COMMONWEALTH COF KENTUCKY
BEFORE THE PUBLIQC SERVICE COMMISSION

In the Matter of:

ADJUSTMENT OF RATES OF KENTUCKY-AMERICAN )
WATER COMPANY ) CASE NO. 94-197

0 R D E R

IT IS ORDERED that Kentucky-American Water Company ('"Kentucky~
American") shall file the original and 12 copies of the following
information with the Commission by September 26, 19%4, with a copy
to all parties of record. Each copy of the data requested should
be placed in a bound volume with each item tabbed. When a number
of Bheets are requlired for an {tem, each sheet ghould be
appropriately indexed, for example, Item 1l(a), Sheet 2 of 6.
Include with each response the name of the witness who will be
responsible for responding to questions relating to the information
provided, Careful attention should be given to copled material to
ensure that it is legible. wWhere informatlion requested herein has
been provided along with the original application, in the format
requested herein, reference may be made to the specific location of
said information in responding to this information request. When
applicable, the information requested herein should be provided for
total company operations and jurisdicticonal operations, separately.

1, Refer to the response to Item 5 of the Commission's

August 4, 1994 Order.



a. Do the 41,650 customers that will be contacted
batween 1995 and 1999 ropresent the total number of homes Iin
Kentucky-Amorican'o sorvice territory that wero bullt bofore 19807

b, Why has Kentucky-American projected that only 30 to
40 porcent of those contacted will participate In its retroflit
program?

c, Are apartments inoludoed in the 41,650 customers that
will be contacted between 1995 and 19997

2. a. Refer to the roasponge to Itam 10 of the Commiseion's
Mugust 4, 1994 Order. Provide the same information on an annual
baslis,

b, Bince approximately 53 percent of the construction
projects started or completod betwoen January 1, 1984 and December
31, 1993 were started or completed bohind schedule, how can the
investment budget schedule presented by Kentucky-American be
realigtic and reliable?

3. Rafer to the response to Item 11 of the Commisslon'o
Mugust 4, 1994 Order. Provide a dotaliled analysis of the bids when
the contract for the Kentuoky River rreed Bulilding is awarded,

4. Refer to the response to Item 12 of the Commission's
August 4, 1994 Order. Provide the actual cost whon avallable to
construct the Jack's Croek Pipeline.

5, Refer to the response to Item 132 of the Attoerney
Genecral's data roquest of August 4, 1994, Are the projocted 1994
oxpenditures for "BP92-12 Develop SBource of Bupply” oonsidered

design and development costs?



6. If a satiasfactory socurce of supply could be obtained from
the Kentucky River, would Kentucky-Awerican bulld thée Loulaville
pipeline?

7. Refer to the response to Item 18 of the Commisalon'a
Order of Auguat 4, 1994. Since an application for a Certificate of
Publle Convenlence and Necessity is projected to be Eiled in 19965,
provide the anticipated conatruction schedule,

8. Refer to the response to Item 19 of the Commission's
August 4, 1994 Order:

a. Does the Kentucky River Authority intend to
reexamine the Kentucky River supply deflelt in the near future? 1If
yes, provide any schedule that may exlist for such reexamination,

b, Does  the  Kentucky Rlver Authority have a
construction schedule for eliminating the aupply deflcit In the
Kentucky River? If yes, provide the achedule,

9. Refer to the response to Item 20 of the Commlnglon'a
August 4, 1994 Order. Provide a detajled definition of the supply
deficit referred to in this renponae,.

10. Refer to the reaponse to Item 21 of the Couinleplon's
August 4, 1994 Order:

a. Does the lnabllity to control and track costa in
Account 183 - Preliminary Survey & Investligatlion justify lgnoring
the requiremente of the Uniform Syntem of Accounts for Clase A and
B Water Companles as prescribed by the Commismion?

b. Explain why Kentucky-Amerlican cannot lmplement the

same control system for Account 183 = Preliminary BSurvey &
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Inveatigation that s used to monltor Construction Work 1In
PrOgross.

11, Given that Case No. 93-434! 48 not a oertificate
proceeding but an investigation of Kentuocky-American's demand
forecast and asources of supply, how will thae declsion in that casge
impact the inclusion or excluslon of the pipeline expenditures in
this case?

