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The Attorney General submits the following items for substitution into his

responses to various requests for information. (1) A revised OAG response to

PSC 1 - 5 which reflects the correction of a citation error in footnotes 2 and 5; (2)

cleaner images of the information in the exhibit to OAG Response to IISC 1. - L3;

and (3) a cleaner image of the exhibit to OAG Response to KAWC 2 - 6; (3).

Further, the Attorney General submits, as a supplement to his response to PSC 1

- 13 and KAWC 2 * 6, a glossary of terms.

Respectfu lly submitted,
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Submission of Filing in Paper Medium

Per Instructions 3 and 13 of the Commission's 27 May 2004 Order,

Counsel submits for filing, by hand delivery to Beth O'Donnell, Executive

Director, Public Service Commission,2l1. Sower Boulevard, Frankfort, Kentucky

40601, the original and one copy in paper medium of the document. 12 October

2004 is the date for the filing in paper medium.
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Assistant Attornev General

Certificate of Seraice

Per Instructions 4, 8 (d), and 12 of the May 27tn Order, Counsel certifies

service of a true and correct photocopy of the document by mailing the

photocopies, first class postage prepaid, to the other parties of record on 1L

October 2004.

The following are the other parties of record: David jeffrey Barberie,

Leslye M. Bowman, Lexington-Fayette Urban County Government, Department

of Law, 200 East Main Street, Lexington, Kentucky 40507; Coleman D. Bush,

Kentucky-American Water Company, 2300 Richmond Road, Lexington,

Kentucky 40502; Joe F. Childers, 201, West Short Street, Suite 3L0, Lexington,

Kentucky 40507; Roy L. Ferrell, West Virginia American Water Company, 1600

Pennsylvania Avenue, Charleston, West Virginia 25302; Lindsey W. hgram III,



Stoll, Keenon & Park, LLP,300 West Vine Street, Suite 2100, Lexington, Kentucky

40507-1801; Lindsey W. Ingram, ]r., Stoll, Keenon & Park, LLP, 300 West Vine

Street, Suite 2100, Lexington, Kentucky 40507-1801; Michael A. Miller, West

Virginia American Water Company, 1600 Pennsylvania Avenue, Charleston,

West Virginia, 25302; fon Parker, 20\ W. Short Street, Suite 31,0, Lexington,

Kentucky 40507; Bluegrass FLOW, lnc., cf o Foster Ockerman,lr., 200 N. Upper

Street, Lexington, Kentucky 40507; and Roy W. Mundy II, Kentucky-American

Water Company 2300 Richmond Road, Lexington, Kentucky 40502.

3-.) r-r*t -\*.*l
Assistant Attornev General

Certification Regar ding Electronic F iling

Counsel certifies that he has (per Instructions 3 and 8 (b) of the May 27tn

Order) submitted one copy of the document in electronic medium. Pursuant to

Irrstructions 8 (a) and 8 (c) of the May 27h Order, he certifies that the electronic

version of the filing is a true and accurate copy of the document filed in paper

medium and that he has, by electronic mail, notified the Commission and the

other parties that the electronic version of the filing has been transmitted to the

Commission. (See attached) 11 October 2004 is the date of filing in electronic

medium.
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Assistant Attorney General



Kentucky-American Water Company
Case No. 2004-00103

Answers of Office of Attorney General to
Commission StafPs First Set of Information Requests

5. At page 11 of his direct testimony, Scott J. Rubin states that Kentucky-American's
proposed economic development rate is unlawful.

(a) Identify the statute(s), administrative regulation(s), or legal doctrine(s) that
lead the AG to believe the proposed rate is unlawful.

(b) State whether the AG takes the position that all economic development rates
are unlawful.

(c) Explain how the AG's position regarding Kentucky-American's proposed
economic development rate is consistent with the position that the
Commission adopted in Administrative Case No. 327.

Answer:
(a) The Kentucky-American Water Company is not seeking approval of an economic

development rate.l The "tariff is not truly part of the ntttg of the current case.'
Therefore, there is no proposed economic development rate.

