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Kentucky-American Water Company Exhibit RCS-1
Revenue Requirement Reconciliation Schedule A 

Case No. 2010-00036
Test Year Ended September 30, 2011 Page 2 of 2

AG
Exhibit RCS-1 Revenue

Line Schedule AG AG Requirement
No. Description Reference Component Adjustments Multiplier Amount

(A) (B) (C)

1 D ROR Difference -1.0800%
2 Rate Base A-1 GRCF x 1.651572
3 Rate Base per KAWC's Filing B 362,672,028$     -1.784% (6,468,971)$        

4 D Rate of Return 7.500%
5 Effect of AG Adjustments to Rate Base A-1 GRCF x 1.651572

Sch B.1
6 Construction Work in Progress B-1 (9,463,931)$       12.39% (1,172,277)$        
7 Acquisition Adjustment Double Count B-2 (2,342)$              12.39% (290)$                  
8 Cash Working Capital B-3 (980,000)$          12.39% (121,391)$           
9 Labor Costs in Deferred Maintenance B-4 (45,500)$            12.39% (5,636)$               
10 Accumulated Depreciation B-5 164,801$           12.39% 20,414$              
11 ADIT - Deferred Maintenance B-6 17,700$             12.39% 2,192$                
12 ADIT - Major Tax Accounting Change B-7 Not Yet Quantified -$                   12.39% -$                   
13 Total AG Rate Base Adjustments (10,309,272)$     

14 AG Adjusted Original Cost Rate Base B 352,362,756$     

15 Net Operating Income Pre-Tax AG
Operating Income NOI Amount GRCF

Effect of AG Adjustments on NOI Amount Sch C.1 Sch. A-1
16 Income Tax Expense - Interest Synchronization C-1 -$                    (252,459)$          1.651572 416,954$            
17 Income Tax Expense - Consolidated Tax Savings C-2 -$                    1,361,624$        1.651572 (2,248,819)$        
18 Allowance for Funds Used During Construction C-3 (646,180)$            (394,816)$          1.651572 652,067$            
19 Incentive Compensation Expense C-4 786,516$             480,561$           1.651572 (793,681)$           
20 Stock-Based Compensation Expense C-5 206,436$             126,132$           1.651572 (208,316)$           
21 Affiliate Management Fees - Excess Over Current Budget C-6 133,057$             81,298$             1.651572 (134,269)$           
22 Affiliate Management Fees - Business Development Expense C-7 198,342$             121,187$           1.651572 (200,149)$           
23 Affiliate Management Fees - Donations and Miscellaneous ExpensesC-8 65,793$               40,199$             1.651572 (66,392)$             
24 Pension and OPEB Expense Correction C-9 305,468$             186,641$           1.651572 (308,251)$           
25 Rate Case Expense - Prior Rate Cases C-10 148,128$             90,506$             1.651572 (149,477)$           
26 Rate Case Expense - Current Rate Case C-11 66,288$               40,502$             1.651572 (66,893)$             
27 Depreciation Expense C-12 654,031$             399,613$           1.651572 (659,989)$           
28 Capitalization Rate C-13 358,551$             219,075$           1.651572 (361,818)$           
29 Employee Party, Outing and Gift Expenses C-14 25,070$               15,318$             1.651572 (25,299)$             
30 Vacancies and Over-projection of Pay Increases C-15 246,923$             150,870$           1.651572 (249,173)$           
31 KRS Lagoon Cleaning Expense Normalization C-16 12,376$               7,561$               1.651572 (12,488)$             
32 Uncollectibles Expense C-17 27,589$               16,857$             1.651572 (27,841)$             
33 Payroll Tax Expense C-18 84,155$               51,419$             1.651572 (84,922)$             
33 Total AG Adjustments to Operating Income C.1 2,672,543$          2,742,088$        
34 Net Operating Income per Company Filing C 15,473,267$       
35 AG Adjusted Net Operating Income C 18,215,355$       