12, Refer to the response to Item 23 of the Commisslion's
August 4, 1994 Order. Kentucky-American has proposed to change {ts
forecasted capital structure to reflect the reduction in short~term
debt caused by slippage. Provide a detalled explanatlon as to why
the slippage factor reductlion to capltal construction expenditures
would caune a change in Kentucky~American's capltal atructure whan
in thnory expenditures vannot be traced to thelr source of funding.

13, Refer to the response to Item 24 of tha Commliasion's
Auguat 4, 1994 Order. Ate all materials purchased for a
conatruction project slmilar to the Jack's Creek Plpeline regordaed
in the Stock E Plant Materials account before they are charged to
a speclflic work order?

14. Refor to the responses to Items 29 and 31 of the
Commission's August 4, 1994 Order. Glven that all salaried and
non-union employees wage Ilncraagoes are based on a parformance based
pay system, how oan Kentucky-American predlct an employee's

performance 1n advanco.

! Case No. 93-434, An Investigation of the Sources of SBupply and
Future Demand of Kentucky-American Water Company,

yp.



15, Retar to the response to Item 35 of the Commisaion's
Auguat 4, 1994 Ordor:

a. Kentucky~American did not provide a reason for
switching from a 6-year average as used in ita last rate case to a
S-year averagoe as now propomsed for calculating forecaated fuel and
power, Provide a dotalled recason for changing the averages,

b. Recalculate the forecasted fuel and power expense
using a 6-yocar average. Provide all workpapers and assunptions
used In the recalculatlon,

16, Refer to the response to Item 42 of the Commlasion's
August 4, 1994 Order:

a, Kentucky~American explained that 1t used a l3-year
history of welghted average lncreases to calculate forecasted
chemical expense because that was the same methodology used by the
commisslon in the previous rate case.? However, the Commiasion
used an ll-year average in itp calculation. Explain why Kentucky~
American uged a l3-yoear average rather than a ll-year average,

b, Recalculate Kentucky~-American's forecamted chemical
expense using an ll~year history of welghted average increase.
Provide all workpapern and assumptlions used in the recalculatlion.

17. Refer to the response to Item 46(a) of the Commigslon's
August 4, 1994 Order, Provide a copy of the June 30, 1994 letter

referenced in that response.

: Case No. 92-452, Notice of Adjustment of the Rates of
Kentucky-American Water Company, Order dated November 19,
1993,



18, In its responme to Item 48 of the Commisslon's August 4,
1994 Order, Kentucky-American satated that the West Virginia-
American Water Company (“"West Virginia-American") increased its
staff to perform the gervicea praviously provided by the Scuthern
Region of the American Water Worka Bervice Company ("AWWS").

A, Provide a detalled deacription of the staff
increases 1lncluding number of amployees, Job titles, job
descriptions, and salaries.

b. How has the Weat Virginia Commission reacted to
these staff lncreases?

c. What waa the eoffect on West Virginla-American's
cperating cost of lncreasing staff and eliminating AWWS8 charges?

d. Ia Kentucky-American consldering to Ilncrease its
staff to eliminate the need for the AWWS?

19. 1In roaponae to Itom 50 of the Commliesion's August 4, 1994
Order, Kentucky-American provided no response but referenced its
reaponae to Item 46(a) of the same Commnipsion Order, Provide a
datailed Qenponao to the guestion,

20, Refer to the response to Itom 53{a) of the Commission's
August 4, 1994 Order:

a. Since each subsidiary recelves the same I8 services,
except for the number of bills processed, provide a detailed
explanation for not dividing the data processing costs evenly

between the operating subgidiaries,



L. Why would the installation of a computer aystem or
software bhe allocated rather than directly bllled to each
subsldiary?

21. Refer to the reaponse to Item 54 of the Commisaion's
August 4, 1994 Order:

a. Provide an analysis comparing the coats for data
processing if all mervices are performed by Kentucky-American to
such services being performed by both Kentucky-American and AWWS,

b. Explain why the data procesaing would have a better
quality if performed by the AWWS.

22, The responses to Items 56 and 57 of the Commission's
Auguat 4, 1994 Order fall to indicate whether any analysis or study
oxlats to support the statements referenced in those items. Does
any analysis or study exist? 1If yesa, provide copies,

23. Refer to the response to Item 59 of the Commission's
August 4, 1994 Order. Frovide a detalled description of the
gervices the AWWS Accountants provide to the operating
pubsidiaries,

24, Refor to the response to Item 68 of the Commission's
August 4, 1994 Order. When available, provide the retro
adjustments for the 1989 insurance policy periocd for: the real &
personal propertyy the workers compensation; and the general
liabilicy.

