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Gentlemen: 
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and have prepared proposed rate schedules designed to produce the pro forma 
revenue requirements. 

The attached report presents the results of the study, as well as supporting 
schedules which set forth the detailed cost allocation calculations. Schedule A on page 
6 presents a comparison of the cost of service by customer classification with the pro 
forma revenues produced by each classification under present and proposed rates. 
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Exhibit No. 36 

KENTUCKY-AMERICAN WATER COMPANY 

COST OF SERVICE ALLOCATION STUDY 
AS OF NOVEMBER 30,2001 

AND PROPOSED CUSTOMER RATES 

PART I. INTRODUCTION 

PLAN OF REPORT 

The report sets forth the results of the cost of service allocation study as of 

November 30, 2001, prepared for Kentucky-American Water Company. Part I, 

Introduction, contains statements with respect to the basis of the study, the procedures 

employed, and a summary of the results of the study. Part II, Cost of Service by 

Customer Classification and cost function, presents detailed schedules of the allocation 

of costs to cost functions and customer classifications, as well as the bases for the 

allocations. Part Ill, Proposed Customer Rates, sets forth a comparison of the present 

and proposed rate structures, and the development of the proposed service charges. 

BASIS OF THE STUDY 

The purpose of the study was to allocate costs to several customer classifica- 

tions based on considerations of quantity of water consumed, variability of rate of flow, 

and costs associated with metering, billing and accounting. The allocation study was 

based on recognized prolcedures for allocating the several categories of costs to 

customer classifications in proportion to each classification's use of the facilities, 

commodities and services which entail the total cost of providing water service. 
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Exhibit No. 36 

ALLOCATION PROCEDURES 

The allocation study was based on the Base-Extra Capacity Method for 

allocating costs to customer classifications. Thle method is described in the 1991 and 

prior editions of the Water Rates Manual, publlished by the American Water Works 

Association. The four basic categories of cost responsibility are base, extra capacity, 

customer and fire protection costs. The following discussions present a brief 

description of these costs and the manner in which they were allocated. 

Base Costs are costs that tend to vary with the quantity of water used, plus costs 

associated with supplying, treaiting, pumping and distributing water to customers under 

average load conditions, witholut the elements necessary to meet peak demands. Base 

costs were allocated to customer classifications on the basis of average daily usage. 

Extra Capacity Costs are costs associated with meeting usage requirements in 

excess of the average. They include operating and capital costs for additional plant 

and system capacity beyond tlhat required for average use. The extra capacity costs 

in this study are subdivided into costs necessary to meet maximum day extra demand 

and costs to meet maximum hour extra demand. The extra capacity costs were 

allocated to customer classific~~tions on the bases of each classification's maximum day 

and hour usage in excess of average usage. (Extra capacity costs related to fire 

protection are allocated directly to the fire protection classifications.) 

Customer Costs are costs associated with serving customers regardless of their 

usage or demand characteristics. Customer C~DS~S  include the operating and capital 

costs related to meters and services, meter re,ading costs, and billing and collecting 
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Exhibit No. 36 

costs. The customer costs were allocated on the bases of the relative cost of meters 

and services and the number of customers. 

Fire Protection Cox& are costs associated with providing the facilities to meet 

the potential peak demand of fire protection service. Fire protection costs are 

subdivided into costs to meet Public Fire Plrotection and Private Fire Protection 

demands. Operating and capi~tal costs for hydrants were allocated directly to the Public 

Fire Protection classification. The extra capacity costs assigned to fire protection 

service were allocated to Public and Private Fire Protection on the basis of the total 

relative demands of the hydrants and fire service lines. 

The data summarized in Schedule A, "Comparison of Cost of Service with 

Revenues Under Present and Proposed Rates for the Twelve Months Ending 

November 30, 2001 ,I1 constitute the principal results of the allocation study. 

The cost of service by customer cla~sific~ation, shown in column 2 of Schedule 

A, is developed in Schedule B, "Allocation of Cost of Service by Cost Function to 

Customer Classifications". The allocation of the cost of service by function to the 

several customer classifications was performed by applying the allocation factors 

referenced in column 2 of Schedule B to the cost of service by function in column 3. 

The bases of the allocation factors are presented in Schedule C. 

The cost of service by cost function is set forth in Schedule Dl "Cost of Service 

for the Twelve Months Ending November 30,2001, Allocated to Cost Functions." The 

allocation of the cost of slewice to the cost functions was performed by applying the 
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Exhibit No. 36 

allocation factors referenced in column 2 to the cost of service by account in column 3. 

The bases of the factors are /presented in Schedule E. 

DESIGN OF PROPOSED WITES 

A comparison of the present and proposed rate structures is presented in 

Schedule G of Part Ill of the report. The proposed rates maintains the existing 

structure consisting of service charges by meter size applicable to all classes and 

single-block consumption charges for each classification. The service charges were 

developed on Schedule HI based on the cost of service related to meters, services, 

billing and collecting and meter reading. The overall increase to the service charges 

is approximately 9.8%. 

The consumption charges were increased so that the revenues under proposed 

0 rates would move toward the indicated cost of service as shown in Schedule A. No 

increase to private and public fire service rates is proposed at this time in accordance 

with the cost of service. 
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KENTUCKY-AMERICAN WATER COMPANY 

COMPARISON OF COST OF SERVICE WITH REVENUES UNDER PRESENT AND PROPOSED RATES 
FOR THE TWELVE MONTHS ENDING NOVEMBER 30,2001 

Customer 
Classification 

(1 

Residential 

Commercial 

Industrial 

Public Authority 

Sales for Resale 

P:iu&e Fire 

Public Fire 

Total Sales 

Other Revenues 

Total 

Cost of Service Proposed Increase 
Amount Revenues, Present Rates Revenues, Proposed Rates Percent 

(Schedule B) Percent Amount Percent Amount Percent Amount Increase 
(2) (3) (4) (5) (6) (7) (8) (9) 
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KENTUCKY-AMERICAN WATER COMPANY 

ALLOCATION OF COST OF SERVICE BY COST FUNCTION TO CUSTOMER CLASSIFICATIONS 

Factor 
Cost Function Ref .' - 

(1) (2) 

Base 

Extra Capacity - Maximum Day 

Extra Capacity - Maximum Hour 

Customer Facilities - Meters 

Customer Facilities - Services 

Billing and Collecting 

Meter Reading 

Private Fire 

Public Fire 

Total 

' Schedule C. 