Gross Revenue Conversion Factor Difference:
36 Per AG A-1 1.651572
37 Per Company A-1 1.652282
38 Difference -0.000710
39 Company Adjusted NOI Deficiency A 15,643,993$         
40 GRCF Difference (11,109)$             
41 AG REVENUE REQUIREMENT ADJUSTMENTS ABOVE (12,285,824)$      
42 Company Requested Base Rate Revenue Increase A 25,848,286$       
43 Reconciled Revenue Requirement 13,562,462$       
44 Revenue Requirement Calculated on Schedule A A 13,562,461$       
45 Difference Not Accounted for Above A 1$                       
46 Schedule A, line 10 difference -$                   
47 Unreconciled Difference 1$                       

Notes and Source
Pre-tax return computed using Gross Revenue Conversion Factor
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Kentucky-American Water Company Exhibit RCS-1
Adjusted Rate Base Schedule B 

Case No. 2010-00036
Test Year Ended September 30, 2011 Page 1 of 1

Line Company AG AG
No. Description Proposed Adjustments Proposed

(A) (B) (C)
Plant in Service

1 Utility Plant in Service 566,014,484$        -$                    566,014,484$        
2 Property Held for Future Use -$                      -$                    -$                      
3 Utility Plant Acquisition Adjustments 2,342$                   -$                    2,342$                   
4 Accumulated Depreciation (110,085,251)$      269,724$            (109,815,527)$      
5 Net Utility Plant in Service 455,931,575$        269,724$            456,201,299$        

6 Construction Work in Progress 9,463,931$            (9,463,931)$        -$                      
7 Cash Working Capital 2,634,000$            (980,000)$           1,654,000$            
8 Other Working Capital Allowance 642,421$               -$                    642,421$               
9 Contributions in Aid of Construction (48,865,890)$        -$                    (48,865,890)$        

10 Customer Advances (19,089,182)$        -$                    (19,089,182)$        
11 Accumulated Deferred Income Taxes (40,026,731)$        (87,223)$             (40,113,954)$        
12 Accumulated Deferred Investment Tax Credit (76,952)$               -$                    (76,952)$               
13 Deferred Maintenance 2,708,236$            (45,500)$             2,662,736$            
14 Deferred Debits 1,700,474$            (2,342)$               1,698,132$            
15 Other Non-Investor Supplied Capital (2,349,854)$          -$                    (2,349,854)$          
16 -$                    -$                      
17 -$                    -$                      
18 -$                    -$                      
19 Rate Base 362,672,028$        (10,309,272)$      352,362,756$        

Notes and Source
Col.A: KAWC Exhibit 37, Schedule B-1
Col.B: Schedule B.1 
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Kentucky-American Water Company Exhibit RCS-1
Adjusted Net Operating Income Schedule C 

Case No. 2010-00036
Test Year Ended September 30, 2011 Page 1 of 1

Components Revenue
Line Per AG Per of Revenue Requirement
No. Description Company Adjustments AG Change Impact

(A) (B) (C ) (D) (E)
Operating Revenue

1 Water Sales 64,753,488$            -$                  64,753,488$       13,562,461$    78,315,949$       
2 Other Operating Revenues 3,770,138$              (646,180)$         3,123,958$         3,123,958$         
3 Total Operating Revenues 68,523,626$            (646,180)$         67,877,446$       13,562,461$    81,439,907$       

Operating Expenses -$                    
4 Labor 8,039,623$              (762,821)$         7,276,802$         7,276,802$         
5 Purchased Water 120,655$                 -$                  120,655$            120,655$            
6 Fuel and Power 4,375,584$              -$                  4,375,584$         4,375,584$         
7 Chemicals 1,772,730$              -$                  1,772,730$         1,772,730$         
8 Waste Disposal 340,226$                 (12,376)$           327,850$            327,850$            
9 Management Fees 9,028,121$              (1,013,387)$      8,014,734$         8,014,734$         

