability of earnings; this 
may be derived statistically by me of the standard deviation or coefficient 
of variation. Some advocate the we of market price-book value ratios andlor 
market priqe-earnings ratios to reflect how investors appraise relative risk.129 
Beta has received attention in same cases, althoqgh, as note@ earlier, betas 
tend to be unstableover time. Still others maintain that the higher debt ratios 
of utilities e w e  to offset their overall lower business risk, with the result 
that the fmancial or equity risks of utilities and industrials are similar under 
cvrent economic conditions. And, fmally, some rely upon the various in- 
dexes published by M&ll Lynch ( M d l  Lynch Suitability Rating), Stan- 
dard & Poor's (SW's  Quality Rating) andlor Value Line (Value Line Safety 
and Timeliness ~atings).'~' 

Despite the difficulty of measuring relative risk, the comparable earnings 
standard is no banter to apply than is the marketdetermined standard. The IXS 
method, to illustrate, rtquires a subjective determination of the growth rate t,he 1 

! 
markrtt is contemplating. Monover, as Levenfhal has argued: "Unless, the i 

ufility is p d t t c d  to earn a retun comparab1e to that available elsewhere on t 
I 

similar risk, it will not be aMc in the long run to attract capital."131 li 
i 



10) Refer to page 22 of the Ahem Testimony, footnote 1 1. Provide a copy of the 
referenced pages. 

Response: (Witness Responsible - Pauline M. Ahem) 

The requested pages are attached. 
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Chapter 9 
~eflections on Cost of Capital 
Methodology 

9.1 Sole Reliance on the DCF Methodology 
While the DCF model is p ' ~ ~  fadionable in reguMmy proceedings, 
dthoughnot nearly as much in financialtheory circles, u&itical &tance 
ofthe standard DCF @on vests tbs model with a degree ofaccuraq tbat 
simply is not there. One afthe leading experts onregulatian, Dr. C. I? PhilEps 
discussed the dangers of relying (m the DCF model: ' 

M a e  of the DCF model fix regulatay pzporses involves both 
thwretiqd and practical tliiEcuItie8. The thearetical issues in- 
clude the assumption of a constant z&entian ratio (i.e., a fixed: 
papt  ratio) and the assumption that drvrdends . . 

wi l l  cgntinue to 
grow at a rate g m perpetuity. Neither of these assumptions has 
any validi& particularly in recent ye=. Further, the investors' 
ca- rate and the cost of capital to a utility for 
applicah to book vahxe (ie., an origid cost rate base) are 
identical only when market price is equal to b k  value, Indeed, 
DCF advocates assume that if the market price of a ufiE4v's 
common stock exceeds its book value, the allowable rate of mtum * + 
oncommoxiequi~istoohighandshauldbe10~ered;and~ 
versa. Many question the assumption that market price should 
equal book v h e ,  believing that the earnings of utilitiw should be 
dEcieni& high to achieve rnake&to-book kt ios  which are am- 
tistat with those prevailing for stocks of unreguhted companies. 

. . . fr]w remains the circularitg probleni: Since regulation 
tjstabbhes a 'level 'of &thof&zed eamihgs whichL in turn, im- 
&it1 innzien& @vide& per shire, estimation of the grawth : : 

. . 
I * : ,rate h m '  g o ~ h  data is an;io6eren% w a r  proces8. F& 

. . 
, . 

: theae reasons, 'the DCF model mggeste adbgree of 
whicb'is in fact dot grid legves Wd6 room fm con* 

1 ' 
. . . . 

V- abuut the ley1 of k [ k t  of equity]. 

Sole reliance on the DCF mode1 ignores the capital market evidence and 
financial theory &rmalized in the CAPM and other risk premium meth- 
ods, The DCF model is one of many tools to be employed in conjunction 

See M p 8  (19931, pp. 395-96. 
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with other methods to estimate the coat of equi*. It is not a superior 
methodology that supplanla other financial theory and market evidence. 
The broad usage of the DCF methodology in regulatory proceedings does 
not make it superior to other methods. 

9.2 Reserva~ions on DCF 
Notwithstanding the fundamental thesis that weral metho& and/or 
variants of such methods should be used in measuring equity costs, the 
DCF methodology can be particularly fr- in a given capital market 
en-ent Two reservatiions conambg the application of the ;M:F 
method are in order. The first reservation cancenzs the applicabiiity of the 
DCF model to utility stocks in general a t  this time in the current capital 
market environment. The second reservation cornems the estimation of 
tihe expected growth component required by the DCF model. 

Applicability of the DCF'Modsl 
Caution has to be used in applying the DCF model to utility sto& for 
three pasons. !RM f h t  reason is that the stock price used as input in the 
dividend yield component may be &duly influenced by stmxtwal changes 
and changing. investor eipectations in the utility indiw- Stock prices 
can ale0 be influenced by merges and acquisitions poiddities, by specu- 
lation concerning asset restnrmgs and dereguhtion of certain assets, 
and by corporate takeover rumars. 

: Thb second reason is that the traditii!nial, . .  . .  DCF model is based on a 
numb& of &umptit+m, someofw&h are uniealistic in a giteg cgpittil 

: m e e t  enPironm&t. exarnP1d, tbe standard' infinite gmatb DCF 
modd &sames a constant market valuatiob multiple, that is, a ermstant 
pridearnings (PA9 ratio. In other words, thi ic)de1 wSun&is that 
iiivestors expect nit id of maiket p'rice to diddends (or &ep) in 

: any given yoark  be the same as the c&mt.price/divJdend (or e-gs) 
v : ratio. T6is muit b;e true ifthe inbite growth asarnPtibn is m&  his 

: is somewbat unrealistic b d e r  k t  conditiorl~. The DCF mcidel is not 
I: eqyipped to deal 6th sudden '~3ixgeb markit-to-book (M/B) and 

pr i~ddmdngi  8/E) .~(itio~, as'.ka~ w&ie&d by S @ d  USG st* . 
: hi recent years. Figures 9-1A and 9-18 Bbo* &e volatile beba&r of 
priCf?/&ambgs apd lnarket-to-book ratios . . for dbtributirm u t i l i ~  

i. . ... 
s$o* iq. the last . 10 . years. . .  
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Reflections on Cost of ~api td  Methodology 

Each methodology requires the exercise of considerable judgment on the 
reasonab1eness of ihi assumptians underlying the methodology aad on. 
the pasonablenes8 of the proxies used to validate the theory. The fhilm 
of the trdifional infinite growth DCF model tb account far changes in 
dat ive  market vdhtion, &cussed above, is a vivid example of the 
potential shortoo& of the DCF model when applied to a given com- 
pany. It follows that more than. one methodology should be employed in 
-arris&g at a judgment on the cost of equity and that these methodologies 
should be applied across a series of comparable risk companies. 

Th&e no .8ingle model that mclugively defmmines or. estimates the 
expectd re& for an individual f-. Each m6thDdology posse+ses its . . 

own way of examining investor behavior, its o m  premises, and its own set 
of simpli$da't;ib~ of ii?&ts. Each methid fiom different funda- 
mental p&ses that cannot be validated empirically. In+vtois do hot 
,neces%arily subs& to any one method, Mr doe. the stock pxice reflect 
the appgdation of any one single' method by the price-setting inviestor. .- 5 ..:c 

me'&: .w.3&.riii- on 6pisIy fb whi. m;*o&is used by hators. 'In the 
absence of *'hard evjdence as to which nii3thod outdoes the 'other,. all 
relevkt evidence &auld be used and weighted equallx ia order to mini- " .  

: mize jidgmental exror, measurement erxor, and cdnceptual infirmities. A . . .  

regul&r,.abauld xely on $be re81@3: of k'varidty qf rn~thods zipplied to a - 
, . 