Cost of 
Service 

(Schedule D) 
(3) 

Residential 
(4 

$8,912,016 

3,846,239 

2,429,945 

1,621,376 

1,688,243 

3,456,222 

1,356,534 

$23,310,575 

Industrial 
(6) 

$1,555,381 

402,567 

212,260 

11,359 

1,993 

1,538 

602 

Public 
Authorities 

(7) 

$2,009,033 

693,949 

383,221 

66,470 

20,326 

25,758 

10,083 

Sales for 
Resale 

(8) 

$622,545 

187,865 

84,520 

5,048 

598 

769 

301 

Fire Service 
Private Public 



Schedule C 

KEINTUCKY-AMERICAN WATER CCIMPANY 

FACTORS FOR ALLOCATING COSTS BY FUNCTICIN TO CXJSTOMER CLASSIFICATIONS 

FACTOR A. ALLOCATION OF BASE COSTS. 

Factors are based on the pro forma test year average daily consumption for each customer 
classification. 

Classification 

Residential 
Commercial 
lndustrial 
Other Public Authority 
Sales for Resale 
Private Fire Protection 
Public Fire Protection 

Average Daily 
Consumption, 
Thousand Gal. 

(2) - 

Total 36,774 - - 

Allocation 
Factor 

(3) 

FACTOR B. ALLOCATION OF MAXIMUM DAY EXTRA CAPACI'TY COSTS. 

Factors are based on the maximum day extra capacity demand for each customer classification. 

Average Daily Rate of Flow, 
Customer Consumlption, Thousand Gal. Allocation 

Classification Thousand Gal. Factor' Per Day Factor - 
(1) (2) (3) (4)=(2)x(3) (5) 

Residential 16,690 1 .O 16,690 0.501 6 
Commercial 121,234 0.9 11,011 0.3309 
Industrial 2,914 0.6 1,748 0.0525 
Other Public Authority 3',763 0.8 3,010 0.0905 
Sales for Resale 1,164 0.7 81 5 0.0245 --- 

Total 

* Ratio of Maximum Day To Average Diay Minus 1 .O. 
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Schedule C . 

KENTUCKY-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COSTS BY FUNCTION TO CUSTOMER CLASSIFICATIONS 

FACTOR C. ALLOCATION OF MAXIMUM HOUR EXTRA CAPACITY COSTS. 

Factors are based on the maximurn how extra capacity demand for each customer classification. 

Average Hourly 
Customer Consumption, 

Rate of Flow, 
Thousand Gal. Allocation 

Classification Thousand Gal. Per Hour Factor --- Factor* - - 
(1 ) (2) (3) (4)=(2)43) (5) 

Residential 695.4 2.0 1,390.8 0.5060 
Commercial 50!3.8 '1.9 968.6 0.3524 
Industrial 121.4 'I .O 121.4 0.0442 
Other Public Authority 156.8 11.4 21 9.5 0.0798 
Sales for Resale 413.5 II .O 48.5 0.0176 --- 

Total 

Ratio of Maximum Hour To Average Hour Minus 1 .O. 

FACTOR D. ALLOCATION OF COSTS ASSOCIATED WITH METERS. 

Factors are based on the relative cost of meters by size and custorner classification, as developed on 
the following page and summarized below. 

Customer 518" Dollar 
Classification Equivalents - 

(1 ) (2 1 

Residential 
Commercial 
Industrial 
Other Public Authority 
Sales for Resale 
Private Fire Protection 

Allocation 
Factor 

(3) 

Total 
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Meter 
Size 

(1) 

2 
-2 0 

S 
-P 8 
0 

Total 

KENTUCKY-AMERICAN WATER COMPANY 

BASIS FOR ALLOCATING METER COSTS TO CUSTOMER CLASSIFICATIONS 

518' Resldentlai Cornmerdal lndustrlal Other Public Authority Sales for Resale Private Fire Protection Total 
Ddlar Number of Number d Number of Number of Number of Number of Number of 



Schedule C 

KENTUCIW-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COSTS BY FUNCTION TO CIJSTOMER CLASSIFICATIONS 

Factors are based on the relative cost of services by size and customer classification, as developed on 
the following page and summarized below. 

Customer 
Classification 

(1 

Residential 
Commercial 
Industrial 
Other Public Authority 
Sales for Resale 
Private Fire Protection 

Total 

Equivalents - 
(2) 

FACTOR F. ALLOCATION OF BILLING AND COLLECTING COSTS. 

Factors are based on the total number of customers. 

Customer 
Classification 

(1) 

Residential 
Commercial 
Industrial 
Other Public Authority 
Sales for Resale 
Private Fire Protection 
Public Fire Protection 

Total 
Customers - 

(2 

Total 100,:256 - - 

Allocation 
Factor 

(3) 

Allocation 
Factor 

(3) 
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Service 
size 

(1) 

Total 

KENTUCKY-AMERICAN WATER COMPANY 

BASIS FOR ALLOCATING SERVICE COSTS TO CUSTOMER CLASSIFICATIONS 

34. Residential Commercial lndusMai Other Pubk Authority Sales for Resets Prlvate Fire Protection Total 
Dollar Number of Number of Number of Number of Number of Number of Number of 

Equlvelent Services Weighting Servlces W e i g M q  Services Wslghtlng Servicsa Welghtlng Services Weighting Servlces Weighting Services Welghting 

(2) (3) (4)le(2~((3) (5) (amw(5)  (7) ~ ~ ( 2 ) x m  (9) WP(~Y( (~ )  , ( w  ( 1 2 w ) w 1 )  (13) (w=(z)x(II) (15) (16) 



Schedule C 

KENTUCKY-AMERICAN WATEIR COMPANY 

FACTORS FOR ALLOCATING COSTS BY FUNCTION TO CUSTOMER CLASSIFICATIONS 

FACTOR G. ALLOCATION OF METER READING COSTS. 

