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COMMONWEAL,TH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: MAR 2 9  2010 
p w E% L1 c s ERV1 CE 
c%$. M PA E ss c 0 N PROPOSED ADJUSTMENT OF THE ) 

AUTHORITY ) 

WHOL,ESALE SERVICE RATES OF ) CASE NO. 
HOPKINSVILLLE WATER ENVIRONMENT ) 2009-00373 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

DIRECT TESTIMONY OF LEN F. HALE 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
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I. Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRIESS. 

A. My name is Len E;. Hale, 401 East Ninth Street, Hopkinsville, Kentucky, 

42240. 

2. Q. BY WHOM ARE YOU EMPLOYED? 

A. I am employed by the Hopkinsville Sewerage and Water Works 

Commission dba Hopkinsville Water Environment Authority (HWEA). 

3. Q. WHAT IS YOUR POSITION WITH HWEA? 

A. I am General Manager. 

4. Q. HOW LONG HAVE YOU BEEN EMPLOYED BY HWEA? 

A. I have been continuously employed by HWEA since September 1994, 

5. Q. WHAT IS YOUR EDUCATIONAL BACKGROUND? 

A. I am a graduate of Vanderbilt University with a Bachelor of Science 

degree, cum laude, in Environmental and Water Resources Engineering. 

6. Q. WHAT IS YOUR PROFESSIONAL EXPERIENCE? 

A. Upon graduation from college I was employed by Peabody Coal 

Company as its Eastern Environmental Supervisor for all its mines in 

Alabama, Kentucky, and Indiana. I managed their environmental and 

water quality laboratory in Central City, Kentucky. Later I was hired as 

an environmental engineer by Howard K. Bell Consulting Engineers, Inc. 

During my twenty years with Howard K. Bell Consulting Engineers, Inc., 

I achieved the position of principal and assistant manager of its 

Hopkinsville, Kentucky office. As a consultant for Howard K. Bell, I 
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was project manager for over 56 major water, wastewater, air pollution, 

and solid waste projects. I worked with municipalities, counties, regional 

authorities, institutions, and private industry. In 1994 I was hired as the 

General Manager of the Hopkinsville Water Environment Authority. 

During this time, I have been part of several focus groups and 

committees working with the Kentucky Cabinet for Natural Resources 

and Environmental Protection (now known as Environmental and Public 

Protection Cabinet) in writing environmental rules and regulations. 

7. Q. ARE YOU A MEMBER OF ANY PROFESSIONAL 
ORGANIZATIONS? 

A. Yes. I am currently a member of the American Water Works 

Association, a director of the Kentucky Water Utility Council, a member 

of the Water Environment Federation, and a member of the Kentucky 

Municipal Utilities Association. 

8. Q. PLEASE DESCRIBE THE HOPKINSVILLE WATER 
ENVIRONMENT AUTHORITY. 

A. HWEA is a municipal water and wastewater utility directly serving 

approximately 1 5,000 water customers and 16,000 wastewater customers 

in Hopkinsville, Pembroke, Crofton, and Christian County. HWEA also 

owns and operates the wastewater collection and treatment facilities 

forrnerly owned by the City of Oak Grove. In addition, HWEA provides 

wholesale water service to the Christian County Water District (CCWn). 

HWEA is one of the oldest municipal water utilities in the 

Commonwealth of Kentucky, being formed in 1895. HWEA consistently 

meets or achieves the highest standards of water quality in the 
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Commonwealth. In 1996 the HWEA received the highest award for 

water treatment issued by the Kentucky - Tennessee Section of the 

American Water Works Association. 

9. Q. WHAT IS THE BASIS FOR THE PROPOSED RATE INCREASE? 

A. During the spring and early summer of 2009, HWEA staff determined 

that a significant increase in both retail and wholesale water rates would 

be needed to offset increased operating expenses, including debt sewice. 

TJltirnately, the Hopkinsville City Council enacted Ordinance 1 5-2009 on 

August 20, 2009. This Ordinance increased retail water rates and 

eliminated the declining block rate tiers for retail customers. As an 

overall result, the Hopkinsville Division retail water customers 

experienced an effective 37% increase. The wholesale water rates to 

CCWD were also increased by 37%. The effective date of the retail rate 

increase was September 1,2009. 