Mr. Rubin's testimony at page I I (lines 2 through 9) pertains to Kentucky-American
Water Company's testimony regarding the possibility of proposing an economic
development tariff in the future. He recommends that the Company'ocease
expending its resources on the development of an economic development tariff."
The position of the Office of the Attorney General is in accord with his testimony.

Public Service Commission is a creature of statute, and it has only those powers that
the General Assembly elects to provide. Boone County Water v. Public Service
Commission,Ky.,949 S.W.2d 588, 591 (1997). The fact that the General Assembly
has given the Commission jurisdiction over utility rates does not mean that the
Commission's power to set rates is unfettered. South Central Bell v. Uility
Regulatory C ommis s ion, Ky., 63 7 S.W.2d 649 (1982).

KRS 278.170 contains the express statutory mandate for the Commission with regard
to free or reduced rate service. The statute does not contain an authorization for a
utility to grant free or reduced rate service for economic development. The General
Assernbly has yet to add a statute to or otherwise amend an existing statute in KRS
Chapter 278 to authorize free or reduced rate service for economic development.

(b) While the term 'orate" is defined by I(RS 278.010, the section does not contain a
definition for the term'oeconomic development rate" for use in KRS Chapter 278. In
Administrative Case No. 3273 the Commission did, for the pu{poses of that
investigation, provide a definition of an economic development rate.a The Attorney

1 KAWC Response to AG 1-14.
2 KAWC Response to PSC 3-52.
3 In the Matter of: An lmplementation of Economic Deoelopment Rates by Electric and Gas Utilities.
a Administrative Case No. 327, Order,24 September 1990, page L.

Response by the Office of the Attorney General



(c)

Kentucky-American Water Company
Case No. 2004-00103

Answers of Office of Attorney General to
Commission Staffs First Set of Information Requests

General is not aware of any other economic development rate(s) falling outside of
this definition. Thus, the Attomey General limits his response to the economic
development rate described in Administrative Case No. 327.

It is the position of the Office of the Attorney General that the Commission is a
creature of statute. The General Assembly has yet to add a statutory provision to or
amend an existing provision of Chapter 278 to authorize a utility to grant free or
reduced rate service for economic development. In light of the detail (or
comprehensive nature) of the General Assembly's mandate regarding free or reduced
rate service in KRS 278.170, the Attomey General does not believe that the ability
for the Commission to authorize an economic development rate is within the
Commission's necessarily implied powers. Hence, the Attomey General believes
that these rates are unlawful.

Agaig, Kentucky-American has not proposed an economic development rate in this
case.' For the sake of discussion, the definition of an economic development rate in
Administrative Case No. 327 does not include a water rate discount. Hence, the
possible proposed economic development rate of Kentucky-American does not fall
within the scope of the Commission's definition of an economic development rate as
per Administrative Case No. 327.

The Attomey General' s position regarding Kentucky-American' s "proposed"

economic development rate is neither consistent nor inconsistent with the position
that the Commission adopted in Administrative Case No. 327 concerning gas or
electric rate discounts. Further, there is no requirement that the Attomey General's
position regarding free or reduced rate service for economic development must be
consistent with Administrative Case No. 327.

s KAWC Response to PSC 3 -52.

Response by the Office of the Attomey General
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GLOSSARY OF TERMS
Latest 12 Month Earninss Available -
Eamings per sharc as reported, based upon the latest 12 months
ending as of the last day of the month reported in this column.

Earninss -
Earnings per share as reported bcfore extraordinary items for the latest
12 months ending on the date reported.

Current Annusl Dividend -
Latest quarterly dividend pcr share annualized.

Book Valuc -

Common equity divided by Common Shares Outstanding for the latest
end figures available.

Price -
Closing market price per share of common stock on the date cited at
the head of the column.

Common Shares Outstandinq -
Common shares Outstanding for the latest quarter end figures available.

Dividend Pavout -
Annualized Dividend pet share divided by the reported Eamings per
Share, multiplied by 100.

Dividend Yield -

Annualized Dividend per share divided by the market price per share of
of common stock reported" multiplied by 100.