Factors are based on the number of metered customers. 

Customer 

Classification 

(1) 

Residential 

Commercial 

Industrial 

Other Public Authority 

Sales for Resale 

Private Fire Protection 

Total 

Total Meterled 

Customers - 
(2) 

FACTOR H. ALLOCATION OF PRIVATE FIRE PROTECTION COSTS. 

These costs are assigned directly to Private Fire Protection. 

Cost 
Function 

(1 

Priiate Fire Protection 

FACTOR I. ALLOCATION OF PUBLIC FIRE PROTECTlONl COSTS. 

These costs are assigned directly to.Public Fire Protection. 

Cost 
Function 

(1 

Allocation 

Factor 

(3) 

Allocation 
Factor 

(2) 

Allocation 
Factor 

(2) 

Public Fire Protection 
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KENTUCKY-AMERICAN WATER COMPANY 
COST OF SERVICE FOR THE TWELVE MONTHS ENDING NOVEMBER 30,2001, ALLOCATED TO COST FUNCTIONS 

Factor 
Account Ref. - 

(1) (2) 

Customer Accountino Fire Servicn 
~ -..- . - - - . . - - 

Cost of Extra Capacity Customer Facilities Biilina B Mntnr Privata P ~ ~ h l i c  - u -  . ...-.- . -.,..- 
Servlce Base Max Day Max Hour Meters Services Collecting Reading Fire Fire 
(3) (4) (5) (6) (7) (8) (9) (10) (11) (1 2) 

OPERATION AND MAINTENANCE EXPENSES 

SOURCE OF SUPPLY EXPENSES 
-0PERATION- 

600 Supervision 8 Engineering 
601 Operation Expense and Labor 

Expenses 
Labor 

602 Purchased Water 
803 Miscellaneous Expenses 
604 Rents 

TI 
[U Total Operation 
Q 
(D -MAINTENANCE- 
2 

610 Supervision & Engineering 
612 Maint Coll 8 impound Res 
613.1 Malnl Lakes. River & lntakes 

-b 613.2 Amort Lakes, River & Intakes 
6!4 we!!, and Springs h ! ~ !  
616 Maint Supply Mains Mat 
617 Maint Misc Water Source 

Expenses 
Laber 

Total Maintenance 

Total Source of Supply 

POWER AND PUMPING EXPENSES 
-OPEWITION- 

620 Pumping Supervision 6 Eng Electric 6 0 0 0 
622 Pump Power Pmd Labor 8 Exp 

Expenses 6 0 0 0 
Labor 6 0 0 0 

623 Pump Fuel and Power Purchase I 1,946,339 1,946,339 0 
624 Pump Labor and Expenses 

Expenses 6 0 0 0 
Labor 6 0 0 0 

828 Mlsc Pumping Expenses Electlc 6 13,466 7,915 4,368 

Total Operation 1,959.825 1,954,254 4,368 889 0 0 0 0 129 185 



KENTUCKY-AMERICAN WATER COMPANY 
COST OF SERVICE FOR THE TWELVE MONTHS ENDING NOVEMBER 30,2001, ALLOCATED TO COST FUNCTIONS 

Fire Service 
Private Public Factor 

Account Ref. - 
(1) (2) 

Cost of 

-MAINTENANCE- 
830 Supervision 8 Engineering 
631 Pump S t ~ c  8 imp Malnt 

Expenses 
Labor 

832 Pump Malnt Power Pmd Equipment 
Expenses 
Labor 

633 Pump Maint Pumping Equipment 
Expenses 
Labor 

lJ 
a, Total Maintenance 
V) - 
(D Total Power and Pumping 

a, WATER TREATMENT 
3 -0PERATION- 
P 
O 840 Supervision and Englneerlng 

641 Chemicals 

642.1 Labor and Expenses 
Exoenses 
Labor 

&13 Misc Water Treatment ExpCurrent 
Expenses - Other 
Expenses -Waste Disposal 
Labor 

844 Rents 

Total Operation 

-MAINTENANCE- 
850 Supervlslon and Engineering 2 
651 Structures and lrnpmvements 

Expenses 2 
Labor 2 

652 General Water Equip 
Expenses 2 
Labor 2 

Total Maintenance 

Total Water Treatment Expenses 3,421,560 2,571,375 850,185 0 0 0 0 0 0 0 



KENTUGKY-AMERICAN WATER COMPANY 
COST OF SERVICE FOR THE TWELVE MONTHS ENDING NOVEMBER 30,2001, ALLOCATED TO COST FUNCTIONS 

Customer Accounting Fire Service 
Factor Cost of Extra Capacity Customer Facilities Billing & Meter Private Public 

Acwunt Ref. Service Base Max Day Max Hour Meters - Services Collecting Reading Fire Flre 
(1) (2) (3) (4) ( 5 )  (6) (7) (8) (9) (10) (11) (12) 

TRANSMISSION AND DISTRIBUTION EXPENSES 
-0PERATION- 

Supervision and Englneering 
Storage Facilities Expense 
Lines Expense 
Expenses 
Labor 
Meter Expense 
Expenses 

Labor 
Customer Installation Expenses 
Expenses 
Labor 
Maps and Records 
Expenses 
Labor 
Miscellaneous Expenses 
Expanses - Cnhar 

Expenses - Distribution Reservoirs 
Labor 
Rents 

Total Operation 

670 Supervision and Engineering 
671 T 8 D St~dIJre.9 6 lmpmve Malnl 

Expenses 
Labor 

872 Reservoirs and Standpipes 
Expenses 
Labor 

673 T &  D Mains 
Expenses 
Labor 

875 Servlcas 
Expenses 
Labor 

678 Meters 
Expenses 
Labor 



KENTUCKY-AMERICAN WATER COMPANY 
COST OF SERVICE FOR THE TWELVE MONTHS ENDING NOVEMBER 30,2001, ALLOCATED TO COST FUNCTIONS 