10. Q. HOW WAS THE WHOLESALE RATE DETERMINED FOR THE 
CCWD? 

A. CCWD’s wholesale rate was increased by the same percentage as the 

retail rates for the Hopkinsville Division (City Rates). 

11. Q. WHY WAS THE WHOLESALE RATE INCREASED BY THE 
SAME PERCENTAGE AS THE RETAIL RATES FOR THE CITY 
CUSTOMERS? 

A. HWEA believed it was legally obligated to increase the CCWD 

wholesale rate by the same percentage as the City Rates. Perhaps, some 

background information will be helpful. In the prior PSC proceeding 
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between HWEA and CCWD, PSC Case No. 2005-00174, the Parties 

reached a Settlement Agreement dated December 8, 2005 (Settlement 

Agreement) which not only established wholesale rates for Case No. 

200s-00174, but also set forth the methodology for establishing future 

wholesale rates. Under the terms of the Settlement Agreement, HWEA 

and CCWn agreed that the wholesale rates would be the same as the City 

Rates. The "method" to be used for future rate increases was simple. If 

the Hopkinsville City Council increased the City Rates by a certain 

percentage, then the wholesale rates to be charged CCWD would increase 

by the same percentage. Consequently, once HWEA staff determined in 

2009 that water revenue needed to be increased by approximately 37%, 

both the City Rates and the wholesale rates were adjusted accordingly. 

12. Q. WAS A COST OF SERVICE STUDY PERF'ORMED IN THE 
SUMMER OF 2009? 

A. No. HWEA did not hire a rate expert to perform a Cost of Service Study 

in the summer of 2009 because it was relying upon the terms of the 

Settlement Agreement. Avoiding the expense of hiring experts to 

perform Cost of Service studies was one of the reasons HWEA agreed to 

the terms of the Settlement Agreement in 2005. 

13. Q. DID HWEA ULTIMATELY HIRE A RATE CONSIJLTANT TO 
PERFORM A COST OF SERVICE STUDY? 

A. Yes. 
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Y DID HWEA HIRE A RATE CONSULTANT? 

A. At the Informal Conference held in this case on October 29, 2009, 

CCWD’s attorney informed the PSC and HWEA that CCWD interpreted 

the Settlement Agreement differently than HWEA. CCWD’s attorney 

indicated that CCWD interpreted the Settlement Agreement to require 

rates that were based on the actual costs of providing wholesale water 

service to CCWD. Also, at the Informal Conference, the PSC Staff 

stated that the PSC had never approved the Settlement Agreement, but 

had only approved the rates contained in the schedule attached to the 

Settlement Agreement. HWEA seriously considered submitting this 

legal issue to the PSC for a formal ruling, but ultimately decided not to 

do so. Once this decision was made, HWEA believed it would be in its 

best interest to hire an expert to perform a Cost of Service Study. 

15. Q. WHO DID HWEA HIRE TO PERF’ORM THE COST OF SERVICE 
STUDY? 

A. The Lexington office of HDR Engineering, Inc. (formerly Quest 

Engineers) was hired by HWEA to perform the Cost of Service Study. 

16. Q. HAS THE COST OF SERVICE STUDY BEEN COMPLETED? 

A. Yes. The Study was filed with the PSC on March 15, 2010. The Study 

determined that the wholesale rates charged to CCWD should be 

increased by 90% rather than the 37% increase originally determined by 

HWEA staff. 

17. Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

A. Yes it does. 
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FICATTON 

I, L,en F. Hale, after first being duly sworn, hereby verify that the 

foregoing Direct Testimony is true and correct to the best of my knowledge 

and belief. 

Len F. da le ,  General Manager 
Hopkinsville Water Environment Authority 

COMMONWEALTH OF KENTUCKY ) 
) ss 

COUNTY OF CHRISTIAN ) 

Sub ribed, sworn to, and acknowledged before me this 
day of ,/f!drd( --, 2010 by Lien F. Hale in his capacity as General 
Manager of the Hopkinsville W 

MY COMMISSION EXPIRES: 6- ?-- 
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I. . PLEASE STATE YOUR NAME AN BUSINESS ADD 

A. My name is Derrick W. Watson, 401 East Ninth Street, Hopkinsville, 

Kentucky, 42240. 