25, Explain if Kentucky-American's fuel and power expanse

varies directly with its volume of water sales.



26. In Case No. $2-452 the Commisslon reduced forecasted fuel
and power oxponse because Kentucky-American's fuel and power
budgeta historlically exceeded the actual results. Given this past
daclaion, cxplain why forecasted fuel and power expense is more
rallable than trended historical data,

27. Rcefer to the response to Item 74 of the Commiasion's
August 4, 1994 Order. For the period of 1984 through 1893, the
ratlos of actual to budgeted programmed maintenance is 86.62
percent. Since the historlcal trend shows that budgeted programmed
maintenance oxceeds the actual results, explain why forecasted
programmed malntenance should not be adjusted to reflect that
trend,

28, Recalculate HKentucky-~American's forecasted revenue
requirement and rate base to reflect the historlical trend that
actual programmed maintenance is 86.62 percent of the forecasted
ameunt., Provide detalled workpapers and calculations to show the
impact to each element of rate base and cost of service.

29. When avallable, provide the monthly variance reports for
the pericd of April 1894 through Januyary 1995,

30, Refer to the memorandum from R, D, Slevers dated April
29, 1994 provided in response to Item 129 of the Commigsion's
August 4, 1994 QOrder.

a, The estimate for pension expense and allocations of
the estimated expenpe were revigsed as of April 27, 1994, Why were
these revisions not considered when making the estimate for

allocation of pension expense for the forecasted test year?
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b. The memorandum indicated final allocations of 1994
pension expense, pension contribution, and OPEBR coast will be made
using July 1, 1994 census data. Provide schedules showing these
final allocations. If the information is not yet available, state
the expected availability date and provide the schedules when
available.

c. Schedules attached to the memorandum showed the
following AWWS OPEB allocations for Kentucky-American: Voorhees -
$27,938, Belleville - $2,965, Hershey Data Center - $13,087, and
Regions - $23,810. These allocations total $67,800. The response
to Item 140 of the Commission's August 4, 1994 Order reported an
AWWS OPEB allocation of $80,932, Explain the discrepancy between
these figures.

31, Refer to the documents provided in response to Item 129
of the Commission's August 4, 1954 Order.

a. Acgording to the 1994 interim actuarial report,
Table 4, a discount rate of 7.2% percent and a health care cost
trend rate for 1994 of 12 percent declining to 5.5 percent in 2004
and after were used in calculating OPEB expense, However, James E.
Salser's Exhibit JES-3 reported a discount rate of B percent and a
health care cost trend rate of 13 percent for 1994 declining to 6
percent in 2011 and after. Clarify which discount rate and trend
rates were used to calculate the regquested OPEB expense of

5678,879,



b. Pages 2 and 4 of the Towers Perrin mini-survey
"Trends in Key Actuarial Assumptions Under FAS 87 and FAS 106" were
not included in the response., Provide the report in its entirety,

32. The response toc Item 134 of the Commission's August 4,
1994 Order reports an expense of $6,278 for postemployment benefits
included in revenue requirements, Is this Kentucky-American's
allocation of the initial effect of applying SFAS 112 which will be
reported as a change in accounting principle and, as such, is not
a recurring level of expense?

33, Is an allocation for AWWS pension costs included in
management fees? If 80, provide workpapers showing cost
calculations for the AWWS pension allocation under the 1971 and
1989 gervice company contracts.

34. In response to Item 124 of the Commission's August 4,
1994 Order, Kentucky-American indicated that a detalled breakdown
of service cost, interest cost, return on plan assets, gains and
losses, and amortization of the transition obligation would be
provided when avallable., Indicate the date the company expects the
information to be avallable.