10 Group Insurance 2,313,543$              (185,341)$         2,128,202$         2,128,202$         
11 Pensions 1,267,732$              (315,882)$         951,850$            951,850$            
12 Regulatory Expense 366,462$                 (214,416)$         152,046$            152,046$            
13 Insurance Other than Group 742,262$                 (3,757)$             738,505$            738,505$            
14 Customer Accounting 1,712,517$              (27,589)$           1,684,928$         100,498$         1,785,426$         
15 Rents 27,654$                   -$                  27,654$              27,654$              
16 General Office Expense 639,778$                 -$                  639,778$            639,778$            
17 Miscellaneous 3,440,139$              (25,070)$           3,415,069$         21,944$           3,437,013$         
18 Maintenance Other 1,272,341$              -$                  1,272,341$         1,272,341$         
19 Total O&M Expenses 35,459,367$            (2,560,639)$      32,898,728$       122,442$         33,021,170$       
20 Depreciation 11,086,076$            (654,031)$         10,432,045$       10,432,045$       
21 Amortization 233,721$                 -$                  233,721$            233,721$            
22 General Taxes: -$                    -$                    
23 Property and Capital Stock 4,429,174$              -$                  4,429,174$         4,429,174$         
24 Gross Receipts and Sales 109,826$                 -$                  109,826$            109,826$            
25 Payroll 621,307$                 (104,053)$         517,254$            517,254$            
26 Miscellaneous -$                         -$                  -$                    -$                    
27 Operating Expenses Before Taxes 51,939,471$            (3,318,723)$      48,620,748$       122,442$         48,743,190$       
28 Operating Income Before Income Taxes 16,584,155$            2,672,543$       19,256,698$       13,440,019$    32,696,717$       
29 State and Federal Income Taxes
30 State Income Tax
31 Current (164,573)$                199,292$          34,719$              806,401$         841,120$            
32 Deferred 318,502$                 -$                  318,502$            318,502$            
33 Federal Income Tax -$                    -$                    
34 Current (902,408)$                (268,837)$         (1,171,245)$        4,421,766$      3,250,521$         
35 Deferred 1,944,164$              -$                  1,944,164$         1,944,164$         
36 Deferred Investment Tax Credit (84,797)$                  -$                  (84,797)$             (84,797)$             
37 Total State and Federal Income Taxes 1,110,888$              (69,545)$           1,041,343$         5,228,167$      6,269,510$         
38
39 Total Operating Expenses 53,050,359$            (3,388,268)$      49,662,091$       5,350,609$      55,012,700$       
40 Net Operating Income 15,473,267$            2,742,088$       18,215,355$       8,211,852$      26,427,207$       

41 Rate Base 362,672,028$          (10,309,272)$    352,362,756$     352,362,756$     

42 Earned Rate of Return 4.27% 5.17% 7.500%

Notes and Source
Col.A: KAWC Exhibit 37, Schedule C-2
Col.B: Schedule C.1 
Col.C: Col.A + Col.B
Col.D: Schedule A-1 
Col.E: Col. C + Col. D

Per AGPer AG
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Kentucky-American Water Company Exhibit RCS-1
Cash Working Capital Schedule B-3

Case No. 2010-00036
Test Year Ended September 30, 2011 Page 3 of 3

Line
No. Description Amount Reference

I. Detail of Return Elements on Page 2, Column E, Lines 30-33
1 AG Adjusted Rate Base 352,362,756$    Schedules B and A 

Components of Return: Percent (Sch D)
2 Long Term Debt 3.290% 11,592,735$      To Sch B-3, Col.E, L30
3 Short Term Debt 0.015% 52,854$             To Sch B-3, Col.E, L31
4 Preferred Stock 0.128% 451,024$           To Sch B-3, Col.E, L32
5 Common Equity 4.067% 14,330,593$      To Sch B-3, Col.E, L33
6 Total 7.500% 26,427,206$      
7 Difference 1$                       
8 Required Return 26,427,207$      Schedule A

II. Line 19, Total O&M Expenses
9 Per Schedule C, Col.B, Line 19 (2,560,639)$       Schedule C, Col.B, Line 19
10 Uncollectibles 100,498$           Schedule A-1
11 PSC Assessment 21,944$             Schedule A-1
12 Total O&M Expenses (2,438,197)$       
13 Difference -$                   
14 Total O & M Expenses (2,438,197)$       Sch B-3, p.2, Col.D, Line 19