2. Q. BY WHOM ARE YOU EMPLOYED? 

A. I am Director of Operations of the Hopkinsville Water Environment 

Authority (HWEA). 

3. Q. HOW LONG HAVE YOU BEEN EMPLOYED BY HWEA? 

A. I have been continuously employed by HWEA since September 1997. I 

have served as Director of Operations throughout my employment with 

HWEA. 

4. Q. WHAT IS YOUR EDUCATIONAL BACKGROUND? 

A. I received a Bachelor of Science - Civil Engineering Technology degree 

from Murray State University in 1990. In 2001, I earned a Master of 

Science - Management of Technology degree from Murray State 

University. 

5. Q. WHAT IS YOUR PROFESSIONAL EXPERIENCE? 

A. From June 1990 until September 1997, I was the Manager of Engineering 

and Maintenance for the United States Department of Labor’s Earle C. 

Clements Job Corps Center located in Morganfield, Kentucky. In that 

capacity I was responsible for all phases of engineering, construction, and 

maintenance of a 750 acre site with over 900,000 square feet of climate 

controlled and occupied space. I managed a staff of 23 persons. 
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6. Q. ARE YOU A MEMBER OF ANY PROFESSIONAL 
ORGANIZATIONS? 

A. Yes. I am currently a member of the Kentucky - Tennessee Section of 

the American Water Works Association, a member of the Water 

Environment Federation, and a member of the Kentucky Rural Water 

Association. 

7. Q. WHAT ARE YOUR PRIMARY DUTIES AND 
RESPONSIBILITIES AS DIRECTOR OF OPERATIONS FOR 
HWEA? 

A. I am responsible for all engineering, construction and maintenance of 

system infrastructure and facilities. This includes both water and 

wastewater. I oversee the operation of one (1) water purification plant 

and three (3) wastewater treatment plants. I manage a staff of 48 

persons. 

8. Q. DID YOU ASSIST WITH THE PREPARATION OF HWEA’S 
RESPONSES TO THE PSC’S FIRST INFORMATION JXEQUEST? 

A. Yes. I provided the water system map and other infomation including, 

but not limited to: retail and wholesale water usage and sales; 

information about system facilities and infrastructure; rate schedules; line 

loss; water production statistics; and other information as noted in 

HWEA’s Responses. I also met with HWEA’s Special Counsel, Damon 

R. Talley, on several occasions and provided him with general 

background information. 
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9. kT MEET WITH PRESENTATIVE$ OF THE 
CHRISTIAN COUNTY WATER DISTRICT (CCWD) DIJRPNG 
THE SUMMER OF 2009 TO EXPLAIN THE NEED FOR HWEA’S 
WHOL,ESAL,E WATER RATE INCREASE? 

A. Yes. I was the primary point of contact with CCWD during this process. 

I attended a Special Meeting of the CCWD Board of Commissioners on 

August 3,2009 to explain the need for the wholesale rate increase. I also 

attended a meeting on August 21, 2009 where the CCWD Chairman and 

another Commissioner of the CCWD were present. Information about 

these meetings as well as copies of relevant correspondence and e-mails 

are included in HWEA’s Responses to the PSC’s First Information 

Request (See Item 27 of HWEA Responses). 

10. Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

A. Yes it does. 
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I, Derrick W. Watson, after first being duly sworn, hereby verify that 

the foregoing Direct Testimony is true and correct to the best of my 

knowledge and belief. 

Derrick W. Watson, Director of Operations 
Hopkinsville Water Environment Authority 

COMMONWEALTH OF KENTUCKY ) 
) ss 

COUNTY OF CHRISTIAN @ 
om to, and acknowledged before me this ?rq 

, 2010 by Derrick W. Watson in his capacity as 
Directo; of Operations of the Hop 

MY COMMIS SION EXPIRES: 6-7-Y 
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I. Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

A. My name is Russell King, 401 East Ninth Street, Hopkinsville, Kentucky, 

42240. 

2, Q. BY WHOM ARE YOU EMPLOYED? 

A. I am Director of Finance of the Hopkinsville Water Environment 

Authority (HWEA). 