-. .. . . 
v a r i e ~  qf coplPareble groups, arid ~t & ~ n e : ~ a r t i d a r  - . ( .  .. .:.. . meth0.d. Th&e is 

' . i 

: no gu,-~'thak 5 single DCF resdt'& .~eces&arifg the ideal predictor of 
the sbkk price and ofthe cost of equi~r&lected'k that just as th& ' 
,b no guarantee that a single CAPM or Risk Premium result cdmzitutes . . 

the perfect ~ x p M t i o n  of tlhat ,stock price. 

If a regulatory commiseian relies solely on a aingle cost of equity estimate, 
the commission greatly liroits its flexbility and increases the risk of 
authorhing unreasonable rates of return. The results from a onmxmpany 
ssmple are likely to  contain a high degree of measurement e m  and may 
lp tiisbrted by short-term aberrations. The e o ~ m J s  hands should not 
be bound to one single company-specific estimate of equity costs, nar should 
tkp commission ignore relevant evidence and back itself into a comer. 

' Fhancial lit&& supparts ths use of multiple methods. Pmfessm Ehgene 
Brigham, aadely  reerpected scholar and finance academician, 

In pra&id work, it is often bt to use all &me mefhods- 
CAPM,'bond yield plus risk premium, and DCF--and then 
apply judgement when the methods pmduce diff'erent results. 
People experienced in estinrating capital coats recognize that 
both careful analysis and some very fine judgemen& are re- 
quired. It would be nice to pretend that these judgements are 
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unnecessary and to s p q  an easy, precise way of dete --5 the exact cost 0fequit;JicapitaL Unfbrbmatel~ tfiis is not possible. 

Anatherprominent finance sdhola~, RoProfessor Stewart Myers, in his bestisell- 
ing corporate fhbce textbook, stated: 

The constant growth fornula and the capital asset pricing 
model are h o  different way3 of getting a handle on the same 
problem3 

In an earlier artide, Prof-r Myers explained the point more fullr 4 

Use more than one model when you can. Because d t i n g  the 
opportunity cost of capital is diflicult, only a fbol throws away 
usel3 Worntion. That means you shouldnot use any one model 
or measure mechanically and e x c i e .  Beta ie helpfiil as m e  
tool in a kit, to be used in parallel with M=F models or o h  
te&niwsfi,rin~~capitalmbtdata4 

9.4 Fiiisncial-liitegrity and DCF 
According to  the seminal stan- underlying the notion of fair return, 
as laid down in the lapdmark Hope and Bluefield cases, the return allowed 
by the regd+tor rnvst be-*-as (1) to e t  utility to attract capital 
and main& integrity, and 12) to be comparable with returns on similar 
risk in,vestments. 

It is transparent that return on equity and interest coverage, which is a 
pivow stand& used by capital markets with respect to the attraction 
of debt capital, are related. A. re& on equity that produces inadequate 
interest coverages, endangers debt capital attraction. Zf the coverage 
implied by a recommended return on equi* is below current bond rating 
benchmarks, then an anemic coverage would almost guarantee a further 
dowpgrading of a companfa bonds, particularly if coverages were al- 
ready marginal.  his can be h e r  damaging ifthe company is pursuing 
a substantial, construction expenditwe program and requires ex tek t l  
finan* in a volatile and quali~-wwcious capital mruket. If the cov- 
erage ratio implied by any cost of equity estimate ie well outside that of 
its peers, then tbis should attest to the inadequacy of the estimate. As a 
result, exisihg bondholders would be inflicted a capital loss, and the cost 

See Brigham and Gapenski (1991), p. 256. 
See Brealey qnd Myers (1991). p. 182. 
See Myers (19'781, p. 67. 



1 1) Refer to page 3 1 of the Ahem Testimony. Explain why Ms. Ahem chose June 20, 
2005 as the spot date to calculate an average for the dividend yield. 

Response: (Witness Responsible - Pauline M. Ahem) 

At the time of the preparation of Ms. Ahem's testimony and accompanying 
financial exhibit, June 20,2005 was the most recently available date for which the 
market prices of the companies in the two proxy groups were available. 



12) Refer to page 42 of the Ahern Testimony. 

a) Explain why Ms. Ahern average three months of data to derive her market 
equity risk premium. 

b) Explain why the three months of data was then averaged with a spot 
market price kom June 1 7,2005. 

c) Explain why Ms. Ahern chose June 17,2005 as the spot price. 

Response: (Witness Responsible - Pauline M. Ahem) 

a) As stated on page 42, lines 15 through 17, using three months of data to 
derive a market equity risk premium "is consistent with the use of the 3- 
month and spot dividend yields in [her] application of the DCF model." 

b) See Ms. Ahern's response to part a) above. In addition, although the most 
relevant stock price to use in the estimation of the cost of common equity 
is the spot price consistent with the Efficient Market Hypothesis that 
current stock prices reflect the most recent information, a spot market 
price may reflect abnormal conditions or a temporary aberration. Since 
one goal of regulation is rate stability and normalization of costs, it is 
reasonable to utilize an average of three months of recent data and spot 
data in calculating both a dividend yield and a projected market equity risk 
premium so as not to influence the estimation of the cost of common 
equity with any possible temporary aberrations or abnormal conditions in 
the capital markets. 

c) At the time of the preparation of Ms. Ahern's testimony and 
accompanying financial exhibit, June 17, 2005 was the most recently 
available Value Line Summaw & Index which reports the median market 
price appreciation potential utilized, in part, by Ms. Ahern to derive the 
forecasted market equity risk premium. 



13) Refer to PMA- 1, pages 3,4 and 1 5. 

a) Footnote 1 1 on page 4 indicates that the size premium displayed on page 3 for the 
Proxy Group of Three Value Line Water Companies should be fiom the sixth decile of 
the NYSEIAMEWNASDAQ as shown on page 15. Table 7-5 on page 15, however, 
indicates that the sixth decile size premium is 1.75 percent, rather than 1.6 1 percent. 
Explain the discrepancy and provide any corrected workpapers. 

b) State whether Ms. Ahem is stating that the size premium should be between 442 
and 480 basis point(sic), but is recommending only 60 and 65 basis points as the 
adjustment. 

c) Describe how Ms. Ahem developed her estimates of 60 and 65 basis points. 

Response: (Witness Responsible - Pauline M. Ahem) 

a) Line No. 3, Column 4 should read 1.75%. Please see the attached 
corrected page 3 of Schedule PMA- 1. 

b) As shown on Line No. 6 on page 2 of Schedule PMA-1 and stated 
by Ms. Ahem at lines 21 through 27 on page 61 of her direct 
testimony: 

"Consequently, business risk adjustments of 4.42% and 4.80% [4.66% corrected] are 
indicated for the six water companies and the three Value Line (Std. Ed.) water 
companies, respectively. However, I will make conservatively reasonable business risk 
adjustments of 0.60% (60 basis points) and 0.65% (65 basis points) to the indicated 
common equity cost rates of 10.70% and 10.90% for the six AUS Utility Reports water 
companies and the three Value Line (Std. Ed.) water companies, respectively." 

c) See Ms. Ahem's response to b) above. 



14) At page 60, Table 4, of her testimony, Ms. Ahern presents the results of her four 
models and states that the Indicated Common Equity Cost Rate Before Business Risk 
Adjustment is 10.7 percent for the AUS proxy group and 10.9 percent for the Value Line 
proxy group. Explain how Ms. Ahern developed the percentages. 

Res~onse: (Witness Responsible -- Pauline M. Ahern) 

Based upon Ms. Ahern's informed expert judgment, as stated on page 60 of her direct 
testimony, Ms. Ahern concluded that based upon the common equity cost rate results of 
the four cost of common equity cost rate models she employed, i.e., Discounted Cash 
Flow, Risk Premium, Capital Asset Pricing and Comparable Earnings Models, she 
concluded that common equity cost rates of 10.70% and 10.90% were indicated for each 
proxy group, respectively, before adjustment for business risk. It is clear that Ms. Ahern 
gave less reliance to the results of the Comparable Earnings Model than those of the other 
three models because, had she relied upon the results of all four models the indicated 
common equity cost rates for the two proxy groups would have been 1 1.30% and 
1 1 SO%, respectively. 



