Case No. 2022-00147
Water Service Corporation of Kentucky
Responses to Commission Staff’s Third Request for Information
PSC DR 3-1:
Refer to Water Service Kentucky’s response to Commission Staff’s Second Request for
Information (Staff’s Second Request), Item 2. The Commission’s past precedent regarding the
issue of Allowance for Funds Used During Construction (AFUDC) is to calculate AFUDC by
using the requested/allowed WCC and to include the calculated AFUDC in the utilities
Operating Revenues. Provide the calculation of Water Service Kentucky’s AFUDC using its
requested WCC and the impact including AFUDC in forecasted Operating Revenue would have
on its requested revenue requirement. Provide Water Service Kentucky’s calculations in an Excel
spreadsheet format with all formulas, columns, and rows unprotected and fully accessible.
Response: The Company disagrees that proper ratemaking requires inclusion of AFUDC in
Operating Revenues. The Company’s position is supported by the following factors:
1) As stated in response to SDR 2-2, NARUC Uniform System of Accounts places AFUDC
in account 420 within the Other Income and Deductions category, which is non-utility
income treatment (i.e., not Operating Revenues, which comprise NARUC account 400,
sub-accounts 460 to 474. This strongly implies NARUC does not believe AFUDC
should be treated as Operating Revenues.
2) AFUDC is a bookkeeping accrual entry reflecting non-cash activity, and is recovered in
future cash flows once capitalized with the funded assets. If AFUDC is treated as
Operating Revenues (which are cash activity), customers will be receiving a cash benefit
for the Company’s non-cash activity. This would represent an unconstitutional taking of
Company property, per Commonwealth ex rel. Stephens v. S. Cent. Bell Tel. Co., 545
S.W.2d 927, 930-31 (Ky. 1976) and Duquesne Light Co. v. Barasch, 488 U.S. 299, 308
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(1989) (“If the rate does not afford sufficient compensation, the State has taken the use of
utility property without paying just compensation and so violated the Fifth and
Fourteenth Amendments.”)
a. AFUDC non-cash accruals are generated from CWIP activity. As such, if
AFUDC is included in Operating Revenues as cash activity, CWIP must be
included in rate base, in order to generate cash activity for the Company which
will match the AFUDC treatment. If it is determined that CWIP should not be
included in rate base, then it must be likewise determined that AFUDC is not
included for ratemaking, to align the cash/non-cash activity of the Company and
to be consistent with the Matching Principle of utility ratemaking. Again, the
Company’s position is that both CWIP and AFUDC be excluded from
ratemaking.
3) For research supporting the Company’s position, please see the below references:
a. See Federal Comptroller General’s report on CWIP, page 34: “As an accepted
practice, during the construction period the utility reports AFUDC as current
income. AFUDC does not represent cash income in the current period but, rather,
cash income after construction is completed. For ratemaking purposes, however,
AFUDC is not treated as an income item, and therefore, it is not viewed as
revenue available to meet current revenue
requirements.” https://www.gao.gov/assets/emd-80-75.pdf
b. See Public Utility Research Center report, page 8: “Income from operations is
cash income, paid in cash by ratepayers, and it is available to pay interest or
dividends, or for reinvestment. AFUDC income is not cash. It is simply a
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bookkeeping entry, and it cannot be used to meet interest or dividend payments.
Since AFUDC income cannot be paid out, it must therefore be retained and, thus,
it may be regarded as a type of forced savings.”
https://bear.warrington.ufl.edu/centers/purc/docs//papers/8111_Brigham_The_Tre
atment_of.pdf
4) The Company maintains that the AFUDC estimated for accrual in the Forecast Period
(and, likewise, CWIP) is not representative of its normalized, annual activity, and thus
should not be included in ratemaking at the level estimated, if inclusion is recommended.

Notwithstanding the above comments, please see attached PSC DR 3-01 - Exhibits 1020-28 - Schedule A - Rate Base Components Updated 8.26.22.xlsx (which updates the
response provided in AG DR 1-072) and PSC DR 3-01 Exhibits 27-28-29 and Subparts Rev Reqt 2022 WSCKY 08.31.22xlsx (which updates the comparable file provided in
response to PSC DR 1-49). Please note that these files also include CWIP for the
Forecast Period in rate base, as discussed above.
Witness: James Kilbane
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PSC DR 3-2:
Refer to Water Service Kentucky’s response to Staff’s Second Request, Item 7. Explain
whether Water Service Kentucky made an adjustment to the forecasted test year to remove
expenses associated with the termination of the wastewater service for Clinton.
