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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller/Linda Bridwell

295. Explain how cost of removal relating to replacements is allocated between cost of
removal and new additions. Provide copies of actual source documents showing this
allocation.

Response:
Please see the response to KAW_R_AGDR1#297_042610.pdf.

As further explanation, for contractor jobs, the contractor is asked to provide the cost of
removal in the bid documents or subsequent documentation following receipt of the bids.
The contractor then invoices for that amount. That portion is charged to the retirement
task order. Please refer to the attached examples of a bid, documentation after the bid
was received and a proposal received from a contractor.

For jobs performed by Company personnel, actual time for the retirement and the capital
additions are separately charged on the timesheet. The labor overheads follow the labor
charges. Materials and supplies, paving, etc. are charged directly to either the retirement
or capital addition as applicable.

For the electronic version of this response, refer KAW_R_AGDR1#295 042610.pdf.



KAW_R_AGDR1#295 042610
Page 2 of 16

=
2

= (1]

Engineering Corporation
CONTRACTORS - ENGINEERS

January 30, 2007

MR. MICHAEL GALAVOTTI - SENIOR OPERATIONS ENGINEER
KENTUCKY — AMERICAN WATER COMPANY

2300 Richmond Road

Lexington, KY 40502

RE: Kentucky American Water Company
Installation of Horizontal Split Case and Vertical Turbine Pumping Equipment

Dear Mr. Galavotti,

Bowen Engineering appreciates the opportunity in analyzing the cost associated with the replacement of
the six (6) intake pumps and two (2) transfer pumps and associated work. Reviewing the project it was
determined the first issue was to research the existing painting systems. Combined Services Group, LLC
was employed to determine the existing material present and the appropriate method for applying new

— coating systems.

Reviewing the Certificate of Analysis from Microba Laboratories, Inc., five samples were taken from
documented locations. Lead content ranges from <5 mg/kg to 52 mg/kg. The Residential Lead-Based
Paint Hazard Reduction Act set a standard of 0.05% by weight. This equates to 500 parts per million
(ppm). The Consumer Product Safety Act, 16CFR1303 defines lead containing paint as paint that has a
lead content in excess of 0.06% by weight. This equates to 600 ppm of lead when testing is done. The test
on this structure as shown in the reports indicates a range of lead from <5 mg/kg (5 ppm) to 52 mg/kg (52
ppm). The lead does not pose any particular hazard to either the environment or to workers. '

The paint Scope of Work Item 1 is for the exterior structural support steel, slide and dump trough. The
environment is classified as EG4, below average corrosive exposure levels for an industrial plant with
normal exposure to midwestern type climatic conditions. The paint condition is classified as SG5S. (This
surface requires abrasive blast deteriorated areas, spot prime and clean remainder of surface with
compressed air, water, or solvent and topcoat overall)) Tt is recommended that a three-coat systern, (CS-
1) be used with the first coat being a 100% solid penetrating epoxy. It is recommended this structure not
be blasted but power washed -and hand tool cleaned. This eliminates the overriding concern of protecting
the river from blast media and the potential of small amounts of leads. -

LONTRACTOR OF CHOICE
233 Southeast Third Street. - Evansville, IN 47713 » 812.475.3880 phone - 812.476.9894 fax - www.bowenengineering.com




KAW_R_AGDR1#295 042610
Page 3 of 16

=)
2

Bo

§ ——— . . -
T ——— Eﬁgiﬁeerfﬁg Cﬂrﬁﬁf’&’ffgn

.
=== CONTRACTORS - ENGINEERS
_—

The second Scope of Work Item 2 is for the interior of the pump motor enclosure. The environment is
classified as EG-2. Mildest of environments with very low levels of detrimental environmental factors
with dry climatic conditions. The paint condition is classified as SGI. (For improved services life or
appearance, clean spots thoroughly using compressed air, water or solvent and Spot touch-up finish only
to match existing.). Reviewing the dry film thickness readings taken, the reduced film thickness is less
than 10%. There is no evidence of topcoat attack, edge rusting, rusting of planes or severe conditions. It is
recommended that a one coat system, (CS-6) be applied to the existing interior using a one part, High
Solid Epoxy. The cost to perform this work is not included in the lump sum price. The lump sum price
for this work is offered in the Statement of Clarifications, item 2.

Reviewing the overall scope of work and the procedures for replacing the vertical turbine pumps, Bowen
has determined a method for removing and replacing the six (6) vertical pumps and has detailed the scope
of work as follows with proposed schedule dates:

Notification to proceed issued on 2/16/07.
Order switch gear for river work 2/17/07 (14 week delivery - May 9, 2007).
Order remaining switch gear 2/17/06 (30 week delivery).
Install concrete kickers in month of April — (28 day cure of concrete).
Start mobilizing river work March 15, 2007.
Perform the following work prior to pump arrival.
a) Shut off three pumps in one wet well for diver protection.
b) Remove sufficient debris and sand from wet well to perform work.
c) Install new baffle walls.
d) Verify opening size in fiberglass opening on top of cage for new pumps.
e) Remove required sections of fiberglass cage to remove fiberglass cone.
f) Install new fiberglass cone for all three pumps.
g) Reinstall fiberglass cage sections.
h) Perform the above for second wet well.
Pumps are shipped middle of May (5/15/07).
Load three pumps and switch gears on barge 5/21/07.
. Install I-beams to hang scaffolding off traveling screen tower.
0. Build scaffold under pumps and on outside for paint and bolt removal.
1. Remove & Replace bolts in structure up to elevation 595.92 including the %” x 1°-4” vertical bolts
anchoring pump base plates.
12. Run trolley outside building.
13. Disconnect power from trolley.
14. Remove five roof panels over first three pumps.
15. Fabricate angle iron frame with tarp to form a temporary roof in case of rain.
16. Remove trolley from monorail and put in temporary storage. -
17. Remove or slide over monorail beam plus two mid support beams for vertical pump removal.

ANl

~

_— s D OO

LONTRACTOR OF CHOICE
233 Southeast Third Street. + Evansville, IN 47713 « 812.475.3880 phone » 812.476.9894 fax - www.bowenengineering.com
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18. Assemble first pump on barge in complete sections.
a) One pump bowel section (7,500 1bs).
b) One 82” cone section below using existing pump base.
c) Two 10°-0” sections.
d) Three 5’-0” sections.
¢) Paint pumps and columns on barge.
19. Disconnect first electrical motor.
20. Remove electrical motor from pump base.
21. Verify motor coupling flange run out prior to setting in temporary storage.
22. Clean pump base and verify existing levelness of pump base for reinstallation.
23. Inspect and document any shims between motor base and pump base plate.
24. Remove pump and base by taking pump directly out thru roof and set on barge.
25. Remove the 3°-9” pump base plate.
26. Clean and paint existing motor support, pump base plate.
27. Clean and paint structural areas exposed by pump removal.
28. Rig and pick up in one piece the first pump and set in hole.
29. Level pump base to .002” per lineal foot.
o 30. Install pump discharge coupling (loose).
h 31. Install thrust shim pack (loose).
32. Install dial indicators on column X & Y direction at discharge location.
33. Tighten coupling and thrust shim pack.
34. Rotate by hand pump shaft.
35. Install Electrical motor.
36. Terminate power feeds.
37. Perform and follow start up procedures for pump start up.
38. Start first pump. June 01, 2007.
39. Turn first pump over to owner.
40. Perform the appropriate items for the next five pumps.
41. Reinstall the monorail support beams and monorail beam.
42. Reinstall the monorail hoist.
43. Repair any buss bars that might get damaged during monorail removal and replacement.
44. Terminate power supply to monorail.
45. Install roof panels over motors — replace with new material any damaged panels.
6. Transport old pumps from barge to flatbed truck for owners storage (2 to 4 pump bowels).
47. Install electrical substation and electrical duct banks and applicable electrical work prior to the.
arrival of the transfer pumps. Start April 2, 2007, Finish August 1, 2007.
438. Install two new transfer pumps Start August 1, 2007 Finish September 28, 2007.

LONTRACTOR OF CHOICE
233 Southeast Third Street. - Evansville, IN 47713 « 812.475.3880 phone * 812.476.9894 fax « www.bowenengineering.com
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The cost to prepare this proposal and provide the attached coating analysis is $10,050. Bowen
Engineering proposes to perform the work as modified in this proposal, Statement of Clarifications as
detailed per Kentucky — American Water Company Project Manual, IP12020508, dated October 2006 for
the fump sum of $2,936,326. If American Water Company chooses to have Bowen Engineering perform
the work as detailed in the Project Manual and as modified in this letter, there will be no cost for the
preparation of this proposal.

Cost associated with the removal of electrical conduit and wire, ventilation system, transfer pump and
base, removal of six vertical turbine pumps and 40% of the painting cost is $493,035. This cost is
included in the above lump sum price.

Please review the Statements of Clarification for further clarifications to this proposal. If we can assist
you further in the evaluation of this proposal please contact us.

Respectfully Submitted,
BOWEN ENGINEERING CORPORATION

Kent Powelson
Senior Project Engineer

Attachments: Combined Services Group, LLC Coating Analysis
Statement of Clarifications

cC: Rick Svindland - KAWC
Jeff Purdue — BEC
Aaron Purdue - BEC
Todd Lemean — BEC

File — H/estimating/2007/Kentucky American Water

LONTRACTOR oF CHOICE
233 Southeast Third Street. * Evansville, IN 47713 - 812.475.3880 phone « 812.476.9894 fax » www.bowenengineering.com
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BOWEN ENGINEERING
STATEMENTS OF CLARIFICATIONS

INSTALLATION OF HORIZONTAL SPLIT CASE AND VERTICAL TURBINE
PUMPING EQUIPMENT
for
KENTUCKY — AMERICAN WATER COMPANY — LEXINGTON SERVICE
AREA -
IP 12020508 : :
OCTOBER 2006

- 1. New transfer pumps provided by KSB have an offset from the intake to the
discharge of 2.36” from the break of the pump case halves to the center line of the
discharges. It is assumed the existing pumps have the same offset. The offset of
the old pumps is shown on section 1, P5. If the offset is different from the new
pumps verses the old pumps and a special transition fitting is required, Bowen
will request additional money to fabricate the special fittings. Installations of
transition fittings are included in the lump sum price.

2. Removal of pump house siding, painting of structural steel above elevation
595.92 and the replacement of bolts are not included in the proposed lump sum
price. Please refer to the fourth paragraph of the proposal for the analysis of the
coating system. The lump sum price adder to clean the steel by hand, leave the
siding and bolts in place and paint the exposed structural steel (SG-1) with one
coat of paint per system per CS-6 is $26,922.

3. For the lump sum of $14,160 Bowen will paint the steel as shown in C.S.G
Coatings Analysis, Scope of Work 3, per page four (4) of section six. This
represents the extra steel not covered under the scope of work.

4. Bolts will be removed and replaced from elevation 595.92 and down. This
includes the vertical %” x 1°-4” vertical bolts that hold the pump base to the
structural steel. Bolts will be removed from the structure either by acetylene torch
or by impact wrench. Bolt and nut contact surfaces will be power brushed,
galvanized bolt inserted and the appropriate torque applied. The bolts and nuts
will be painted and sealed by applying the 9.5-14 mil Coating System 1.

5. Entering into the wet well of the vertical turbine pumps, each set of pumps (3),
must be shut off in order to perform the work in the wet well.

6. Pump manufacturers representative must be present during the removal and
installation and start up of the first vertical turbine pump.
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7. Electrical power distribution from substation thru MH1 and MH2 is quoted as
detailed per drawing E3 dated October 2006. A question concerning the cross
sections of the duct banks was raised. To date, Bowen has not received an answer
to the question.

8. Due to Bowen Engineering’s strong financial condition and performance on
previous projects, American Water typically does not require performance and
payment bonds from Bowen. Therefore, our pricing does not include the cost of a
performance and payment bond. If a bond is required please add $19,542 to our
proposal pricing. '

9. Bowen Engineering Corporation will not be responsible for any aspect of
equipment design, support or performance other than those items directly related
to installation.
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File Name: KENTUCKY AMERICAN WATER.LEXINGTON WORKSHEET P é/agog Of 1 6
Kentucky American Water - Lexington Ky CONTRACT DURATION, MONTHS. .. 7.00 Revised: | 11/01/2005 | MAJOR OVERHD RATE REV,.
Estimator:Kent Powelson ANTICIP. DURATION, MONTHS... 7.00
R&R Six Turbine Pumps & Two Average Job = 31%|L&E 69%|M&S
This Job= 12%|L&E 88%|M&S :
DESC QrY LABOR MATL SUBS TOTAL CHECK
FROM PRICING SHEET 109,163 1,972,078 2,095,809 | 2,081,241
CONTINGENCY ' 0 0 50,000 0 50,000 50,000
LABOR SHIFT a 0 0 0 0 0
TOT DIR CST —|——=> 109,163 14,568 2,022,078 0 2,145,809 | 2,145,809
ONSITE SUPER 67,842 67,842
OFFICE SUPER 67,842 67,842 IMULTIPLR
DIVISION 1 TOTALS 7,565 16,587 24,152 I
MEDIUM TOOLS 3,940 3,940 vV
SUBSISTNCE, WKS| 84 45,761 45,761
SMALL TOOLS 3.00% ' 3,275 3,275 JCHECK
FIELD COST|——> 143,248 3,940 65,622 0 212,811 212,811
BOND COMPAR. 1.245 #— SAFETY WORKUP: Safety
ASSOC DUES 1,392 1,392 #MO = 7 | Prof/Hr. = $45.99
BLDRS RISK 1.233 | < 2,726 2,726 ) VSTMO = 4.00
RAILROAD INS 0.00 | 0 .0 HR/VST = 8
OCP INS, RATE= 0.00 0 . 0 TOTCST = 10,303
MAINT. BOND 1.00 jyrs. 0 0 INBD= 10,303
PERF. BOND 1.233 |« 15,304 19,304
SPARE 0 BOND WRKUF: 100% MAINT BOND
SAFETY, MO 7.00 10,303 3,000 13,303 2,358,620 OLD 2,908,178 \PENALTY
SALES TAX 0.00% 4] 0 2.508.178 FMLA; 2,908 |Thousand
TEMP. BARRICADH  0.08% 1,051 1,091 2,181 2,908 2,760 MAINT BOND:
POLL. LIAB. 1.233 [< 808 808 JCHECK : -
INDIRECT COST|——> 11,393 0 28,321 0 39,714 39,714 BID: MLTPL: -
_ 2,936,326 1.2449 5262
SUB-TOTAL =——=—=> 263,805 18,508 2,116,021 0 2,398,334 | 2398334 2,936 ’ ~
) E—————— PERF/PAY BOND -
Add for marketing = 1.30% 1.30% 1.30% 1.30% CALCULATION /YEAR = 5,262
OFFICE G& A% = 12.41% 12.41% 4.62% 4.62% 5.54% 10% MAINT. BOND
OFFICE G&A § = 32,741 2,297 97,865 0 132,903 - 290,818 |PENALTY
CHECK : -
TOTAL COST =—=====> 296,546 20,805 2,213,886 0 2,531,237 ] 2,531,237 - MAINT BOND:
— 195304 | /YEAR=| 2,617
RISK = 1.73% 5,116 359 38,191 0 43,665 - MAINT. BOND
. - COVERED FOR THE
TOTALBID @ 1.73% 301,662 21,164 2252077 0 2,574,903 PERF/PAY - FIRST YEAR BY THE
) CHECK : BOND = 19,304 PERF. BOND
INSERT PROFIT...] 16.00% 47,458 3,330 354,301 0 405,089 405,089
CHECK :
TOTAL BID @ | 16.00% 344,004 24,135 2,568,187 0 2,936,326 | 2,936,326
TOTAL CONTRIB. = 673,675 .
TOTAL SUPERV. = 135,683 |JR.O.I Spyv = 2.99
1% PROFIT = 25,312 TOTAL BID.... 2,936,326 2,963,537
TOTAL MARKUP = 36.84%
JOB DURATION, WEEKS = 30 TOTAL
SUPERVISEON: Prepln | Trench Work | Tms. Pmps | River Work | Kicker Work | Cap Elec. Closeout | Warranty | WEEKS AMT. TOTAL
SUPER 1.0 6.1 7.8 11.6 1.0 2.6 2.0 32.1 2,419 77,528
ASST. SUPER: 0.0 2,075 0
FOREMAN: 0.0 1,965 0
OTHER: _ 0.0 1,526 0
OTHER: : 0.0 1,526 0
FId. Engr. 0.0 1,766 0
CM. 0.5 20 2.5 2,588 6,469
PM.: 1.0 6.0 7.0 2,120 14,843
PE.: 1.0 6.1 7.8 20 16.9 1,648 27,797
P.C. : 1.0 6.0 1.0 8.0 1,131 9,046
TOTAL = 135,683
BOWEN SUPERVISION FORMULA: 95,731 INBID:| 135,683
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

296. Does KAWC agree that, in the case of a replacement, KAWC has control over how much
of the cost of the replacement is assigned to the retirement as cost of removal, and how
much is capitalized to plant-in-service? If not, explain fully why not. Please explain the
answer fully.

Response:
No. KAWC maintains its books and records in compliance with U.S. GAAP and by the
procedure for cost of removal and replacement costs provided in the response to

AGDR1#297 and as described in the response to AGDR1#295.

For the electronic version of this response, refer to KAW_R_AGDR1#296_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

297. Please provide all manuals, guidelines, memoranda or other documentation that deals
with the Company’s policies on the assignment of capital costs and net salvage with
regard to the replacement of retired plant. Also, please provide a sample workorder for a
replacement project, showing these cost assignments.

Response:

See the response to KAW_R_AGDR1#12_042610.pdf for the accounting policies (See
Retirement of Capital Assets Policy). Also please see the attached documents which
outline accounting guidelines regarding the assignment of capital costs and net salvage
regarding replacement of retired plant, and an example of cost assignments for an asset
retirement.

For the electronic version, refer to KAW_R_AGDR1#297_042610.pdf.
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Subject 2.01 Property, Plant, and Equipment {(Additions, Retirements})
Category: 2. Assets

Robast D
Sievers/ADMIN/CORPJAWWSC

PROPERTY, PLANT, AND FQUIPMENT

on]v aﬁm proper authorizatidn has b
engure that assets are safeguarded.

Continuing property records {(CPR) are ta be maintained. The CPR ledgers are to be documented
with a degree of detail that enables the individual cominuing property items to be identified and
physically located.

ADDITIONS:
Adl additions to property, plant, and equipment will be properly authorized. This includes the

mroper approval of costs that are greater than the onglnal estimate for a task order. This approval
Operat.eus and the Région Président. Adamons © utﬁi‘v plar{r
PP, .
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s Other eguipment may be part of an asset if purchased as part of a larger unit of property.
However if the item is purchased separately it is not capitalized. Items of this nature include,
Modems, keyboards, and truck engines. These purchases are generally purchased to maintain the
usefulness of a farger unit of equipment and therefore are not capitalized.

® Along with the item above, upgrades or renovations to existing equipment must serve to
extend the life of the asset or enhance its functionality.

Charges that are not directly aftributable to specific projects and orders will be allocated as
FBMOWSL

charges can be allo¢ated based oni current month charg
investment items (A-H).
The routine allocations will zero out the deferred account monthly.

® Charges related 10 mvestment projects:
Investment projects are generally charged by engineers. In the beginning of the year,
sach subsidiary will advise shared services of projects they want to charge indirectly.
The subsidiary will provide estimated labor and expenses for each project so that
shared services can develop a standard allocation rate by state, Charges in the deferred

account will be allocated monthly based on actual current month charges. The

investment project deferred account will be reviewed periodically and the allocation

rate will be adjusted in ‘ordér to 1o, out the account bv vear—ené

moval eost-(less -

vrse of business plus+

Bizmkets ae
s Moters. servmes, meter mstaﬂamma. maing mcludmg valves and bydrants including
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Subjecl: 2.30 Removal and Replacement Costs For Regulaied Water
g 5 iy i R e ke Companies
AmenricariWater | coeoony: 2 aeoote
p GRer T
Robert D

SieverstADMINICORPIAWWSC

Removal and Replacement Cosis
For Regulated Water Companies

Background:

American Water Policy reguires the application of a consistent accounting approach to the
allocation of expenditures related to the retirement, removal and replacement of company
assets, The expenditures incurred to replace an asset can relate both o the installation of a
replacement asset and the removal of an existing asset. in addition, agsets that are no longer
needed and no longer providing useful utility service should be retired and there may be costs
associated with removing the asset from service that must be properly accounted for.

Befinitions:

Costs to Remove (CTR) are the expenditures incurred (o remove a relired asset whether by
demolishing, dismantling, abandoning, seliing, or some other means. These costs inglude: labor
{contract and company), materfals (caps for abandoned mains, well, pipe, or casing sealing
materials such as grout, sand, gravel, efc.), professional services, excavation, hauling, paving,
demolition or dismantling, permitting and other refated costs.

Purpose:
To provide guidelines for determining the proper allocation of sxpendiiures between CTR and
Replacement Cost (Invesiment)

Procedurs:!
For any project that either replaces or retires Utility Plant, expenditures must be identified as
either an Investment Cost or CTR.

@ investment expenditures represent the cost of installing new Utifity Plant assets and
generally include items of the following nature:
o Materials and purchases - The new asset and accessories to make the asset
functional. )
0 instailation - The cost of instailing the new asset including afl tabor, equipment
and contract services.
o Permits — Required for the installation and construction of the new asset,
o Other - AFUDC, overhead(s), enginesring, inspection and project support and
administration costs.
® CTR expenditures represent the cost of removing the retired asset from service and
include the following:
o} Labor - The cost to fully retire the assst including costs o disconnect, dismantie,
remove, demolish and dispose the old asset, or the costs including capping

a main and killing services to prepare the aset for its final disposition if the old
asset is abandoned ip place,
o] Excavation - The cost of permits for road openings and frenching. if the
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excavation was for a shared activity associated with the new asset and cost
of removal, the excavation should be capitalized, If the excavation was for

removalfretirement activities only, then excavation should be included in
the CTR costs.