III. Line 7, Group Insurance
15 Group Insurance, 401k and DCP (34,989)$            Schedule C-13
16 Group Insurance, 401k and DCP (38,654)$            Schedule C-15
17 Total (73,643)$            

Lines 8 and 9, OPEB and Pension L9, Pension L8, OPEB
18 Pension and OPEB Expense Correction (253,262)$         (52,206)$            Schedule C-9
19 Capitalization Rate (36,840)$           (40,788)$            Schedule C-13
20 Vacancies and Over-projection of Pay Increases (25,780)$           (18,704)$            Schedule C-15
21 Totals (315,882)$         (111,698)$          

22 Group Insurance from above (includes OPEB) (185,341)$          Lines 17 and 21
23 Group Insurance from Income Statement (185,341)$          Schedule C, line 10
24 Unreconciled difference for Group Insurance -$                   
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Kentucky-American Water Company Exhibit RCS-1
Depreciation Expense Schedule C-12

Case No. 2010-00036
Page 1 of 2

Test Year Ended September 30, 2011

Line
No. Description Amount Reference

(A)
Reduction to Depreciation Expense To:

1 Reflect Recalculation of Depreciation per PSC-3-6 (351,080)$       Note A
2 Adjust Negative Net Salvage Rate for Account 333, Services (302,951)$       Note B
3 Total Adjustment to Depreciation Expense (654,031)$       L1 +L2

Notes and Source
[A] KAWC's response to data request PSC-3-6

Also see below:
Component Per Filing Per PSC-3-6 Difference

(B) (C ) (D)
4 Total Depreciation Calculated 11,522,568$   11,171,488$        (351,080)$    
5 KAWC Adjustment (436,492)$       [1]
6 Net amount included in KAWC Income Statement 11,086,076$   
7 Difference -$                
8 Coimpare: Schedule C, line 20, Depreciation Expense 11,086,076$   

[1] See pages 1 and 85 of 95 of the response to PSC-3-6

[B] Difference in Depreciation Expense for Account 333, Services
Description Net UPIS Rate Depreciation

(E) (F) (G)
9 Per KAWC (assumes 100 percent negative net salvage) 18,754,950$   3.00% 562,649$     [2]
10 Per AG (uses 20 percent net salvage) 18,754,950$   1.38% 259,698$     
11 Difference (302,951)$    

[2] See page 85 of 95 of the response to PSC-3-6, Account 345 (i.e., Account 333) Services 
Rate derivation is shown on page 3 of 94 of that response

12 Original Cost 18,754,950$   18,754,950$        
13 Book Depreciation Reserve (9,624,903)$    (9,624,903)$        
14 Net Book Value 9,130,047$     9,130,047$          

15 Original Cost 18,754,950$   18,754,950$        
16 Negative Net Salvage Percent 100% 20%
17 Negative Net Salvage Amount 18,754,950$   3,750,990$          

18 Future Accruals 27,884,997$   12,881,037$        
19 Composite Remaining Life, in Years 49.60              49.60                   
20 Annual Accrual 562,198$        259,698$             
21 Difference 451$               
22 Annual Accrual per KAWC 562,649$        259,698$             (302,951)$    

Depreciation Rate Components:
23 Capital Recovery 0.98% 0.98%
24 Cost of Removal 2.02% 0.40%
25 Total - Sum of Components 3.00% 1.38%
26 Difference 0% 0%
27 Total - Calculated 3.00% 1.38%
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Kentucky-American Water Company Exhibit RCS-1
Depreciation Expense Schedule C-12

Case No. 2010-00036
Page 2 of 2

Test Year Ended September 30, 2011

Line Regular
No. Years Retirements Amount Percent

(A) (B) (C )

1 2006-2008 289,972$        49,940$        -17.2%
2 2007-2009 290,863$        53,932$        -18.5%