Customer Accountina Fire Service 
-4 

. - -  ~ 

Factor Cost of Extra Capacity Customer Facilities Billing 8 Meter Private Public 
Ref. Service Base Max Day Max Hour Meters Services Collecting Reading Fire Fire 
(2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

677 Hydrants 
Expenses 13 0 0 0 0 0 0 
Labor 

0 0 
13 

0 
80,999 0 0 0 0 0 0 0 

0 
0 80,999 

678 Mlscellaneous Plant 
Expenses 
Labor 

Total Maintenance 1,381,520 314,829 41,193 344,554 145,315 323,412 0 0 30,933 181,284 

Total Transmfsston and Dlsttibution 
Expenses 

;Z] CUSTOMER ACCOUNTS 
(D 901 Supervision 
(D 902 Meter Readlng Expenses 
2 

03 
Expenses 
Labor 

% 903 Recording and Collecting Expenses 
-b Exoenses 
0 Labor 

904 Uncollectible Accounts 
905 Mlsc Customer Accountlng Expenses 
907 Customer Service Expenses 

Labor 

Total Customers' Accounting and 
Collectlng Expenses 

ADMINISTRATIVE AND GENERAL EXPENSES 
-0PERATION- 

ezo Adrnlnlstrallve & General Salarles 
Expenses 15 
Labor 15 

921 Miscellaneous OfRce Expenses 15 
923 Outslde Services 15 
924 Property Insurance 15 
925 Workers Compensation 16 
928 Employee Penslons and Beneflts 16 
928 Regulatory Expenses 15 
930 Miscellaneous General Expanse 15 
931 Adrnlnlstratlve end General Rents 15 

Total Operatlon 



WATER CC IMPANY 
COST OF SERVICE FOR THE TWELVE MONTHS ENDING NOVEMBER 30,2001, ALLOCATED TO COST FUNCTIONS 

Factor 
Account Ref. - 
(1) (2) 

-MAINTENANCE- 
932 Maintenance of General Plant 15 

Total Maintenance 

Total Admlnistratlve and General 
Expenses 

Total Operation and Malntenance 
Expenses 

DEPRECIATION EXPENSE 

Organitailon 
Franchise and Consents 
Other PIE lntanglbles 
Land and Lard Rights 
Source of Supply Struct & lmprov 
Collecting &Impounding Resewoln 
Lake, River and Other Intakes 
We!!-, e-.l Sprkqs 
Supply Mains 
Pumplng Structures 8 Improvements 
Boiler Plant Equlpment 
Other Power Production Equlpment 
Electric Pumplng Equipment 
Dlesel Pumping Equipment 
Other Pumping Equlpment 
Water Treat Structures 8 lmprov 
Water Treat end Equlpment 

GAC 
T (L D Structures 8 Impmvements 
Distrib. Resewoh B Standpipes 
Transmlsslon & DistribuUon Malns 

Under 10 lnch 
Over 12 lnch 

S ~ N I C ~ S  
Meters 
Meter lnstallatlons 
Flre Hydrants 
Other T & D 
Collective System Sbucture SWR 
Electric Pumping Equlpment SWR 
Land and Land Rights 
General Slrudures 8 Improvements 

Cost of 
Customer Accounting 

Extra Capacity Customer Facilities Billing 8 Meter 
Max Day Max Hour Meters SefViwS Collecting Reading 

(5) (8) (7) (8) (9) (10) 

Fire Service 

Private Public 
Fire 

(11) 

1.294 

69,920 

148,842 

39 
0 

879 
0 
0 
0 
0 
0 
0 

997 
0 

1 A0 
3,246 
176 
0 
0 
0 

0 
968 

5,165 

19,944 
7,451 

0 
0 
0 
0 
0 
0 
5 
0 
0 

Fire 

(12) 

4,104 

228,370 

478,819 

138 
0 

3.144 
0 
0 
0 
0 
0 
0 

1,423 
0 

257 
4,633 
25 1 
0 
0 
0 

0 
5.669 
7,439 

28,793 



KENTUCKY-A VATER COMPANY 
COST OF SERVICE FOR THE TWELVE MONTHS ENDING NOVEMBER 30,2001, ALLOCATED TO COST FUNCTIONS 

Factor 
Account Ref. - 

(1) (2) 

390.1 Ofice Structures 
390.2 General Structures - HVAC 
390.3 Miscellaneous Stmctures & lmprov 
391 Offlce Furniture and Equlpment 
391.20 Computers & Peripheral Equipment 
391.25 Computer Software 
391.28 Personal Computer Sofhvare 
391.30 Other Office Equipment 
392.1 1 Transportatlon Equlp-Llght Tmcks 
392.i2 Transporiarion Equip-Heavy Trucks 
392.2 Transportation Equip-Cars 
392.3 Transportatlon Equip-Other 
393 Stores Equipment 
394 Tools. Shop B Garage Equipment 
395 Laboratory Equlpment 
396 Power Operated Equipment 
397 Communication Equipment 
397.2 Communlcatlon Equlp -Telephone 
388 Miscellaneous Equipment 
398 Other Tangible Property 

Total Depreciation Expense 

404 AMORTIZATION EXPENSE 
AFUDC 
Acqulsitlon Adjustment 
Property Losses 

Total Amortizations 

507.1 TAXES. OTHER THAN INCOME 
Federal and State Payroll Taxes 
Property Taxes 
Gross Receipts and surtax 
Other General Taxes 

Total Taxes. Other Than Income 

Cost of 
Sewice 

(3) 

65.254 
14.892 
10.044 
26,590 

278,481 
182,379 
189.602 

9,708 
179,076 
69,406 
32,760 

408 
1,380 

50,461 
67,448 
45,162 
76.634 

0 
17,735 
24,636 

5,409,393 

63,708 
18,456 

579,792 

661,956 

472.388 
1,325,133 

78.280 
0 

1,875,801 



KENTUCKY-AMERICAN WATER COMPANY 
COST OF SERVICE FOR THE TWELVE MONTHS ENDING NOVEMBER 30,2001, ALLOCATED TO COST FUNCTIONS 

Account 

(1) 

507.2 INCOME TAXES 
Utility Operating Income Available 
for Return 

Total Cost of Service 

Less: Other Water Revenues 
Billing and Collecting S e ~ l c e s  

Total Other Water Revenues 

Total Cost of Service Related to 
Sales of Water 

Factor Cost of 
Customer Accounting 

Extra Capacity Customer Facilities Billing B Meter 
Base Max Day Max Hour Meters Services Collecting Reading 

(4) (5) (6) (7) (8) (9) (10) 

Fire Service 
Private Public 



Schedule E 

KENTUCKY-AMERICAN WATEiR COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO COST FUNCTIONS 

FACTOR 1. ALLOCATION OF COSTS WHICH VARY WITH THE AMOUNT OF WATER CONSUMED. 