Refer to Exhibit 4 of the Application, Schedule B, Income Statement and w/p(c), Revised 
Allocations. 

a. The first column in the pro forma income statement is the restated test- 
period operations. Provide a revised pro forma income statement using 
Microsofi Excel 97 format ("Excel") that includes the columns for the 
actual test-period operations and the restatement adjustments. 

b. Provide a copy of the revised pro forma income statement requested in 
1 5(a) on a computer disk. 

c. The restatement adjustments listed on w/p(c) are by expense sub-accounts, 
but the restatement adjustments that will be included on revised pro forma 
income statement requested in 15(a) will be by major expense accounts. 
Provide a schedule reconciling the restatement adjustments on wlp(c) with 
the adjustments on the revised pro forma income statement requested in 
15(a). 

d. For each restatement adjustment shown on w/p(c), provide the allocation 
factor that was used and the calculation of the restatement adjustment. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

See enclosed CD. 



Water Service Corporation of Kentucky 
Income Statement 
December 31,2004 
Item 15a 

Per 
Restatement 

Operating Revenues 
Service Revenues - Water 
Service Revenues - Sewer 
Miscellaneous Revenues 
Uncollectible Accounts 

Total Operating Revenues 

Maintenance Expenses 
Salaries and Wages 
Purchased Power 
Purchased Water 
Maintenance and Repair 
Maintenance Testing 
Meter Reading 
Chemicals 
Transportation 
Qperating Exp. Charged to Plant 
Outside Services - Other 

Total 

General Expenses 
Salaries and Wages 
Office Supplies & Other Office Exp. 
Regulatory Commission Exp. 
Pension & Other Benefits 
Rent 
Insurance 
Office Utilities 
Miscellaneous 

Total 

Depreciation 
Taxes Other Than Income 
Income Taxes - Federal 
Income Taxes - State 
Expense Reduction Related to Clinton Sewer Operations 
Amortization of PAA 
Amortization of CIAC and AIAC 

Restatement Actual 
Adjustments Test-Period 

Total 

Page 1 of 2 



Total Operating Expenses $ 1,274,464 $ (844) $ 1,273,619 

Net Operating Income $ 124,437 $ 828 $ 125,265 

Interest During Construction 
Interest on Debt 

Net Income $ (6,034) $ 402 $ (5,632) 

** The amortization of Plant Acquisition Adjustment was not included in the Income Statement because it does not represent 
a rate base item. 
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WATER SERVICE CORPORATION OF KENTUCKY 
Revised Allocations 
Item 1% and d 

SE.5 1 

Account 
Number 

6019045 
6369007 
6369009 
6369012 
6759003 
6759016 
675905 1 
67591 15 
4032098 

SE.51 

Account 
Number 

6599090 

SE.60 

Account 
Number 

M119000 
6019030 
601 9045 
6019053 
6019050 
6019070 
6019071 
6708001 
6338001 
6329002 
6369003 
6369005 
6369006 
6369007 
6369008 
6369009 
631901 1 
6329013 
6329014 
6369012 
6369090 

Account 
Name 

Ongmal AUocatron 
m Difference Comments AIIocatton Factor 

Computer Salanes 
Computer Mamt 
Computer-Amon & Prog. Cost 
Internet Supplier 
Computer Supplies 
Microfimg 
Computer Supplies - Billing 
O r z e  Comp Phone Line 
Depreclarron - Computer 

allocauon based on code 4 
allocauon based on code 4 
allocation based on code 4 
allocatron based on code 4 
allocat~on based on code 4 
allocatron based on code 4 
allocatton based on code 4 
allocatron based on code 4 

167 * m wlp [rl Dstnbuuon code 5 - dstributron of computer costs 
167 - 

Account Ongmal AUocatron Rev~sed AUocatlon 
m Diierence Comments 

Diitributron code I I - diitributron of insurance Other Insurance 

Ongmal AUocat~on Account 
Name Comments 

Non-Utlty Salanes 
Cap Sal - Admm 
Sal-Computer 
Sal-IL Ofice 
Salanes - Ofice 
Sal-IL Customer Sernce 
Sal-IL Ofice Exempl 
Agency Expense 
Legal Fees 
Audit Fees 
Temp Empl. 
Paymu Servrces 
Employ Fmder Fees 
Computer Mamt 
Director Fees 
Computer-Amon & Prog. Cost 
Engmeennp Fees 
Accounlmg Studii 
Tax Return Revlew 
Internet Supplier 
Other Outside Servrces 

NIA 
N/A 
N/A 
N/A 
m WIP lbl 
NIA 
NIA 
m TU - uncollectible 
m TB - ouuide servlces 
m TB - outside sernces 
m TB - outside sernces 
m TB - outside scrvrces 
m TU - outside servrces 
NIA 
NIA 
NIA 
NIA 
NIA 
m TB - outside servlces 
NIA 
NIA 

Ditribuuon code I - diitributron b a  on customer equrvalent B 

Dislributlon code 1 - distributron basul on customer qu~valent C 
Diitribut~on code I - distribut~on based on customer qunalent 5% 
Diitribut~on code 1 - diitribut~on based on customer equrvalent B 
Diitribunon code 1 - diitribut~on based on customer equtvalenl B 
Distributton code 1 - distribuiron based on customer equivalent C 
Distribution code i - diitributton based on customer equrvalent B 

Distributron code i - distribut~on based on customer cqurvaknt% 

Page 1 of 3 



Health Ins. Reimb 
Employee Ins. Deductlom 
Health Costs & Other 
Dental IN. Reunburxmenc; 
Pens~on Contributiom 
Health Ins. Premlums 
Dental Premrums 
Term Life Ins. 
Term Life Ins. - OPT 
Depend Life Ins.- OPT & AFLAC 
An AC 
ESOP Contribulions 
Disability Insurance 
Other Emp Pens &Benefits 
Other Insurance 
Publ Subscnpt~ons & Tapes 
Answenng Serv 
Computer Supplies 
Prmtmg & Blueprints 
Postage 
UPS & Air Freight 
Xerox 
o f f  Supply stores 
Reun o f  Off Emp Exp. 
Envelopes 
Cleanmg supplies 
Memberships 
Microfhmg 
Priniimg Customer S e ~ c e  
Bill Stock 
Computer Supplies - B i g  
Other Office Expense 
Office Telephone 
Ollice Telephone - Long Dist 
Office Comp Phone Lime 
Office Eleclnc 
Ofice Waar  
Office Gas 
Office Fax Phone Line 
Ofice Utilities - Other 
Operators Telephones 
Office Cleanmg Serv 
Landscapmg. Mowmg.Snow 
Office Garbage Removal 
Decor & Repamt S t ~ c t u r c s  
R e p m  Off Mach & Heatmg 
Other Office M a t  
Memberships - Company 
Employeer, ED Expenses 
Office Educat~odt'ram Exp 
Meals & Related Exp 
Bank Serv Charges 
Other Misc General 
Operators - Other Ollice Exp 
SalesliJse Tax Exp. 
Other Trans. Exp. 
Depreciauon - Office SlnrcL 

m WIP ibl 
m wlp [bl 
m wlp [bl 
m wlp [bl 
m wlp 1bl 
m W/P [bl 
m W ~ P  Ibl 
m wlp Ibl 
NIA 
NIA 
NIA 
m wlp Ibl 
m w/p [bl 
m wlp Ibl 
NIA 
m TB - office supphes 
NIA 
NIA 
m TB - office supphes 
NIA 
NIA 
m TB - office suppks  
m T B  - office supphes 
m T B  - office suppbes 
m TB - office supphes 
m TB - office supphes 
m T B  - office supphes 
NIA 
m T B  - office supphes 
m TB - ofice supplies 
NIA 
m TB - office supphes 
m TB - office ut!l~r~es 
NIA 
NIA 
m TB - office urrhtres 
m TB - oftice ullhltes 
m TB - o l f i ~ e  u l l l ~ c s  
NIA 
NIA 
NIA 
m TB - office supphes 
m TB - office supphes 
m TB - office supphes 
NIA 
m TB - ofice supphes 
m TB - office supphes 
m TB - mscellaneous 
m T B  - mcellaneous 
m TB - mscellaneous 
m T B  - miscellaneous 
m TB - miscellaneous 
m TB - mscellaneous 
m TB - mamtenance and 
N/A 
NIA 
m wlp 10 