0 Disposal - Cost to properiy dispose of or discard the ¢ld asset including hauling,
and fees. This should be offset by any salvage proceeds received.

o Paving - Unless repaving was specifically associated with a removal cost, it
should be included in the cost of the new asset.

o Environmental, Health & Safety refated remediation of materials handied or
removed in the course of retiring the assst {examples: contaminated
soils surrounding a buried asset being removed, insulation or building materials contsining

asbestos, aie.)

o] The retated CTR must be charged to a retirement task order and RWIP (Account
185xxx) while charging the remaining expenditures to the Investment
{Account 105%xx). 0

To ensure the CTR and replacement cost are applied consistently the following methods wilt be
utiiized:

a) Provide the CTR guidelines or unit costs to all contractors and include in bid
requirements that American Water contractors identify removal and installation
coste separately on invoices.

o) Allocate company fabor to Investment and CTR for s&if performed Mass Property items
fe g., Mains, Services, Meters and Hydrants) based upon representative
fime-motion data from internal studies or contractor bids for simitar work.

o} The Net % of Removal Cest and Salvage obtained from the Company’s latest

depreciation study may be used in cases where it is not  practical to determine CTR. The
attached table identifies the percentages by Utility Plart Account. (Mote - Cannot uss the
standard rate for farge projecis. In the case of large projects aciual CTR must be
used.}

oy In unigue of special circumstances local customs rnay prevail provided this is explained
on the invaice.

e} The SSC-Fixed Asset department will monitor, via random sampie in each company, the
removal costs to ensure compliance for invaices providing the detail of installation
versus removal, and the use of the Net % or CTR and Salvage.

) If actual experience is +/- 5% of the rate used in the latest depreciation study, Operating
Company Management will need to explain.

Exampies of CTR Estimating and Accounting:

Plant (Pumps, Tanks, Treatment Unit Processes, Structures or parts thereof, Boosters,
Process Piping & Valves, Electrical/i&C Equipment, Filter Media, etc)- Replacement of
any of these items results in CTR that must be provided in the detall in the Contractor's
bid and on invoices from the confractor.

Main Replacement-

o Existing pipe is abandoned in place - the only costs of removal are capping the
main and killing services.

e Existing pipe is rernoved and there is no replacement - Trenching, tabor to
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remove, killing services, paving, permits, hauling, traffic control
- Costs are reflected on Contractors bids and invoices.
® Self-performed work is aliocated between Investment and CTR.

Meters - A portion of the [abor cost to replace a meter is spent removing the cld meter
and is treated as a removatl cost. Mater salvage costs should be included as an
offsetting cost.

Services and Hydrants - Labor, excavation, paving and permits are properly includable
as CTR.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller/Linda Bridwell/Lance Williams

298. ldentify and explain the Company’s expectations with respect to future removal
requirements and markets for retired equipment and materials. Please provide the basis
for these expectations.

Response:

The Company has performed no studies or analysis on this subject. There are no unusual
or extraordinary retirements expected in the five year planning horizon. There is no
ready market for the company’s retired equipment or materials other than the scrap
market, except for vehicles which are normally traded in on the replacement vehicle. The
basis for these expectations is historical experience and review of the Company’s Capital
Spending Plan.

For the electronic version, refer to KAW_R_AGDR1#298 042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Lance Williams

299. Please provide the Company’s construction and capital budgets for the years 2009-2011
inclusive. Please identify all retirements, replacements, new additions and cost of
removal reflected in these budgets. Please provide by account where available and
explain how the cost estimates are derived for these items.

Response:

See attached capital budgets for 2009, 2010, and 2011 which detail additions,
replacements, and retirements with the appropriate accounts. The information for
2010/2011 UPIS additions and retirements have been previously supplied, refer to
KAW_R_AGDR1#1 042610, file name Constru-10.xls, tab SCEP 10-11, tab IP’s and tab
Retirements. The cost of removal calculation used in the filing can be found at
KAW_R_AGDR1#1 042610, file name K_RB10.xls, tab WPS RB.

Cost estimates for recurring budget lines are based on historical amounts increased for
inflation each year. These estimates are modified for any known change in the plan
period (i.e. the number of meters to be replaced in any given year based on the
Commission’s meter change guidelines).

Cost estimates for investment projects are developed by the project manager based on a
preliminary planning estimate. In the year prior to project initiation, a Project Needs
Identification is created with a more detailed estimate developed by the project manager
and reviewed by the Regional Director of Engineering. Cost estimates are reviewed
based on the bid documents or if at any time the scope changes. The capital budget is
reviewed and reforecasted quarterly based on known changes to the project expenditures.

For the electronic version of this response, refer to KAW_R_AGDR1#299 042610.pdf.
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KAW_R_AGDR1#300_042610
Page 1 of 1

KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller
300. Provide narrative explanations of the Company’s aging and pricing procedures.
Response:

The Company objects to this question on the grounds that it is vague and not specific to
its purpose. Notwithstanding the objection the Company responds regarding retirements
and additions to UPIS. The Company tracks UPIS by NARUC account designation. In
the CPR records (to the extent they are available) the assets for all non-mass property
accounts include the original cost of each asset. For mass property accounts (i.e. mains,
meters, services meter installations, hydrants) the units of property and total cost for the
year determine the average cost by year and size for each asset class to arrive at an
average cost for each vintage and size. The CPR records are maintained at original costs.
Pricing is determined by contract prices, national contract price for major construction
materials, and actual labor costs.

Retirement values are determined by actual original cost of the asset if available,
engineering estimates if actual original cost is not available, and the average vintage costs
if available for mass property.

For the electronic version, refer to KAW_R_AGDR1#300_042610.pdf.



KAW_R_AGDR1#301_042610
Page 1 of 1

KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller/John Spanos

301. Explain how the Company accounts for third party reimbursements and how they are
reflected in the depreciation study.

Response:

There are no third party reimbursements within the depreciation study. Any
Contributions in Aid of Construction are netted to plant in service.

For electronic version, refer to KAW_R_AGDR1#301_042610.pdf



KAW_R_AGDR1#302_042610
Page 1 of 1

KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller/John Spanos

302. If third-party reimbursements were excluded from the net salvage studies, was the related
retirement also excluded from the life studies?

Response:
There were no third-party reimbursements excluded from the net salvage study.

For electronic version, refer to KAW_R_AGDR1#302_042610.pdf



KAW_R_AGDR1#303 042610
Page 1 of 25

KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

303. If not provided in the workpapers, please provide the retirement rate analysis ranking of
best-fit life/curve combinations for each account. If the service life indications resulting
from the analyses are not the best-fit life/curves, please explain how they were selected.

Response:
Attached are the best-fit life/curve combinations for each account for which the
retirement rate analyses were utilized. Gannett Fleming did not perform a statistical only
analysis, so a description of how estimates were selected is described on page 11-23 of the
depreciation study.

For the electronic version, refer to KAW_R_AGDR1#303_042610.pdf.



KAW_R_AGDR1#303 042610

KENTUCKY AMERICAN WATER COMPANY

ACCOUNT 304.10 STRUCTURES & IMPROVEMENTS -

SUMMARY OF CURVE FITTING RESULTS

PLACEMENT BAND 1962-2008

SURVIVOR

20

19.

18

18.

17
17
17
16

ls.
16.

22
20
18
17

16

16.

25

23.
21.

20

18
17
17

16.

25.
28.

* SEGMENT

CURVE

.4-50

.5-51

.5-52

.3-S2.

.0-53
.7-54
7-5S5
6-5S6

.3-RO.

.1-R1

.8-R1.
18.

0-R2

LA4-R2.
17.

1-R3
.7-R4
7-R5
.3-L0

4-1.1

.2-L1.
19.
.5-L2.

3-1L.2

.9-1L3
.1-14
8-L5

4-50.

0-51.

1-L.0.

RESID RANGE OF
MEAS FIT
19.90 0 - 21
18.61 0 - 21
17.19 0 - 21
15.98 0 - 21
14.73 0 - 21
13.84 0 - 21
12.98 0 - 21
12.28 0 - 21
13.74 0 - 21
16.14 0 - 21
22.16 0 - 21
20.69 0 - 21
19.03 0 - 21
17.41 0 - 21
15.83 0 - 21
14.67 0 - 21
13.60 0 - 21
14.15 0 - 21
21.72 0 - 21
20.53 0 - 21
19.29 0 - 21
17.78 0 - 21
16.23 0 - 21
14.84 0 - 21
13.46 0 - 21
11.97 0 - 21
12.24 0 - 21
23.10 0 - 21
23.11 0 - 21

BETWEEN 85.0

AND 15.0 PERCENT SURVIVING.

1

Page 2 of 25

SOURCE OF SUPPLY

- PCT SURV BALANCED AREAS

EXPERIENCE BAND 1995-2009

SURVIVOR
CURVE

NOT
NOT
NOT
NOT
NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT
NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT

RESID
MEAS

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED

RANGE OF
FIT*



SUMMARY OF CURVE FITTING RESULTS

KAW_R_AGDR1#303 042610

KENTUCKY AMERICAN WATER COMPANY

Page 3 of 25

ACCOUNTS 304.20 AND 304.30 STRUCTURES AND IMPROVEMENTS

PLACEMENT BAND 1912-2009

SURVIVOR

64 .
58.
55.

52
50

48.
47 .

75.

64

57.

53
50
48

46.
45,

83

73.

66
60

53

89.

100
144

* SEGMENT BETWEEN 85.

CURVE

1-50

0-S1

.3-8S1.

L2-52

6-5S3

.4-R1

L2-R2

.3-R2.

.2-R3
2-R4
3-R5
.7-L0

.3-L1

.7-L1.
56.

6-12

.5-L2.
51.
47 .

0-L3
4-1.4

3-01
.5-02
.5-03

9-50.

8-52.

3-RO.

8~-R1.

8-LO0O.

RESTID
MEAS

.20
.09
.94
.23
.04
.58
.73

Ul i i b Oy

.52
.50
.20
.67
.66
.49
.24
.67

N b U1 J 0w

=

.59
.55
.28
.18
.09
.95
.61
.88

T Wk U1 oY N

10.05
10.05
16.22

RANGE OF

loleoNeoRoRoNoNONG] [eNoNoRoNoNGNG)

QOO OO0 OO

e N eNe]

FIT

53
53
53
53
53
53
53

53
53
53
53
53
53
53
53

53
53
53
53
53
53
53
53

53
53
53

AND 15.0 PERCENT SURVIVING.

1

- PCT SURV BALANCED AREAS

EXPERIENCE BAND 1995-2009

SURVIVOR
CURVE

NOT
NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT

RESID
MEAS

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED

RANGE OF
FIT~*



KAW_R_AGDR1#303 042610
Page 4 of 25

KENTUCKY AMERICAN WATER COMPANY
ACCOUNT 304.40 STRUCTURES & IMPROVEMENTS - TRANS. AND DISTR.

SUMMARY OF CURVE FITTING RESULTS - PCT SURV BALANCED AREAS

PLACEMENT BAND 1954-2009 1 EXPERIENCE BAND 1995-2009
SURVIVOR RESTID RANGE OF SURVIVOR RESID RANGE OF
CURVE MEAS FIT CURVE MEAS FIT*

NOT FITTED

* SEGMENT BETWEEN 85.0 AND 15.0 PERCENT SURVIVING.



KAW_R_AGDR1#303 042610
Page 5 of 25

KENTUCKY AMERICAN WATER COMPANY
ACCOUNT 304.60 STRUCTURES & IMPROVEMENTS - OFFICE BUILDINGS

SUMMARY OF CURVE FITTING RESULTS - PCT SURV BALANCED AREAS

PLACEMENT BAND 1965-20009 1 EXPERIENCE BAND 1995-2009
SURVIVOR RESID RANGE OF SURVIVOR RESID RANGE OF
CURVE MEAS FIT CURVE MEAS FIT*
68.3-50 2.25 0 - 40 NOT EFITTED
59.8-50.5 2.51 0 - 40 NOT FITTED
53.1-51 3.28 0 - 40 NOT FITTED
94.6-R0O.5 2.95 0 - 40 NOT FITTED
75.1-R1 2.73 0 - 40 NOT FITTED
62.4-R1.5 2.54 0 - 40 NOT FITTED
53.1-R2 2.64 0 - 40 NOT FITTED
47.6-R2.5 3.28 0 - 40 NOT FITTED
96.7-L0 2.37 0 - 40 NOT FITTED
80.2-L0.5 2.31 0 - 40 NOT FITTED
67.8-1L1 2.56 0 - 40 NOT FITTED
59.4-L1.5 3.10 0 - 40 NOT FITTED
117.2-01 3.07 0 - 40 NOT FITTED
131.8-02 3.07 0 - 40 NOT FITTED
192.3-03 3.10 0 - 40 NOT FITTED

* SEGMENT BETWEEN 85.0 AND 15.0 PERCENT SURVIVING.



KAW_R_AGDR1#303 042610
Page 6 of 25

KENTUCKY AMERICAN WATER COMPANY
ACCOUNT 304.70 STRUCTURES & IMPROVEMENTS - SHOP & GARAGE

SUMMARY OF CURVE FITTING RESULTS - PCT SURV BALANCED AREAS

PLACEMENT BAND 1957-2009 1 EXPERIENCE BAND 1995-2009
SURVIVOR RESTID RANGE OF SURVIVOR RESID RANGE OF
CURVE MEAS FIT CURVE MEAS FIT*

NOT FITTED

* SEGMENT BETWEEN 85.0 AND 15.0 PERCENT SURVIVING.



ACCOUNT 304.80 STRUCTURES & IMPROVEMENTS

KAW_R_AGDR1#303_042610

KENTUCKY AMERICAN WATER COMPANY

SUMMARY OF CURVE FITTING RESULTS -

PLACEMENT BAND 1934-2007

SURVIVOR

17.
17.
17.

18
17
17

20

19.

18
18

19.
21.
28.

* SEGMENT BETWEEN 85.

CURVE

9-50

3-51

.4-RO.

.6-R1

.3-R1.

.4-1L0

.7-L1

.3-L1.

4-01
8-02
9-03

6-5S0.

5-L0.

RE

SID

MEAS

7.
8.

10

@ J

30 O

~J J

68
96
.66

.86
.76
.44

.80
.65
.06
.41
.94
.93
.39

RANGE OF

FIT

0 - 25
0 - 25
0 - 25
0 - 25
0 - 25
0 - 25
0 - 2b
0 - 25
0 - 25
0 - 25
0 - 25
0 - 25
0 - 25

AND 15.0 PERCENT SURVIVING.

Page 7 of 25

- MISCELLANEOUS

PCT SURV BALANCED AREAS

1 EXPERIENCE BAND 1995-20009
SURVIVOR RESID RANGE OF
CURVE MEAS FIT*
17.4-S0 8.56 7 - 25
17.3-S0. 10.46 7 - 25
17.2-51 12.55 7 - 25
17.4-RO. 7.31 7 - 25
17.0-R1 9.71 7 - 25
16.9-R1. 12.24 7 - 25
12.3-L0O 5.79 7 - 25
18.7-L0O. 6.67 7 - 25
18.3-1L1 7.89 7 - 25
18.0-L1. 9.81 7 - 25
17.8-01 5.85 7 - 25
20.0-02 5.70 7 - 25

NOT FITTED



KAW_R_AGDR1#303_ 042610
Page 8 of 25

KENTUCKY AMERICAN WATER COMPANY
ACCOUNT 305.00 COLLECTING AND IMPOUNDING RESERVOIRS

SUMMARY OF CURVE FITTING RESULTS - PCT SURV BALANCED AREAS

PLACEMENT BAND 1913-2005 1 EXPERIENCE BAND 1995-2009
SURVIVOR RESID RANGE OF SURVIVOR RESID RANGE OF
CURVE MEAS FIT CURVE MEAS FIT*

320.0-30 = STOP FITTING

320.0-50.5 = STOP FITTING

242 .3-51 3.02 0 - 76 NOT FITTED

201.4-51.5 3.00 0 - 76 NOT FITTED
158.2-52 2.92 0 - 76 NOT FITTED
140.8-52.5 2.89 0 - 76 NOT FITTED
121.7~-83 2.79 0 - 76 NOT FITTED
©8.8-54 2.56 0 - 76 NOT FITTED
87.3-85 2.27 0 - 76 NOT FITTED
81.0-56 1.94 0 - 76 NOT FITTED

320.0-R0.5 = STOP FITTING

320.0-R1 = STOP FITTING

320.0-R1.5 = STOP FITTING

320.0-R2 = STOP FITTING

311.9-R2.5 3.13 0 - 76 NOT FITTED
193.5-R3 3.06 0 - 76 NOT FITTED
123.3-R4 2.88 0 - 76 NOT FITTED
93.2-R5 2.56 0 - 76 NOT FITTED

320.0-L0 = STOP FITTING

320.0-L0.5 = STOP FITTING

320.0-L1 = STOP FITTING

317.3-L1.5 3.08 0 - 76 NOT FITTED

219.6-1L2 3.02 0 - 76 NOT FITTED
184.8-L2.5 2.99 0 - 76 NOT FITTED
147.8-1L3 2.92 0 - 76 NOT FITTED
113.8-L4 2.77 0 - 76 NOT FITTED
94 .6-L5 2.55 0 - 76 NOT FITTED

320.0-01 = STOP FITTING

320.0-02 = STOP FITTING

320.0-03 = STOP FITTING

320.0-04 = STOP FITTING

* SEGMENT BETWEEN 85.0 AND 15.0. PERCENT SURVIVING.



SUMMARY OF CURVE FITTING RESULTS

ACCOUNT 306.00 LAKE, RIVER AND OTHER INTAKES

KAW_R_AGDR1#303_042610

KENTUCKY AMERICAN WATER COMPANY

PLACEMENT BAND 1958-2007

SURVIVCOR RE
MEAS

76

66.

59
54

105
69

53

48.

44

107

89.

75

66.
59.

130
146
213

* SEGMENT BETWEEN 85.

CURVE

.3-50

.4-S1

.7-81.

.2-RO.
83.
.6-R1.
59.

6-R1
3-R2
.2-R2
7-R3
.4-R4
.8-L0
.7-1L1
2-L2
.2-01

.4-02
.6-03

8-50.

5-L0.

4-11.

11.
5 11.
11.
5 11.

11.
5 11.
11.
5 11.

11

11.
11.
11.

5 11.

11.
5 11.

11.
.5 11.
11.
11.

SID

21
19
31
39

37
29
17
07
04
20
80

27
20
22
22
.43

41
41
42

RANGE OF

OO O OO OO OO OO

[oNoNeoNeRe)

loNe)

FIT

45
45
45
45

45
45
45
45
45
45
45

45
45
45
45
45

45
45
45

AND 15.0 PERCENT SURVIVING.

1

Page 9 of 25

- PCT SURV BALANCED AREAS

EXPERIENCE BAND 1955-2009

SURVIVOR
CURVE

NOT
NOT
NOT
NOT

NOT
NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT

RESTID
MEAS

FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED

RANGE OF
FIT*



KAW_R_AGDR1#303 042610
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KENTUCKY AMERICAN WATER COMPANY
ACCOUNT 309.00 SUPPLY MAINS

SUMMARY OF CURVE FITTING RESULTS - PCT SURV BALANCED AREAS

PLACEMENT BAND 1934-2008 1 EXPERIENCE BAND 1995-2009
SURVIVOR RESTID RANGE OF SURVIVOR RESID RANGE OF
CURVE MEAS FIT CURVE MEAS PIT*

NOT EFITTED

* SEGMENT BETWEEN 85.0 AND 15.0 PERCENT SURVIVING.
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KENTUCKY AMERICAN WATER COMPANY
ACCOUNT 310.10 OTHER POWER GENERATION EQUIPMENT

SUMMARY OF CURVE FITTING RESULTS - PCT SURV BALANCED AREAS

PLACEMENT BAND 1963-2009 1 EXPERIENCE BAND 1995-2009
SURVIVOR RESID RANGE OF SURVIVOR RESID RANGE OF
CURVE MEAS FIT CURVE MEAS FIT*

NOT FITTED

* SEGMENT BETWEEN 85.0 AND 15.0 PERCENT SURVIVING.



SUMMARY OF CURVE FITTING RESULTS

ACCOUNTS 311.20 THRU 311.54 PUMPING EQUIPMENT

KAW_R_AGDR1#303_042610

KENTUCKY AMERICAN WATER COMPANY

PLACEMENT BAND 1500-2009

SURVIVOR

69
63

53

51.

83.

70
62

53

48

1.
80.
71.
.1-L1.
60.
56.
54.

65

99.

111
160

* SEGMENT BETWEEN 85.

CURVE

.4-50

.4-50.
58.
55.

9-51

.3-52

.3-R1

.5-R1.
57.
.6-R2.
51.

0-R2

1-R3
.7-R4

6-L0
5-11
4-1L.2
1-1.3
2-01

.5-02
.8-03

8-S1.

7-52.

0-RO.

1-L0.

S-L2.

RESID
MEAS

.57
.46
.40
.26
.21
.47

WD N W

.03
.07
.80
.25
.55
.42
.30

W N WO

.97
.93
.60
.63
.28
.04
72

B W NN WU

~J

.52
.52
.67

~

RANGE OF

OO O OO OO cNeoNeoRoNoN®]

loNoNoNoNoNGNe]

oM o)

FIT

55
55
55
55
55
55

55
55
55
55
55
55
55

55
55
55
55
55
55
55

55
55
55

AND 15.0 PERCENT SURVIVING.

1

Page 12 of 25

- PCT SURV BALANCED AREAS

EXPERIENCE BAND 1995-2009

SURVIVOR
CURVE

NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT

RESID
MEAS

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED

RANGE OF
FIT*
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KENTUCKY AMERICAN WATER COMPANY
ACCOUNT 320.10 PURIFICATION SYSTEM - STRUCTURES

SUMMARY OF CURVE FITTING RESULTS - PCT SURV BALANCED AREAS

PLACEMENT BAND 1900-2009 1 EXPERIENCE BAND 1995-2009
SURVIVOR RESID RANGE OF SURVIVOR RESID RANGE OF
CURVE MEAS FIT CURVE MEAS FIT*
NOT FITTED

* SEGMENT BETWEEN 85.0 AND 15.0 PERCENT SURVIVING.