3 Recommendation -20%

Notes and Source
Depreciation Study Calculated Annual Depreciation Accruals
Related to Utility Plant at November 30, 2009 attached to KAWC witness
John Spanos' Direct Testimony, page III-107

Negative Net Salvage

Account 333.00 Services
Estimated Future Net Salvage Ratio
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Kentucky-American Water Company Exhibit RCS-1
Capitalization Rate Schedule C-13

Case No. 2010-00036
Page 1 of 1

Test Year Ended September 30, 2011

Adjustment Adjustment
Amount at Amount at
18.742% 19.742% Expense

Line Capitalization Capitalization Adjustment
No. Description Rate Rate Amount

(A) (B) (C )
Estimated Impact of Capitalization Rate on Forecast
Test Year Labor and Benefit and Related Expense

1 Labor (130,978)$       (224,400)$       (222,279)$    
2 Pensions (21,708)$         (37,192)$         (36,840)$      
3 OPEB (24,034)$         (41,177)$         (40,788)$      
4 Group Insurance (15,601)$         (26,729)$         (26,476)$      
5 401(k) (2,240)$           (3,838)$           (3,802)$        
6 Defined Contribution Plan - Pension (2,595)$           (4,446)$           (4,404)$        
7 Defined Contribution Plan - OPEBs (181)$              (310)$              (307)$           
8 Worker's Compensation (2,214)$           (3,793)$           (3,757)$        
9 Payroll Taxes (11,718)$         (20,076)$         (19,886)$      

10 Other (7)$                  (12)$                (12)$             
11 Total Adjustment to Revenue Requirement per KAWC (211,276)$       (361,973)$       (358,551)$    

Notes and Source
Col.A: Per KAWC's response to data request PSC-3-4, page 3 of 71
Adjustments are based on a capitalization rate of 18.742%
The 18.742 percent appears low by recent history; the average capitalization rate for 2007-2009 was 21.44 percent;
the average for 2005-2009 was 19.742 percent.
Amounts on KAWC's response were stated in terms of revenue requirement impacts

Difference
12 Capitalization rate used by KAWC in its forecast test year 17.34%

13 Capitalization rate used by KAWC in response to PSC-3-4 18.742% 1.402% L13 - L12
14 Ratio of capitalization rates 0.08085352    (L13 / L12) - 1

15 Average capitalization rate for 2005-2009 19.742% 2.402% L15 - L12
16 Ratio of capitalization rates 0.13852364    (L15 / L12) -1

17 Increase to adjustment amounts to use 19.742% capitalization rate 1.713267 L16 / L14
18 Capitalization adjustment conversion factor 1.713267 L15 / L13

Col.B: Col.A x Factor shown on line 17 (and 18)
Factor to Convert from Revenue Requriement Amounts to Operating Expense Amounts

19 Non-income tax portion of KAWC's Gross Revenue Conversion Factor 0.9905461 Schedule A-1
Col.C: Col.B x Factor shown on line 19

20 Subtotal for Group Insurance  to Schedule C.1 L3 through L7 (75,777)$      

21 Subtotal for Group Insurance  to Schedule B-3 (excludes OPEB, which is a separate line in LL Study) (34,989)$      

22 Subtotal for Payroll Tax Lines 9 & 10 (19,898)$      
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Kentucky-American Water Company Exhibit RCS-1
Vacancies and Over-projection of Pay Increases Schedule C-15

Case No. 2010-00036
Test Year Ended September 30, 2011 Page 1 of 2

Line
No. Description Percent Amount Reference

(A) (B)
I. Adjustment to Payroll Expense

1 Payroll Expense in Forecast Test Year 8,039,623$   See below
Less Other AG Adjustments to Labor Expense:

2 Incentive Compensation Expense (786,516)$    Schedule C-4
3 Stock-Based Compensation Expense (206,436)$    Schedule C-5
4 Capitalization Rate (222,279)$    Schedule C-13
5 Adjusted Forecast Test Year Payroll

Before this Adjustment 6,824,392$   
6 Percentage adjustment for vacancies and

over-projection of pay increases 2.40% See below
7 Adjustment to Payroll Expense (163,785)$    L5 x L6