Distributton code 5 - m d i t  expense allocatton percentage 
Distributton code 5 - mdirect expense dlocatton percentage 
Distribuuon code 5 - mduect expense allocauon percentage 
Disuibutlon code 5 - mdirect expense allocat~on percentage 
Distribution code 6 - m d i i t  expense allocation percentage 
Distribution code 5 - mdirect expense allocat~on percentage 
Distributton code 5 - indirect expense allocation percenlage 
Distribut~on code 5 - mdiiect expense allocatton percentage 

Distribution code 6 - indirect expense aUocaten percentage 
Distribution code 5 - mdiect expense allocatton percenlage 
Distributton code 5 - mdiiect expense allocat~on percentage 

Distribuuon code I - distributton based on customer equivalent% 

Distribution code 5 - mdirect expense allocatton percentage 

Diitribut~on code 5 - mdirest expense allocat~on percentage 
Disuibut~on code 5 - mduect expense aUocat~on percentage 
Distributton code 5 - mdiiect expense allocatton percenlage 
Distribution code 5 - m d i i t  expense allocat~on percentage 
Distribution code 5 - m d i i t  expense allocatron percentage 
Distribut~on code 5 - mdiiect expense allocar~on percentage 

Distribut~on code 5 - mdiiect expense allocatton percentage 
Dstribuuon code 5 - mdiiect expense allocat~on percentage 

Diistribut~on code 5 - m d i t  expense aUocal~on percentage 
Dsrribuuon code 5 - mdiiect expense aUocat~on percentage 

Distribuuon code 5 - mduect expense aUocatlon percentage 
IYstributton code 5 - mduect expense allocallon percentage 
Distribut~on code 5 - mduect expense allocauon percentage 

Distributton code 5 - mdiiect expense allocatton percentage 
Distribuuon code 5 - mdiiecl expense allocallon percentage 
Distribuuon code 5 - mdiect expense allocat~on percenlage 

Dislributlon code 5 - mdiiect expense allocauon percenlage 
Distributton code 5 - mdiiect expense allocat~on percenlage 
Distributron code 5 - m d i l  expense allocatton percentage 
Distributton code 5 - mduect expense allocauon percenlage 
Distribunon code 5 - mdirecl expense allocatron percentage 
Diitributron code 1 - distribut~on based on customer equ~valent % 

Distribut~on code 1 - distribuuon bascd on customer equivalent % 
Distributron code I - distribut~on based on customer equivalent % 

repm Dktributton code 5 - mdiiect expense allocatton percenlage 

Dstribut~on code 5 - mdiiect expense allocal~on percentage 
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Deprec~auon - O f i e  Furn. 
Deprecat~on -Telephones 
Deprecat~on - Computer 
Franchise Tax 
Real Estate Tax 
FICA Expense 
SWA-IL 
SUTA-NC 
FUTA 
lncome Taxes - Federal 
Deferred Inc. Taxes - Federal 
Interest lncome 
Rental Income 
Sale of Trans Equlpmenl 
Interest - Interco. 
Interest Dunng Const 
Mic .  lncome 
SrT Int Exp Other 

Gmuping of Allocation Adjustments 
(1) UncoUectible Accounts 
(2) Outside Serwces - Other 
(3) Insurance 
(4) Mmanance  and Repau 
(5)  Office Utilities 
(6)  Taxes Other Than lncome 
(7) ORice Supplies & Other Ofice Exp. 
(8) Miscellaneous 
(9) Interest on Debt 
** Amonlzalron of PAA 

Total 

W ~ P  I 0  
W/P M 

NIA 
NIA 
m TB - taxes other than mcome 
m wlp lbl 

w/p Ibl 
NIA 

m W/P Ibl 
NIA 
N/A 
NIA 
NIA 
NIA 
m TB - mterest 
N/A 
m TB - rmsceUaneous 
u, TB - mterest 

Ditribut~on code 5 - mdiuect expense allocatton percentage 
Distribut~on code 5 - induect expense allocat~on percentage 

DisVibutron code 5 - indirect expense allocallon percentage 
Distribut~on code 5 - m d i i t  expense allocal~on percentage 
Distribut~on code 5 - mdircct expense allacat~on percentage 

Ditribut~on code 5 - lnducct expense aUocatron percentage 

Ditribut~on code WSC RB - WSC rate base allocat~on 

Ditribut~on code 5 - mdirect expense allocat~on percentage 
Ditribut~on code 5 - mdirect expense aUocatron percenlage 

* These aUocattons are located in the mdicated work papers 



DATA REQUEST #16 

In response to Question 14 of her direct testimony, Kirsten E. Weeks states that "[all1 
other maintenance and general expenses were adjusted by 5.5 18 percent to account for 
the increase in the consumer price index since acquisition." 

a. Explain the phrase ''[tlo account for the increase in the consumer price 
index since acquisition." 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

Since the acquisition of AquaKWS, Inc. and Utilities of Kentucky, Inc. in September 
2002, the cost of all goods and services to a customer, or consumer price index, has 
increased and increases each year. The 5.5 18 percent increase in other maintenance and 
general expenses represents the increase in consumer price index from September 2002 
(acquisition date) until December 3 1,2004 (test year). 

DATA REQUEST #16 

In response to Question 14 of her direct testimony, Kirsten E. Weeks states that '"all1 
other maintenance and general expenses were adjusted by 5.5 18 percent to account for 
the increase in the consumer price index since acquisition." 

b. Administrative Regulation 807 KAR 5:00 1, Section 10(7), provides that, 
"[u]pon good cause shown, a utility may request pro forma adjustments 
for known and measurable changes to ensure fair, just and reasonable rates 
based on the historical test period." Explain how an inflationary expense 
adjustment based upon a consumer price index is a known and measurable 
change. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

The inflationary expense adjustment is based on an increase in the consumer price index 
from the date of acquisition of AquaKWS, Inc. and Utilities of Kentucky, Inc. in 
September 2002 until the date of the test year, December 3 1,2004. The consumer price 
index is measurable, since it is a known statistic fkom the U.S. Department of Labor. 



DATA REQUEST #17 

Refer to Water Services response to Commission Staffs First Data Request, Items 12 and 
18. 

a. Provide an employee schedule in the format provided in Schedule 17 in Excel. 
Include a copy of the employee schedule on a computer disk. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

See enclosed CD. 

DATA REQUEST #17 

Refer to Water Services response to Commission Staffs First Data Request, Items 12 and 
18. 

b. In calendar year 2004 Water Service capitalized $125,579 of employee 
salaries, benefits, and payroll taxes. Explain how Water Service 
calculated the amount that was capitalized in 2004. Provide a breakdown 
of the $125,579 between the three components. 

Witness responsible for responding to questions relating to the information provided is 
Grsten Weeks. 

RESPONSE: 

See enclosed CD. 

DATA REQUEST #17 

Refer to Water Services response to Commission Staffs First Data Request, Items 12 and 
18. 

c. Provide the percentage wage increases that were granted in calendar year 
2003 by employee. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

See enclosed CD. 