35. In Case No. 92-452, Grubb's testimony, at page 26, states
that a 12 percent 1increase in health insurance premiums, to be
effective October 1993, was assumed in the calculation of the
forecasted group insurance expense, What was the actual percentage
increase in group insurance premiums in Octcober 19937 Provide a

schedule comparing Kentucky-Amerlcan's actual increase in health
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insurance premiums to its budgeted increase in health insurance
premiums for each year from 1989 through 1992,

36, The respongse to Item 122 of the Commission's August 4,
1994 Order stated that the actual group insurance rates scheduled
to become effective Octaber 1994 would be provided as documentation
for the projected 7.5 percent increase in 19%4 group 1insurance
premiumg. What documentation does Kentucky-American plan to cffer
to support the 7.5 percent increase proiected for Octcber 199572

37, On what basis did Towers Perrin adjust the medical trend
rate Kentucky-«American proposed in Case No. 92-«452 to the rates
proposed in Case No. 94-197? Explain in detail.

38. Does Towers Perrin maintain that the medical trend rate
approved by the Commission in Case No. %2-452 is inappropriate for
measuring SFAS 106 cost? If yes, provide a detailed explanation
for its position,

39, Explain in detail why the Commission should reconsider
the medical trend rates approved in Case No. 92-452,

40. Refer to the response to Item 128 of the Commission's
August 4, 1994 Order. Are any of the bargaining strategies
reflected in the cost calculations of SFAS 106 costs in Case No.
94-1977?

41, Provide a schedule comparing the cost to ratepayers from
Kentucky-American earning a return on overfunded SFAS 106 costs and
the benefits of the returns and gains on those funds.

42, Calculate Kentucky~American's SFAS 106 costs using the

following medical trend rate assumptions:
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a. Those used by the Commission in Case No. 92=-452,

b. Thosne used by the Commisslon in Case No. 92-452 plus
1 percent In ecach year.

C. The Avorage Kentucky Utilities medical trend rates
as shown on Exhibit JES-3,

d, Those propoped in Case No. 94-197 with the 1994 and
1995 rates belng decreased by 2 percent.

For each of the above calculations, show service cost, interest
cost, return on plan assets, gains and losses, and amortizatlion of
the transition obligatlen, Show these costs as allocated to
Kentucky~American using both allocating methods used in the
response to the Commlsslon's August 4, 1994 Order, Item 129, pages
17 and 34 of 62, and show the allocation factors., For Service
Company Cost, provide this information using allocatlions under both
the 1971 and 198% contracts.

43. Refer to the response to Item 92 of the Commission's
Order dated August 4, 1994,

a. Is this information updated from the data origlinally
provided in Exhiblt CFP~l, 8chedules 4 and 6? 1If so, provide the
updated information., If not, reconcile the market prices and book
values shown in Item 92 and Schedule 6.

b, Show a calculation of the DCF cost of equity for
American Water Works using annual growth rates,

44, Was the propcosed 5.35 percent short-term debt cost rate
calculated in the same manner as the 4.55 percent cost rate that is

currently approved for Kentucky-American? If not, why?
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45. Refer to page 6 of Bruce E. Tillotson's Direct Testimony.
Explain how a 38 percent common equity level compares favorably
with water companies listed in Exhibit CFP-~1, Schedule 2,

46. Refer to the response to Item 34 of LFUCG's Reguest No.
1. Describe impacts specific to Kentucky-American as opposed to
the proxy companies.

47. Refer to Statement and Notice, Volume I, Exhibit 16, page
23. Are the pre-tax interest coverage ratios calculated using the
common equity and debt cost rates shown in paraqrapha 2, 3, and {4
of page 7 of that same exhiblt?

48, Why was a S-year average of weather normalized sales used
for the classes for which sales were normalized? Did Kentucky-
American consider using any other period of time to calculate an
average? Why?

49, Refer to the Sales portion of the response to Item 3 of
the Commission's June 27, 1994 Order., How often does Kentucky-
American review existing building lots and plats and consult with
developers, home builders, and engineers? Has it done so since its
last rate case? Are these reviews and consultations documented?
If sp, provide coples.

50. Workpapers 2-2.76 through 2-2.87 show monthly customers
and water sales for 1988 through 1993, Provide, by class, monthly
customers and water sales figures for the base periocd and the

forecast period.