KAW_R_AGDR1#303 042610

KENTUCKY AMERICAN WATER COMPANY

ACCOUNT 320.11 PURIFICATION SYSTEM -

SUMMARY OF CURVE FITTING RESULTS

PLACEMENT BAND 1958-2009

SURVIVOR

CURVE

56.1-50

51.2-50.

47 .4-51

44 .9-51.

42.9-52

41.5-52.

67.3-RO.

56.8-R1

50.5-R1.

46.0-R2

43.1-R2.

41.1-R3
39.1-R4
38.2-R5

74 .2-L1L0

64.7-L0.

57.7-L1

52.5-L1.

48.6-L2

45.7-L2.

43.5-L3

80.5-01
90.5-02
130.6-03

* SEGMENT BETWEEN 85.

RESID

MEAS

.79
.82
.89
L42
.70
.40

B W Www kWU

.92
.01
.82
.32
.19
.16
.12
.45

H oYW Wk U3

=

.03
.10
.04
.14
.59
.62
.62

B W Wk U1 oy

(e}

.38
.38
.52

o

RANGE OF

OO O OO O OO0 loNoReoNeoNeNe)

loNoNoBoNoNeRe]

[oNeoNe]

FIT

44
44
44
44
44
44

44
44
44
44
44
44
44
44

44
44
44
44
44
44
44

44
44
44

AND 15.0 PERCENT SURVIVING.

1

Page 14 of 25

EQUIPMENT

- PCT SURV BALANCED AREAS

EXPERIENCE BAND 1995-2009

SURVIVOR
CURVE

NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT

RESID
MEAS

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED

RANGE OF
FIT*
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KENTUCKY AMERICAN WATER COMPANY
ACCOUNT 320.20 PURIFICATION SYSTEM - FILTER MEDIA

SUMMARY OF CURVE FITTING RESULTS - PCT SURV BALANCED AREAS

PLACEMENT BAND 2007-2009 1 EXPERIENCE BAND 2007-2009
SURVIVOR RESID RANGE OF SURVIVOR RESID RANGE OF
CURVE MEAS FIT CURVE MEAS FIT*
NOT FITTED

* SEGMENT BETWEEN 85.0 AND 15.0 PERCENT SURVIVING.
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KENTUCKY AMERICAN WATER COMPANY
ACCOUNTS 330.00 THRU 330.40 DISTR. RESERVOIRS AND STANDPIPES

SUMMARY OF CURVE FITTING RESULTS - PCT SURV BALANCED AREAS

PLACEMENT BAND 1949-2009 1 EXPERIENCE BAND 1995-2009
SURVIVOR RESID RANGE OF SURVIVOR RESID RANGE OF
CURVE MEAS FIT CURVE MEAS FIT*
NOT FITTED

* SEGMENT BETWEEN 85.0 AND 15.0 PERCENT SURVIVING.



KAW_R_AGDR1#303_042610

KENTUCKY AMERICAN WATER COMPANY

ACCOUNT 331.00 MAINS AND ACCESSORIES

Page 17 of 25

- ALL MAINS

SUMMARY OF CURVE FITTING RESULTS - PCT SURV BALANCED AREAS

PLACEMENT BAND 1900-2009

SURVIVOR

CURVE

140.6-S0

116.7-50.

97.4-51

240.4-RO.

180.3-R1

139.5-R1.

106.9-R2

89.4-R2.

76.2-R3

215.7-L0

169.7-L0.

131.7-L1

110.9-L1.

306.1-01
320.0-02
320.0-03
320.0-04

* SEGMENT BETWEEN 85.0 AND 15.0 PERCENT SURVIVING.

RESID

MEAS

0.40
0.63
1.37

.02
.88
.67
.25
.56
.60

OO OO

.bl
.35
.59
.94

[oNeNeRe

1.08

RANGE OF

o O

ol oNeNeNeoNe]

[oNeNeRe

0

FIT

57
57
57

57
57
57
57
57
57

57
57
57
57

57

STOP FITTING
STOP FITTING

STOP FITTING

EXPERIENCE BAND 1995-2009

SURVIVOR
CURVE

NOT
NOT
NOT

NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT
NOT

NOT

RESID
MEAS

FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED

FITTED

RANGE OF
FIT*



SUMMARY OF CURVE FITTING RESULTS

KAW_R_AGDR1#303_042610

KENTUCKY AMERICAN WATER COMPANY

ACCOUNT 333.00 SERVICES

PLACEMENT BAND 12934-2009

SURVIVOR

83
73

111.

89

75.
65.
59.

54

116.
97.
83.

.7-L1.

73
66

137
154

225.

* SEGMENT BETWEEN 85.

CURVE

.4-50

.6-S0.
66.
61.

0-S1

.7-R1

3-R2

.7-R3

3-L0

4-11

2-L2

.4-01

.5-02
1-03

1-581.

6-RO.

6-R1.

2-R2.

5-1L0.

RESID
MEAS

.61
.32
.89
.71

N 2

.26
.80
.14
.39
.72
.21

WREREEPENNNDW

.35
.81
.36
.66
.95

R L

w

.48
.48
.53

w W

RANGE OF

loNeoNoNeRe OO OO OO0o [oNoNeRe)

o O

PIT

52
52
52
52

52
52
52
52
52
52

52
52
52
52
52

52
52
52

AND 15.0 PERCENT SURVIVING.

1
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- PCT SURV BALANCED AREAS

EXPERIENCE BAND 1995-2009

SURVIVOR
CURVE

NOT
NOT
NOT
NOT

NOT
NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT
NOT
NOT

NOT
NOT
NOT

RESID
MEAS

FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED
FITTED
FITTED

FITTED
FITTED
FITTED

RANGE OF
FIT*



KAW_R_AGDR1#303_042610

KENTUCKY AMERICAN WATER COMPANY

ACCOUNTS 334.00 THRU 334.30 METERS

SUMMARY OF CURVE FITTING RESULTS -

PLACEMENT BAND 1934-2009

SURVIVOR

50
48

55.

50

46.

63

57.

53

63

71.

101
135

* SEGMENT BETWEEN 85.

CURVE

.8-50

.0-S0.
45.

8-51

.0-R1

.2-1L0

2-1L1

.7-01
7-02
.5-03
.3-04

8-RO.

7-R1.

6-1.0.

RESID
MEAS

w0 O >

NN WWw

.22
.01
.10

.26
.99
.08

.97
.47
.29

.28
.28
.92
.74

RANGE OF

FIT

0O - 51
0 - 51
0 - 51
0 - 51
0 - 51
0 - 51
0 - 51
0 - 51
0 - 51
0 - 51
0 - 51
0 - 51
0 - 51

AND 15.0 PERCENT SURVIVING.

Page 19 of 25

PCT SURV BALANCED AREAS

1 EXPERIENCE BAND
SURVIVOR RESID
CURVE MEAS
52.5-50 7.774
49.8-50. 9.52
47.7-51 11.56
56.1-RO. 5.02
50.8-R1 6.78
47.8-R1. 8.87
64 .8-L0 5.54
59.4-L0. 7.06
55.4-L1 8.79
63.5-01 3.93
71.4-02 3.93

NOT FITTED
NOT FITTED

1955-2009
RANGE OF
FIT*
16 51
16 51
16 51
16 51
16 51
16 51
16 51
16 51
16 51
16 51
16 51
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KENTUCKY AMERICAN WATER COMPANY
ACCOUNT 335.00 FIRE HYDRANTS

SUMMARY OF CURVE FITTING RESULTS - PCT SURV BALANCED AREAS

PLACEMENT BAND 19534-2009 1 EXPERIENCE BAND 1995-2009
SURVIVOR RESTID RANGE OF SURVIVOR RESID RANGE OF
CURVE MEAS FIT CURVE MEAS FIT*

NOT FITTED

* SEGMENT BETWEEN 85.0 AND 15.0 PERCENT SURVIVING.



ACCOUNT 341.10 TRANSPORTATION EQUIPMENT

KAW_R_AGDR1#303_042610

KENTUCKY AMERICAN WATER COMPANY

SUMMARY OF CURVE FITTING RESULTS -

PLACEMENT BAND 1974-2008

SURVIVOR

14

14.
14.

14

15.
15.
15.
15.
14.
14.

15.

16.
20.

* SEGMENT BETWEEN 85.

CURVE

.8-50

8-51

.9-RO.
14.
14.

8-R1

8-L0

2-L1

5-L2

0-01

6-02
4-03

8-50.

8-R1.

5-L0.

1-L1.

9-L2.

RE

SID

MEAS

.93
.12
.80

.22
.57
.14

12
.02
.24
.84
.99
.42

.79
.59
.24

RANGE OF

FIT

0 - 26
0 - 26
0 - 26
0 - 26
0 --26
0 - 26
0 - 26
0 - 26
0 - 26
0 - 26
0 - 26
0 - 26
0 - 26
0 - 26
0 - 26

AND 15.0 PERCENT SURVIVING.

Page 21 of 25

- LIGHT DUTY TRUCKS

PCT SURV BALANCED.AREAS

1 EXPERIENCE BAND 1995-2009
SURVIVOR RESID RANGE OF
CURVE MEAS FIT*
14.2-50 10.25 8 - 26
14.4-5S0. 11.16 8 - 26
14.5-51 12.46 8 - 26
13.9-RO. 10.14 8 - 26
14.1-R1 12.00 8 - 26
14 .3-R1. 13.38 8 - 26
14.5-L0 7.52 8 - 26
14.5-L0. 7.51 8 - 26
14.6-1L1 7.89 8 - 26
14.6-L1. 8.23 8 - 26
14.7-L2 9.18 8 - 26
14.8-L2. 11.13 8 - 26
13.7-01 9.32 8 - 26
14.8-02 7.69 8 - 26
16.9-03 8.82 8 - 26



KAW_R_AGDR1#303_042610

KENTUCKY AMERICAN WATER COMPANY

Page 22 of 25

ACCOUNT 341.20 TRANSPORTATION EQUIPMENT - HEAVY DUTY TRUCKS

SUMMARY OF CURVE FITTING RESULTS -

PLACEMENT BAND 1979-2008

SURVIVOR

17
17

17.

17

17.

18.
.5-L0.
18.
18.

18

17.
19.

24

* SEGMENT BETWEEN 85.

CURVE

.7-50

.7-50.
17.

6-51

.6-R1

9-1.0

1-L1

S-01

8-02
.3-03

8-RO.

6-R1.

O-L1.

RESID
MEAS

10.
11.

13

66
83
.30

.82
.44
.97

.57
.42
.74
.69

.05
.63
.14

RANGE OF
FIT
0 - 31
0 - 31
0 - 31
0 - 31
0 - 31
0 - 31
0 - 31
0 - 31
0 - 31
0 - 31
0 - 31
0 - 31
0 - 31

AND 15.0 PERCENT SURVIVING.

PCT SURV BALANCED AREAS

1 EXPERIENCE BAND 1595-2009
SURVIVOR RESID RANGE OF
CURVE MEAS FIT*
17.3-50 12.42 9 - 31
17.5-50.5 13.96 9 - 31
17.6-51 15.74 9 - 31
17.0-R0O.5 11.80 9 - 31
17.2-R1 14.38 5 - 31
17.3-R1.5 16.40 9 - 31
17.9-L0 8.29 9 - 31
17.8-L0.5 9.06 9 - 31
17.8-L1 10.07 9 - 31
17.9-L1.5 11.39 5 - 31
16.8-01 9.76 5 - 31
NOT FITTED
NOT FITTED



ACCOUNT 341.30 TRANSPORTATION EQUIPMENT

KAW_R_AGDR1#303_042610

KENTUCKY AMERICAN WATER COMPANY

SUMMARY OF CURVE FITTING RESULTS -

PLACEMENT BAND 1988-2008

SURVIVOR

11.
.6-50.
11.
11.

11

11.

11

11.
11.

12
12
12

11.
11.
11.
11.

11.

13

16.

* SEGMENT BETWEEN 85,

CURVE

7-50

6-S1

.6-R1

6-R2

.5-LO

.2-L0.

.0-L1
8-L2
6-L3
5-01

.2-02
3-03

6-S1.

7-RO.

6-R1.

9-L1.

7-L2.

RE

SID

MEAS

11.
11.
11.
11.

13
12
12
13

12

11.

10

9.

8

9.
10.

14
13

15.

49
09
26
78

.00
L7
.84
.48

.43
14
.15
19
.72
30
36

.07
.94
58

RANGE OF

loNoNoNoNoNON®] [eNeoNoNe [oNeoNoNe

o O

FIT

20
20
20
20

20
20
20
20

20
20
20
20
20
20
20

20
20
20

AND 15.0 PERCENT SURVIVING.

- AUTOS

Page 23 of 25

PCT SURV BALANCED AREAS

1 EXPERIENCE BAND 1995-2009
SURVIVOR RESID RANGE OF
CURVE MEAS FIT*
10.8-50 11.01 8 - 20
11.0-80. 11.88 8 - 20
11.2-581 13.15 8 - 20
11.3-S1. 14.35 8 - 20
10.5-RO. 10.71 8 - 20
10.8-R1 12.78 8 - 20
11.0-R1. 14.09 8 - 20
11.2-R2 15.96 8 - 20
10.8-L0 6.97 8 - 20
10.9-L0. 7.50 8 - 20
11.0-L1 8.23 8 - 20
11.2-L1. 8.82 8 - 20
11.4-1.2 9.75 8 - 20
11.5-L2. 11.35 8 - 20
11.6-L3 13.32 8 - 20
10.2-01 9.74 8 - 20
10.9-02 6.49 8 - 20
11.9-03 6.12 8 - 20



KAW_R_AGDR1#303 042610
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KENTUCKY AMERICAN WATER COMPANY
ACCOUNT 341.40 TRANSPORTATION EQUIPMENT - OTHER

SUMMARY OF CURVE FITTING RESULTS - PCT SURV BALANCED AREAS

PLACEMENT BAND 1956-2009 1 EXPERIENCE BAND 1995-2009
SURVIVOR RESID RANGE OF SURVIVOR RESID RANGE OF
CURVE MEAS FIT CURVE MEAS FIT*

NOT FITTED

* SEGMENT BETWEEN 85.0 AND 15.0 PERCENT SURVIVING.



SUMMARY OF CURVE FITTING RESULTS

KAW_R_AGDR1#303_042610

KENTUCKY AMERICAN WATER COMPANY

ACCOUNT 345 POWER OPERATED EQUIPMENT

PLACEMENT BAND 1941-2009

SURVIVOR

37.
34.

32

44
38

34.

49.
.5-L0.
39.

43

52

59.
85.

* SEGMENT BETWEEN 85.

CURVE

8-50

.4-S1

.5-RO.

.0-R1

5-1.0
1-L1
.9-01

5-02
6-03

7-50.

1-R1.

RESID
MEAS

6.78
7.50
8.61

6.66
6.77
7.25

6.36
6.66
7.24

6.69
6.69
6.70

RANGE OF

OO

(@]

(@]

O

(@]

FIT

31
31
31

31
31
31

31
31
31

31
31
31

AND 15.0 PERCENT SURVIVING.

1

Page 25 of 25

- PCT SURV BALANCED AREAS

EXPERIENCE BAND 1995-2009

SURVIVOR
CURVE

NOT
NOT
NOT

NOT
NOT
NOT

NOT
NOT
NOT

NOT

NOT
NOT

RESID
MEAS

FITTED
FITTED
FITTED

FITTED
FITTED
FITTED

FITTED
FITTED
FITTED

FITTED
FITTED
FITTED

RANGE OF
FIT*
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

304. For any accounts where Mr. Spanos did not base his service life/curve selection on the
results of his retirement rate analysis, explain why he did not. Also, explain in detail how
those service life/curve combinations were selected.

Response:

Mr. Spanos has stated which accounts the historical results of the retirement rate analysis
was a major component of the service life and survivor curve (pages I1-23 and 11-24). He
also discusses within the Depreciation Study, on page 11-23, the factors that were
involved in determining all of the accounts.

Thus, the accounts where the historical data was not conclusive or representative of
future life characteristics, Mr. Spanos combined the past estimate for this Company, the
industry ranges and future plans of the Company for each account to develop his
selection of the most appropriate life and survivor curve combination. There is informed
and experienced judgment for each estimate selected, however, there is not any specific
mathematical computation performed on the estimates of other utilities.

For the electronic version, KAW_R_AGDR1#304 _042610.pdf.



KAW_R_AGDR1#305_042610
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

305. Please explain, on an account-by-account basis, the rationale behind the selection of the
experience band that was used for each retirement rate analysis.

Response:

The 1995-2008 experience band selected for each account was based on the fact that this
period represented the available data to analyze.

For the electronic version, refer to KAW_R_AGDR1#305_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

306. Provide copies of any and all actuarial and semi-actuarial studies prepared by the
Company since the last depreciation study.

Response:

There were no other actuarial studies prepared since the last depreciation study as of
December 31, 2006.

For the electronic version, refer to KAW_R_AGDR1#306_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Linda Bridwell/Lance Williams
307. Identify and explain all Company programs which might affect plant lives.
Response:

KAW has an extensive Preventive Maintenance program at its treatment plants. It uses
MP2 software to create and track schedules for routine maintenance. This includes
inspections of motors and fans, flushing of chemical feed lines and pumps, calibration of
equipment, valve operations, testing input/output and cleaning electrical equipment and
panels. Additionally, KAW has the incline car and plant hoists serviced annually.
Chlorine evaporators are replaced every five years. Diesel generators and engines are
serviced every five years, and relays on motor starters are tested every five years.

KAW also has a Conditions testing program. This includes infrared surveys of major
power equipment performed annually, looking for hot spots that may represent potential
failures. Motors, substations, power lines, panels, and booster stations are all tested. A
vibration analysis is performed on the same equipment each quarter. KAW has just
installed an online vibration system for the intake pumps at KRS. The vibration analysis
pinpoints looseness in shafts, bearings, misalignment of shafts and broken rotor bars
inside motors. Annually, the motors are tested for insulation quality. Once per year oil
samples are taken from the intake motors and tested for viscosity and metal particles.
Finally, ultrasound tests are performed on incoming power, bearings and major
equipment. This is used to confirm infrared or vibration problems. All of the Conditions
testing are utilized for early detection of problems that could lead to equipment failure if
left unchecked.

For the electronic version, refer to KAW_R_AGDR1#307_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Lance Williams

308. Provide all internal life extension studies prepared by the Company. Life extension refers
to any program, maintenance or capital, designed to extend lives and/or increase capacity
of its existing plant-in-service. ldentify the functions to which these studies relate.

Response:

Please refer to the attached documentation for the life extension study that was prepared
for the Kentucky Reliability Project.

For the electronic version, refer to KAW_R_AGDR1#308_042610.pdf.
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l. Introduction

Kentucky-American Water Company
Reliability Improvements
Kentucky River Station Raw Water Pumps

A. Background

1.  Existing Kentucky River Station (KRS) Water Treatment Plant

Kentucky-American Water Company (KAWC) owns and operates an existing
intake, raw water pump station, water treatment plant, and raw water transfer pump
station adjacent to the Pool No. 9 on the Kentucky River. The water treatment plant
has a nominal rated capacity of 40 MGD, but can treat flows as high as 52 MGD. A
transfer pump station located at this facility can transfer raw water from the Kentucky
River to an off-stream raw water reservoir (Jacobsen Reservoir), or to a second water

treatment plant (Richmond Road Station).

2.  Existing Intake and Raw Water Pump Station

a.  Existing Intake Structure

The existing intake is a side channel intake equipped with a bar rack and
traveling screen. The intake structure has two bays. Each bay has positions for
three vertical turbine raw water pumps. The two bays are separated by a wall
with a sluice gate, which allows isolation of either bay for inspection and
maintenance when river levels are low. The intake structure also includes a
steel framed superstructure which houses the pump motors at an elevation above

the 100 year flood level.

b.  Existing Raw Water Pumps

1)  Number of pumps 6
2)  Size of pumps
a) Flow (MGD), each 12.5*
b) Head (feet) 402
3)  Pumping capacity*
a) Reliable (5 pumps) (MGD) 58
b)  Total (6 pumps) (MGD) 67

* Pumps were originally designed for 12.5 MGD each. Due to wear, pumps will actually

deliver slightly less.
4)  Motors

a)  Horsepower, each 1,250 HP

b)  Speed (rpm) 1,200
5)  Column diameter (inches) 20
6) Discharge control valve

a)  Diameter (inches) 24

GANNETT FLEMING
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b) Type Double seated ball valve
c) Control Hydraulic oil cylinder operator
d) Location

Pump discharge piping and control valves are located in a
separate in-ground concrete structure, adjacent to the intake. This
structure is protected against flooding.

c.  Existing Raw Water Transmission Mains

1)  Number (in parallel) 3
2)  Diameter (inches) 20*
36
48
3) Length (feet) 600

* The existing 20-inch main is currently out of service

d. Elevations:

1) Bottom of intake 541.0
2)  Low river level 545.5
3)  Normal river level 550.5
4)  Top of intake 568.0
5) 100 year flood 590.0
6) Rapid mixer — KRS Water Treatment Plant 924.0

e.  Existing Surge Control
1)  Surge tank

a) Size
i)  Diameter (feet) 7.0
i)  Length (feet) 11.0 (straight side)
iii)  Capacity (gallons) 3,500

iv)  Air cushion
The surge tank is currently operating with approximately
5°-11” of water and 1°-1” of air.
2)  Surge anticipator valves

a)  Number 2
b)  Size (inches) 8
c) Type Plug valve
d) Control Hydraulic oil cylinder operator

w/Electronic control panel
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Il. Project Goals

A. Raw Water Pumps

1.  Pump Capacity
The existing raw water pumps do not use the full horsepower capacity of the
existing motors. The brake horsepower requirement (BHP) for the existing pumps is
approximately 1,000 HP, versus the 1,250 rated HP of the motors.
One goal of this project is to replace the existing raw water pumps to provide a
reliable pumping capacity (5 pumps) of at least 67 MGD, or higher if the HP rating of
the existing motors will allow.

2. Pump Wear
The existing raw water pumps experience excessive wear, resulting in short
(three to five years) service life. The wear appears to be the result of abrasion from
sediment in the water and/or cavitation.
a.  Abrasion

An inspection of one of the existing pumping units pulled for replacement
revealed some silty material on the impeller of the pump. This material felt
abrasive to the touch.