WATER SERVICE CORPORATION OF KENTUCKY 
Operating Expense Charged to Plant 
Item 17 b 

Operator Salaries 
Office Salaries 
Total Salaries 

Payroll Taxes: 

Operator Portion 
Office Portion 

Insurance, Pension & Other Benefits: 

Operator Portion 
Office Portion 

Percentage of Operator Salaries Charged to Plant: 

Salaries Charged to Plant 

Operator Salaries 
Operator Portion of Payroll Taxes 
Operator Portion of Insurance, Pension, & Other Benefits 

Percentage Charged to Plant 

Breakdown of Components: 
Salaries 
Payroll Taxes 
Insurance, Pension, & Other Benefits 

Total Operating Expense Charged to Plant 

Page 1 of 1 



Water Service Corporation of Kentucky 
Case No. 2005-00325 
Employee Schedule 
Item 17 c 

Page 1 of 1 

% Increase 
3% 

22% 
3% 

16% 
5% 

25% 
N/A 
N/A 
3% 
2% 

24% 
3% 
N/A 
2% 

15% 
12% 
4% 

Employee Reference 
Bolt, Gregory C 
Heck, Travis N 
Johnson, Harvey H 
Leonard, James R 
Mills, Wendell G 
Onkst, James H 
Partin, Michael W 
Pickard, Michael A 
Russell, R D 
Spurlock, Charles F 
Turner, John R 
Yates Jr., Bobby E 
Cox, David T 
Daniel, Carl 
Petrey, Vivian A 
Standifer, Reba F 
Thomas, Pamela 
Camaren, Jim 
Schumacher, Lawrence 
Crossett, Lisa 
Lubertozzi, Steven 
Arnoux, Diane 
Cohn, Michelle 
Delgado, Daniel 
Friedman, Avelina 
Luppino, Nancy 
Haynes, John 
Silvey, Justine 
Aylin, Sue 
McGrain, Pamela 
Kocan, Chris 
Guidice, Joyce 
Weeks, Kirsten 
Turov, lgor 
Bernardi, Brad 
Dihel, Steven 
Luppino, Phyllis 
Baratz, Daniel 
Cabugason, Art 
Gingery, Todd 
Lawrence, Brent 
Matthews, Mary Ellen 
Schiopu, Mircea 
Parrish, Marge 
Paulie, Nancy 
Lowman, Adrienne 
Owens, Patricia 
Casados, Jim 
Gingery, Karen 
Berlet, Erica 
Gomez, Sam 
Friedlander, Larry 

2002 Wage 
Rates 

$ 26,315 
$ 17,300 
$ 27,876 
$ 43,000 
$ 29,120 
$ 18,620 

N/A 
N/A 

$ 35,000 
$ 29,816 
$ 19,520 
$ 42,000 

NIA 
$ 143,000 
$ 19,940 
$ 30,752 
$ 23,992 

Title 
Operator 
Meter Reader 
Operator 
Regional Manager 
Operator 
Meter Reader 
Operator 
Area Manger - started 6/3/04 
Area Manger 
Operator 
Operator 
Area Manger 
Laborer - started and terminated 04 
Vice President & Regional Director 
Customer Service Representative 
Office Manager 
Customer Service Representative 
CEO 
President & CFO 
Director of Operations 
Director of Regulatory Accounting 
Payroll 
Senior Accountant 
Manager, Planning & Analysis 
Account Manager 
Account Manager 
Director of Corporate Accounting 
Human Resource Generalist 
Executive Assistant 
Account Manager 
Senior Accountant 
Benefits Coordinator 
Senior Regulatory Accountant 
Accountant 
Senior Analyst, Planning & Analysis 
Regulatory Accountant 
Account Manager 
Regulatory Accountant 
Operations Analyst 
Administrative Clerk 
Administrative Services 
Billing Manger 
Mail Room Services 
Receptionist 
Receptionist 
Corporate Customer Services Manager 
Director of Customer Relations & Administrative Services 
MIS Manger 
Data Processing Coordinator 
Network Administrator 
Data Entry 
Assistant MIS Manager 

2003 Wage 
Rates 

$ 27,091 
$ 21,025 
$ 28,726 
$ 50,000 
$ 30,680 
$ 23,295 
$ 24,000 

N/A 
$ 36,200 
$ 30,516 
$ 24,220 
$ 43,200 

N/A 
$ 145,900 
$ 23,000 
$ 34,500 
$ 25,000 



DATA REQUEST #18 

Refer to the Revised wlp(b), Calculation of Salary and Benefits, that was filed December 
21,2005. 

a. Provide a detailed calculation of each salary listed in the c o l m  "Total 
Annualized Salary." 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

See enclosed CD. 

DATA REQUEST #18 

Refer to the Revised w/p(b), Calculation of Salary and Benefits, that was filed December 
21,2005. 

b. Explain in detail how the 2004 employee health insurance premium of 
$4,332 was derived. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

The utility calculates the total costs incurred for all Water Service Corporation employees 
during the test year for health costs. This total number is then divided by the number of full 
time employees for the year. The result is the base amount given to each employee for these 
costs, which during 2004 is $4,332. 

DATA REQUEST #18 

Refer to the Revised w/p(b), Calculation of Salary and Benefits, that was filed December 
21,2005. 

c. Provide a comparison of 2003,2004,2005, and 2006 employee insurance 
premiums. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 



WATER SERVICE CORPORATION O F  KENTUCKY 
Calculation of Salary and Benefits 
Item 18 a 

Maintenance 
Bolt. Gregory 
Heck, Trav~s 
Johnson, Harvey 
Leonard, James 
Mills, Wendell 
Onkst, James 
Parttn. Michael 
Pickard, Michael 
Russell, R 
Spurlock Charles 
Turner, John 
Yates Jr., Bobby 
Cox, David (FT) 
Other 

Supervisory 
Dantel. Carl 

Total Operator Salary 

Office 
Berry, Sandra 
Petrey, Vivtan 
Standifer, Reba 
Stants, Verontca 
Thomas. Pamela 
Other 
Total Kentucky Office Salary 

Total Increase Total Percentage Salary 
Annualized 4 Annualized Allocated Allocation 

Salary 70 Salary USSC 

(I) Nore: in the original filing the total Kentucky 
Office Saiary IS $135,301 whtch mtstakenly did 
not ~nclude Sandra Beny's salary of $66.724. 

(2) Note: tn the ortgtnal filing these two employees' 
salary was allocated 100% 
tnstead of 6.22% to the total Kentucky Office 
Salary. 



WATER SERVICE CORPORATION OF KENTUCKY 
Calculation of Salary and Benefits 
Item 18 c 

Maintenance 
Bolt, Gregory 
Heck, Travis 
Johnson, Harvey 
Leonard, James 
Mills, Wendell 
Onkst, James 
Partin, Michael 
Pickard, Michaei 
Russell, R 
Spurlock Charles 
Turner, John 
Yates Jr., Bobby 
Cox, David (PT) 

Supervisory 
Daniel, Carl 

Total Operator Health Insurance Premiums 

Office 
Berry, Sandra 
Petrey, Vivian 
Standifer, Reba 
Stanis, Veronica 
Thomas, Pamela 

Total OfFice Health Insurance Premiums 

Health Insurance Health Insurance Health Insurance Health Insurance 
Premiums Premiums Premiums Premiums 

Note: 2006 insurance premiums are based on a 3.5% increase in total medical costs from 2005, based on a renewal analysis recently available for 2006. 
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RESPONSE: 

See enclosed CD. 

DATA REQUEST #18 

Refer to the Revised w/p(b), Calculation of Salary and Benefits, that was filed December 
21,2005. 

d. In response to 12(b) of the Commission Staffs First Data Request, Water 
Service provided its Employee Manual. According to the Employee 
Manual, the employee is responsible for a portion of the premiums for the 
health and dental insurance coverages. State whether the 2004 employee 
health insurance premium of $4,332 exclude, the amount of the premium 
that the employee paid. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

The 2004 health insurance premium of $4,332 represents company paid health costs only. 

DATA REOUEST #18 

Refer to the Revised w/p(b), Calculation of Salary and Benefits, that was filed December 
21,2005. 

e. Provide the gross amount of the insurance premium for each employee 
listed, the amount of the premium that was paid by each employee, and 
how the employee portion of the premium was calculated. 

Witness responsible for responding to questions relating to the idormation provided is 
Kirsten Weeks. 