Costs are allocated directly to the Base Cost Function. 

Cost 
Function 

(1 1 

Base 

Allocation 
Factor 
(2) 

FACTOR 2. ALLOCATION OF COSTS ASSOCIATED WITH FACILITIES SERVING BASE AND MAXIMUM DAY 
EXTRA CAPACITY FUNCTIONS. 

Factors are based on the maximum day ratilo of 1.60, based on a review of maximum day ratios experienced by the 
Company. (see Schedule F). 

Cost Maximum 
Function - Day Ratio 

(1 1 (2) 

Average Day 1 .OO 

Maximum Day Extra Capacity 0.60 

Total 1.60 

Allocation 
Factor 
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Schedule E 

KENTUCKY'-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TC) COST FUNCTIONS 

FACTOR 3. ALLOCATION OF COSTS ASSOCIATED WlTH FACIL1TIIE:S SERVING BASE, MAXIMUM DAY 
EXTRA CAPACITY AND FIRE PROTECTION FUNCTIONS. 

Factors are based on the potential demand of general and fire protection service. The bases for the potential 
demand of general service are the maxinnum day ratio of 1.6 and the average pumpage for the year ended 
December 31, 1999. The system demand lor fire protection is 8,0100 gallons per minute for 4 hours. or 1.92 MGD. 
The allocation of Fire Protection is based on the relative potential demand, as shown on the following page and 
summarized below. 

Cost 
Allocation 

Rate of Flow, Allocation of Fire Weighted 

Function Ratio - (GPD) . Protection Factor Fador - 
(1 (2) (3) (4:) (5) (6) 

Average Day 1 A30 41,306,849 01.6074 

Maximum Day Extra Capacity 0.60 - 24,784,110 01.3644 .--- 

Subtotal I . 60 66,090,959 01.9718 

Fire Protection 
Private Fire 

FACTOR 4. ALLOCATION OF COSTS PrSSOClATED WITH I'ACILITIIES SERVING BASE AND MAXIMUM 
HOUR EXTRA CAPACITY. 

The bases for the potential demand of gleneral service are the maxirr~um hour ratio of 2.4 and the average 
pumpage for the year ended December 3'1, 1999. The system demand for fire protection is 8,000 gallons per 
minute for 4 hours. The allocation of Fire Protection is based on the relative potential demand, as shown on the 
following page and summarized below. 

Allocation 
Cost Rate of Flow, Allocation of Fire Weighted 

Average Hour 1.00 28,685 0.:3733 

Maximum Hour Extra Capacity 1.40 - 40,159 0.5226 --- 

Subtotal 2.40 68,844 0.8959 

Fire Protection 
Private Fire 

Public Fire 

Total 
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Schedule E 

KENTUCKY-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SEIWICE TO COST FUNCTIONS 

BASIS FOR ALLOCATING DEMAND RELATED COSTS OF FlRE SERVICE 
TO PRIVATE AND PUBLIC FlRE PROTECTION CUSTOMER CLASSIFICATIONS 

The demand for fire protection is assigned to private and public fire service based on the relative potential 
demands, as follows: 

Restrictive 
Diameter Relative Allocation 
Squared - Quantity Demandf Factor 

(1) (2) (3) (4) 
Private Fire Protection: 

2 -inch Fire Line 
3 -inch Fire Line 
4 -inch Fire Line 
6 -inch Fire Line 
8 -inch Fire Line 

10 -inch Fire Line 
12 -inch Fire Line 
16 -inch Fire Line 

Private Hydrants 

Total Private Fire 1,781 90,169 -- 0.4097 

Public Fire Protection: 
4 -114 inch w/ 2-2 ID, 1-4 112 20.3 5,041 102,332 
5 -114 inch wl2-2 112, 1-4 112 27.6 1,000 27,600 --- 

Total Public Fire 

Total Fire Protection 7,822 220,101 1 .OOOO 

Relative Demand for Private Fire lines and hydrants are calculated at 1.5 times the Public Fire Relative 
Demand. 
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Schedule E - 

KENTUCKY-AMERICAN WATER COMF'ANY 

FACTORS FOR ALLOCATING COST OF SEFi!VICE TO COST FUNCTIONS 

FACTOR 5. ALLOCATION OF COSTS ASSOCIATED WITH STORAGE FACILITIES. 

Factors are based on the potential demand of general and fire protection service using the ratio of the capacity 
required for a 4-hour demand of fire flow as related to total storage capacity. 

Fire Protection Weight = 8,000 gpm for 4 hours = --- 0.1142 
16,814,740 Giallons Slorage 

General Service = 1.0000 - C).'1142 = 0.8858 

The General Service weight is assigned to base and maximum hour extri3 capacity, based on the maximum hour 
ratio, as  follow^: 

Ratio - Percent Weight .--- 

Base 1 .OO 0.41 67 0.:3691 
Maximum Hour 

Extra Capacity 1.40 0.5833 0.5167 - .--- 

Total 2.40 1 .OOQO 01.8858 

Private Fire 
Public Fire 

Total Fire 

Total 
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KENTUCKY-AMERICAN WATER COMPANY 

ATlC FACTOR 6. ALLOC 

Cost 

FACTORS FOR ALLOCATING COST OF SERVICE TO COST FUNCTIONS 

IN OF PUMPS AND PUMPING EXPENSES. 