II. Adjustment to Benefits Expense
8 Group Insurance 20.21% (33,101)$      L7 x percent in Col.A
9 OPEBs 11.42% (18,704)$        "

10 Pensions 15.74% (25,780)$        "
11 401k 1.76% (2,883)$          "
12 DCP - Pension 1.63% (2,670)$          "
13 Total Adjustment to Benefits Expense 50.76% (83,138)$      

III. Total Adjustment
14 Payroll (163,785)$    Line 7
15 Benefits (83,138)$      Line 13
16 Total Adjustment to O&M Expense (246,923)$    

Notes and Source
Line 1: KAWC Exhibit 37, Schedule B-5.2, page 5 of 6

Also see Schedule B-3, page 2, column A, line 3

17 Percentage adjustment for over-projection of pay 0.40% See page 2
18 Percentage adjustment for vacancies 2.00% 3 / 153
19 Percentage adjusmtent for pay and vacancies 2.40%

Comparable Information on Work Force and Vacant Positions
20 Actual work force at March 2010 140 AG-1-32
21 Projected forecast test year work force 153 AG-1-32
22 Budgeted increase, in number of positions 13 AG-1-32
23 Vacant positions as of 4-26-2010 9 AG-1-32
24 Vacant positions as of 4-26-2010, non KRS II related 3 AG-1-32
25 Vacant positions at end of 2008 3 AG-1-32

Payroll Loading Factor - per response to AG-1-347 Forecast
2010 2011 Test Year

26 Weighting: 25% 75% 100%
Component

27 Group Insurance 20.13% 20.24% 20.21%
28 OPEBs 11.61% 11.35% 11.42%
29 Pensions 16.92% 15.35% 15.74%
30 401k 1.76% 1.76% 1.76%
31 DCP - Pension 1.58% 1.64% 1.63%
32 Total 52.00% 50.34% 50.76%
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Kentucky-American Water Company Exhibit RCS-1
Vacancies and Over-projection of Pay Increases Schedule C-15
Actual Versus Budgeted Wage Increases Case No. 2010-00036
Test Year Ended September 30, 2011 Page 2 of 2

Line Over/
No. Date Description Actual Budget Under

(A) (B) (C )
2005

1 November 1, 2005 Outside Union 4.0% 3.0% 1.0%
2 December 17, 2005 Inside Union 3.0% 3.0% 0.0%
3 April 1, 2005 Non-Bargaining 3.5% 3.0% 0.5%

2006
4 November 1, 2006 Outside Union 4.0% 4.0% 0.0%
5 December 17, 2006 Inside Union 3.0% 4.0% -1.0%
6 April 1, 2006 Non-Bargaining 3.5% 3.5% 0.0%

2007
7 November 1, 2007 Outside Union 3.0% 4.0% -1.0%
8 April 1, 2007 Non-Bargaining 3.5% 4.0% -0.5%

2008
9 November 1, 2008 Outside Union 3.0% 3.5% -0.5%

10 April 1, 2008 Non-Bargaining 3.6% 3.5% 0.1%

2009
11 November 1, 2009 Outside Union 3.0% 3.0% 0.0%
12 April 1, 2009 Non-Bargaining 3.25% 4.0% -0.75%

2010
13 January 1, 2010 Non-Bargaining 2.25% 3.0% -0.75%

Averages 
14 All Years Outside Union 3.4% 3.5% -0.1%
15 Non-Bargaining 3.3% 3.5% -0.2%

16 2007-2009 Outside Union 3.0% 3.5% -0.5%
17 Non-Bargaining 3.5% 3.8% -0.3%

18 2007-2010 Outside Union N/A N/A
19 Non-Bargaining 3.2% 3.6% -0.4%

Notes and Source
Cols. A&B: Percentages from KAWC's response to data request PSC-2-14
Inside union decertified on January 28, 2008 and was given a 3% increase on January 2, 2008.
Averages on lines 14-19 were calculated from the information supplied by KAWC
Col.C: Differences calculated
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