This project includes an examination of pump materials and coatings that
may help reduce rapid wear from abrasion.

b.  Cavitation

The inspection of the existing pumping unit mentioned above also
revealed evidence of cavitation. A hydraulic model study was conducted as part
of the previous 1990 improvement project. Several physical changes and
improvements were made to the existing raw water intake sumps based on the
findings of that model.

Since there still appears to be possible cavitation, and also since the pump
capacity will be increased as part of this project, this project includes a new
hydraulic model study to confirm the effectiveness of the previous
modifications at the higher flow rates, and to recommend additional
modifications if necessary.

3. Vibration

The existing raw water pumps were replaced as part of a previous intake and
raw water pump station upgrade constructed in 1990. The pump units installed at that
time experienced excessive vibration. The problem was eventually resolved by
installing a conical expansion in the pump column pipe immediately below the motor.
This effectively changed the mass and resonant frequency of the pump unit, and
reduced the excessive vibration.

This project includes an analysis of the existing steel framed structure to insure
the critical frequencies of the structure are not near the operating speed of the pumps.
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4,  Surge
This project includes a surge analysis to determine the adequacy of the
existing surge facilities and equipment for the higher pumping rates. The study
will be used to determine what modifications, if any, are required to maintain
the same level of surge protection afforded by the existing equipment and
facilities at existing flows and discharge pressures.

B. Electrical System

The existing KRS is fed by a dual feed to a single transformer from Kentucky Power.
The Kentucky Power transformer feeds a split bus with a tie breaker. Various pumps and
process equipment, as well as lighting and HVAC, are fed from each side of the split bus.

KAWC has indicated that loads on one side of the bus occasionally approach the
rating of the bus. This project includes an electrical power study of the KRS to determine
if loads can be better balanced between the two sides of the bus, and whether the electrical
service and main bus are adequately sized for potential future loads, such as the higher
head and capacity raw water pumps proposed as part of this project.
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I11. Proposed Improvements

A. Raw Water Pumps
A hydraulic analysis of the existing intake and raw water piping system indicates that
pump capacity could be increased to approximately 14.4 MGD without exceeding the
horsepower rating of the existing motors.

1. Replacement Raw Water Pumps

a.  Flow, each (MGD) 14.4
b.  Head (feet) 405
c.  Brake Horsepower (HP) 1,200
d.  Motor HP (re-use existing) 1,250
e.  Speed (rpm) 1180

2. Pumping Capacity

a.  Reliable (one unit out of service) (MGD) 72
b.  Total (all units in service) (MGD) 85
3. Pump Materials and Coatings

a.  Pump impeller Nickel aluminum bronze
1)  Alloy ASTM B-148, Gr. 955
2)  Minimum Brinell hardness 190

b.  Bowl coating Enamel or fusion bonded epoxy
1)  Abrasion resistance 70 mg loss, maximum*

*  When tested in accordance with ASTM D4060, over 5,000 cycles using CS-17 wheel and 1,000

gram weight.

4.  Miscellaneous

a.  Column diameter (inches) 20
b.  Motor Re-use existing
c.  Discharge control valve Re-use existing
1) Modify valve opening and closing times, as required, to conform to the
following:*
a)  Emergency shutdown closing speed, seconds <5
b)  Normal pump start-up opening speed, seconds >30
c)  Normal pump shut-down closing speed, seconds >30

* As recommended by surge memo/report issued July 31, 2006

5. Cavitation
A hydraulic model study of the existing intake structure was conducted to
determine what modifications may be required to reduce, vortexing, cavitation, swirl
and turbulence, or other hydraulic problems. Recommendations of the model study
include:
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a.  The results of the model study indicated that the existing anti-vortex features
(grating cage surrounding pump and floor cone under suction bell) function well
and should be retained.

b.  The dividing walls in the sump between individual pumps should be raised by
two feet. This will prevent flow over the top of the wall and downward in the
adjacent sump when operating at a normal water level of 550.5 feet. This
downward approach flow to the pump creates significant turbulence.

c.  When operating two or more pumps on one side of the intake at 14.4 MGD,
water level in the sump should not be below 545.2(1) feet. Head losses across
the sump structure will reduce water levels at the pumps to unacceptable levels.
Pumps must be throttled to reduce flow and the head loss across the sump if
water level drops below that level.

d.  Pumps should never be operated when water is below 543.8(1) feet. Pumps
must be throttled, decreasing flow and reducing head loss through intake
structure and traveling screen, to increase water level in sump.

(1Based on hydraulic model study. Pumping levels in sump must always meet or exceed minimum
submergence requirements given by pump manufacturer.

Vibration

A finite element vibration analysis of the steel supporting structure indicated
that there are no significant undampened mode shapes within 30% of the pump
operating frequency. Therefore, no modifications to the steel structure are required to
address pump vibration. The pump vendors will be required to submit a vibration
analysis of their pumping equipment to insure their equipment does not have any
resonant frequencies within 25% of the operating speed of the pump.

Surge control

Preliminary results of the surge study indicate that no significant improvement
in surge control can be obtained by replacing or physically modifying the existing
surge control equipment and facilities. Recommendations of the surge study include:
a. Modify existing surge anticipator valves, as required, to conform to the

following:

1)  Opening time, seconds 4
2)  Full open delay time, seconds 0
3) Closing speed, seconds 60
4)  Low pressure setting, psi N/A — Activate on power loss
5)  High pressure setting, psi 225

b.  Modify existing surge tank, as required, to conform to the following:

1)  Air/Water ratio Between 40/60 and 60/40

c.  Pump Operating Procedures:
1)  Start or stop no more than one pump at a time.
2) Delay between starting or stopping pumps, normal operation, min.  >1
3) Delay before restarting first pump after power failure, minutes >10
4) Delay before starting additional pumps after power failure, minutes  >5
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B. Electrical

A. Study Results and Recommendation

The existing Kentucky Utilities (KU) primary electric service to Kentucky
River Station (KRS) includes two feeds to a single substation. Once inside the plant,
the primary service feeds both sides of a split bus. If there is a power outage on one
KU primary feed, it takes several hours for KU to manually actuate transfer switches
to provide power to KRS via the second feed. Due to this operational requirement,
and the fact that the existing primary service is undersized for the proposed larger raw
water transfer pumps, it is proposed to install a second incoming primary service to
power the raw water transfer pumps, with a tie breaker to one side of the existing split
bus. That way, if one primary service fails, the second will still be powered. Loads
on at least one side of the existing split bus can be powered off the second primary
service by operating tie breakers inside the plant.

The raw water pump station has an existing 300 KVVA transformer that powers
480 volt loads at the intake. This transformer can be powered from either side of a
split bus via tie breakers. With the proposed improvements to the electrical service
outlined above, only one side of the split bus will be powered if there is a failure of
one of the incoming primary services. An operator may be required to go to the raw
water intake and manually actuate transfer switches to restore power to the
transformer. Therefore, it is recommended that an automatic transfer switch be
installed at the raw water intake so that the transformer will automatically be
connected to a powered bus, even during a failure of one of the primary electric
services.

Several existing feeders are also undersized and should be replaced.
Recommended feeder replacements, as well as more detailed information related to
the recommendations above, can be found in the “Kentucky River Station Power
Study” dated July, 2006.
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APPENDIX A
SYSTEM HEAD CURVE




KAW_R_AGDR1#308 042610
Page 12 of 20

l. Introduction

Kentucky-American Water Company
Reliability Improvements
Kentucky River Station Raw Water Transfer Pumps

A. Background

1.  Existing Kentucky River Station (KRS) Water Treatment Plant

Kentucky-American Water Company (KAWC) owns and operates an existing
intake, raw water pump station, water treatment plant, and raw water transfer pump
station adjacent to the Pool No. 9 on the Kentucky River. The water treatment plant
has a nominal rated capacity of 40 MGD, but can treat flows as high as 52 MGD. A
transfer pump station located at this facility can transfer raw water from the Kentucky
River to an off-stream raw water reservoir (Jacobsen Reservoir), or to a second water
treatment plant (Richmond Road Station). The raw water transfer pump station takes
its suction from the discharge of the raw water intake pumps.

2.  Existing Raw Water Transfer Pump Station

a.  The existing raw water transfer pumps are located in the existing Chemical
Building, constructed in 1992.

b.  Existing Raw Water Transfer Pumps

1)  Number of pumps 2
2) Type Horizontal split case
3)  Suction diameter, inches 18
4)  Discharge diameter, inches 14
4)  Flow (MGD), each(?)

a)  Operated alone 15.0(2)

b)  Operated in parallel 10.5
5)  Flow (MGD), total when operated together(1) 21.0
6) Head (feet)

a)  Operated alone 2702

b)  Operated in parallel 320

(1) Based on pumping directly to Richmond Road Station. Capacity may be slightly higher when
pumping to Jacobsen Reservoir.

() one pump may be able to deliver as much as 17 MGD, however, these pumps are normally
throttled when run individually to keep them from “running out” on their performance curves.

7)  Motors
a)  Horsepower, each 900 HP
b)  Speed (rpm) 1,200
8)  Discharge control valve
a)  Diameter (inches) 20

GANNETT FLEMING 1
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b) Type Double seated ball valve
c) Control Hydraulic oil cylinder operator

c.  Existing Raw Water Transmission Mains
1)  Kentucky River Station To Jacobsen Reservoir

a)  Number of mains 1
b)  Diameter (inches) 30
c) Length (feet) 35,000
d) Material Ductile iron
2)  Jacobsen Reservoir to Richmond Road Station
a)  Number of mains (in parallel) 3
b) Main No. 1
i)  Diameter (inches) 30
i) Length (feet) 14,200
i)  Material Ductile iron
c) Main No. 2
i)  Diameter (inches) 20
i)  Length (feet) 14,900
i)  Material Asbestos cement
d) MainNo. 3
i)  Diameter (inches) 16
i) Length (feet) 15,500
i)  Material Unlined cast iron

d.  Existing Surge Control
1)  Surge anticipator valves

a)  Number 2
b)  Size (inches) 6
c) Type Ball valve
d) Control Hydraulic oil cylinder operator

w/Electronic control panel
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Il. Project Goals

A. Raw Water Transfer Pumps

1.  Pump Capacity
a.  Desired Reliable Capacity (One Unit Out of Service), MGD 18.0
b.  Desired Maximum Capcity (Both Units In Service), MGD 22.0

2. Discussion:

In order to meet projected maximum day demands, KAWC must make the best
possible use of the treatment capacities of both the Richmond Road Station (RRS)
and Kentucky River Station (KRS) Water Treatment Plants. To most effectively
utilize existing treatment capacity at both locations, KAWC must be able to reliably
transfer at least 18 MGD from the Kentucky River directly to RRS or to Jacobsen
Reservoir.

With the proposed improvements at the KRS Raw Water Pump Station (to
increase pumping capacity from the Kentucky River) and the hydraulic capacity of
the KRS Water Treatment Plant, KAWC would like to be able to deliver up to 22
MGD from the Kentucky River to RRS or Jacobsen Reservoir to further optimize use
the treatment capacity available at both locations.

The most KAWC can transfer to RRS with one of the two existing pumps out of
service (reliable capacity) is approximately 17 MGD. However, when run singly,
these pumps are normally throttled to about 15 MGD to keep them *“on their curve”.
The two existing pumps together can deliver approximately 21 MGD to RRS.

3. Options Evaluated:
a.  Add Third Pump
The system head curve for the raw water transfer mains is fairly “steep”.
It takes more than 20 feet of additional head to increase flow from 21 MGD to
22 MGD. The pump curves for the existing transfer pumps are fairly “flat”.
The additional head will “back up” the existing pumps on their curves,
significantly reducing the amount of flow they can deliver and their efficiency.
b.  Replace Existing Pumps With Larger Pumps
This option looked at replacing the two existing pumps with higher
capacity, higher head units to deliver the desired flows. New pumps could be
selected so that one pump would meet the desired reliable flow, and two units
would operate more effectively when operated together. The new pumps would
require higher horsepower motors and the associated electrical modifications.

4.  Surge
This project includes a surge analysis to determine the adequacy of the existing
surge facilities and equipment for the higher pumping rates and heads. The study will

be used to determine what modifications, if any, are required to maintain at least the
_________________________________________________________________________________________________________________________________|
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same level of surge protection afforded by the existing equipment and facilities at
existing flows and discharge pressures.

B. Electrical System

The existing KRS is fed by a dual feed to a single transformer from Kentucky Power.
The Kentucky Power transformer feeds a split bus with a tie breaker. Various pumps and
process equipment, as well as lighting and HVAC, are fed from each side of the split bus.

KAWC has indicated that loads on one side of the bus occasionally approach the
rating of the bus. This project includes an electrical power study of the KRS to determine
if loads can be better balanced between the two sides of the bus, and whether the electrical
service and main bus are adequately sized for additional loads, such as the higher
horsepower raw water transfer pumps proposed under 1l. A. 3. b., above.
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Proposed Improvements

A. Raw Water Transfer Pumps

1. Replacement Raw Water Transfer Pumps

a.  Quantity
b. Type
c.  Design Point No. 1

1)  Flow (MGD)

2) Head (feet)

3) Brake horsepower (HP)
d.  Design Point No. 2

1) Flow (MGD)

2) Head (feet)

3) Brake horsepower (HP)
e.  Speed (rpm)

2. Pumping Capacity*

a.  Reliable (one unit out of service) (MGD)

b.  Total (both units in service) (MGD)

2
Horizontal split case

18.3
225
975

11.0
339
875

1770

18.3
22

* Based on pump suction pressure of 9 psi. Flow will increase with higher suction pressure and
decrease with lower suction pressure. Suction pressure can be increased by throttling flow control

valve at KRS raw water venture.

3. Miscellaneous
a.  Suction diameter (inches)
b.  Discharge diameter (inches)
c. Motor
d.  Discharge control valve

20

16

1,000 HP horizontal
Re-use existing

1) Modify valve opening and closing times, as required, to conform to the

following:*

a)  Emergency shutdown closing speed, seconds <5
b)  Normal pump start-up opening speed, seconds >180
c)  Normal pump shut-down closing speed, seconds >180

* As recommended by surge memo/report issued July 31, 2006

e. Provide winding and bearing temperature detectors and bearing vibration
monitors.

Surge control

Preliminary results of the surge study indicate that the increased flows of the
proposed pumps only slightly increase surge pressures within the transmission mains
during power failure or emergency shut-downs. However, the surge study did
indicate that significant reductions in surge pressures could be obtained by replacing
existing air valves along the transmission main with new two stage (vacuum relief/air
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release) or three stage (combination air/vacuum) air valves, adding new two stage and
three stage air valves at multiple locations along the transmission mains, and adding a
two stage vacuum valve on the pump discharge header,, Recommendations of the
surge study include:

a. Modify existing surge anticipator valves, as required, to conform to the

following:

1)  Opening time, seconds 4
2)  Full open delay time, seconds 0
3) Closing speed, seconds 120
4)  Low pressure setting, psi 5 psi or on power loss
5)  High pressure setting, psi 200

b.  Pump Operating Procedures:
1)  Start or stop no more than one pump at a time.
2)  Delay between starting or stopping pumps, normal operation, min. ~ >5
3) Delay before restarting first pump after power failure, minutes >20
4)  Delay before starting additional pumps after power failure, minutes >60
c.  Add two stage vacuum valve to pump header in station
1)  Size, inches 6-inch
2)  Manufacturer Vent-O-Mat

B. Electrical

A. Study Results and Recommendation
The existing Kentucky Utilities (KU) primary electric service to Kentucky
River Station (KRS) includes two feeds to a single substation. Once inside the plant,
the primary service feeds both sides of a split bus. The existing service and split bus
are undersized for the proposed larger raw water transfer pumps.

If there is a power outage on one KU primary feed, it takes several hours for KU
to manually actuate transfer switches to provide power to KRS via the second feed.
Due to this operational requirement, and the fact that the existing primary service is
undersized for the proposed transfer pumps, it is proposed to install a second
incoming primary service to power the raw water transfer pumps, with a tie breaker to
one side of the existing split bus. That way, if one primary service fails, the second
will still be powered. Loads on at least one side of the existing split bus can be
powered off the second primary service by operating tie breakers inside the plant.

Several existing feeders are also undersized and should be replaced.
Recommended feeder replacements, as well as more detailed information related to
the recommendations above, can be found in the “Kentucky River Station Power
Study” dated July, 2006.




KAW_R_AGDR1#308 042610
Page 18 of 20

APPENDIX A
SYSTEM HEAD CURVE




KAW_R_AGDR1#308 042610
Page 19 of 20

€9°C6¢ eleey ¢.’001 00004

€'88¢ 8'LCV AW 005819

G'€8¢ y0'ecy €G'¢6 00059

8G'6.¢€ 806l €6'68 00529

88'v.¢ 8EVvly €€'98 00009

G8'L.LE SeLLy €28 00S.S

G6'89¢ S¥'80v 716 000SS

91'99¢ 99'G0Y ¥G'GL 00S¢S

SyGLSL'0 /829¢L'0 €0lL0L'0 <¢..G.0°0 SGLS0S0'0 LS2Sc00 1G'€9¢ 10°€0¥ 76'LL 0000S
GG6SYL'0 629lLCL'0 €0€.60°0 8.6¢L0°0 ¢S9870'0 9¢evc00 86°09¢ 8¥'00% Ge'89 00S.Lv
9c/el’'0 €8erllL’'0 L0SL60°0 €9890°0 €G/9¥0°'0 L.8220°0 1G'8G¢ ,0'86¢ SL'Yv9 000SY
¢0/9¢1'0 G8S9S0L°0 89¥¥80°0 1S€€90°'0 tecc¥0'0 LLLL2O0 82'9G¢ 8.'G6E G119 00Scy
LLvZll'0 89¢€600 ¥¥6¥.0°'0 8029500 <.v.€0'0 9¢€.810°0 cLvse 29'c6e GG'.S 0000%
1G/60°0 6SCL80°0 1005900 GSG/8¥0'0 €0S2€0°'0 ¢S29l0°0 60°¢s¢E 65°L6¢E 96'¢S 00S.¢
€6G1790°0 LZ8E€S0'0 <¢90ev0'0 962¢€0°0 1LeSLc0'0 S9.010°0 81°0S¢ 89'68¢ 9¢€°'0S 000S¢
¢66070°0 9l¥e0'0 8¢€lc0'0 96¥0C0°0 t99€L0'0 <€8900°0 ¥'8ve 6'.8¢ 9.'9%v 00S¢ce
G/86L0°0 2999100 G2cl0'0 .L€6600°0 SG29900'0 <¢L€e000 V. '9v¢ 298¢ LL'EY 0000¢
0 0 0 0 0 0 A4 L'v8¢ 1G'6¢ 00S.¢
8L'eveE 82'€8¢ 16°'GE 000S¢

,€2e’S0lL 8/69.°/8 €8G12°0L /8199CS 16L0L'GE 96€SG Ll 0S¢ 6y ¢re 66°'18¢ 1€¢¢ 00S¢¢e
88¢eY’ L0l LECES V8 69¢9'/9 <P6LL0S G6CL8'Ee L¥906°9l 00¢ ceLve £€8'08¢ 8.'8¢ 0000¢
89G6¢£'G6 196¥'6. <CLL6SEC9 V¥8.69.F 9G86.°LE 8C668°Sl 0S¢ 82'0v¢ 8.'6.¢ 81'G¢ 00S.L
GG.G0'88 6¢18¢€L 10S0L'8S 8.8¢0¥yF <¢SCSe'6C 92991l ooy 9€'6¢E 98'8.¢ 8g'L¢ 00051
g6cl'8L 1610169 €€980°¢S 9.¥90'6E Llev0'9C¢ 8SlLcOEl (0174 Ggg'8¢ee S0'8.¢ 66'LL 00sclL
8/69/.°/9 ¢Z8V.¥'9G 986.1°Gy 68V88°CE €6685'¢C 96¥6Z L1 00S 18°/¢¢ YASWIAS 6EvL 00001}
60268 vy L0OL¥'LE 908¢6'6C V09 ¢cc €0v96'¥L 110281V L 0SS VAR 8'9.¢ 6,01 00S.
1C68¥'8C LOL¥.L'€C 182668l 9Ovvc ¥l €0¥96¥'6 1L0Z8Y.L'Y 009 G8'9¢¢e Ge9.¢ 6lL°. 000S
G6cl8'cl 6.0LG9°LL €€980C'6 S.¥906'9 LLEV09'v 8S1L20€C 059 g'oee 9.¢€ 09°¢ 00S¢

0 0 0 0 0 0 00. L1°9¢¢ 19'G.l¢E 000 0
sdwnd 9 sdwndg sdwnd$ sdwndg¢ sdwndg dwnd| peaH |00d pooj j00d asin NdD
|ew.oN
sdwng Aemoj4 peaH wajsAg o]

(uonels Jajsued | 01 MojH JaTeAN MeY JO 04GZ UO paseq)
ONILVYH3dO SdNNd JAIL - AVIH W3LSAS

‘Ad :d3IxXO3HO salpns Aujiger|ay :103rodd

'Ag :a3SINTY Auedwo) Jajen uedLIBWY Aonuay JIN3IND

orl ‘Ad 90/¢T/€0 || -d3LVv3dd TT.9% ‘ON gor




KAW_R_AGDR1#308 042610
Page 20 of 20

Nd Mmo|4
00°001 00°06 00°08 0004 00°09 00°0S 000y 00°0¢ 00°0¢ 000l 000

TN .
\ \ [ L
NN

-
p—
“
- ,A /
|00d

\
Efa WAVER =5 v

al |\ / .

/ NI /

\ A
\. NIV

pesH Ewuw>w dwngd iaje mey SuM

Jo94 pesH



KAW_R_AGDR1#309_042610
Page 1 of 1

KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

309. Provide the following information for all final retirements for the last 15 years. |If
requested data is not available for the last 15 years, provide the data for as many years as

are available.
a. Date of retirement
b. Amount of retirement
C. Account
d. Reason for retirement
e. Whether or not retirement was excluded from historical interim retirement rate
studies.
Response:

There were no retirements classified as final retirements for the last 15 years.