Maximum Day Maximum Day and Fire Maximum Hour 
Weighted Weighted Weighted Allocation 

Function Factor 2 Factor Factor 3 Factor Factor 4  actor Factor 
(1 (2) (3)=(2)x (4) (5)=(4)x (6) (7)=(6)x (8)=(3)+(5)+(7) 

Base 0.6250 0.3213 0.6074 0.2185 0.3733 0.0471 0.5869 
Maximum Day Extra Capacity 0.3750 0: 1928 0.3644 0,131 1 0.3239 
I#-..:-. I- U-. .r CuLr p--rr:4., 
lvlanu I IUI I I I IUUI r n u  a uapawry 

n cqqr 
V. J L L U  

n nccn 
U.UV3Y 

n n r r n  
U.UUJJ 

Private Fire Service 0.01 16 0.0042 0.0426 0.0054 0.0096 
-u 
m Public Fire Service 0.0166 0.0059 0.0615 0.0078 0.0137 
M 

Total 

P 
c2 The wei-;h!hg ~f !he fac!=rs is based on !he horsepnwer nf pcrllps assncia!ed with maximum day facilities, maximum day and fire facilities, and 

maximum hour facilities, as follows: 

Horsepower 
of Pumps Weight 

Associated with Maximum Day 

Associated with Maximum Day and Fire 

Associated with Maximum Hour 

Total 



Schedule E 

KENTUCKY-AMERICAN WATE:R COMPANY 

@ FACTORS FOR ALLOCATING COST OF SERVICE TO COST FUNCTIONS 

FACTOR 7. ALLOCATION OF LINES EXPENSES. 

Transrmission Mains Distribution Mains --- 
Cost Weighted Weighted Allocation 

Base 0.6074 0.1 525 0.3733 0.2796 0.4321 
Maximum Day Extra Capacity 0.3644 0.0915 0.0000 0.0000 0.0915 
Maximum Hour Extra Capacity 0.0000 0.0000 0.5226 0.3914 0.3914 
Private Fire Service 0.01 '16 0.0029 0.0426 0.0319 0.0348 
Public Fire Service 0.01 86 - 0.0042 0.061 5 --- 0.0461 0.0502 

Total 

The weighting of the factors is based on the total footage of mains, designated as either transmission mains or 
distribution mains, as ~ O ~ ~ O W S :  

a Transmission Mains 

Distribution Mains 

Total 

Total Footage 
of Mains Weight 

Page 27 of 40 



Schedule E 

KENTUCKY-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO COST FUNCTIONS 

FACTOR 8. ALLOCATION OF TRANSM:lSSlON AND DISTRIBUTION lOPERATlON SUPERVISION SALARIES 
AND WAGES. 

The factors are based on the allocation of other transmission and distribution operating expenses, as follows: 

Transmission 
8 Distribution 

Cost Operating 
Function -- Expenses 

(1 (2) 

Base $332.537 
Maximum Day Extra Capaci'ty 65,627 
Maximum Hour Extra Capac:ity 312,393 
Private Fire Service 27,841 
Public Fire Service 40.1 57 

Total $778.554 

FACTOR 9. ALLOCATION OF COSTS ASSOCIATED WlTH METERS. 

These costs are assigned directly to the Culstomer Facilities - Meters Cost Function. 

Cost 
Function 

(1 1 

Allocation 
Factor 

(3) 

Allocation 
Factor 

(2) 

Meters 1 .OOOO 

FACTOR 10. ALLOCATION OF COSTS ASSOCIATED WlTH SEERVICES 

These costs are assigned directly to the Customer Facilities - Sewices Co~st Function. 

Cost 
Function 

Allocation 
Factor 

(2) 

Services 1 .OOOO 
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Schedule E 

KENTUCKY-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SEFtVICE TO COST FUNCTIONS 

FACTOR 11. ALLOCATION OF COSTS A.SSOCIATED WlTH BILLING AND COLLECTING. 

These costs are assigned directly to the C~lstomer Accounting - Billing ant1 Collecting Cost Function. 

Cost 

Billing and Collecting 

FACTOR 12. ALLOCATION OF COSTS ASSOCIATED WITH METER READING. 

Allocation 

These costs are assigned directly to the Customer Accounting - Meter Reading Cost Function. 

Cost 
Function -- 

(1) 

Allocation 
Factor 

(2) 

Meter Reading 1.0000 

FACTOR 13. ALLOCATION OF COSTS ASSOCIATED WlTH FIlRE HYCIKANTS. 

These costs are assigned directly to Public Fire Service. 

Cost 
Function -- 

( I )  

Allocation 
Factor 

(2) 

Public Fire Service 
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Schedule E 

KENTUCIIY-AMERICAN WATER COMF'ANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO COST FUNCTIONS 

FACTOR 14. ALLOCATION OF TRANShAlSSlON AND DISTRIBUTION MISCELLANEOUS MAINTENANCE 
EXPENSES. 

The factors are based on the allocation of other transmission and distribution maintenance expenses. 

Transmission 
8 Distribution 

Cost Maintenance 
Function - Expenses 

(1 (2) 

Base $186,496 
Maximum Day Extra Capacity 24,413 
Maximum Hour Extra Capacity 204,113 
Meters 86,075 
Services 191,587 
Private Fire Service 18,319 
Public Fire Service 107,404 

Total 

Allocation 
Factor 

(3) 

- 

FACTOR 15. ALLOCATION OF ADMINISTFWTIVE AND GENERAL EXPENSES. 

The factors are based on the allocation of all other operation and maintenance expenses excluding power, 
chemicals, waste disposal, and purchased water, as follows: 

Other 
Cost Operating 

Function - Expenses 
(1) (2) 

Base 
Maximum Day Extra Capacity 
Maximum Hour Extra Capacity 
Meters 
Services 
Billing and Collecting 
Meter Reading 
Private Fire Service 
Public Fire Service 

Allocation 
Factor 

(3) 

Total $7,891,490 1 .OOOO 
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Schedule E 

KENTUCKY-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO COST FUNCTIONS 

FACTOR 16. ALLOCATION OF LABOR RELATED TAXES AND BENEFITS,. 

The factors are based on the allocation of opration and maintenance direct labor expense, as summarized below. 