3. Q. HOW LONG HAVE YOU BEEN EMPLOYED BY HWEA? 

A. I have worked for HWEA for approximately 6 years. I have held the 

position of Director of Finance since October 2005. 

4. Q. WHAT IS YOUR EDUCATIONAL BACKGROUND? 

A. In 1970, I graduated from Austin Peay State University with a Bachelor 

of Science degree. I had a double major in Accounting and Economics. 

5. Q. ARE YOU A CERTIFIED PUBLIC ACCOUNTANT? 

A. Yes. I was awarded a Certified Public Accountant designation by the 

State of Tennessee in 197 1. Currently, my CPA license is in an inactive 

status. 

6. Q. WHAT IS YOUR PROFESSIONAL EXPERIENCE? 

A. My professional work experience is quite varied. It is summarized as 

fo 11 0 w s : 

2 years - Employed by CPA Firm 

1 year - Controller - Farm Supply Company 

6 years - Hopkinsville Water Environment Authority 

14 years - Controller - Construction Firm 

15 years - Chief Financial Officer - Distribution Company 
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7. Q. ARE Y U A MEM ER OF ANY PROFESSIONAL 
ORGANIZATIONS? 

A. Yes. I am a current member of the American Institute of Certified Public 

Accountants. 

8. Q. WHAT ARE YOUR PRIMARY DUTIES AND 
RESPONSIBILITIES AS DIRECTOR OF FINANCE FOR HWEA? 

A. I have overall responsibility for all operations in Accounts Receivable, 

Accounts Payable, Payroll, General Ledger, Audits and Financial 

Statements . 

9. Q. DID YOU ASSIST WITH THE PREPARATION OF HWEA’S 
RESPONSES TO THE PSC’S FIRST INFORMATION REQUEST? 

A. Yes. I was responsible for providing the General L,edger, check register, 

debt service schedules, information about the revenue bond issues, water 

payroll information, depreciation schedule and other information as noted 

in HWEA’s Responses. 

10. Q. DID YOU MEET WITH REPRESENTATIVES OF THE 
CHRISTIAN COUNTY WATER DISTRICT (CCWD) DURING 
THE SUMMER OF 2009 TO EXPLAIN THE NEED FOR HWEA’S 
WHOLESALE WATER RATE INCREASE? 

A. Yes. Derrick Watson was the HWEA employee who was primarily 

responsible for communicating with CCWD regarding the wholesale rate 

increase. I did accompany Derrick to at least one meeting of the CCWD 

Board of Commissioners to discuss the proposed wholesale rate increase. 

I also prepared a debt service schedule that was presented to CCWD. 
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111. VIEWED HWEA’S DEP CIATION SCHEDULE 
FOR THE FISCAL YEAR ENDING (FYIE) JUNE 30, 2009 TO 
DETERMINE IF ANY ADJUSTMENTS NEED TO BE MADE? 

A. Yes. The Depreciation Schedule for FYE June 30, 2009 contained only 

three (3) months of depreciation expense for the improvements 

associated with the Lake Barkley Raw Water System Project. The Test 

Year depreciation expense needs to be adjusted to include a full year’s 

depreciation expense for these improvements. 

12. Q. HAVE YOU DETERMINED THE AMOUNT OF A FULL YEAR’S 
DEPRECIATION EXPENSE FOR THE LAKE BARKLEY RAW 
WATER SYSTEM PROJECT IMPROVEMENTS? 

A. Yes. Attached as King Exhibit A is a draft Depreciation Schedule for 

FYE June 30, 2010. The Depreciation Schedule reflects a fid1 year’s 

depreciation expense for each of the L,ake Rarkley Raw Water System 

Project Improvements. 

13. Q. ON WHAT PAGE IN KING EXHIBIT A ARE THESE 
IMPROVEMENTS SHOWN? 

A, Turn to page 9 of King Exhibit A. These Improvements are listed as 

part of Group 115. They are listed separately as accounts 502 through 

509 at the top of page 9. 

14. Q. WHAT IS THE TOTAL AMOIJNT OF THE ANNUAL 
DEPRECIATION EXPENSE FOR THE LAKE BARKLEY RAW 
WATER SYSTEM PROJECT IMPROVEMENTS? 