For the electronic version, refer to KAW_R_AGDR1_309_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

310. Refer to page 11-23 of the Depreciation Study, where it states “For most of the mass plant
accounts and subaccounts, the statistical analyses resulted in good to excellent indications
of significant survivor patterns.” Please provide a full explanation of how Mr. Spanos
determined this. In other words, what are the criteria Mr. Spanos uses to determine that a
statistical analyses “results in good to excellent indications of significant survivor
patterns.”

Response:

Mr. Spanos has an understanding of the life characteristics of most mass accounts within
the water industry which includes many reasons for assets to remain or be removed from
service. Thus, when the statistical analyses of a particular asset class match with a
reasonable degree of accuracy to the mortality pattern of a survivor curve, then "good to
excellent indications of significant survivor patterns” are achieved.

For the electronic version, refer to KAW_R_AGDR1#310_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

311. Was the life span methodology utilized in the prior studies? If so, please provide a
comparison, by account and location, of the probable retirement year forecasted in the
prior studies, with the probable retirement year forecasted in the Depreciation Study.

Response:

The life span methodology was not utilized in the prior Kentucky American Water
Company Depreciation Study.

For the electronic version, refer to KAW_R_AGDR1#311_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

312. Please provide the specific calculation of each probable retirement year in the
Depreciation Study. Also, please provide the installation date for each location.

Response:

The detailed depreciation calculation with each probable retirement year is set forth in the
Depreciation Study. The detailed calculation for Account 304.20 and 304.30 is set forth
on pages 111-123 through 111-127. The calculation for Account 304.60 is set forth on
pages 111-129 and 111-130. The detailed calculation for Account 320.10 is set forth on
pages 111-143 through 111-145 of the Depreciation Study.

For the electronic version, refer to KAW_R_AGDR1#312_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

313. Do the life span analyses include interim additions? If so, please provide a detailed
explanation of how and why interim additions are included.

Response:
There are no future interim additions included in the life span analyses.

For the electronic version, refer to KAW_R_AGDR1#313_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

314. Identify all circumstances unique to Kentucky which influence or have an impact on the
life span estimates.

Response:

There are no circumstances unique to Kentucky which influence or have an impact on the
life span estimates.

For the electronic version, refer to KAW_R_AGDR1#314_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos
315. For all accounts and locations for which Mr. Spanos is proposing the life span method,
provide the following information to support Mr. Spanos’s final retirement dates. Please
respond to each item.
a. Economic studies. (NARUC, p. 146)
b. Retirement plans. (NARUC, p. 146)
C. Forecasts. (NARUC, p. 146)
d. Studies of technological obsolescence. (NARUC, p. 146)
e. Studies of adequacy of capacity. (NARUC, p. 146)
f. Studies of competitive pressure. (NARUC, p. 146)
g. Relationships of type of construction to remaining life span.

h. Relationship of attained age to remaining life span.

I. Relationship of observed features and conditions at the time of field visits to
remaining life span.

J. Relationship of specific plans of management to remaining life span.
Response:

The life span method is proposed for facilities within four accounts. The assets within
these four accounts relate to the Kentucky River Station facility, the Richmond Road
Station Treatment Plant and the Main Office. The Kentucky River Station has assets
within Accounts 304.20, 304.30 and 320.10. The Richmond Road Station Treatment
Plant has assets in Account 304.30 and 320.10. The assets for the Main Office are in
Account 304.60.

The pumping and treatment facilities are continually reviewed as part of the operational
planning and budgeting efforts which assess the adequacy of major facilities and the need
to make capital improvements. If expected capital improvement costs for continued
reliable operations are not economic, retirement plans are determined.



KAW_R_AGDR1#315_042610
Page 2 of 2

There were no formal analyses prepared to estimate the retirement lives of Kentucky
American Water Company facilities. Each facility's retirements were estimated based on
engineering judgment and experience with Kentucky American Water facilities.

Each of the facilities that utilize the life span method has retirement dates far into the
future. The Kentucky River Station is 2037, the Richmond Road Station Treatment Plant
is 2038 and the Main Office is 2043. The life span for the Kentucky River Station is over
100 years from initial construction and 45 years from major capital improvements. The
Richmond Road Station Treatment Plant is also over 100 years from initial construction
and 50 years from major capital improvements. The life span for the Main Office is 73
years from initial construction and 35 years from major capital improvements.

For the electronic version, refer to KAW_R_AGDR1#315_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

316. If not provided in the response to the immediately preceding question, please provide the
source for the life spans selected by Mr. Spanos.

Response:
Please see response to KAW_R_AGDR1#315.

For the electronic version of this response, refer to KAW_R_AGDR1#316_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller/John Spanos

317. Provide a copy of the Company’s most recent prior depreciation study and the Order(s)
establishing the present deprecation rates.

Response:

The Company’s 2007 Depreciation Study can be found at www.psc.ky.gov under the
case number 2007-00143, please refer to the KAW_APP_EX10 043007.pdf (see
testimony and exhibits of John Spanos). The Commission’s Order and attached
Settlement Agreement in 2007-00143 address the company’s current depreciation rates.

For the electronic version of this response, refer to KAW_R_AGDR1#317_042610.pdf.


http://www.psc.ky.gov/
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

318. Please provide a calculation of the current depreciation rates in electronic format (Excel)
with all formulae intact. Show all parameters used, and provide a source for those rates
and underlying parameters. If the rates and parameters are not the same as approved in
the most recent prior case, please explain why not. Also, if there are any differences in
the account numbers used, please provide a reconciliation.

Response:

The excel file for the current depreciation rates is included on the enclosed CD in a folder
labeled as KAW_R_AGDR1#318 042610. For detail of the depreciation study
performed by Mr. Spanos please refer to the Commission’s website at www.psc.ky.gov in
case number 2007-00143. See Mr. Spanos’s testimony, exhibits and numerous discovery
requests from the Attorney General about the study and support for the study.

For the electronic of this response version, refer to KAW_R_AGDR1#318 _042610.pdf.


http://www.psc.ky.gov/

KAW_R_AGDR1#319 042610
Page 1 of 4

KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John J. Spanos

319. Identify and explain all changes between the current study and the most recent prior
study.

Response:

The current study and the most recent prior study have differences in life, curve, net
salvage percent, probable retirement date, depreciation procedure, reserve to plant ratio
and plant activity. The attached tables set forth the life, curve, net salvage percent and
probable retirement date differences.

The proposed depreciation parameters were the result of a detailed and comprehensive
depreciation study, reflecting both an analysis of the historical data, as well as
consideration of current and prospective factors, that will impact the average life and net
salvage to be achieved by each Company’s property group.

Each of the applicable life and salvage parameters was utilized together with the
surviving plant in service by vintage and book depreciation reserve at November 30,
2009 with the average service life procedure and remaining life method to develop the
property group and/or location level annual depreciation rate.

The net changes in the annual depreciation rates are the result of the changes in the
Company’s plant account level balances, age of the surviving plant in service, book
depreciation reserve and changes in the underlying service life and salvage parameters.

For the electronic version, refer to KAW_R_AGDR1#319 042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

320. Please explain any changes in procedures, methods or techniques used to calculate the

existing depreciation rates and those used to calculate the rates proposed in Mr. Spanos’s
Depreciation Study.

Response:

All methods, procedures and techniques used to calculate the existing depreciation rates
are the same as those used to calculate the proposed depreciation rates in Mr. Spanos'

Depreciation Study, with one exception, the use of the life span procedure for some
assets.

For the electronic version, refer to KAW_R_AGDR1#320_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos
321. Provide a table summarizing separately by account the depreciation expense changes

caused by life changes, net salvage changes, and other changes. Provide additional
explanations of the "other changes.”

Response:
It is not possible to accurately separate, by account, the changes in depreciation expense
due to the life and salvage components. The depreciation expense is calculated based on
a combination of all parameters.

However, | have attached a table that sets forth the depreciation rates and expense as of
November 30, 2009 comparing proposed parameters to current parameters.

For the electronic version, refer to KAW_R_AGDR1#321_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

322. Please provide the current depreciation rates, split into three separate components:
capital recovery, gross salvage and cost of removal.

Response:

The attached schedule sets forth the current depreciation rates split into three
components: capital recovery, gross salvage and cost of removal.

For the electronic version, refer to KAW_R_AGDR1#322_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

323. Provide any and all internal studies and correspondence concerning the Company’s and
the parent company’s (American Water Works) implementation of FASB Statement No.
143 and FIN 47.

Response:

There are no internal studies. Please see the response to KAW_R_AGDR1#324 042610
and KAW_R_AGDR1#328 _042610.

For electronic version of this response, refer to KAW_R_AGDR1#323_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

324. Provide complete copies of all correspondence with the following parties regarding the
Company’s implementation of FASB Statement No. 143 and FIN 47:

a. External auditors and other public accounting firms.
b. Consultants
C. External counsel
d. Federal and State regulatory agencies
e. Internal Revenue Service
Response:

Please see the attached correspondence with External Auditors and Consultants.

For the electronic version, refer to KAW_R_AGDR1#324_042610.pdf.
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800 W. Hershey Park Drive
Hershey, PA 17033

T717-531-3221
F 717-531-3235

—-- Forwarded by Chuck A Gilbert/PAWC/AWWSC on 01/18/2005 06:02 PM, -~

Waiter Gauss To: Christopher C Buls.iPAWC/AWVV\\IlSC@AWW. Chuck A
; . Gitbert/ PAWC/AWWSC@AWW, Mike

0171812005 03:30 PM Miller\WVAWC/AWWSC@AWW, Tom

Bailey/ WWVAWC/AWWSC@AWW
co: Edward J Keiifer/ ADMIN/ICORPIAWWSC @AWW, Tom

HekKitrick/ ADMIN/CORP/AWWSC @AWW, Rod
Nevirauskas/SHARSVCS/AWWSC@AWW, Gary
Akmentins/SHARSVCS/AWWSC@AWW, Robert D
Sievers/ADMIN/CORP/AWWSC@AWW, Thomas C
Spitz/SHARSVCS/AWWSC@AWW

Subject: Nel Negative Salvage - Southeast Region

Dear All:

2004 1S GAAP Audited Financial Statements will require the reclassification of
net negative salvage out of depreciation expense to operation and

maintenance expense and the reclassification of net negative salvage

out of accumulated depreciation 1o a regulatory liability or asset account.

This is in accordance ‘with SFAS 143 “Accounting for Asset Retirement
Obligations™ as well as SEC guidance.

Please review this analysis carefully. The impact of this disclosure

and account reclassification may influence future rates cases as

net negative salvage previously embedded within accumulated depreciation
will now be subject to examination.

For 2003, net negative salvage included in depreciation was estimated using
each company’s most recent depreciation study. Net negative salvage
included in depreciation was calculated using the percentage factor of net
negative salvage as a percent of total gross utility plant in service and net
salvage. K '

For 2004 the same methodology is used, however rather than applying a composite
net negative salvage perceintage, net nepative salvage was caleulated
on an‘individual asset class level (schedule aftached).

It is proposed that net negative salvage included in accumulated depreciation

be estimated in the same way. First the average percentage netf increase in accumulated
depreciation attributable o net negative salvage over the past 6 years is calculated.

This average net negative salvage percentage of accumulated depreciation is then muliiplied
by the net increase in accumulated depreciation for the period starting when companies began
accounting for NN§ in depreciation rates and ending 12/31/04.



Kentucky

Operation and Maintertance expense
Depreciation Expense

Accumulated Depreciation
Regulatory Liability NINS

$1,058,788

$6,212,492

KAW_R_AGDR1#324_042610
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1
$1,058,788 {
!

. Tennessce

QOperation and Maintenance expense

Depreciation Expense

Accumulaied Depreciation
Regulatory Liability NS
Virginia

Operation and Maintenance expense
Depreciation Expense

‘Accurnilated Dcpre.cxé%‘{dn
Regulatory Liability NNS

West Virginia

Operation and Maintenance expense
Depreciation Expense

Regulatory Asset NNS .
Accumylated Depiéciation

$356,712

$1,842,781

$253,964

'§173,576

52,065,405

$5,893,470

$356,712

$1,842,781

£253,964

$173,576

$2.065,405

$5,393,470

The attacl'ed schedu.Le Gontains the: de{taﬂcd calcuianoms used to amve at

use‘d’féir the :évbmputam;‘ns. o
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Mike Miller provided the approximate date that Tenuessee and Virginia started
including net negative salvage as part of depreciation. West Virginia's 1999

rate case included information that net negative salvage commenced in July 2000.
For Kentucky [ used a 1/1/1990 start date as this was a reasonable assumption
based upon information from other American Water companies and information
from Tom McKitrick.

Maryland was not included as it was determined last year that net negative salvage
was not inchuded in its depreciation rates.

Pennsylvania was not included as net negafive salvage in accumulated depreciation

was already reclassed to a regulatory asset account as of 12/31/2003 and the net negative
salvage component of depreciation was reclassed to operations and maintenance expense
quarterly, in statements sent to security holders during 2004.

For 2005 it may be advisable to record these adjustments on a detailed level through
recurring journal entries each month. Gary Akmentins is looking at the feasibility of
this approach and has set a target date of March 2005 10 automate this process.

Please let me know if you have any questions and if you are in apreement with

my calculations by Tuesday 01/25/05. 1f you know of any other way in which

to estimate the amount of net negative saivage included in accumulated depreciation
I would appreciate your suggestions.

Walter Gauss

Sautheastern 2004 KNS sls

Kentuckes MMS by asset clges pdf West Virginia HNS by asset class. pdf
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Account
Number

3031
3036
311
312
313
314
316
321
322
323.2
325
326
328.2
328.3
3541
3711
331
332
334
341
342
343
345
346
346.1
346.2
346.3
347
348
390.1
390.2
390.3
391.1
391.2
391.21
391.22
391.23
391.25
391.26
391.28
391.3
392.11
392.12
392.2
392.3
393
394
395
396
397
397.1
397.2
358
399
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KENTUCKY AMERICAN
CALCULATION OF NEGATIVE SALVAGE
Plant Accumulated Percent Net Negative
Description Investment Reserve Gross Inv. Salvage Salvage
Other P/E Intangibles $26,219 $2,616 $28,835
Other P/E Comprehensive Studies 349,997 59,424 409,421
8§ Structures and Improvements 195,204 27,114 222 318 0%
Cull and Impounding Reservoir 1,013,271 198,082 1,211,353 0%
Lake, River, and Other Intakes 338,159 150,794 488,953 0%
Wells and Springs 0 [ ] 0%
Supply Mains 5,044,610 619,525 5,664,135 36473y -6% 4.7 (283,207)
Pumping Structures and Improvements 4,478,431 990,152 5,468,583 (¢S Iy ~10% ?c q (546,858)
Boiler Plant Equipment 0 0 ¢ 0% 0
Other Power Production Equipment 559,844 180,195 740,039 0% 1]
Electric Pumping Equipment 9,122,411 2,760,530 11,882,941 {1-833<7w -8% 1.41 (950,635)
Diesel Pumping Equipment 594,512 204,747 799,259 -8% Tyt (63,941)
Gasoline Pumping Equipment 1] Q 0 0% 0
Other Pumping Equipment 4] 0 (1} 0% 0
Collecting System Structures - Sewer 40,127 35,046 75173 0% 0
Efectric Pumping Equipment - Sewer 10,708 9,358 20,066 0% (1]
WT Structures and Improvements 7,006,487 977,200 7,983,687 -10% 9.9 (798,369)
Water Treatment Equipment 23,034,953 7,963,615 30,998,568 1143 8V -20% /.67 (6,199,714)
Water Treafment -- GAC 4 0 ] 0% 0
T&D Structures and Improvements 766,565 120,804 887,369 0% 0
Distribution Reservoirs and Standpipes 5,016,463 1,365,454 6,381,917 . -10% 9.09  (638,152)
T&D Mains 97,063,338 13,913,403 110,976,741 /134 15900 % 2.3¢ (4,439,070
Services 13,257,626 7,971,002 21,228,628 493471 -159%  (33,753,519)
Meters 0 0 0 0% /%5 0
Meters- Bronze Case 34,932 8,152 43,084 4411 16% 41 79 6,893
Meters-Plastic Case 1,866,232 435,500 2,301,732 0% 0
Meters-Other 1,295,820 302,390 1,598,210 . 16% (3 -1 255714
Meter Installations 11,859,907 2,795,935 14,655,842 >33 ¥1% .53% 3. by (7,767,596)
Hydrants 6,177,087 1,497,768 7,674,855 (o437905 -36%%6.47 (2,762,948)
Office Structures 3,891,288 562,588 4,453,876 0% 0
Stores, Shop & Garage Strum. 902,690 130,508 1,033,198 0% 0
Misc.. Structures 256,725 37,116 293,841 0% 0
Qffice Furniture. 659,925 383,850 1,043,775 (a7 Sc¥3 3% Z.9) 31,313
Mainframe Computer & Perish Equip, 72,295 42,051 114,346 (33 135 17% 4.3 19,439
Personal Computer & Perish Equip. 1,432,139 833,014 2,265,153 17% 4, 5> 385,076
Other Office Machines and Equip. 15,000 8,725 23,725 0% 0
Office Machines and Equipment Software 361,579 210,315 571,894 17% #4,8% 87,222
Mainframe Software 876,835 510,017 1,386,852 0% a
Personal Computer Software 678,047 394,391 1,072,438 0% 0
Other Software 221,222 128,675 349,897 0% 0
Other Office Equipment 139,656 81,232 220,888 - 3% 1. 6,627
Transportation — Light Trucks 1,275,652 660,000 1,935,652 15/LFE  30%423, oF 580,696
Transportation — Heavy Trucks 564,715 292,174 856,889 o, 11| 25% 1%.00 214,222
Transportation -- Cars 161,535 83,575 245110 %, (43 23% (3,70 56,375
Other Transportation Equip. 2,846 1,472 L3 0% 1)
Stores Equipment 35,547 22,605 58,152 0% 0
Tools, Shop, and Garage Equip. 712,988 315,678 1,028,666 -3% d.qp  (30,860)
Laboratory Equipment 675,252 10,011 685,263 J471b  24% ra, 35 164,463
Power Operated Equipment 498,962 237,584 736,546 0% 0
Communications Equipment 1,601,524 94,817 1,696,341 0% 0
Communications Equipment 117,000 6,927 123,927 0% 0
Communications Equipment 0 0 o 0% 0
Misc. Equipment 20,723 (87,005) (66,282) 0% 0
Other Tangible Property 117,860 141,625 259,585 0% 1]
BWA Acquisition Q 447,969 447,969 4]
204,445,008 48,138,720 252,583,728 ($56,416,867)
6 Ig
Percent Attributable fo Negative Salvage »0 L 28C ¢ 7{ -22.34%
2,002 2003 :

Annual Depreciation $5,624,342 *  $6,699,631 / 8 2 §

Percent Negative Salvage 22.34% 22.34%

Negative Salvage Amount $1,256,478 $1,496,698

*Doesn't Include Amtz, CIAC Tax

Composite Depreciation Rate 2.33% 2.53%

B
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f

Summary

This Interpretation clarifies that the term condltional asset retirement obligation as used in FASB Statement No. 143,
Accounting for Asset Refirament Obligations, refers to a legal obligation to perform an asset retirement activity in which the
timing and (or) method of setllemenit are conditional on a future event that may or may not be within the controi of the entity.
The obligation to perform the asset retirement aclivity is unconditional even though uncertainty exists about the fiming and (or)
method of setilement. Thus, the timing and (or) methed of settlement may be conditional on a future event. Accordingly, an
entity is required to recognize a liahllity for the fair value of a conditional asset retirement obligation if the fair value of the
liability can be reasonably estimated. The fair value of a liability for the conditional asset retirement obligation should be
recognized when incurred--generally upon acquisition, construction, or development and (or) through the normat operation of
the asset. Uncertainty about the timing and (or) method of seftlement of a conditional asset retirement obligation should be
factored into the measurement of the liability when sufficient information exists. Statement 143 acknowledges that in some
cases, sufficient information may not be available fo reasonably estimate the fair value of an asset retirement obligation. This
Interpretation also clarifies when an entity would have sufficient information to reasonably estimate the fair value of an asset

retirement obligation.

Reason for Issuing This interpretation

http://www.pwccomperio.com/search97cgi/s97is_englishx.dil 9/6/2005
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Diverse accounting practices have developed with respect to the timing of liability recognition for legal obligations associated
with the refirement of a tangible long-lived asset when the timing and (or) method of settiement of the obligation are conditional
on a future event. For examnple, sorvie entities recognize the fair value of the obligation prior to the retirement of the asset with
the uncertainty about the timing and (or) method of settfement incorporated into the liabllity's fair value. Other entlties
recognize the fair value of the obligation only when it is probable the asset will be retlred as of a specified date using a
specified method or when the asset is actually retired. This Interpretation clarifies that an entity is required fo recognize a
liability for the fair value of a conditional asset retirement obligation when incurred if the liability's fair value can be reasonably
estimated, Questions also arose about when sufficlent information may rot be available to make a reasonable estimate of the
fair value of an asset retirement obfigation. This Inferpretation clarifies when an entity would have sufficient information to
reasonably estimate the fair value of an asset retirement obligation.

How This Interpretation Will Improve Financial Reporting

Application of this Interpretation will result in (a) more consistent recognition of liabilities relating to asset retirement obligations,
(b} more information about expected fulure cash outflows associated with those obligations, and (¢) more information about
investments in long-lived assets because additional asset retirement costs will be recognized as part of the carrying amounts

of the assats.
How the Conclusions in This Interpretation Relate to the Conceptual Framework

EASB Concepts Statement No. 6, Elements of Financlal Statements, states that "liabilities are probable future sacrifices of
economic benefits arising from present obligations of a particular entity to transfer assets or provide services fo other entities in
the future as a result of past transactions or events.” The Board concluded that asset retirement obligations within the scope of
Statement 143 that meet the definition of a liability in Concepts Statement 6 should be recognized as a liability at fair valus if
fair value can be reasonably estimated. The Board believes that when an existing law, regulation, or contract requires an entity
to perform an asset retirement activity, an unambiguous requirement to perform the retirement activity exists, even if that
activity can be deferred indefinitely. At some point, deferral Is no longer possible, because no tangible asset will last forever
(except land). Therefore, the obligation to perform the asset retirement activity is unconditional even though uncertainty exists
about the timing and (or) method of settlement. The use of an expected value technique to measure the fair value of the
liabifity reflects any uncertainty about the amount and timing of future cash outflows. The clarificatlon of when an entity would
have sufficient information to reasonably estimate the fair value of an asset retirement obligation should improve the relevancs,
reliability, and comparability of the amounts recognized In the financlal statements,.