Direct 
Cost Labor 

Function . - Expense 
(1 (2) 

Base 
Maximum Day Extra Capacity 
Maximum Hour Extra Capacity 
Meters 
Services 
Billing and Collecting 
Meter Reading 
Private Fire Service 
Public Fire Service 

Total 

Allocation 
Factor 
(3) 

FACTOR 17. ALLOCATION OF ORGANIZATION AND OTHER RATE BASE ELEMENTS. 

The factors are based on the allocation of utility plant in service, as follows: 

Cost 
Function 

Base 
Maximum Day Extra Capacity 
Maximum Hour Extra Capacity 
Meters 
Services 
Billing and Collecting 
Meter Reading 
Private Fire Service 
Public Fire Service 

Total 

Utility Plant 
in Service 

(2) 

Allocation 
Factor 
(3) 
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Schedule E 

KENTUCKY-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE 10 COST FUNCTIONS 

FACTOR 18. ALLOCATION OF TAXES AND UTILITY OPERATING INCXIME. 

The factors are based on the allocation of original cost rate base, as shown on the following pages and 
summarized below. 

Cost Original Cost 
Function -- Rate Base 

(1) (2) 

Base 
Maximum Day Extra Capacity 
Maximum Hour Extra Capacity 
Meters 
Services 
Billing and Collecting 
Meter Reading 
Private Fire Service 
Public Fire Service 

Total $142,427,511 

FACTOR 19. ALLOCATION OF OTHER REVENUES. 

The factors are based on the allocation of ,total cost of service, as follows: 

Cost 
Function -- 
(I 

Base 
Maximum Day Extra Capacity 
Maximum Hour Extra Capaclty 
Meters 
Services 
Billing and Collecting 
Meter Reading 
Private Fire Service 
Public Fire Service 

Total 

Total Cost 
of Service 

(2) 

Allocation 
Factor 

(3) 

Allocation 
Factor 

(3) 
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KENTUCKY-AMERICAN WATER COMPANY 
FACTOR 18. ORIGINAL COST MEASURE OF VALUE FOR THE TWELVE MONTHS ENDING NOVEMBER 30,2001, ALLOCATED TO CQST FUNCTIONS 

Customer Accounting Fire Service 
Factor Orlginal Cast Extra Capacity Customer Facilities Billing 8 Meter Private Public 

Account Ref. less Depreciation Ease Max Day Max Hour Meters Services Collecting 
(1) 

Reading Fire 
(2) 

Fire 
(3) (4) (5) (6) (7) (8) (9) (10) 

(11) (1 2) 
RATE BASE 
301 Organlzatlon 
302 Franchise and Consents 
303 Other PIE Intangibles 
303.6 Other PIE Comprehensive Studies 
310 Land and Land Rights 
31 1 Source of Supply Struct & lmprov 
312 Collecting &Impounding ReSe~olrS 
313 Lake, River and Other Intakes 
314 Wells and Sprlngs 
316 Suppiy Mains 
320 Pumping Land & Land Rights 
321 ~ u m p ~ n g  Structures B Improvements 

(n 323 Other Power Production Equlpment 
0 325 Electric Pumping Equipment 
W 326 Diesel Pumping Equipment 

330 Land and Land Rights 
331 Water Treat Structures & lrnpmv 

p 332 Water ?mat and Equlpme!!! 
0 334 GAC 

340 Land and Land Rights 
341 T B D Structures B Improvements 
342 Distrlb. ReSe~oirs 8 Standpipes 
343 Transmission & Distribution Mains 

10 inch and under 
12 inch and over 

345 sew1ces 
348 Meters 
347 Meter lnstallatlons 
348 Fire Hydrants 

390.1 Omce Strudures 
390.2 General Structures - HVAC 
390.3 Miscellaneous Structures B lmpmv 
391 Ofice Furniture end Equlpment 
391.20 Computers & Peripheral Equlpment 
391.25 Computer Software 
391.28 Personal Computer S0WafW 
391.30 Other Office Equipment 
392.1 1 Transportation EqulpLigM Trucks 
392.12 Transportation EqulpHeavy Trucks 
392.2 Transportation EqulpCars 
392.3 Transportatlon Equlp-Olher 



KENTUCKY-AMERICAN WATER COMPANY 
FACTOR 18. ORIGINAL COST MEASURE OF VALUE FOR THE TWELVE MONTHS ENDING NOVEMBER 30,2001, ALLOCATED TO COST FUNCTIONS 

Account 

(1) 

393 Stores Equipment 
394 Toois. Shop B Garage Equlpment 
395 Laboratory Equlprnent 
386 Power Operated Equipment 
397 Communication Equipment 
387.2 Communication Equip -Telephone 
398 Mlscellaneous Equlpment 
399 Other Tangible Property 
354 Collective System Stwcture SWR 
371 Electric Pumping Equlpment SWR 

Total Depreciable Plant 

m 
(Q 
(0 

Factor 
Ref. - 
(2) 

15 
15 
2 
15 
15 
15 
15 
15 
2 
6 

Original Cost 
less Depreciatlon 

(3) 

13.632 
415,234 
558,766 
267,846 

1,533,634 
37,808 
377,131 
(1 1,347) 
6.083 
1,620 

150.651 379 

Base 

(4) 

4,286 
130,550 
349.229 
84,211 
482,175 
1 1.887 
118,570 
(3,567) 
3,802 
951 

67?805.607 

Extra Capacity 
Max Day Max Hour 

(5) (6) 

1,925 1,508 
58.631 45,925 
209,537 0 
37,820 29,624 
216,549 169,820 
5.338 4,182 
53,251 41,711 
(1,602) (1,255) 
2.281 0 
525 107 

Customer Facilities 
Meters Servlces 

(7) (8) 

Customer Accounting Fire Service 
Billing & Meter Private Public 

Reading 

(10) 

1,063 
32,388 

0 
20,882 
119,623 
2.949 
29,416 
(885) 

0 
0 

Fire 

(11) 

I36 
4,152 

0 
2.678 
15,336 

378 
3,771 
(113) 

0 
16 

Fire 

(12) 

432 
13,163 

0 
8,491 
48.616 
1,199 

1 1,955 
(360) 