Market/Book Retio -
Market price pcr share of common stock rcported, divided by the
by the reported Book Value per share multiplied by 100.

Dividend/Book Ratio -
Annualized Dividend per share divided by the reported Book Value per
share, multiplied by 100

Price-Earnines Multiole Ratio -
Market price per share of common stock reported divided by the
rcported eamings per share.

Ooeratins Revenue -
Total operating revenues for the latest 12 months as available.

7o Electric /Gas AVater /Teleohone Revenue -
Percentage of regulated revenues attributable !o Elec./GasAVater/Tele.
operations relative to total Operating Revenue. Company groupings
are based on revenue p€rcentages and SIC classification criteria.

Net Plant -
Total Property, Plant and Equipment less Deprcciation and Contributions
in Aid of Construction fior the latest quarter end figures available.

Net Plant Per Revenue-
Net Plant as reported divided by Operating Revenue as reported.

Stendsrd & Poor's and Moodv's Bond Ratings-
Ratings for each company's most senior long term debt security.
For holding companies, ratings are based on an average of the bond
ratings available for the regulated subsidiaries.

Common Equitv Ratio -
Common Equity capital for the latest quarter divided by total
capital as rcported multiplied by 100. Total capital is equal to the
sum oflong-term debt, current maturitics, short-term debt, preferred
stock and common equity for thc latest quarter end figures available.

;..1;ll:r';.n.-..,: ;,-.r-r r*rr;:ili';;$iJsj:,*

o/o Return on Book Value - Common Eouitv -

income Available for Common Equity divided by Average Common
Equity, multiplicd by 100. Average common equity based upon the
most recent beginning and ending moving l2 month period available.

yo Return on Book Value-Total Caoital-
Income bcforc Interest Charges (inclusive oftaxes) divided by Average
Toral Capitalization, multiplied by 100. Average total capitalization
based upon the most recent beginning and ending four quarter
valucs available.

A l l o w e d  R O E -
Most rccent reported state-level allowed retum rate on common equity
(ROE). ROE for companies operating in multiple jurisdictions are
aveftrges. Various companies have received incentive-base ROE
authorizations that are not reported upon in this report.

Order Date -
The date of the commission order authorizing r€ported ROE. For
companies opcrating in multiple jurisdictions, no date is given because
bccause reported ROE is an average detived from multiple commission
orders issued at different times.

(NYSE) - New York Stock Exchange.

(ASE) - American Stock Exchange.

(NDQ) - Nasdaq.

NNI - Not Meaningful.

NA - Not Available.

Additional Notes -

( l) Balance shcet valucs are the latest quarter end figures as available
Incomc statement figures are for the latest l2 month available

(2) Based on per sharc value.

(3) Bascd on pcrmanent capital. (The sum of long-term debt,
current maturitics, short term dcbt, prcferred stock and
common equity capital.)

(4) In many instances, available information requirc that per
Share and oZ Retum on Book Value of Common Equity /Total
Capital derived from figures that represent financial activity
from different l2 month periods.

(5) The following companies do not pay cash dividends.
Howcvcr, they do pay a guarterly stock dividend that is
non-taxable upon receipt:

Citizens Utilities Company (NYSE-CZN)

38

Effective July 12,20M Citizens reinstated its cash dividends.
Commonwealth Telephone Enterprises CNDQ-CTCO)
Southem Union Company (tIYSE-SUG)

(6) The telephone companies have been divided into two srouDs:
Tclcphone Companies and Small Telephone Companies.
All companies included in the reports are traded in the United

1l:tes 
(Companies trading over-the- counter are not included).

we have divided the telephone groups based upon their annual revenue.
It a company generates less than $200 million, it is included in the small
.^ltplny group, otherwise it is considered a large telephone company.
Arso due to the current changes taking place in the telecommunications
lndustry, we have decided to include some independent telephone
companies which offer local telephone servicc. An4 we have decided to
tnclude the major Competitive Local Exchange Carriers (CLECs), which
nave been operating as CLECs for at least 2 years, and which are publicly
rraded