=-13-



51, DProvide the water sales and ocustomer history d3ata
referred to in Mr. Grubb's testimony, page 28, lines 13~16, for the
years 1983 through 1987,

52. Yor paoh year of the period 1983 through 1993 referoenced
by Mr. Grubb for the review of customer and sales data, provide the
average monthly residentlial usage for the 4-month period June
through Septomber, as well as the average for Cctober through May
of esach year,

53, FPor reagong onumerated in Mr, MgKitrick's and Mr, Harrig'
testimonies, Kentucky-American is not proposing to change its
existing rate design, Mr, Grubb's wveather normalization analysis
indicates that cortain oustomer c¢lasges exhibit a greater
correlation between pales and weather conditions. Does Kentucky=~
American agree that those claspaes are the most appropriate ones to
be billed seasonal rates? Explaln your response?

54, In Case No, 92-452, the Commission ordored Kentucky~
American to maintain its billing records so that usage increments
could be ascertained and used to davelop inverted block rates or
seasonal rates., Kentucky-American has not proposed any rate design
changes and its billing analyses included on Schedules H-3,1 and M~
3.2 show total consumption by customer class. Provide a full
explanation of the amount of detail maintained by Kentucky-American
in compliance with the Commission's Order.

55, Mr, McKitrick's Schedule 1 shows the potential impact on
earnings of the implemantation of inverted rates and uses an

"average" inverted rate of $3.00 per thousand, Does this figure
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represent a tall block rate, an average of a tail block rate and
another block rate, or something else?

56. Kentucky-Amerlican ls proposing to increase its existing
rates for all customer classes by its approximate overall
percentage increase. Explain how this is supported by the results
of the cost~of-pervice study filed with Kentucky-American's
application,

57. The repponse to Item 145 of the Commission's August 4,
1994 Order provided, by class, monthly customers and water sales
figures for the base periocd and the forecast period. Is the
information for the forecast perlod identical to the demand
projections f£iled in Case No. 93-434? If not, identify and explain
any differences,

58, Kentucky-American's Conservation Plan, page 17, states
that a pilot retrofit program will be initiated in 1984 with a
minimum of 300 homes. Provide a status report,

59, 1In response to Item 99 of the Commigsion's August 4, 1994
Order, the assumption that weather does not impact industrial sales
ig listed. What is the basis for this assumption?

60, The response to Item 100 of the Commission's August 4,
1994 Order states that this model has been used by the Tennesgsee
PSC for a number of years. Did the Tennessee PSC order Tennegsee-
Amerlcan Water Company to start using this model? 1If so, why? Has
use of this model assisted Tennessee-American? If yes, how?

61. The response to Item 101 of the Commisslion's August 4,

1994 Order states that the Tennessee PSC has used the Weather
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Normalization Mocdel in several prior rate cases. Provide the
sections of those rate case orders that address the weather
normalization model and any related lsaues,

62, Refer to the responas to Item 102 of the Commimsion's
August 4, 1994 Order:

a. Provide the data to support Assumption No. 1,
b. Explalin the basis for conclusion No. 3,

63. What percentage of Kentucky-Amerlcan's total revenue,
under the proposed rates, is due to variable conts?

64. What efifect will the variable costs have on revenue
stabllity if rates designed to encourage conservation (e.q.
inverted rates, seasonal rates) are implemented?

65, Does the arithmetical update to Exhibit 35 result in a
Ealr allocation of costs among customer classes?

66. Have demand characteristics changed significantly since
the cost-of-service study set cut in Exhibit 35 was prepared?

67. Would rates based on the cost-of=-gervice study need to be
modified since the demand study for maximum day resulted in low
demand factors, particularly for the reaidential class?

68, Would rates allocated according toc the ccats shown per
customer class in Exhibit 35(a) result in & more fair allocation of
revenues than the propeosed rates? Why?

69. Did Kentucky-American consider designing its proposed
rates based on the costs assigned to the cuastomer c¢lasses shown in

Exhibit 35{a)? If no, explain why not.
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70. Taking into oonslderation low demand factors and the
impaoct on Kontucky-Amorican's customers of any reassignment of
costs among customor clasmses, provide a pschedule of rates that
incorporateu the repults of Exhibit 35(a).

7. a. What porcentage of Kentucky~American's users live in
rouldontial group homes, dormitories, apartments or other types of
housing in which water is billed to a non~resident owner of the
dwelling rather than the ugers?

b, What effect would inverted rates or seasonal rates
have on the consumption patterns of these types of users?

Done at Frankfort, Kentucky, this 12th day of Septavber, 1994,

ATTEST

DN Mide

Executive Dlirector