A. The total full year’s depreciation expense for these Improvements 

(accounts 502 through 509) is $405,639.53. 
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5. Q. WHAT WAS THE PARTIAL, YEAR’S DEPRECIATION 
EXPENSE FOR THESE IMPROVEMENTS FOR FYE JUNE 30, 
2009? 

A. $101,451.55 

16. Q. WHAT IS THE AMOUNT OF THE ADJUSTMENT THAT NEEDS 
TO BE MADE TO THE TEST YEAR DEPRECIATION 
EXPENSE? 

A. The Test Year depreciation expense should be increased by $304,187.98. 

This is summarized as shown below: 

Full Year Depreciation: $405,639.53 

L,ess Partial Year (2009) Depreciation: 10 1.45 1.55 

Adjustment: $ 304,187.98 

17. Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

A. Yes it does. 

-5- 



VERIFICATION 

I, Russell King, after first being duly sworn, hereby veri@ that the 

foregoing Direct Testimony is true and correct to the best of my knowledge 

and belief. 

Russell King, Director // of Finance 
Hopkinsville Water Environment Authority 

COMMONWEALTH OF KENTUCKY ) 
) ss 

- 

COUNTY OF CHRISTIAN ) 

sworn to, and acknowledged before me this 
day of 
of Finance of the Hopkinsville Water Environment Authority. 

, 2010 by Russell King in his capacityas Director 

NOTARY PUBLIC, State at Large 

MY COMMISSION EXPIRES: 6-yy // 
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BEFORE THE KENTIJCKY PUBLIC SERVICE COMMISSION 

RE: HOPKINSVILLE WATER ENVIRONMENT AUTHORITY 
CASE NO. 2009-00373 

DIRECT TESTIMONY OF BRENT A. TIPPEY, P.E. 

QUALIFICATIONS 

I ,  Q. Please state your name and address. 

A. My name is Brent A. Tippey, P.E.. My business address is 25 17 Sir Barton Way, 

Lexington, KY, 40509. 

2. Q. By whom are you employed? 

A. I am employed by HDR Engineering. 

3. Q. What is your position with HDR Engineering and briefly state your general 

responsibilities and duties? 

A. I am a Vice-president and water operations section manager for Kentucky, Ohio and 

Tennessee. In that role, I’m directly responsible for planning, design 

construction and administrative aspects of projects of all types for public and 

private clients in those states. In addition, I have experience in system planning 

activities such as preparing rate studies, hydraulic models, facility plans, master 

plans and sale of asset documents. 

4. Q. What is your educational and professional background? 

A. I have a Bachelor of Science Degree in Civil Engineering from the University of 

Kentucky and am a registered professional engineer in Kentucky, Ohio and West 
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Virginia . I have been in consulting for 18 years and have worked with over 40 

communities on improving their water treatment and distribution systems as well as 

helping with various operational and management issues. My experience in rate 

studies includes evaluations for the Hardin County Water District No. 1, 

Shelbyville Water and Sewer Commission, City of Ashland, City of Elizabethtown, 

the City of Williamstown, the City of Williamsburg, Western Fleming Water 

District and the Lincoln Trail Regional Water Commission (LTRWC). Other 

relevant experience includes valuation studies for the City of Newport and for 

L,TRWC on the Fort Knox water system. 

5 .  Q. Identify some of the rate studies that have you performed which required PSC 

review and approval. 

A. The most recent rate studies that I have produced include the Ashland Water Rate 

Study (2008), Williamstown Water Rate Study (2007) and Hardin County Water 

District No. 1 (2006). Each ofthese utilities revised their retail and wholesale tariffs. 

The revision of the wholesale tariffs resulted in PSC involvement. None of these 

cases resulted in a fbll hearing as the final wholesale rate adjustments were settled 

through negotiation prior to arriving at the hearing stage. 

6. Q. Would you please describe your professional affiliations? 

A. I am a member of the Kentucky-Tennessee Section of the American Water Works 

Association (AWWA) and the Kentucky Society of Professional Engineers (KSPE). 