The Effective Date of This Interpretation

This Interpretation Is effective no later than the end of fiscal years ending after December 15, 2005 (December 31, 2005, for
calendar-year enlerprises). Retrospective application for interim financial Information is permitted but is not required. Early

adoption of this Interpretation is encouraged.

FASBE Interpretation No. 47

Accounting for Conditional Asset Retirement Obligations
an interpretation of FASE Statement No. 143

March 2005
CONTENTS Paragraph Numbers
Infroduction 1
interpretation 2.7
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FASB Interpretation No. 47

Accounting for Conditional Asset Retirement Obligations

an interpretation of FASB Staterent No. 143
March 2005
INTRODUCTION

1. Paragraph 3 of FASB Statement No. 143, Accounting for Asset Retirement Obligations, states, "An entity shall recognize the
falr value of a liabllity for an asset retirement obligation in the period In which it is incurred If a reasonable estimate of fair value
can be made."! Diverse accounting practices have developed with respect to the timing of liability recognition for legal
abligations associated with the retirement of a tangible long-lived asset when the liming and (or) method of settlement are
conditional on a future event. For example, some entities recognize the fair value of the obligation priar to the retirement of the
asset with the uncertainty about the fiming and (or) method of setilement incorporated into the liabllity's fair value. Other
entities recognize the fair value of the obligation only when it is probable the asset will be retired as of a specified date using a
specified method or when the asset is actually retired. Questions also arose about when an entity would have sufficient
information to reasonably estimate the fair value of an asset retirement obligation.

INTERPRETATION

2. Statement 143 applies to legal obligations associated with the retirement of a tangible long-lived asset that result from the
acquisition, construction, or development and (or) the normal operation of a long-lived asset, except as explained in paragraph
17 of that Statement for certain obligations of lessees, The term retiremen® encompasses sale, abandonment, recycling, or
disposal in some other manner,

3. The term conditfonal asset retirement obligation as used In paragraph A23 of Statement 143 refers to a legal obligation to
perform an asset retirement activity in which the timing and (cr) method of setffement are conditional on a future event that
may or may not be within the control of the entity. The obligation to perform the asset retirement activity Is unconditional even
though uncertainty exists about the fiming and (or) method of setflement. Thus, the timing and (or) method of settlement may
be conditional on a future event. Accordingly, an entity shall recognize a llability for the fair value of a conditional asset
retirement obligatlon if the fair value of the liabliity can be reasonably estimated, Statement 143 requires an entity to recognize
the fair value of a legal obligation to perform asset retirement aclivities when the obligation is incurred—generally upon

acquisition, construction, or development and (or) throtigh thé normal operation of the asset.

4, An entity shall identify all its asset retirement obligations. f an entity has sufficient Information to reasonably estimate the fair
value of an asset relirement obligation, it must recognize a liability at the time the liability is incurred. An asset retirement
obligation would be reasonably estimable If (a) it is evident thal the fair Value of the obligation is embodied in the acquisition
price of the asset,? (b) an active market exists for the transfer of the obligation, or (¢} sufficient information exists to apply an

expected present value technique4

An expected present value technigue incorporates uncertainty about the timing and method of settlement into the fair value
measurement. However, in some cases, sufficient information about the timing and (or) method of settlement may not be
available to reasonably estimats fair value. Examples 1 and 2 in Appendix A illustrate the application of this Interpretation
when an entity has sufficient Information to reasonably estimate the falr value of an asset retirement obligation at ihe time the

obligation is incurred.

5. An entity would have sufficient information to apply an expected present value {echnique and therefore an asset retirement
obligation would be reasonably estimable if either of the following conditions exists:

a. The seitlement date ahd method of setflement for the obligation have been specified by others. For example, the law,
regulation, or contract that gives rise to the legal obligation specifies the settlement date and method of settlement. In
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disposal of the treated poles, the cost to remove the poles Is not included in the asset relirement obligation. However, if there
was a legal requirement to remove the treated poles, the cost of removal would be included.

Example 2

A6. An entlty recently purchased several kilns fined with a speclal type of brick. As of the date of purchase, the kilns had not
yet been used in any smelting processes. The kilns have a long useful life, but the bricks are replaced perfodically. Because
the bricks become contaminated with hazardous chemicals while the kil is operated, a state law requires that when the bricks
are removed, they must be disposed of at a speclal hazardous waste site. The entity has the information to estimate a range of
potential settlement dates, the method of settiement, and the probabilities associated with the potential settlement dates based
on its past practice of replacing the bricks to malntain the efficient operation of the kiln. Therefore, at the date the bricks
become contaminated because of the operation of the kiln, the entity is able to estimate the fair value of the liability for the
required disposal procedures using an expected present value technique.

A7, Although performance of the asset refirement activity Is conditional on removing the bricks from the kiln, existing legistation
creates a duty or responsibllity for the entity to dispose of the bricks at a speclal hazardous waste site, and the obligating event
oceurs when the entity contaminates the bricks. As of the purchase date, the kilns have not yet been used in any smelting
processes, and the bricks have not yet been contaminated, Therafore, at the date of purchase, no obligation exists because
the bricks have not been contaminated and could be disposed of without performing any special disposal activities.

A8, The fair value of the asset retirement obligation should be recognized once the Kilns have been placed into operation and
the bricks are contaminated. Although the entity may decide not to remove the bricks from the kiln and thereby defer
settiement of the obligation, the ability to defer settlement does not refleve the entity of the obligation. The contaminated bricks
will eventually need to be removed and disposed of at a special hazardous waste site, because a kiln will not last forever,
Therefore, the obligation to perform the asset retirement activity is unconditional even though uncertainty exlsts about the
timing of setflement. An asset retirement obligation should be recognized once the kilns have been placed into operation and
the bricks are contaminated because the entity has sufficient information to estimate the fair value of the asset retirement
obligation. The asset retirement obligation is the requirement to dispose of the contaminated bricks af a special hazardous
waste slte. The cost to remove the bricks is not part of the obligation and should be accounted for as a maintenance or

replacement activity.

Example 3

AD. An entlty acquires a factory that contains, asbestos. After the acquisition date, regulations are put in place that require the
entity to handle and dispose of this type of ashestos In a special manner if the factory undergoes major renovations or is
demolished. Otherwlse, the entity is not required to remove the asbestos from the factory. The entity has several options to
retire the factory in the future including demolishing, selling, or abandoning it. The enlity believes it does not have sufficlent
information to estimate the fair value of the asset retirement obligation because the settlement date or the range of potential
seftlement dates has nat been specified by others and information is not available to apply an expected present value
technique. For example, there are no plans or expectation of plans to undertake a major renovation that would require removal
of the asbestos or demolition of the factory, The factory is expected to be maintained by repairs and maintenance activities that
would not involve the removal of the asbestos. Also, the need for major renovations caused by technology changes,
operational changes, or other factors has not been identified.

A10. Although the timing of the performance of the asset retirement activity is conditional on the factory undergoing major
renovations or being demolished, existing regulations creale a duty or responsibility for the entity to remove and dispose of
asbestos in a special manner, and the obligating event occurs when the regulations are put in place. Therefore, an asset
refirement obligation should be recognized when regulations are put in place if the entity can reasonably estimate the fair value
of the liability. In this example, the entity believes that there Is an indeterminate setflement date for the asset retirement
obligation because the range of time over which the entity may settle the obligation is unknown or cannot be estimated.
Therefore, the entity cannot reasonably estimate the fair value of the liability. Accordingly, the entity would not recognize a
liability for the asset retirement obligation when regulations are put in place, but it should disclose (a) a description of the
ohligation, (b) the fact that a fiability has not been recognized because the fair value cannot be reasonably estimated, and (c)
the reasons why fair valua cannot be reasonably estimated. The company would recognize a liability in the period in which
sufficient information is available to reasonably estimate its fair value.

Example 4

htto://www.pwecomperio.com/search97cgi/s97is englishx.dll 9/6/2005



KAW_R_AGDR1#324 042610
Page 12 of 22

FIN 47, Accounting for Conditional Asset Retirement Obligations Page 8 of 15

v

A11. An entity acquires a factory that contains asbestus. At the acquisition date, regulations are in place that require the entity
to handle and dispose of this type of asbestos in a speclal manner if the factory undsrgoes major renovations or is demolished.
Otherwise, the entity Is not required to remove the asbestos from the factory. The entity has several options to retire the factory
in the future including demolishing, selling, or abandoning it. At the acquisition date, it is not evident that the fair value of the
obligation is embodied in the acquisition price of the factery because both the seller and the buyer of the factory believed the
obligation had an indeterminate settlement date, an active market does not exist for the transfer of the obligation, and sufficient
information does not exist to apply an expected present value technique. Ten years after the acquisition date, the entity obtains
additional Information based on changes in demand for the products manufactured at that faclory. At that time, the entity has
the information to estimate a range of potential setlement dates, the potential methods of seitiement, and the probabilities
associated with the potential settlement dates and potential methods of settlement. Therefore, at that time the entity is able to
estimate the fair value of the liability for the special handfing of the asbestos using an expected present value technique.

A12. Although timing of the performance of the asset retirement activity is condifional on the factory undergoing major
renovations or being demolished, existing regulations create a duty or responsibiiity for the entity to remove and dispose of
asbestos in a special manner, and the obligating event occurs when the entity acquires the factory. 21 Although the entity may
decide to abandon the factory and thereby defer settlement of the obligation for the foreseeable future, the ability fo defer
settlement does not relieve the entity of the obligation. The asbestos will eventually need to be removed and disposed of in a
special manner, because no building will last forever. Additionally, the ability of the entity to sell the factory does not relieve the
entity of its present duty or responsibility to settle the obligation. The sale of the asset would transfer the obligation to another
entity and that transfer would affect the selling price, Therefore, the obligation to perform the asset retirement activity is
unconditional even thougit uncertalnty exists about the timing and method of settlement.

A13, In this example, an asset retirement obligation is not recognized when the entity acquires the factory because the entity
does not have sufficient information to estimate the fair value of the obfigation. The entity would disclose (&) a description of
the obligation, (b) the fact that a liability has not been recognized because the fair value cannot be reasonably estimated, and
() the reasons why fair value cannot be reascnably estimated. An asset retirement obligation would be recognized by this
entity 10 years after the acquisition date because that is when the entity has sufficlent information to estimate the fair value of

the asset retirement obligation.

11 1n this example, regulations are In place at the date of acquisition that require the entity to handle and dispose of the
asbestos in a special manner. Therefore, the obligating event is the acquisition of the factory. If regulations were enacted after
the date of acquisition, the obligating event would be the enactment of the regutations, Refer to Example 3.
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Benefits and Costs B32--B33

Appendix B
BACKGROUND INFORMATION AND BASIS FOR CONCLUSIONS

Introduction

B1. This appendix summarizes considerations that Board members deemed significant in reaching the conclusions in this
Interpretation. It includes reasons for accepting certain approaches and rejecting others. individual Board members gave

greater weight to some factors than to others.

Background

B2. Diverse accounting practices have developed with respect to the timing of liability recognition for legal obligations
associated with the retirement of a tangible long-lived asset when the timing and {or) method of settlement are conditional on a
future event that may or may not be within the control of the entity. Some entitles recognize the fair value of the obligation prior
to the retirement of the asset with the uncertainty about the timing and (or} method of seftiement incorporated Into the liability's
fair value. Other entlties recognize the falr value of the obligation only when it is probable the asset will be retired as of a
specified date using a specified method or when the asset is actually refired.

B3. The FASB staff issued a proposed FASB Staff Position (FSP) FAS 143-x, "Applicability of FASB Statement No. 143,
Accounting for Asset Retirement Obligations, to Legislative Requirements on Property Owners to Remove and Dispose of
Asbestos or Asbestos-Contalning Materfals,” in July 2003, That propoesed FSF concluded:

a. The enaciment or existence of asbestos legislation creates a duty or responsibility to remove and dispose of
asbestos.

b. if such legislation already exists, e obligating event is the acquisition (or construction) of the asset, or if the asset Is
owned when that legisiation s enacted, then the enactment of the legislation is the obligating event.

c. An entity should recognize a liability for this obligation when the obligating event occurs.

B4. The FASB staff evaluated the comment letters received on that proposed FSP. Because of the diverse views expressed
and constituents’ concerns that there Is a broader issue underlying the issue addressed in the proposed FSP, the FASB staff
withdrew that proposed FSP. The FASB staff confirmed the diversily in practice with & questionnaire to selected constituents.
Because of the diversity in practice and constituents'concern about the broader nature of this issue, the Board added a project
to Its agenda fo address the issue of whether Statement 143 requires an enfity fo recognize a liabllity for a legal obligation to

" perform asset retirement activities when the timing and (or) method of setflement are conditional on a future event that may or
may not be within the control of the entity and, if so, the timing of that recognition.

B5. On June 17, 2004, the Board issued an Exposure Draft, Accounting for Conditional Asset Retirernent Obligations. The
Board received 34 comment letters on the Exposure Draft. The Board considered all comments and concerns raised by
respondents and constituents during its redeliberations of the issues addressed by the Exposure Draft in a publlc meeting in
August 2004. This Interpretation reflects the results of those deliberations. The Board received comments requesting that the
Board reconsider Statement 143 In its entirsty. At a public meeting in January 2005, the Board decided not {o reconsider
Statement 143. The Board decided to provide additional guidance for evaluating whether sufficient information Is available to
reasonably estimate the fair value of an asset retirement obligation.

. Objective of This Interpretation
B6. The abjective of this Interpretation is to clarify that the term conditional asset retirement obligation as used in Statement

143 refers to a legal obligation to perform an asset retirement activity in which the timing and (or) method of setflement are
conditional on a future event that may or may not be within the control of the entity. In this situation, the abligation to perform
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the asset retirement activity is unconditional even though uncertainty exists about the timing and {or) method of seflement,
Accordingly, an entity should recognize a lability for the fair value of a conditional asset retirement obligation when incurred if
the fair value of the liabillty can be reasonably estimated. This Interpretation also clarifies when an entity would have sufficient
information to reasonably estimate the falr value of an asset retirement obligation.

Scope

B7. Statement 143 applies to legal obligations associated with the retirement of a tangible fong-lived asset that result from the
acqulsition, construction, or development and (or) the normal operation of a long-lived asset, except as explained In paragraph
17 of Statement 143. As used in Statement 143, a legal obligatlon is an obligation that a party is required to setile as a result of -
an exisling or enacted law, stalute, ordinance, or written or oral contract or by legal construction of a contract under the

doctrine of promissory estoppel. As discussed in paragraphs A2—-AS5 of Statement 143, whether a legal obligation exists will
usually be unambiguous, However, questions arose about whether a liability should be recognized when a legal obligation

exists but the iming and (or) method of settlement are conditional on future events. Based on diversity in practice and the

broad nature of this issue, the Board decided that this Interpretation should apply to all entities that have legal obligations to
perform asset retirement activities in which the timing and (or) methed of settlement are conditional on a future event that may

or may not be within the control of the entity.

B8. During the redeliberations of this Interpretation, questions also arose about when an entity would have sufficient
information to reasonably estimate the fair value of an asset retirement obligation. Paragraph A20 of Statement 143 states that
"It is expected that uncertainties about the amount and timing of future cash flows can be accommodated by using the
expected cash flow technique and therefore will not prevent the determination of a reasonable estimate of fair value,” Some
constituents believe paragraph A20 contradicts paragraph 3 of Statement 143, which states that "if a reasonable estimale of
fair value cannot be made in the period the asset retirement obligation is incurred, the liability shall be recognized when a
reasonable estimate of fair value can be made.” As a result, the Board decided that this Interpretation should clarify that
uncertainties about the amount and timing of future cash flows can be accommodated by using the expected cash flow
technique when sufficlent information exists, The Board decided to provide additional guidance in this Interpretation for
evaluating whether sufficient information is available to reasonably estimate the fair value of an asset retirement obligation.

Recognition of a Liability for a Conditional Asset Retirement Obligation

Characteristics of a Liability

B9. FASB Concepts Statement No. 8, Elements of Financial Statements, defines liabllities as "probable future sacrifices of
economic benefits arising from present obligations of a particular entity lo transfer assets or provide services to other enfities In
the future as a result of past transactions or events.” Probable is used with its usual general meaning, rather than In a specific
accounting or tlechnical sense (such as that in FASB Statement No. 5, Accounting for Contingencies), and refers to that which
can reasonably be expected or believed on the basis of available evidence or logic but is neither certain nor proved. its
incluston in the definition is intended to acknowledge that business and other economic activities occur in an environment
characterized by uncertainty. The Board concluded that all asset retirement obligations within the scope of Statement 143 that
meet the definition of a liabllity in Concepts Statement 6 should be recognized as Habilities if the fair value of the liabilities can

be reasonably estimated.

B10. Concepts Statement 6 states that a liabllity has three essential characleristics, The first characteristic of a liability is that
an entity has a present duty or responsibllity to one or more other entities that entails settiement by probable future transfer or
use of assets at a specified or determinable date, on oceurrence of a specified event, or on demand. A duty or responsibility
becomes a present duty or responsibility when an obligating event occurs that leaves the entity liitle or no discretion to avoid a
future transfer or use of assets. A present duty or responsibility does not mean that the obligation must be satisfied
immediately. Rather, If events or circumstances have occurred that give an entity little or no discretion to avoid a future transfer
or use of assets, that entity has a present duty or responsibility, If an entity is required by current laws, regulations, or contracts
to settle an asset retirement obligation upon retirement of the asset, that requirement imposes a present duty.

B11. The second characteristic of a liabillty is that the duty or responsibility abligates a particular entity, leaving it little or no
discretion to avoid the future sacrifice. The abllity of an entily to Indefinitely defer settlement of an asset retirement obligation
does not provide the entity discretion to avoid the future sacrifice, nor does it relieve the entity of the obligation. Implicit in this
conclusion [s the belief that no tangible asset will last forever (except land) and, accordingly, the asset retirement activities will
eventually be performed. Furthermore, the abllity of an entity fo sell the asset prior to its disposal does not relieve the entity of
its present duty or responsibility to setile the obligation. In paragraph B47 of Statement 143, the Board noted that "if the asset
for which there Is an associated asset retirament obligation were to be sold, the price a buyer would consent to pay for that
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assel would reflect an estimate of the fair value of the asset retirement obligation. Because that asset retirement obligation
mests the definition of a liability, however, the Board believes that reporting it as a liability with a corresponding increase in the
carrying amount of the asse for the asset retirement costs, which has the same net effect as incorporating the fair value of the
costs to settle the liability in the valuation of the asset, is more representationally fafthful and in concert with Concepts

Statement 6."

B12. The third characteristic of a liability is that the event obligating the entity has already occurred. The definition of a liability
distinguishes between present obligations and future obligations. Only present obligations are fiabllities under the definition,
and they are liabilities of a particular entity as a result of the oceurrence of transactions or other events affecting the entity.
Idenlifying the abligating event may be difficult in situations that Invalve a series of transactions or other events affecting the
entity. For example, In the case of an asset retirement cbligation, a law or an entity’s promise may create a duty or
responsibility, but that law or promise in and of itself may not be the obligating event that results In an entity having little or no
discretion to avoid a future transfer or use of assets, Statement 143 states that the obligating event is the acquisition,
construction, or development and (or) the normal operation of the long-lived asset when a law or promise exists that creates a
duty or responsibiiity relating to the retirement of the asset. At this point, the obligation cannot be realistically avoided if the
asset is operated for its intended use. The obligating event does not depend on the ultimate retirement of the asset,

B13. A number of respondents to the Exposure Draft questioned the view that conditional asset retirement obligations require
"probable future sacrifices of economic benefits.” Alihough Concepts Statement 6 does not use the Statement 5 definition of
probable In its definition of a liability (as discussed in paragraph 5 of Statement 143), these respondents suggested that a
Statement 5 definition be used for evaluating when an asset retirement obligation should be recognized, The Board considered
this issue in both its deliberations and lts redeliberations of Statement 143 and decided not fo use the Statement 5 definition for
the same reasons discussed in paragraph B17 of this Interpretation. In addition, in developing Statement 143, the Board
decided that incorporating uncertainty in the measurement attribute (fair value) results in higher quality financial reporting than
incorporating uncertainty into the timing of the recognilion of the asset retirement obligation, if sufficient information exists to
develop a reasonable estimate of fair value.

B14. Other respondenis suggested that the obiigating event, and therefore the recognition of a conditional asset retirement
obligation, occurs when a decision or event provides more certainty about the timlng and method of seitlement of the
obligation. In deliberating Staternent 143, the Board considered the following alternatives for the obllgating event: (a) the
existence of law or an entity's promise to do something, (b) the creation of the situation that the law or promise relates to (for
example, contamination or acquisition of the asset), and (¢) events that would trigger the settiement of the obligation (for
example, demolishment). The Board decided that the existence of a faw or promise, combined with the creation of the situation
that the law or promise relates to, provides the obligating event as described in paragraph B31 of Statement 143. Thus, if
sufficient information exists, any uncertainty about the timing of the event that would trigger the settliement of the obligation
should affect the measurement of the liability rather than the timing of recognition of the obligation. Although the timing and (or)
method of setllement of the asset retirement obligation may depend on events that will ocour after the obligating event has
occurred, an obligation still exists. Therefore, conditional asset retirement obligations are within the scope of Statement 143 as
discussed in paragraphs A17 and A18 of Statement 143, and a liability must be recognized before the event that requires
performance occurs. This Interpretation clarifies that point.