RESPONSE: 

This question does not apply based on the response to the previous question in1 8 d. 



DATA REQUEST #18 

Refer to the Revised w/p(b), Calculation of Salary and Benefits, that was filed December 
21,2005. 

f. Provide a complete description of the "WSC Salary Allocation, including 
bonus" of $29,306. Separate the amount between the salary and the bonus 
with an explanation of the purpose of the bonus. Identifjr the expense 
account that the $29,306 was allocated. 

Witness responsible for responding to questions relating to the infonnation provided is 
Kirsten Weeks. 

The $29,306 represents WSC salaries allocated from SE.60 based on the revised 
allocation. The bonus amount included in the total $29,306 is $201. The $29,306 was 
allocated to salaries (non-operations). 

DATA REQUEST #18 

Refer to the Revised w/p(b), Calculation of Salary and Benefits, that was filed December 
21,2005. 

g. According to the w/p(b), "Salaries at the WSC level were increased by 
$70,000 to account for two new hires in HR." Tdentifl the amount 
allocated to Water Service for the new HR hires and the expense account 
in which it is recorded. State the date the positions were filed and new 
employees' actual salaries. 

Witness responsible for responding to questions relating to the infonnation provided is 
Kirsten Weeks. 

RESPONSE: 

The $70,000 in salaries accounts for one new HR hire who started working on December 
27,2005 and one additional HR hire who will be hired as soon as possible. Both 
positions are in the human resources field, and the expense account in which the 
allocation of $1,285.90 (70,000*0.0 1 837) is located, is salaries (non-operations). 



In response to question 14 of her direct testimony, Ms. Weeks states that, "[~Jalaries and 
wages for operators and office personnel were adjusted by 4 percent to reflect the 
anticipated raises for employees." However, the rate at the bottom of Revised w/p(b), 
Calculation of Salary and Benefits, states the salaries include adjustments of 3.5 percent. 
Explain the discrepancy between the two statements. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

A 4 percent increase in salaries and wages for operators and office personnel should have 
been used. The 3.5 percent stated in the footnotes is incorrect. 



DATA REQUEST #20 

According to the revised w/p(b-2), Calculation of Pro Forma Operating Expenses 
Charged to Plant, the amount of operating expenses charged to plant in 2004 was 
$121,266. However, in its response the Commission Staffs First Data Request, item 
12(a), Water Service states that in 2004 the capitalized amount was $125,579. Explain 
the discrepancy between the two statements. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

The correct amount of operating expenses charged to plant in 2004 is $121,266. The 
$125,579 stated in the Commission Staffs First Data Request is incorrect. 



DATA REQUEST #21 

In response to Question 16 of her direct testimony, Ms. Weeks states that in recalculating 
accumulated depreciation a composite rate of 2 percent was used for water plant and a 25 
percent depreciation rate was used for computer and transportation equipment. In its 
filing of November 3,2005, Water Service provided "[tithe appropriate useful lives for 
classes of plant acco~mts." 

a. Recalculate accumulated depreciation, depreciation expense, amortization 
of CIAC and AIAC, the deferred income taxes using the depreciation lives 
filed on November, 3,2004. 

b. Determine the effect of the revisions requested in Item 21(a) on Water 
Service's pro forma operations, rate base, and revenue requirement. 

c. Provide copies of all work papers, calculations, and assumptions used in 
the responses to 2 1 (a) and 2 1 (b). 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

No such document exists. 



DATA REQUEST #22 

In response to Question 16 in her direct testimony, Ms. Weeks states that , "[tlhe rate 
filing also includes $36,282.69 of organizational costs in utility plant in service that was 
not booked at the time of acquisition." State the purpose of the organizational costs, why 
they were not booked at the time of acquisition, and why they should be included in 
Water Service's rate base. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

The purpose of the organizational costs is to organize the Company. These costs were 
capitalized by the previous companies, A q u a W S ,  Inc. and Utilities of Kentucky, Inc., 
which were acquired by WSC on August 18, 1992. These organizational costs were 
overlooked at the time of the booking of the acquisition. These organizational costs 
should be included in Water Service's rate base because they represent an additional 
benefit received by customers 



DATA REQUEST #23 

In response to Question 15 of her direct testimony, Ms. Weeks states that Water Service 
has invested nearly $1,000,000 in utility plant in service since acquisition. However, in 
Case No. 2005-00433, Water Service states that "Utilities has infused over $200,000 to 
fund over 40 capital projects undertaken and completed by Water Service during the 
short time that Water Service has owned and operated the Kentucky facilities." Explain 
the discrepancy between these statements. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

There is no discrepancy between these statements, as they relate to different things. 
Water Service had invested nearly $1,000,000 by the end of the test year. The $200,000 
infusion relates to money that Utilities, Inc. has infused to cover capital expenditures. 



DATA REQUEST #24 

In response to Question 16 of her direct testimony, is Ms. Weeks explains the column 
entitles "Per Restatement" on Schedule C. Identify the assets that are now being 
recorded, the date they were placed into service, and explain why they were not originally 
recorded by Water Service. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

The assets being recorded were previously provided with the filing in wlp [p] of exhibit 
(4) of the application. This schedule will also show the date they were placed in service. 
All assets recorded on this schedule were originally recorded on the books of Water 
Service at the time of acquisition, with the exception of an organization entry in the 
amount of $36,282.69. This entry was inadvertently left out when the original acquisition 
entry was booked. 



Refer to Exhibit 10 of the Application, Schedule C, Rate Base and Rate of Return. 

a. The first column in the rate base is entitled "Per Restatement." Provide a 
revised pro forma income statement using Excel that includes the columns 
for the actual test-period operations and the restatement adjustments. 

b. Provide a copy of the revised rate base requested in 25(a) on a computer 
disk. 

c. Accumulated depreciation, CIAC, and AUC has been restated to reflect a 
2 percent depreciation rate from the date the assets were placed in service. 
State the effect of these adjustments on deferred income taxes. State all 
assumptions, show all calculations, and provide all work papers used to 
determine these effects. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

25(a) Please see the enclosed schedule. 
25(b) Please see the enclosed disk. 
25(c) No such document exists. 



WATER SERVICE CORPORATION OF KENTUCKY 
CASE NO. 2005-00325 
COMMISSION STAFF'S SECOND INFORMATION REQUEST 
RESPONSE TO 25(a) 

Gross Plant In Service 
Accumulated Depreciation 
Net Plant In Service 
Cash Working Capital 
Contributions In Aid of Construction 
Advances in Aid of Construction 
Accumulated Deferred Income Taxes 
Customer Deposits 
Capitalized Time 
Reduction for Transportation Equipment 
Water Service Corporation 
Pro Forma Plant 
Pro Forma Plant Retirements 
Total Rate Base 

Per Books Per Restatement Change 
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DATA REQUEST #26 

Refer Water Service's response to Commission Staffs First Data Request, Item 3 and 14, 
"Pro Forma Plant to be included in Rate Case." The total cost for the project to replace 
the 100 year old clear well tank is $419,622. Explain why Water Service did not request 
a Certificate of Public Convenience and Necessity before it began construction of the 
project. 

Witness responsible for responding to questions relating to the inforrnation provided is 
Kirsten Weeks. 

RESPONSE: 

Water Service obtained all the necessary approvals fkom the KY Division of Water for 
the construction and replacement of the 100 year old clear well tank. It is the operator's 
experience that the Certificate of Convenience & Necessity is usually a request to the 
commission for a utility company to provide service to a new area. Enclosed is the 
communication letter that shows that the Commission was notified via letter dated 
6/14/05 with support information that the 100 year old well tank was going to be 
replaced. 