I am currently on the Board of Directors for the AWWA section and have served on 

various committees and held multiple leadership positions for KSPE. 
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COST OF SERVICE ALLOCATION 

7. Q. What is the purpose of your testimony in this proceeding? 

A My testimony is provided in support of the rate adjustment proposed by 

Hopkinsville Water Environment Authority (HWEA). I produced a cost of service 

study which included the proportionate allocation of expenses, determination of 

revenue requirements and proposed rate adjustment. One finding of this study was 

that a rate increase of up to 90% on the wholesale customer is justifiable based on 

the costs incurred to provide service to said customer. 

8. Q. Have you prepared a Cost-of-Service study in support of the proposed tariff 

adjustment and has it been submitted to the PSC. 

A. Yes. The Cost-of-Service study has been previously submitted. In addition, a brief 

study amendment has also been submitted to correct a data error. 

9. Q. Did the data error affect the findings of the submitted study? 

A. It did not. The data in question was the water sales of the Hopkinsville Division. I 

originally used wholesale sales data off HWEA’s monthly operating reports from the 

WTP. This turned out to be the wrong source. The wholesale data was corrected 

early in the study review, but the error had an impact on the retail sales data since 

HWEA tracked wholesale and retail sales as one volume. Therefore, the study prior 

to being amended, reflected the correct wholesale information but slightly lower 

retail sales than actually occurred. This didn’t impact the study because the study 

(before amendment) indicated lost water to be approximately 19.4%. After the 

increase in retail sales (the amendment) was included, the lost water was reduced to 

17.8%. The PSC considers anything above 15% lost water to be excessive and 
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allocated to HWEA. Therefore, the volume in question (1.6% of usage) was already 

attributed to HWEA retail customers under the original study and remained 

attributed to them under the amended conditions. The amendment was prepared 

simply to provide correct data to HWEA and the PSC. 

10. Q. Briefly describe the purpose of your cost allocation study. 

A. The purpose of the study was to identify the HWEA cost-of-service for providing 

potable service to its various customer classes during the test year of July 1 , 2008 

through June 30 ,2009. This would be done through proper allocation of utility 

expenses such as operations and maintenance costs, depreciation, debt service , etc. 

to their appropriate cost function. Once allocated by function, the costs were then re- 

distributed by customer class to obtain a cost-of-service by function and class. Once 

the cost-of-service was determined for each customer classification, this value 

would be compared against the revenue generated from water sales to that customer 

classification to identify if a rate adjustment was needed to meet the revenue 

requirements. This comparison of cost-of-service against water sales revenues is 

also performed for the water utility as a whole. 

1 1. Q. Please describe the method of cost allocation that was used in your study. 

A. Our cost-of-service study utilized the base-extra capacity method as described in 

AWWA Princbles of Water Rates, Fees and Charges Manual M1 (Fifth Edition). 

We have previously used this methodology in rate studies, some of which have been 

reviewed by the PSC. This method is recognized as an excellent way to allocate the 

utility expenses to appropriate customer classifications in proportion to the benefit 

derived from the expense. 

The base-extra capacity method separates expenses into four basic cost functions. 
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These are base costs, extra capacity costs, customer costs and fire protection costs. 

Rase and extra capacity costs are related to the demand characteristics of the water 

system. Rase costs include operations, maintenance and capital costs incurred 

providing service under a constant, average day demand. The extra capacity costs 

are similar type expenses incurred meeting the demand of the system on days of 

greater than average use. This functional classification is further divided into costs 

associated with meeting the maximum day, maximum hour and fire demand. 

Customer costs are those which are directly related with serving the customers such 

as billing or meter reading. In addition, costs related to meters, services and 

administrative functions are also included in this category. This category is typically 

related to expenses that are outside of the production and transmission aspects of the 

system. 

The final cost component is fire protection costs. These costs are directly related to 

public or private fire suppression requirements and can impact storage or 

distribution facilities in addition to fire hydrants, etc. 

In the study, all expenses indicated in the audits or trial balance sheets were 

allocated to one or more of these functional classifications. Ten ( IO)  different 

allocation methods were used to classify the function under which these costs were 

generated. Each of these methods is described in the Schedule C support 

documentation found in Appendix E of the report. Likewise, Section 2 of the study 

provides a detailed description of the allocation specifics and should be considered 

part of my direct testimony. 