Uncertainty and the Fair Value Measurement Objective

B15. This Interpretation is conslistent with the fair value measurement objective of Statement 143. During the deliberations of
Statement 143, the Board concluded that the initial measurement objective for an asset retirement obligation is fair value. The
Board acknowledged that liability recognition under a fair value measurement objective differs from recognltion under
Statement §, which requires an entity to consider uncertainty in its determination of whether to recognize a liability. In contrast,
Statement 143 requires an entily to consider uncertainly in its fair value measurement of the Hability when sufficient Information
exists to develop a reasonable estimate, Because of the Board's decision that the initial measurement objective Is fair value
and, therefore, uncertainty is considered In the measurement of the liabliity, the guidance in Statement 5 is not applicable,

B16. To assist In understanding the differences between the falr value approach and the Statement 5 approach, the Board
provided the following explanation in paragraph B36 of Statement 143:

The objective of recognizing the fair value of an asset retirement obligation will result in recognition of some asset
retirement obligations for which the likelihood of future setflement, although more than zero, is less than probable from a
Statement 5 perspective. A third party would charge a price to assume an uncertain liability even though the likelihood

of a future sacrifice is less than probable.... Thus, this Statement does not retain the criterion... that a future transfer of
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assets associated with the obligation is probable for recognition purposes. [Footnote reference omitted.]

B17. Additionally, the Board specifically addressed conditional obligatlons in paragraph A17 of the Implementation guidance
for Statement 143 and concluded, consistent with the fair value measurement objective, that an entity should recognize a
liability for a legal obligation to perform asset retirement activities in which the timing and (or) method of seitlement are
conditional on a future event. The implementation guidance for Statement 143 also provides an example in which a third party
has the right fo require an entity to perform asset retirement activities; however, uncertainty exists as to whether the third party
will require performance. Some have interpreted that example to mean that the Board intended for conditional obligations to be
recognized only when a third party could require performance, not when the timing and method of settlement are at least partly
under the control of the entity. However, the Board concluded that although the timing and method of seftlement of the
ratirement obligation may depend on future events that may or may not be within the control of the entity, a legal obligation to
stand ready fo perform retirement activities still exlsts. The entity should consider the uncertainty about the timing and method
of settlement in the measurement of the liability, consistent with a fair value measurement objsctive, regardiess of whether the
event that will trigger the settlement is partially or wholly under the conirol of the entlty.

B18. A number of respondents questioned why the Board believes that financlal reporting is improved by incorporating
uncertainty in measurement by recording the liability initially at falr value, rather than by using as the recognition trigger a high
probability that a transfer or use of assets will ocour, combined with the ability to measure the ultimate setflement amount of
the retirement obligation. Fair value Is not an estimate of the ultimate settlement amount or the present value of an estimate of
the ultimate settlement amount. Paragraph 7 of Stafement 143 states that "the fair value of a liability for an asset retirement
obligation is the amount at which that liability could be settled in a current transaction between willing parties, that is, other than
in a forced or liquidation transaction.” Fair value reflects uncertainty, as of the initial recognition date, about the timing, method,
and ultimate amount of the asset retirement settlement. A single best estimate of the setlement outcome, or the bottom of a
range of possible ultimate settlement outcornes as reguired by Statement 5 and FASB Interpretation No. 14, Reasonable
Estimation of the Amount of a Loss, does not reflect that uncertainty. Using a higher level of certainty as to the ultimate
settlement amount as a frigger for recognition in the balance sheet (and consequently In the Income statemnent) would defay
recognition of the asset retirement obligation, and thereby reduce the information content of the financial statements,
Uncertainty about the timing and method of setiling the existing obligation is information that should be reflected in the
amounts recognized in the financlal statements. In developing Statement 143, the Board concluded that not recognizing the
liabllity and providing the Statement 5 disclosures for a contingent Joss is not an adequate substitute for recognizing the fair

value of the obligation.

Uncertalnty about the Timing and Method of Settlement

B19. Some respondenis to the Exposure Draft of Statement 143 questioned whether asset retirement obligations with
indeterminate settlement dates or asset retirement obligations with multiple methods of settlement are within the scope of the
Statement, In developing Statement 143, the Board decided that uncertainty about the timing and {or) method of setifement
does not change the fact that an entity has a legal obligation. The Board acknowledged in paragraph A16 of Statement 143
that measurement of an existing obligation might not be possible if insufficient information exists about the timing and method
of setilement of that obligation. However, information about the timing and method of settlement of an asset retirement
obligation will become available as time goes by. The Board decided that an entity should measure and recognize the fair
value of an asset retirement obligation when enough information is available to develop assumptions about the potential iming

and amounis of cash flows.

B20. Some respondents to the Exposure Draft of the Interpretation requested specific criteria for determining when It would not
be possible to reasonably estimate the fair value of an asset retirement obligation. The Board declded to provide general

guidelines rather than specific criteria because the determination of whether a reasonable estimate can be made is a matter of
judgment. additionally, each situation is unique and providing spedific criteria would not encompass all possible situations. The
Board discussed situations that might lead to a concluslan that sufficient Information does not exist to estimate the fair value of

an asset retirement obligation.

B24. The Board believes that an entity would have sufficlent Information to apply a present value technique If the timing and
method of settlement are specified by others, In these situations, the only uncertainty is whether performance will be required.
As explained in paragraphs A17 and A18 of Statement 143, uncertalnty about whether performance will be required does not
defer the recognition of an asset retirement obligation because a legal obligation to stand ready to perform the retirement
activities still exists, and that uncertalnty does not prevent the determinatlon of a reasonable estimate of fair value,

B22. For situations where the timing and method of settlement are not specified by others, the Board declded that an asset
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retirement obllgation would be reasonably estimable if Information is available to estimate the settlement date or the range of
potential setflement dates, the method of settlement or potential methods of settlement, and the probabilities associated with
the potential setlement dates and methods of settlement. Judgment is involved in determining whether uncertainties about the
timing and method of settlement would prevent an entity from reasonably esimating the fair value of an asset retirement
obligation. The Board believes that uncertainty about future methods of setllement that have yet to be developed should not
prevent an entity from reasonably estimating falr value because methods may change as time goes by. The Board does not
believe it Is appropriate to delay recognition until all potential methods of settlement are known. This Interpretation provides
examples of information (some of which are based on entity-specific assumptions) that is expected to provide a basis for
forming expeciations about the potential settlement dates, potential methods of settiement, and associated probabilities. The
Board belleves that entity-specific assumptions may be used in the absence of information that a marketplace participant
would use about the timing and method of settlement of the asset retirement obligation as long as no contrary data indicates
that marketplace participants would use different assumptions, If such data exist, the entity must adjust its assumptions to

incorporate that market information.

B23. The Board alsa discussed whether sufficient information might not be avaitable to estimate a range of potential cash flows
associated with the potential methods of setflement that are currently available to the entily. The Board concluded that an
enfity wauld generally have the ability to estimate a range of potential cash flows based on the current costs to perform the
asset retirement activities under different methods of settlement that are currently available fo the entity.

B24. Some respondents to FSP FAS 143-x questioned whether an obligation to perform asset retirement activities is within the
scope of Statement 143 if an entity has alternatives to refiring the asset without settling the obligation. This Interpretation
relterates the conclusions reached during the deliberations of Statement 143:

...an unambiguous requirement that gives rise to an asset retirement obfigation coupled with a low likelihood of required
performance still requires recognition of a liability. Uncertainty about the conditional outcome of the obligation Is
incorporated into the measurement of the fair value of that liability, not the recognition decision, {Statement 143,
paragraph A24]

The Board believes that if a current law, regulation, or contract requires an entily to perform an asset retirement activity when
an asset is dismantied or demolished, there is an unambiguous requirement to perform the retirement activity even if that
activity can be Indefinitely deferred. At some time deferral will no longer be possible, because no tangible asset will last forever
(except land). Therefore, the obligation to perform the asset retirement acfivity is unconditional even though uncertainty exists
about the timing and (or) method of settlement.

B25. If an entity entered into a contract to pay another entity to assume the asset retirement obligation, there would be littie
dispute that the contract provides the measurement of the obligation that should be reported in the financial statements, even If
the cash payment to the other entity had not been made at the reporting date. Also, the amount demanded by the ather entity
would incorporate uncerfainty about the timing, method, and ultimate amount of the setflement. Statement 143 requires that
the asset retirement obligation be recognized and measured in the financial statements using tha perspective of particlpants
currently negotiating such a hypothetical contract.

B26. A number of respondents stated that an entity should recognize a liabilily for a legal obligation when it can reasonably
estimate the fair value of the asset retirement obligation and that fair value carmot be reasonably estimated unless it is
probable the entity will have to perform the asset refirement actlvities as of a specific fime. The Board believes that an inability
to reasonably estimate the fair value of the liability is a measurement Issue rather than a recognition Issue. When there is an
unambiguous reguirement o perform asset retirement activities upon the removal of a long-lived asset from service, an assst

retirement obligation exisis.

B27. As stated in paragraph B19 of Statement 143, the Board decided that asset retirement obligations with indeterminate
settlement dates should be included within the scope of Statement 143. Uncertainty about the timing of the settlement date
does not change the fact that an entity has a legal obligation. The Board acknowledged that although there is an obilgation,
measurement of that obligation might not be possible if insufficient information exists about the timing of settlement. However,
information about the timing of the settlement of a retirement obligation wili become available as time goes by. The Board
decided that an entity should measure and recognize the fair value of an obligation when information is available to develop
various assumptions about the potential timing of cash flows.

Effective Date and Transition

hito:/fwww.pwecomperio.com/search97cgi/s971s_englishx.dil 9/6/2005
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B28. The Board decided that this Interpretation should be effective no later than the end of fiscal years ending after December
15, 2005 (December 31, 2005, for calendar-year enterprises). The Board considered four alternatives for the effective date of
this Interpretation. The three other alternatives were for financial staterments issued for fiscal years

{a) ending aftsr December 15, 2004,
(b) beginning after December 15, 2004, and

(c) beginning after December 15, 2005. During its deliberaticns of the effective date requirements, the Board weighed
the need to provide entities with sufficient time to make the necessary measurements with the need to provide
investors, creditors, and others with informatlon that is relevant to the assessment of the effects of asset retirament

obligations.

B29. Some respondents expressed concern over the effective date requirements in the Exposure Draft. Specifically, they
stated that retrospective application promotes inconsistent treatment of interim financial information, The Board agreed with
those respondents and decided to psrmit, but not require, retrospective application of interlm financial information during any
period of adoption. Early adoption of the Interpretation Is encouraged.

B30. While deliberating the transition provisions for Statement 143, the Board reasoned that although some entities may have
access to dafa and assumptions related to measurements that are already being made (for example, under the provisions of
EASB Statement No. 19, Financial Accounting and Reporting by Oil and Gas Producing Companies), they may not have
access to sufficlent information fo refroactively apply the fair value measurement approach required by Statement 143.
Furthermare, while deliberating the transition provisions for this Interpretation, the Board acknowledged that some entlties that
are required to apply the provisions of Statement 143 have not been accounting for conditional asset retirement obligations.
The Board concluded that It would be costly and difficult, if not impossible, to reconstruct historical data and assumptions
without incorporating the benefit of hindsight.

B31. The Board decided that the provisions for recognition of transition amounts of this Interpretation should be consistent with
the recognition provisions of Statement 143. While deliberating the transition provisions for Statement 143, the Board
discussed whether a cumulative-effect approach and retrospective application provide equally useful financial statement
Information. The Board acknowledged that retrospective application would provide more useful information becauss prior-
period balance sheet amounts and prior-period Income statement amounts would be restated fo reflect the provisions of
Staternent 143, However, during the deliberations of Statement 143, some rate-regulated entities expressed concern that if
relfrospective application resulted in recognition of additional expenses In prior periods, those expenses might not be recovered
in current or future rates. The Board decided for this Interpretation that a cumulative-effect approach would provide sufficient
information If, in additlon to disclosing the pro forma income statement amounts, an entity also disclosed on a pro forma basis,
for the beginning of the earliest year presented and for the ends of all years presented, the balance sheet amounts for the
liability for asset retirement obligations as if this Interpretation had been applied during all periods affected,

Benefits and Costs

B32. The mission of the FASB Is fo establish and improve standards of financial accounting and reporting for the guidance and
education of the public, including preparers, auditors, and users of financial information. In fulfilling that missicn, the Board
endeavors to determine that a standard will fill a significant need and that the costs Imposed to apply that standard, as
compared with other altemnatives, are justified in relation to the overall benefits of the resulting information. Although the costs
to Implement a new standard may not be borne evenly, investors and craditors—-both present and potential-and other users of
financial information benefit from improvements In financial reporting, thereby facliitating the functioning of markets for capital
and credit and the efficient allocation of resources in the economy.

B33. The Board's assessment of the benefits and costs of clarifying Statement 143 was based on discussions with preparers
and auditors of financial statements and on consideration of the needs of users for more consistent application of that
Staternent. The Board acknowledges that this Interpretation may increase the costs of applying Statement 143. The expected
benefit of this Interpretation Is Improved financial reporting resulting from a more consistent application of Statement 143 to
conditional asset retirement obligations. Financial statements of different entities will be more comparable because all asset
retirernent obfigations that are within the scope of this Interpretation and thelr related asset retirement costs will be recognized
using a clearer threshold. Asset retirement obligations in which the timing and (or) method of settlement are conditional on a

hitps//www.pwecomperio.com/search97cgi/s97is_englishx.dll : 9/6/2005
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future event that may or may not be within the confrol of the entity will be recognized as liabilities when they are incurred if the
fair value of the liabilities can be reasonably estimated. Application of this Interpretation will result in (a) more consistent
recognition of liabilities for asset retirement obligations, (b) more information about expected future cash oulflows associated
with those obligations, and (c) more information about investments in long-lived assets because additional asset refirement

costs will be recognized as part of the carrying amounts of the assets.

hitp://www pwecomperio.com/search97cgi/s97is_englishx.dll v 9/6/2005
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Robert D Sievers . To: William B.Davis/NJAWC/AWWSC, Rob W
: . Freeston/HERSHY/PAWC/AWWSC@AWW, Mike
03/09/2004 07:15 PM Miller/WVAWC/AWWSC, James M Jenkins/ADMIN/CORP/AWWSC,

-Robert Bloor/ADMIN/CORP/AWWSC, Georgina
Carbajal/ CAWC/AWWSC@AWW, Joseph D Harris/AZAWC/AWWSC
cc: John Bigélow/ADMIN/CORP/AWWSC, Edward J
"Keiffet/ADMIN/CORP/AWWSC@AWW, Christine O
Quig/SHARSVCS/AWWSC@AWW
Subject: Fw: Final SEC guidance on ARO classification

Below Is some guidance regarding the SEC's expectations for the application of FAS143. Although we are
not publicly traded, PwC feels that the SEC's guidance will in fact be the US GAAP standard that we will
need to adhere to for those companies which have a net salvage component in their depreciation.
expense. To implement this we will need to reclassify net negative salvage amounts out of the reserve for
accumulated depreciation and into a regulatory liability at year-end 2002 and 2003 in the certified financial
statements. We also need to reclass any net negative salvage amounts out of depreciation expense and
into another line in operating expense. | would think that we will want to involve our rates staff in the
process of identifying these amounts, As we develop these numbers we will need to do it in a way that will
provide a proper audit trail, and we will want our financial statement presentationto be consistent with our
rate case presentations. Please let me know if you have any questions on this.

Bob Sievers
American Water
Tel: 856 346 8325
Fax: 856 566 4004

. Forwardeci by Robert D Sievers/ADMIN/CORP/AWWSGC on 03/09/2004 06:06 PM -----
mark.niehaus@us.pwc " To: "Slevers, Robert D." <rsnevers@amwater com>

j—com ccr-misty:c:ithompson@us.pwc.com
03/09/2004 02:31 PM Subject Fw: Final SEC guidance on ARO classification

- Bob,

following is the information that we discussed. In addition to the AW subsidiary companies, this would * .
also be relevant to EWC, if they havg-Tiet negative salvagel'll see if I can find other information that may. .. . .

be helpful and forward it along.

Mark

-~ Forwarded by Mark Niehaus/US/ABAS/PwC on 03/09/2004 02;29 PM ——-—
Michael A, Herman/US/ABAS/PwC

02/23/2004 07:41 PM - T0 EgU USA ABAS Partners Utllities, E&U USA ABAS Managers Utilities
| 312.298.4462 , ; o : .

‘Chicago . Subject Fw:-Final SEC guidance on ARO dlassification
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Please see below. This guidance is ¢onsistent will our previous messages to you. However, for those
teams serving entities with nuclear plants, please pay particular attention to the instructions regarding
nuclear decommissioning reserves classified in accumulated depreciation, as our previous messages dld

not include specific dlscussmns of those items.

--—- Forwarded by Michael A. Herman/US/ABAS/PWC on 02/23/2004 06:34 PM ----
“Umbaugh,.Jan (US - Raleigh\)" <jumbaugh@deloitte.com> ~

To
cc
Subject Final SEC guidance on ARO classification °

02/23/2004 04:13 PM

We have just compléeted a call with the SEC Staff (Jack Albert, Joel Levine, and Jim Allegretto) concerning
the reporting of cost of removal and asset retirement obligations. What they agreed to is the following:

All 2002 accruals for cost of removal, nuclear decommissioning, and similar pre-143 accruals should.be
reclassified from accumulated depreciation to a GAAP liability line item(s) (Pre-143 ARO's). Some

- companies had previously classified nuclear decommissioning and some other portions of these amounts
as GAAP liabilities separate from accumulated depreciation. This addresses the SEC Staff's concerns
about comparability and previous classification concerns as to whether any of the previous accruals were
appropriately included in accumulated depreciation for GAAP reporting purposes or should have been
recorded on the liability side of the balance sheet in.2002 (and prior) firiancial statements. The 2002

reclassification would be made with out recharacterizing the 2002 amounts as regulatory liabilities. As a
result, those companies that have previously discontinued FAS 71 and did not reclassify or remove those .

items from their balance sheets, would not now change their accounting for discontinuing FASB 71 .

Upon apphcatlon of FAS 143 all of those prewously accrued GAAP liability amounts would have been
written off in accordance with FAS 143 paragraph 26. The cumulative effect of adopting FAS 143 would

be "the difference between the amounts, if any, recognized in the statement of financial position prior to

the application of this Statement" and. new.ARO liabilities recorded in accordance with FAS 143. Any
amounts that would otherwise have been recorded as part of this cumulative effect difference but that -

- were still subject to regulatory treatment would be recorded as separate regulatory liabilities in the 2003
balance sheet. In Summary, the application of FAS 143 would have resulted in the recording of new FAS .
143 ARO's and new FAS 143 Asset Retirement Costs with the difference between those amounts and the .
write off of any previously recorded amounts reflected-in incdme as the cumulative effect of the application
of FAS 143 unless the provisions of FAS 71 were met in order to record all or a portion of that cumulative
effect as a regulatory asset or liability. This is consistent with our previous views with respect to 2003,
except that the non-legal costs 6f removal, which are regulatory liabilities, must be recorded as a

regulatory l;abxhty OUtSlde of accumulated deprematlon - :

For those companies that have already filed 2003 reports and did not reclassnfy 2002 and 2003 amounts ,
in the manner described above, the SEC Staff-indicated that those companies should file an ltem 5 Form

. 8-K to reflect the reclassmcatlons rather than amend their Form 10-K; they should not wait to describe the
change in their next subsequent Form.10-Q or other regular filing. ‘The SEC Staff also indicated that all
historical data presented (e.g., total assets or net plant in service) should also be revised to reflect the
reclassification of all prior cost of removal and-similar accruals out of accumulated depreciation for all
penods We indicated that we would communicate this conversation to each of the large accounting .
firms and to the Edison Eleotrlc Institute. The. SEC staff does not expect to ISSUB any further guidance on -
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this matter.

Jan A, Umbaugh

Deloltte & Touche LLP

+1-919-546-8030

Fax - 704-409-5125

jumbaugh@deloitte.com . ‘
www.deloitte.com )

This message (including any attachments) contains confidential information intended for a

specific individual and purpose, and is protected by law. If you are not the intended recipient, you
should delete this message. Any disclosure, copying, or d1str1but10n of this message, or the taking
-of any action based on it, is strictly prohibited. .

The information transmitted is intended only for the person or entity to which it is addressed and may

- "contain confidential and/or privileged material. Any review, retransmission, dissemination or other use of,
or taking of any action in reliance upon, this information by persons or entities other than the intended
..reclpient is prohibited. If you recelved this in error, please contact the sender and delete’ the material from

" any computer
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

325. Regarding FASB Statement No. 143 and FIN 47, on a plant account-by-plant account
basis, please identify any and all “legal obligations” associated with the retirement of the
assets contained in the account that result from the acquisition, construction, development
and (or) the normal operation of the assets in the account. For the purposes of this
question, use the definition of a “legal obligation” provided in FASB Statement No. 143:
“an obligation that a party is required to settle as a result of an existing or enacted law,
statute, ordinance, or written or oral contract under the doctrine of promissory estoppel.”

Response:
None.

For the electronic version, refer to KAW_R_AGDR1#325_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

326. For any asset retirement obligations identified above, provide the “fair value” of the
obligation. For the purposes of the question, fair value means “the amount at which that
liability could be settled in a current [not future] transaction between willing parties, that
is, other than in a forced or liquidation transaction.” Provide all assumptions and
calculations underlying these amounts.

Response:
Please see the response to KAW_R_AGDR1#325_042610.pdf.

For the electronic version of this response, refer to KAW_R_AGDR1#326.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller
327. Provide complete copies of all Board of Director’s minutes and internal management
meeting minutes during the past five years in which any or all of the following subjects

were discussed: the Company’s depreciation rates; retirement unit costs; SFAS No. 143;
and FIN 47.

Response:
There are no minutes that reflect discussion of these items.

For the electronic version, refer to KAW_R_AGDR1#327_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

328. Please provide the accounting entries (debits and credits) used to implement SFAS No.
143 and FIN 47, along with all workpapers supporting those entries. Please provide all
these workpapers and calculations in electronic format (Excel) with all formulae intact.

Response:

Please see the attached file. Please note that these entries are for financial reporting
purposes only. For rate recovery the balances contained on the attachment are reflected
in accumulated depreciation consistent with the Commission practice and the currently
authorized depreciation rates of KAW.

For the electronic version, refer to KAW_R_AGDR1#328_042610.pdf.