Fax: 70452581 74 

' 01/31/2806 13: 53 16962485736 

Jan 31 2006 14:20 P. 02 

E K X  PaGE 82/09 

Water Service Corp. of Kentucky 
An ~fttliau: of: UIilitim. I*. 

ks!m!b 
1221 Xi, ~)m*dnnd Avcnrr I 

M1dlrJ;bam. ICY 4CbKS 
f clcphmt eb(;-qAJ730 
hx; t x ~ 7 ~ 8 - . m  

Mr. W. Wakirn, P.IE 
Waicrl Wastewater Manager 
Pttblic Service Commission uf Kentucky 
P.O. BOX 615 
Frankfort, ICcntucky 40602-061 5 

Rn; Response to Periodic M i i t y  Xbspection ( WSCS Clinton) an Ma9 18,2005 

Dtar Mr- Wakirn: 

Kn rc.cspanse to the above referenced inspection, the following is the plan of action we have taken 
to wmct the noted dcftciency. 

1. In Jnly 20b4. thc Utility completed a clnnvcll cleaning and inspection, which justified the 
planning and canstntction of a ncw 60,000-gal clcawell. WSCK bclieves most of its water 
1nss.i~ a direct result ofr the IOOtyear oId brick lined clear well. Attached is a report from Wct 
or Dry Tank Inspectims of the 100-year old clew well inspcetion. 

2. Attachccl is a contract bchveen Wgtcr Service Capration d Kentucky & h c k n e r  
Engin.eering Company, 414 South .Fourth Street, Unilon City, Obion County, Tennessee ro 
construct a ncw 60,OOO el clciw well, electrical cimtrok, chemicat building, aeration unit. 
ctc. 

Water Service Corporation of KY, takes great pride in our past inspection record with the 
Commission, as well as the May 21' XXk3 inspection wort which noted " zcm ddiciencies". 
We will coariauc to strive to achieve the same results for future inspections. 

If you should have any qtrestions regarding these resolutions, please call mc ac 6&-2485730. 



- Fax: 70452581 74 

* 01/31/2886 13: 53 lSkl62485736 WSCK 

Jan 31 2006 14:20 

Resaonse (attach additional P a w  as necessmryl 

1) Explain why the deficiency occurred Include infornabon about what caused the deficiency and why it was not 
detected by the utility. 
r-105 ycar o l d  brick-Lined clnarwul.1. ltas crscks 'in floor aoc! s3.dersd!l w?~:rerc bp-J,ievc 
lcsktge i s  c>ccuring. The clear~ac'lt. r r p a i r  was placed nn hold hy peak msnars f a r  
f inaoclel  rensonsr hoi+x!ver, Under the i \ E W  owners, t h i s  importqnc [tartion OF the 
C l i n t o n  inFrasttuctura was plncod  in t h e  capi ta l  p l a n  by the new owners in 2004 anrl 
i s  currently bcins enl;.ineered to  b?: rcptaccd. 

I 
2 )  Enplain actions taken to cornst the defic.kiq, including utility's respwrsibk! person, actions taken. and when it 
was (or will be) done 

Approval. at43 granted by Wacer Service Cory, nZ Ky in 200.5 to  replace. the exiet ing 
13fi-y?nml.d c l n a m o l l  and .all other rilbjcv coqnpononts a t  the water treotlecnt 
f a c i l i t y :  James A.eorrard, NSCK Rq~i;onal. c'fnnno,er, is rcsponsdbla far  the complerion 
o f  t h i s  pmo iec t, and upon rY3W apprcrvak of thc! engi nsietr' B plans, cons t.tuc t ian wJ.11 
begin immudi~tc?l .y-  CarnpZecQnn o; the. projcc.t  i n  s~hodrr2.c?d f o t  t h e  f n 1 . l  o f  2005. 

31 Explain actions taken ta prevent the deficiency fmrn occumng again. including utility's responsible person. actwns 
taken, and when it was (or will be) done. 

U n d ~ r  the ut$1 L t y ' s  new n.c\-oership (wSCK), as !*rr:ll as i ts  Inca]. .Inanegeme,nt under the 
d i  rec t ton  of Jdhes Leonard, Regional Mansget, much ciore care and planninr, 8 s  well 
aa car?? ta l  i m p r ~ ~ ~ m e . . * l t s  r~ i . 11  be ctadr: to ?n$i la  conti naeA cornpL1arle~- 

Provide evidence of b e  implementation of the cornctive actions (invoices, photographs, work logs. updated 
documentation, etc,) Attach ta his report. 

Date: _ Jcnn 1 4 .  20QS 
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WET or DRY 

Tank 
Inspection 
Sexvices 

s* 

16 July 2M4 
Water S m i c e  Corporation 
Of Kcfltutlcy 
Mr. James Lcbnard Regional Mawget 
P. 0- Box 818 
Middlebaro, KY 45965 

Rc: Clinton W ~ ~ Q K  Treatment ~ l &  well 

Mr. Leonard, 
W o w  are our fd ings  duriry the cleaning and evaluation of thc existing clew well located in Clintan, 

KY" 

?he histokical jnfb that v e  have suggwts h a t  the saucune uvas con,stmr%.txi sometime during the 1940's or cariy 
50's Its mast~ctioo appears M be brick with a cement veneer sidewalls and f h r  that was originally built 
without a roof. Samctimt o v a  the ycara 4 mof was added with a main center suppnrt wlwnn coastnrcted of 
mottar and fieldstom, with two pumps, a chlorine' & fluoride injeaioa system. 

WP; dimered that the gbucture ig in need fitrwhd of attc~tion and most likely tepla~ement a large porticm of 
the cement veaca mixtune used during conshucticm has since deteriorated a d  is most likely cnnttibuting to 
water loss in the system Also after srignificant precipitation events could Jond io irlfiltmtion intb the tank i t ~ l f .  

Kn our opinion the tank sbould be r e p b d ,  if r e p ~ u  i s  undextaken we suggest that all voids bc filled aich a higb 
p?rf"aace cemcntiepoxy mixture that is allowed to hlly cure followed by the application of a NSF 61 
approved liming maWial fcmnulakd for application to concrete. 

Thank you, 
%-e,Jw?-= 
Jay L. Hofhan 
VP Operations 

1609 Hillsborn Road Caqbellsburg, KY 4001 1 
502-532-6190 Ofim 502-532-7136 F a  

diver@ye.net 
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THIS Agreement, made this -12 t 11 day of _ NR'CCII 2(105, 

by and beween tcr S c r v i ~ ~ !  Cncy. o f  Kv!:~ Lucky , hereafter 

referred to as the OWNER, and &&C,I$-U&R ENGINEERING~~OMPANY. ~ ~ 4 $ g U T H  

FOURTl,l,l~TREET. UNION CITX-QUION COUNTY. TENNESSEE. hereinafter referred 

to as the ENGINEER. 

THE OWNER intends to construd a 69,0[)9 gal lon clear: wolL, ol cctrir,?l 

ct~?il.tol s, c!lcmi.cbl b t ~ i  1 ding, ,11:ca t i  nlr ilni t ,   at^. 
-.. --- - 

11 r' C\IT?R 11 in -:...:.-. - County, State of %n tuetc: - , the  
ENGINEER agrees 10 perform the various professional ENGINEERING services for the 

design and construction of said system. . A 

WITNESSETH: 

That for and in consideration of the mutual covenants and promises between the 

parties hereto, i t  is hereby agreed: 

ENGINEERING SERVICES 

The ENGINEER shall furnish ENGINEERING services as fdlf~wg: 

. . 1. The ENGINEER will conduct prelinrinary investigations, prepare prelirnnar\/ drawings, prepare a 
praject schedule and provide a prelimi~lary itemized list of probable mnstructi~n costs. 

2 The ENGINEER will attend conferences with the OWNER or other interested parties as may be 
reasonably necessary. 

3. ARer the OWNER'S approval of b e  preliminary and project desi~n. The ENQINEER shall 
prepare construclion drawings, specifications and contract documents, and a final cost estimate 
based on the detailed plans and spedlticati~ns far he  project It is also understood that if 
subsurface explorations (such as Ylores, toil bsts. rock sounding and the like) are required, the 
ENGINEER will furnished mordinatian of said expl6ratiolls without additional charge, but the w5;b 
of such exploration shall be paid for by the OWNER. 