The results of the allocation of expenses by functional classification are shown in 

Table 2-2 of the report. 
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In addition to the test year cost of service by cost function, the PSC will allow for 

the inclusion in the revenue requirements of known and measurable expenses that 

are absent or can be documented to be higher than the test year value. HWEA has 

identified three adjustments to the FY 2009 utility expense data as described below 

and shown in Table 2-3 of the study. 

0 Adjusted Depreciation- Adjustment of the depreciation values for assets put into 

service during FY 2009. 

Three Year Average for Debt Service Expenses - Adjustment of the FY 2009 

expenses for capital debt service and related coverage to reflect 

increases/decreases that will be incurred for tlie next three years based 011 

amortization scliedules provided by HWEA. 

Removal of Benefits for Crofton and Pembroke Labor - Adjustment to audited 

expense value for Benefits to remove tlie benefits paid to labor that was 

performed on tlie Crofton or Pembroke systems. 

0 

0 

The addition of the test-year adjustments results in an adjusted test year cost-of 

service amount as shown in Table 2-3 of the study. 

The second stage in the expense allocation process is between customer classes. 

This allocation procedure is detailed in Schedule E3 (and related support 

documentation) of Appendix E in the rate study. The purpose of this allocation is to 

identify the revenue requirements of each customer class in order develop a rate 

schedule that enables each group be self-sustaining. 

H W A  is organized with three divisions (Hopltinsville, Crofton, Pembroke). The 

Crofton and Pembroke divisions are smaller communities near Hopltinsville that 

have transferred system operations and ownership to H W A .  Revenues and 

expenses generated by the Crofton and Pembroke divisions are tracked separately 

from the Hopkinsville Division as shown on the audit. For this study, all revenues 
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and expenses from Crofton or Pembroke have been excluded. The only HWEA 

wholesale customer is Christian County Water District (CCWD). C C W  pixchases 

at 1 3 locations surrounding the entire perimeter of the Hopltinsville Division 

The distribution of costs to customer classes is performed in a manrier similar to that 

done for the base/extra capacity allocation. The key distribution factor is the 

determination of which customer classification derives the benefit from the expense. 

This is generally related to volume used by each classification under different 

conditions. One notable exception is the transmission and distribution system 

expenses which are allocated among customer classes using an “inch-miles” 

methodology to identify the portion of the system used by a wholesale customer. 

The methodology for allocation of each functional expense to a customer class 

expenses is provided in Schedule B and the Schedule B support documentation of 

Appendix E. A summary of the sales volumes used by each class is provided below. 

Retail Customers -The FY 2009 average retail usage (includes sales to 

Hopltinsville, Crofton & Pembroke Divisions along with noli-sales usage 

such as flushing, HWEA facilities and unaccounted for water above 15%, 

etc.), is 3,906,370 gallons and the max day is 5,519,000 gallons. 

Wholesale Customers The FY 2009 average day usage is 1,178,627 

gallons. The max day value is based on the average daily production in 

the maximum sales month. In FY 2009, the max day is 1,477,000 gallons 

0 Fire Protection - HWEA currently has an annual fire service tariff based 

on the hydrant size rather than flow data. 

The allocation of functional expenses into the appropriate customer class 

provides a cost-of-service or “revenue requirement” by customer class. A 
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summary of this information is provided in Table 3-2 of the study. 

12. Q. Please describe the wholesale rate increase design methodology that was used. 

A. The cost-of-service for each of the customer classification or “revenue 

requirements” were identified in the study as previously described. As detailed in 

Schedule A of Appendix E of the Cost-of-Service Study, the total adjusted test year 

cost of providing wholesale service to Christian County Water District is 

$1,511,045. The current revenue generated by CCWD during the test-year was 

$792,577. For CCWD to pay its proportionate share of expenses, a 90% rate 

increase was recommended that would generate an estimated $7 13,320. This would 

place the revenue generated in line with the cost-of-service. 

13. Q. Does this conclude your testimony? 

A. Yes 
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VERIFICATION 

1, Brent A. Tippey, P.E. after first being duly sworn, hereby verify that the foregoing Direct Testimony is 

COMMONWEALTH OF KENTIJCKY ) 
1 ss 

COUNTY OF FAYETTE 1 

Subscribed, sworn to, and acknowledged before me this 
, 2 0  10 by Brent A. Tippey, P.E. 
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