Kentuc y American ater Company
ata Request# 2 and 2

Regulatory Liability for Net Negative Salvage

Entry ebit

Initial Entry at Adoption 200

Accumulated Depreciation A C 108105 5,509,300

Reg Liability A C 256250

Reclassify Negative Salvage in Accum epr 200

Accumulated Depreciation A C 108105 1,058,788.00

Reg Liability A C 256250
Record Removal and Salvage Cost 200

Reg Liability A C 256250 355,596.00

Accumulated Depreciation A C 108105

Reclassify Negative Salvage in Accum epr 200

Accumulated Depreciation A C 108105 1,127,579.95

Reg Liability A C 256250
Record Removal and Salvage Cost 200

Reg Liability A C 256250 779,090.79

Accumulated Depreciation A C 108105

Reclassify Negative Salvage in Accum epr 200

Accumulated Depreciation A C 108105 1,226,518.68

Reg Liability A C 256250
Record Removal and Salvage Cost 200

Reg Liability A C 256250 190,492.48

Accumulated Depreciation A C 108105

Reclassify Negative Salvage in Accum epr 200

Accumulated Depreciation A C 108105 1,220,820.95

Reg Liability A C 256250
Record Removal and Salvage Cost 200

Reg Liability A C 256250 45,448.42

Accumulated Depreciation A C 108105

Reclassify Negative Salvage in Accum epr 200

Accumulated Depreciation A C 108105 1,419,845.58

Reg Liability A C 256250
Record Removal and Salvage Cost 200

Reg Liability A C 256250 452,046.18

Accumulated Depreciation A C 108105
Reclassify R IP 200

RW P A C 185950 15,143.07

Reg Liability A C 256250

Reclassify Negative Salvage in Accum epr 200

KAW_R_AGDR1#328 042610

Page 2 of 9
Credit alance
2 20
See Workpaper 2003 2004

5,509,300 cell 21 (5,509,300) alance 200

See Workpaper 2003 2004
1,058,788.00 cell 8

See Workpaper 2003 2004

355,596.00 cell 10 (6,212,492) alance 200

See Workpaper 2005
1,127,579.95 Reclass NNS cell 29

See Pivot Table on Removal

779,090.79 Reclass (6,560,981) alance 200

See Workpaper 2006
1,226,518.68 Reclass NNS cell 30

See Pivot Table on Removal

190,492.48 Reclass (7,597,007) alance 200

See Workpaper 2007
1,220,820.95 Reclass NNS cell P44

See Pivot Table on Removal

45,448.42 Reclass (8,772,380) alance 200

See Workpaper 2008
1,419,845.58 Reclass NNS cell P47

See Pivot Table on Removal

452,046.18 Reclass

Reclass Entry to sho the

15,143.07 RW P as Costo Rem (9,755,322) alance 200



Accumulated Depreciation A C 108105

Reg Liability A C 256250
Record Removal and Salvage Cost 200

Reg Liability A C 256250

Accumulated Depreciation A C 108105
Reclassify R IP 200

Reg Liability A C 256250
RW P A C 185950

1,521,357.59

164,032.07

27,163.06

See Workpaper 2009
1,521,357.59 Reclass NNS cell N39

Reclass Entry to sho
164,032.07 RWP as Costo Rem

Reclass Entry to sho
27,163.06 RW P as Costo Rem

KAW_R_AGDR1#328 042610
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he

he
(11,085,485) alance 200
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KAW_R_AGDR1#329 042610
Page 1 of 1

KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

329. Has KAWC recorded any regulatory asset or regulatory liability relating to cost of
removal or accounting for asset retirement obligations? If so, please identify the amounts
recorded in each account for (1) cost of removal and (2) AROs, as of each date: (a)
12/31/2007; (b) 12/31/2008; and (c) 12/31/2009.

Response:

Not for rate recovery purposes. KAWC has recorded a regulatory liability relating to cost
of removal for financial statement presentation only. For rate making purposes the net
negative salvage is reflected in accumulated depreciation consistent with the Commission
authorization of the Company’s current depreciation rates. Please see the response to
AGDR1#328 for the balances for each year for the financial statement presentation
reclassification.

For the electronic version of this document, refer to KAW_R_AGDR1#329_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller
330. Does KAWC record any removal costs as O&M expense? If not, explain fully why not.
If so, please identify the amounts of removal costs recorded as O&M expense by account
for each of the five years through 2009.

Response:

No cost of removal is reflected in O&M expense in the Company’s filing in this case.
See the responses to KAW_R_AGDR1#328 and #329.

For the electronic version of this response, refer to KAW_R_AGDR1#330_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

331. Provide an analysis of the regulatory liability for cost of removal since inception
identifying and explaining each debit and credit entry and amount.

Response:

Please refer to the attachment which provides a summary and explanation of the debits
and credits used to reclassify the net negative salvage recovered in rates for financial
presentation purposes. The information is shown as accumulated depreciation for rate
recovery purposes consistent with the Commission treatment of NNS in the Company’s
approved depreciation rates. Included in the attachment is a copy of a portion of the
response to Attorney General Data Request(s) No. 328 and 329. The reference is made to
permit the reader to see activity by year.

For the electronic version of this response, refer to KAW_R_AGDR1#331_042610.pdf.
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Kentuc y American ater Co.
Analysis of Reg Liability for Removal Cosi
KA CA RNO 1

NOTE: These entries reflect a reclassification of net negative salvage included in the depreciation rates approved
by the Commission. For rate recovery purposes this financial statement presentation information is
reflected in the rate base reduction for Accumulated epreciation as authori ed by the Commission.

Transactions in Account 2 2 0 Requlated Liability for Removal Costs ebits Credits
Reclassify Reserve for Removal Cost as of 200 5,509,300

- Reclassi y the inception to date balance o amounts accrued or uture
removal and salvage net o actual removal costs recorded as o December
2003. The entry as made or inancial Reporting purposes to re lect the
liability or Removal costs separately in the Company s inancial statements.

Accrue for Removal Salvage 200 200 7,574,911

- Record an accrual or uture Removal and Salvage, historically a
component o Depreciation Expense, no recorded as Maintenance expense.
These accruals are recorded monthly along ith book depreciation expense.

Record Actual Removal and Salvage 200 200 1,998,727
- Record actual Removal and Salvage related to the disposal o tility

Plant. Removal and Salvage irst are recorded to Retirement Work n Process

and later reclassi ied to the Liability account once the retirement ork order is

complete.

Total Entries 1,998,727 13,084,211

alance as of 12.200 11,085,484




Page 3 of 4

KAW_R_AGDR1#331_042610

00Z @duele  (/00°/6G°2 ) ssefoad  81'¢6 061 G01801 O V uoneloaidaq paje|nunody
EeAOWSY UO B|qe] JOAId 89S

8¥'26v'061 05295¢ O V Aunger bay

00Z 3s09 abeAjeg pue [eAOWDY PI0IdY

0€ 199 SNN 89'81G'92Z’| 062952 O V Auliqer] by
ssejoay 900z Jodedyiop) 998

89'816'9zZ’) G080l O V uoneroaideq paje|nwnody
00Z 1da  wn29oy ul abeajeg aAnebaN Ajsse|oay

00Z @dueje (1860959 ) ssejooy 6/°060'6.LL 60180} O V uoneoaidaq pajeinunody

[eAOWSY UO 3|qe] JOAld 89S

6.°060°6.. 062952 O V Aunger bey
00Z 1s09 abeAjeg pue [eAOWY PI0IdY

62 P9 SNN G6'6/G'/ZL L 06295z O V Auniger Boy
sse|oay G0z Jodedsiop) 998

G6'6.5°.CL) G01L80L D V uoneraidag psie|nwinaoy
00Z 1da  wn29y ul abeajeg aAnehaN Ajsse|oay

00Z @duele  (z64'ZLz'9 ) 0L 122 00'96G°GSE S0L80L O V uonerosaideq pejeinwinooy
#00Z €002 Jodedsiop 895

00°'96G'65€ 05295¢ O V Aunger bay

00Z 3s09 abeAjeg pue [eAOWDY PI0dY

8 1120 00'88.8S0°L 052952 O V AHiiger Bay
002 £00¢ Jodeds;iop 9os

00'88.°850°} G080l O V uoneroaideq paje|nwunody
00Z 1da  wn29oy ul abeajeg aAnebaN Ajsse|oay

00z @2uele  (00£'60S°G ) 1z 10 00E'60G°‘S 052952 O V Aujger bay
#002Z €00z Jodediop 988

00€'60G°S G080l D V uonenaidaq pare|nwinody
00z uondopy je Anu3 [eniu

0z ¢
3ouere npaid LE) Anuz

abeajeg aanebaN JaN 104 Ajjiqer] Aiojeinbay

0L0Z zi Iudy
Z bue g #)sanbay eje
Auedwo9 Joje ueouawy A onjuay



Page 4 of 4

KAW_R_AGDR1#331_042610

00Z @duele  (G84'G80°LL ) way o1s0psed My 90°€91°LZ 066581 OV d M\d
By} oys 0} Anug ssepay

90°'€9L°L2 052952 O V Ajiqen bay
002 dI ¥ Ayssejpay

wey o3so0sed My L0°ZEO'PIL G0L80L D V uonedaida@ psjeinwnody
a8y} oys 0} Aiug ssejoay

L0°ZE0'P9L 05295¢ O V Aunger bay

00Z 3s09 abeAjeg pue [eAOWDY PI0IdY

BEN 1199 SNN 6G°/GEL2S'L 062952 O V Auliger] by
ssejoay 600z Jodedyiop) 89S

65°.G€°12S ) G01L801 O V uoneroaideq paje|nwnody
00Z 1da  wn29oy ul abeajeg aAnebaN Ajsse|oay

00Z @duele  (ZZe'GGL'6 ) wey ojsopsed My L0'EYL Gl 052952 O V Aljger bay

8y} oys 0} Anug ssepey

L0°EVL'GL 056581 OV d MY
002 dI ¥ Ayssejoay

ssepsy 81'9y0'CSY G01801 O V uoleroaidag paje|nwnooy

[eAOWSY UO d|qe] JOAld 888

81'9v0'CSY 052952 O V Ajigen ey

00Z }s09 abeAjeg pue [eAOWY PI0IdY

Lvd 199 SNN 8G°GY8'6LY‘L 062952 O V Auliqer] boy
sse|oay 800z Jodedyiop) 998

8G°GY8'6LY | G080l O V uoneroaideq paje|nunody
00Z 1da  wn29oy ul abeajeg aAljebaN Ajsse|oay

00Z @2ueje  (08e'z.L'8 ) ssepey Zy'8Fh'Gh 501801 O V uoneaidaq paje|nwnooy

[BAOWY UO d|qe] JOAld 998

' 8vy'sy 052952 O V Aljger bay
00Z 1s09 abeAjeg pue [eAOwWdY pi02dYy

vd 90 SNN G6°028°022" ) 05295¢ O V Aunger 6oy
ssejoay 00z Jadedyiop) 898

G6°028°0zZ’t 60180} O V uoneroaidag pajenwnody
00Z 1da wn29oy ul abeajeg aAnebaN Ajsse|oay



KAW_R_AGDR1#332_042610
Page 1 of 1

KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller/John Spanos

332.  What impact did the application of FIN 47 have upon the proposed depreciation rates and
expense in this rate case? Provide all workpapers supporting the answer.

Response:
None. Neither the current depreciation rates of the Company or the depreciation expense
in this case are determined by SFAS 143 or FIN 47. The Company’s depreciation rates
for rate recovery are determined by the Commission. Please see the response to
KAW_R_AGDR1#336_042610.pdf.

For the electronic version of this response, refer to KAW_R_AGDR1#332_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller/Sheila Miller

333. Provide KAWC'’s projection of the annual year-end balance in the regulatory liability for
cost of removal shown in its most current two Annual Reports, for the next 20 years. If
not available for the next twenty years provide for as many years into the future that the
projection is available. If this projection has not been made, please explain why not.

a. For this projection assume that all of KAWC’s proposed depreciation rates are
approved as requested. Provide in hard copy and in electronic format with all
formulae intact.

b. Explain all assumptions used to make this projection.
Response:

The Company does not have projections of the regulatory liability. The Company
reclassified the regulatory liability at November 2009 to accumulated depreciation (the
method approved by the Commission in establishing the current depreciation rates) for
rate making purposes. The Company then calculated depreciation expense using the rates
approved by the Commission through September 2010, and the rates proposed by Mr.
Spanos and the Company in this case from October 2010 through September 2011(which
include an embedded amount for net negative salvage) to determine the monthly amounts
of depreciation and accumulated depreciation through the forecasted test-year. The
Company then used the monthly accumulated depreciation totals for September 2010-
September 2011 to determine the 13-month average accumulated depreciation used to
determine rate base requested in the Company’s filing.

For the electronic version, refer to KAW_R_AGDR1#333_042610.pdf.



KAW_R_AGDR1#334_042610
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: John Spanos

334. Provide the calculation of the annual amount of future net salvage incorporated into
KAWC’s existing depreciation rates and in its proposed depreciation rates by account. If
the amount is reduced by the total amount of non-legal AROs included in year-end
accumulated depreciation, show that calculation.

Response:
The attached schedule sets forth the annual amount of net salvage calculated for 2010
assuming the current net salvage parameter and the proposed net salvage parameter. The

amount is not reduced by the amount of non-legal AROs.

For the electronic version, refer to KAW_R_AGDR1#334_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

335.  With respect to the Regulatory Liability relating to asset cost of removal which you
reclassified out of accumulated depreciation:

a. Do you agree that this constitutes a regulatory liability for regulatory purposes in
Kentucky? If not, please explain why not.

b. Do you agree that this amount is a refundable obligation to ratepayers until it is
spent on its intended purpose (cost of removal)? If not, why not?

C. Please explain the repayment provisions associated with this regulatory liability.
d. Explain when you expect to spend this money for cost of removal.
e. Explain what you have done with this money as you have collected it. If you say

that you have spent it on plant additions, please prove it.

f. Identify and explain all other similar examples of KAWC’s advance collections of
estimated future costs for which it does not have a legal obligation.

g. Does KAWC agree that the Kentucky Public Service Commission will never
know whether or not KAWC will actually spend all of this money for cost of
removal until and if KAWC goes out of business? If not, why not?

h. Does KAWC believe that amounts recorded in accumulated depreciation
represent capital recovery? If not, why not?

I. Whose capital is reflected in accumulated depreciation — shareholders’ or
ratepayers’?

Response:

a. No. The Commission has recognized net negative salvage as a component of
current depreciation expense, and accumulation of net negative salvage recovered
through depreciation expense is properly reflected as accumulated depreciation
for rate making purposes.

b. No. KAWC'’s current depreciation rates approved by the Commission with net

negative salvage embedded reflect net negative salvage to be recovered over the
remaining life of the applicable property. The Commission approved method
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properly recovers the full cost of the assets, including net negative salvage, from
the generational customers being provided service from those assets over their
life.

Not applicable to KAWC’s current depreciation rates approved by the
Commission with net negative salvage recovered over the remaining life of the
property. Any adjustment necessary to the accumulated depreciation reserve will
be corrected with regular depreciation studies reviewed before the Commission
and recognition of the required adjustments to those depreciation rates.

When each asset is retired.

Depreciation expense is a form of internal cash that is utilized to fund cash
requirements of the Company including capital improvements. Kentucky’s
capital improvement plan has been in excess of internal cash at least since | have
been involved with financial matters and rate cases beginning in 2000. This will
certainly be the case over the upcoming year as KAWC moves forward with the
major project to solve the source of supply deficit. That project alone is expected
to cost approximately $163 million. The Company’s filing also included
significant investment in capital expenditures for replacement of aged
infrastructure and many other improvements through the end of the forecasted
test-period in this case. The Company does not expect nor has it forecasted
capital expenditures over the upcoming years at levels below internal cash given
the level of capital expenditures needed: (a) to replace existing infrastructure and
equipment that has reached the end of its useful life; and (b) to continue to make
improvements required to maintain or improve service levels. The proof of this
can be demonstrated by the fact that KAWC’s utility plant increase net of CIAC
since 2000 significantly exceeds the increase in capital invested.

Pensions and other post employment benefits are recognized for ratemaking
purposes using FAS 87 and FAS106. Both FAS 87 and FAS 106 utilize the
accrual method to recognize the cost of future obligations in current expense and
are recognized for rate recovery by the Commission.

No. Regular updates to depreciation rates through depreciation studies will
properly adjust the reserve through known and measurable adjustments to the
estimates for net negative salvage.

Capital recovery is one element of the accumulated depreciation.

The shareholders’ investment in utility plant is recovered over the expected life of
the property, including the recovery in rates of the cost to retire that plant under
the remaining life method currently approved by the Commission in establishing
KAWC'’s current depreciation rates. The rate base of a utility is reduced by that
return of investment recovered through depreciation expense and no return on that
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capital investment is provided once the investor’s capital is returned through
depreciation of that plant.

For the electronic version, refer to KAW_R_AGDR1#335_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller/John Spanos

336. For all accounts for which KAWC has collected removal costs not related to AROs, but
instead recorded a regulatory liability, please provide the fair value of the related asset
retirement cost as of December 31, 2006; December 31, 2007, December 31, 2008 and
December 31, 2009. For the purposes of this question, assume that KAWC has legal
AROs for these accounts, and use the life and dispersion assumptions reflected in Mr.
Spanos’s depreciation study.

Response:

The Company objects to this question on the grounds that it seeks information which it
does not have, is not required to generate by U.S. GAAP, and would be extremely
burdensome to produce. Notwithstanding the objection the Company responds that the
Company simply reclassifies the net negative salvage approved in its depreciation rates
by the Commission on its U.S. GAAP financial statements to a regulatory liability
account in order to recognize the timing difference between the amount of net negative
salvage recovered in rates which the Company will record as a cost of removal net of
salvage at a future date when the asset is retired. The inclusion of the future net negative
salvage in current depreciation rates properly matches the full cost of the asset to those
customers receiving the service provided by that asset.

The Company believes the depreciation expense and accumulated depreciation for rate
making purposes should be reflected consistent with the depreciation expense approved
by the Commission which includes net negative salvage in the depreciation expense. The
inclusion of net negative salvage in accumulated depreciation for ratemaking purposes is
also consistent with the NARUC Uniform System of Accounts related to accumulated
depreciation.

For the electronic version, refer to KAW_R_AGDR1#336_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller/Sheila Miller

337.  For the budgets supplied in response to Exhibit No. 13, please provide a description of all
variations from actual expense levels which are due to known and certain changes,
providing supporting documentation. Indicate all variations from actual levels which
result from the application of inflation or escalation factors. In those instances where
inflation or escalation factors were utilized, explain the derivation of the factors used in
each case. If a single factor was used, a summary description will suffice.

Response:

The Company objects to this question on the grounds that Company does not possess the
data in the format requested. Notwithstanding the objection the Company responds,
please refer to the reports supplied in KAW_APP_EX30 022610, the financial actual to
budget reports for the February 2009-January 2009, the same period applicable to the
budget information provided in Exhibit 13 to the Company filing.

For the electronic version of this response, refer to KAW_R_AGDR1#337_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

338. Please indicate, if known and quantifiable, any anticipated changes in jurisdictional
allocation factors and the impacts thereof on the future test year.

Response:

The Company knows of no changes in jurisdictional allocation factors other than those
reflected in arriving at the allocation of costs in this case to Owenton Sewer, Rockwell
Village Sewer, and Bluegrass Station O&M contract in this case as outlined in Mr.
Miller’s testimony and Exhibit MAM-8.

For the electronic version, refer to KAW_R_AGDR1#338_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Keith Cartier

339. Indicate the number of and expenses related to temporary or seasonal employees included
in 2007, 2008, 2009 and projected 2010 and 2011 jurisdictional expenses.

Response:

2007 2008 009 2010 011

Expense 70,687 51,766 108,523 40,000 41,200
TEs 2.6 1.9 3.8 1.2 1.2

For the electronic version, refer to KAW_R_AGDR1#339_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Michael A. Miller

340. Provide as complete a breakdown as possible of the expenses billed by American Water
and included in jurisdictional expense for 2007, 2008, 2009, and forecasted for the years
2010 and 2011. Include separately:

a. Labor

b. Employee benefits (by type)

C. Employment taxes
d. Outside services
e. Promotional, institutional and/or corporate advertising

f. Contributions (by entity)
g. dues to organizations and social clubs (by entity)
h. Computer time
I. Regulatory costs (list docket no., jurisdictional entity, dates and description)
J. Travel costs
k. Lobbying or politically related activities
l. Miscellaneous. (describe)
Identify all assumptions and provide all workpapers, calculations and source documents
relied upon in projecting the 2007 base year and 2008 test year forecasted level of
expense.
Response:

None.

For the electronic version, refer to KAW_R_AGDR1#340_042610.pdf.
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KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2010-00036
ATTORNEY GENERAL'’S FIRST REQUEST FOR INFORMATION

Witness: Keith Cartier/Sheila Miller
341. Please provide jurisdictional totals and amounts by payee, and an explanation of the
services provided, for all amounts charged to outside services during 2007, 2008 and

2009 and for the base period (the 12 months ended May 31, 2010) and forecasted for the
future test year.

Response:

See attached for detail on outside services for 2007, 2008, 2009, actual through March
2010 and the forecasted expenditures for the twelve months ending September 30, 2011.

For the electronic version, refer to KAW_R_AGDR1#341_042610.pdf.
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Kentucky American Water Company
Forecasted contract other services
AGDR1#341

Account Amount Purpose
532000.16 110,166 Auditing fees - PriceWaterhouseCoopers LLP

535000.13 96,747 Hach Siemens and Svc equipment contracts
535000.13 11,688 Scientific equipment

535000.13 21,179 Hillside lagoons & othe lawncare

535000.13 46,100 Mowing contract; tree trim

535000.13 82,600 Building/ground maintenance

535000.14 49,520 Mowing contract - plants/snow removal/plant repair work
535000.14 87,939 Grounds maintenance for tanks

535000.15 173,013 Accenture & IT related costs

535000.16 250 Commonwealth Communications

535000.16 2,233 Snow removal - Owenton office

535000.16 4,608 Employee screening

535000.16 7,318 Cable services; electric maintenance, storage

535000.16 10,221 Misc building services, snow removal electric maintenance tree removal
535000.16 54,900 Computershare Investor Services/ Opinion Research Group

535000.16 23,514 Survey costs

536000.16 10,302 Laboratory Testing
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