4. Prior to !he advertisement for bids, the ENGINEER will provide Far the ccrnstruction contract. not to 
exceed 4 copies of detailed drawings, s p e c w o n s ,  and contract documents for use by the 

.+ appropriate Federal, State. and local agencies from whom appmval of the project must by 
obtained. Review and approvat fees required by the reviewing agency shall be the msponsibility 
of the OWNER; The cost of such drawings, spfdfications, and whtract documents shall be 
included in the campensation paid to the ENGINEER. 

S. The ENGINEER *ll furnish addittonal Copies of the drawings, specifiwlions and contact 
documents as required by prospective bidders, material supplies, and other interested parties, but 

"may charge !hem for: the reasonable cost of such copies. Upon award of the contrect, the 
< .  ENGINEER will furnish to the OWNER four (4) sets of executed ~ n t r a d  documents. The cost of 

these sets shan be included in the compensation paid to the ENGINEER. Original daeurnents, 
survey notes, tracings, and the like except U~ose furnished to me ENGINEER by the OWNER, a n  

Page I of 4 
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May 26,2005 

Mr. Mike Pickard, Manager 
Water Service Carp. of Kentucky 
P. 0. Box 178 
Clinton, KY 42031 

Re: Periodic Facilities lnspedion 

Dear Mr. Pickard: 

On May 18,2005, Mr. Jim Adeock conducted a periodic complianae inspectin of 
the Water Sewice Corp, of Kentucky (Clinton). Mr. Adcock noted o m  area 'of your 
operation that needs improvement. The previous inspection was conducted on May 18, 
2004 noting two deficiencies. 

Please review the enclosed inspection report and complete and return the 
Clefidency Tracking Report by June 23,2005. If you have any questions or need further 
assistance, please contad Mr. Adcock at (502) 564-3940. Ext. 41 5. 

Sincerely, 'c., 

~ e o $ p  W. Wakirn, P.E. 
~anbger 
Water and Sewer Branch 

GWW: JA: jep 
Enclosures E:iins~ections\Adcod<UA-05_~805.~~~, 
Cr Julie W. Roney, Supervisor, Drinking Water Branch, DOW 

Kentucky Unk~dkdSp~ritea An Equal Opportunw Empbyer WFtD 
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public Sentice Commission 

UTILITY INSPECTlON REPORT 
Water Senrice Gorp. of Kentucky (Clinton) 

Clinton, Kentucky 

Utility operations, utility maintenance, utility management and their effect on utty  

services are a primary concern of the Commission ahd this Division. Our ongoi* inspection 

program is intended ta ensure that the utility's ofice procedures and its facilities operation are in 

compliance with the Kentucky Revised Statutes (KRS 278) and the Kentucky Administrative 

Regulations (807 PAR). During each inspection, I am stm!=ing: (1) the importance of periodic 

testing of all meters, (2) the importance of accounting for all water purchased, produced, and 

sold, (3) the importam of having and maintaining a water loss prevention pmgram, (4) the 

need for sucveillance of system operations, and (5) the significance of good operating records. 

The subject inspection was made May 18, 2005. The utility consists of a distribution 

system and treatnenf plant facility operating in Hickman County, Kentucky. It has 

spproximately 666 customers oh its system. The utility representative providing 'mformstion and 

assistance during this inspection was Mike Pidrard, Manager. 

~urjng ~e office inspedion, t reviewed wcods, including but not limited to: pressure 

chaWrecords, meter testing, flushing, service interruptions, complaints, facilities inspections 

and procedures, facilities maintenance, safety guidelines, and a copy of a water shortage 

response plan, etc, Further, during the tield inspection. 1 visited the following faciliies: the 

Pruitt Road tank, Washington tank, Short and Depot tank and treatment plant. I also attended 

an on-site water main beak caused by the cwnty r ~ a d  department. 

In addition, 12 of the utility's customers were contacted in an ihformal survey as to the 

g ~ ? : m ~ ~ l  overa!l sewice they were receiving Worn this utility. These 12 customers rated this 

utilly's service as good. 

The noted def~iency is enclosed. 
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, Repart -Water Senrice Corp. of Kentucky (Clinton) 
Page 2 

Recixnmend~ons 

Water Sewice Corp. of Kentucky (Clinton) should. no later than June 23, 2005, submit to 

the Public Sewice Commission a detailed written response indicating the actions taken or 

planned to conrcct earn hoted deficiency with applicable suppofing documentation (such as 

bids, ads, invoices, etc), and the dates each adian will be started and completed. Failure to 

submit such a response to the Commission may result in the hitiation of a formal proceeding to 

investigate Watw Service Corp, of Kentucky (Clinton)'~ maintenance and operating practices. 

Submitted, 
May 25,2005 

u W I ~ ~  Investigator 



. - Fax: 70452581 74 Jan 31 2006 74:21 
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PSC DTRIlr JA-051805(11 

Resoonse latfaclh additional paaes as necessw 

1) Explain why the deficiency occurred. Include ifironnation about what caused the deficiency and why i t  was not 
detected by the util~ly. 

r 

2) Explain actions taken to correct the deficiency, Including utility's responsible person, actions taken, and wnen it 
was (or will be) done. 

3) Explain actions taker, b prevent the aehc~ency from occuning again. including ulility's responsible persan, actions 
taken, and when it w@ (w will be) done, 

,a. 

- -- - - 
Provlde evidence of the implementatiah of the corrective actions (invoices, photographs, work logs. updated 
documentalon, etc.) Attach to this report. 

Respmse Provided by. Date: 

Signature. 



DATA REQUEST #27 

In its Order in Case No. 1048 1, the Commission stated that "[aldjustments for post test- 
period additions to plant in service should not be requested unless all revenues, expenses, 
rate, and capital items have been updated to the same period as the plant additions." 

a. State whether Water Service's application is in complies with this 
requirement. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

Yes, Water Service's application complies with this requirement. There is no revenue 
growth adjustment. The expenses, rate base, and capital items have been updated to the 
same period as the plant additions. 

DATA REQUEST #27 

In its Order in Case No. 10481, the Commission stated that bb[a]djustments for post test- 
period additions to plant in service should not be requested unless all revenues, expenses, 
rate, and capital items have been updated to the same period as the plant additions." 

b. Identify each adjustment that Water Service proposes to its revenues, 
expenses, rate base, and capital that follow this post test-period 
requirement. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

Please see the filing in the application foot notes to Tab 4, Schedule B and Tab 10 
Schedule C. 



Ahinistrative Regulation 807 KAR 5:001, Section 10(1), provides that all applications 
for a general rate adjustment shall be supported by either a "twelve (12) month historical 
test period which may include adjustments for known and measurable changes" or a 
"fully forecasted test period." Given that Water Service had the option to file a forecasted 
test period, explain why adjustments to reflect estimated post test-period plant additions 
and inflationary expense adjustments should be allowed in a rate case with an historical 
test-period. 

Witness responsible for responding to questions relating to the infomation provided is 
Kirsten Weeks. 

RESPONSE: 

Adjustments to reflect estimated post test-period plant additions and inflationary expense 
adjustments should be allowed in a rate case with an historical test-period because 
Administrative Regulation 807 KAR 5:001, Section 10(1), provides that all applications 
for a general rate adjustment shall be supported by either a "twelve (12) month historical 
test period which may include adjustments for known and measurable changes" or a 
"fully forecasted test period." 



DATA REQUEST #29 

Refer to the Distribution of Expenses Year End 2004. Throughout this document there 
are numerous references to distribution codes. List and describe each code, explain haw 
it is calculated. 

Witness responsible for responding to questions relating to the information provided is 
Kirsten Weeks. 

RESPONSE: 

Please refer to the Manual (WSC Distribution of Rate Base and Expenses Handbook) 
provided at the b e g i h g  of the rate case. This Manual provides explanations of all 
distribution codes and how they are calculated. 




























































































































































































































































































































































































































































