0 
22 



KENTUCKY-AMERICAN WATER COMPANY 
FACTOR 18. ORIGINAL COST MEASURE OF VALUE FOR THE TWELVE MONTHS ENDING NOVEMBER 30,2001. ALLOCATED TO COST FUNCTIONS 

Factor 
Account Ref. - 

(1) (2) 

OTHERRATEBASEELEMENTS 
Utility Plant Acquisition Adjustments 17 
Accumulated Amortization 17 
Const~ctlon Work In Progress 

Mains 7 
Storage Tank 5 
Services 10 
Hydrants 13 
Bluegrass Project 2 
General 15 

Worklng Capital Allowance 15 
7j Other Worklng Capital Allowance 15 
n, Deferred Income Taxes 17 
(P Deferred Investment Tax Credits 17 
(D Deferred Maintenance 

source of supply 2 
Treatment Plant 2 

3 Pumplng Plant 6 
-b Distribution Resewolr 5 
C Hydrants i 3  

Deferred Debits 
Source of Supply 2 
Treatment Plant 2 
Sludge Removal 1 
Meters 9 
General 15 

Other Rate Base Elements 
Employee Related 16 
Other 17 

KRS I1 Costs 2 
KRS Residuals Project Costs 2 
Bluegrass Water Project Plpeline Related G 2 
Cornmunlty Education Costs 11 

Total Other Rate Base Elements 

Total Orlglnal Cost Measurm of Value 

Original Cost 
less Depreciation 

(3) 

175.340 
(7,674) 

1,941,274 
33,077 
35.960 
46.309 

1,999,968 
1,397,548 
1,176,000 

485.820 
(23,598,127) 

(152,717) 

35,706 
2,271,143 

52.716 
1,171,888 

146,166 

1,003 
87.290 
66,769 
21,156 

724,M)9 

(960,884) 
(196,303) 
456.521 
561,834 

3,358,227 
452.1 15 

(8,223,868) 

142,427,511 

Base 

(4) 

78.938 
(3,455) 

838,798 
12,209 

0 
0 

1,249,979 
439:389 
369,734 
152,742 

(10,623,877) 
(68,753) 

22,316 
1,419,464 

30,939 
432,544 

0 

627 
54.556 
66,769 

0 
227,628 

(296,337) 
(88,376) 
285.326 
351,146 

2,098.892 
0 

(2,948,801) 

64,856,806 

Customer Accounting 
Extra Capacity Customer Facilities Billing & Meter 

Max Day Max Hour Meters Services Collecting Reading 

( 5 )  (6) (7) (8) (9) (10) 

Fire Service 

Private Public 
Fire Fire 

(11) (12) 



Schedule F 
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PART Ill. PROPOSED CUSTOMER RATES 



Schedule G 

KENTUCKY-AMERICAN WATER COMPANY 

COMPARISON OF PRESENT AND PROPOSED RATES 

SERVICE CLASSIFICATION NO. 1 

Meter Rates: 
Present Proposed 

Customer Rates Per Rates Per 
Classification 1000 Gals. 1000 Gals. 

Residential $ 2.07293 $ 2.46267 
Commercial 1 .95612 2.1 7733 
Industrial 1.56641 1.86533 
Public Authority 1.87384 2.06800 
Sales for Resale 1.79261 2.06800 

Service Charqes: 

Size of Meter 
518" 
314" 
1" 

1-112" 
2" 
3" 
4" 
6" 
8" 

SERVICE CLASSIFICATION NO. 3 

Rates for Private Fire Connecticm 

2" Diameter 
4" Diameter 
6" Diameter 
8" Diameter 

10" Diameter 
12" Diameter 
14" Diameter 
16" Diameter 

Per Month 
Present Proposed 

$ 6.83 $ 7.50 
10.24 11.25 
17.06 18.75 
34.13 37.50 
54.60 60.00 

102.38 112.50 
170.63 187.50 
341.26 375.00 
546.02 600.00 

Per Month 
Present Proposed 

Present Proposed 
Rates Per Rates Per 
100 Cu. Ft. 100 Cu. Ft. 

Per Quarter (1 ) 
. Present Pro~osed 
$ - $ - 

Per Annum 
Present Pro~osed 
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Schedule G 

KENTUCKY-AMERICAN WATER COMPANY 

COMPARISON OF PRESENT AND PROPOSED RATES 

SERVICE CLASSIFICATION NO. 4: 

Per Month 
Present Pro~osed ,- 

Rates for Public Fire Service 

Fo r  Each Public Fire Hydrant $ 23.96 $ 23.96 

Rates for Private Fire Service 

For  Each Private Fire Hydrant $ 35.96 $ 35.96 

Per Annum 
Present Pro~osed 

SERVICE CLASSIFICATION NO. 6: 

Hidden Leak Adiustment Rate; 
Customer Present Proposed Present Proposed 

Classification Rates Per Rates Per Rates Per Rates Per 
1000 Gals. 1000 Gals. 100 Cu. Ft. 100 Cu. Ft. 

Residential $ 0.51823 $ 0.61567 $ 0.38868 $ 0.46175 
Commercial 0.48903 0.54433 0.36677 0.40825 

(1) The company is proposing to elim~inate quarterly service charges due to initiating monthly meter 
reading and billing for all customers. 
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Schedule H 

KENTUCKY-AMERICAN WATER COMPANY 

CALCULATION OF MONTHLY SERVICE CHARGES 

Cost of 
Service Number Cost Per Unit 

Cost Function (Schedule D) - of Units -- Description Per Month 

(1) (2) (3) (4) (5) 

Meters $2,103,496 1 19,289 518-inch meter equivalents $ 1.47 

Services 1,992,734 106,742 314-inch service equivalents 1.56 

Billing & Collecting 3,844,518 100,255 Number of customers 3.20 

Meter Reading 1,504,920 99,987 No. of metered customers 1.25 

Public Fire Deficiency 24,732 - 99,987 No. of metered customers 0.02 

Total $9,445,668 - - $ 7.50 

Meter Size 

518-inch 

Capacity 
Ratio 

Rate 
Per Month 
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