Response:
Water Service Kentucky made adjustments to remove items for the Forecast Period. However,
there was some cost identified as erroneously remaining in the Forecast Period upon submission
that was mentioned in the responses to AG DR 1-094 and AG DR 1-095. WSCK recognizes that
these costs should not have been included in the current filing and recommends their removal.
Witness: James Kilbane
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PSC DR 3-3:
Refer to Water Service Kentucky’s response to Staff’s Second Request, Item 9 and 9.a.
a. For each year, the variance has been more than the budget. Provide a thorough
explanation and documentation to support why annual increases are larger than those budgeted
for each year.
b. For each year the President and Senior Vice President received a bonus, confirm that
the annual bonuses paid to the President and Senior Vice President are not included in Water
Service Kentucky’s pro forma Salaries and Wages expense. If the bonuses are included, identify
the amounts and include a detailed explanation as to why Water Service Kentucky should be
allowed to recover the payment of the bonuses in its base water rates.
Response:
a. The Company generally budgets a 3% wage increase each year for each employee. The
Company has updated PSC DR 2-09 Historical increases – Confidential to show an explanation
for each year and employee. Please see attached Excel file PSC DR 3-03 Historical increases –
Confidential for these updates. Larger increases than budgeted occurred because an employee
was promoted or moved to a new position through reorganization. Many merit increases that
were larger than the 3% estimate were made in order to be competitive with the local job markets
and were used to retain and compensate fairly the Company’s employees.
b. Please see Excel file PSC_DR_1-49_Exhibit_18-32-29_-_Schedule_B_-_SW-PR_TaxesBenefits_REDACTED_UPDATED_8.16.2022.xlsx tab “2023 test year.” The cell U41 lists the
EIP payout that is included (as updated in this file) in the Forecast Period pro-forma salaries and
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wages expense. With the recent change of personnel, it only be the Senior Vice President’s EIP
is included in the pro-forma.
The Company notes the total cash compensation for the Senior Vice President is at 81% of the
maker midpoint according to table V of the Wage and Benefit Study_Final_Revised.
With regard to the value of “variable pay” practices, please see below:
Variable pay is a mechanism used to pay employees for performance (usually their performance
and company and business unit performance). Variable pay needs to be earned every year – it is
“at-risk” pay, since the employee is at-risk of not earning the variable pay if expectations or
goals are not met.
Research has shown that such programs incentivize individuals to drive positive results, have
economic advantages, and help with recruitment, retention, motivation, and communication of
essential priorities such as safety in the workplace1. The wide acceptance of variable pay as a
feature in total compensation packages – in general industry but also specifically for utilities –
validates the view that at-risk pay reinforces performance expectations. Research has long
supported that incentive pay programs directly increase employee performance2.
The Company offers variable pay for many reasons:

1
Robert Greene, Variable Pay: How to Manage it Effectively, (Society of Human Resource Management, Apr.
2003)
2
International Society of Performance Improvement, Incentives, Motivation and Workplace Performance: Research
and Best Practices (Spring 2002). https://theirf.org/am-site/media/2incentives-motivation-and-workplaceperformance-research-and-best-practices.pdf
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Economics
One of the most significant advantages of variable pay is the transfer of a portion of the
employee's fixed costs, in the form of salary, to a variable cost to be earned if the
employee and the company achieve desired results. Converting what would otherwise be
fixed costs into variable costs provides significant benefits because if the individual
employee and/or company cannot sustain positive performance, variable pay can be
reduced or even eliminated. Conversely, if the company were to shift all compensation to
base pay, it would likely have to set base pay above the market levels in order to provide
total compensation that would be competitive to attract and retain talented employees.
This compensation philosophy would run counter to the company’s goal of managing its
costs while providing quality service to its customers.
Recruitment and Retention
For WSCK to attract the highly skilled workforce required to maintain safe and reliable
service, it needs to offer competitive compensation. Retention of talent is improved with
variable pay programs as there is clear communication of expectations for employees. In
essence, employees know where to focus their efforts by identifying exactly which
achievements are rewarded.
Motivation and Business Goals
The motivational potential of variable pay is more robust than other forms of
compensation. If the company sets goals that are beneficial to its customers - as Corix
does – then the benefits are clear to customers. Corix has five (5) strategic drivers to
which variable pay is tied: Customers and Stakeholders, Operational and Service
Excellence, People and Culture, Financial Performance, and Strategic Initiatives.
Measurement of these strategic drivers is at both the Corporate and Business Unit Levels.
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When the Corporate score and Business Unit score are combined with the employee's
Personal Performance score in the variable pay formula, the result captures the overall
impact of the employee’s performance.
Communication
Variable pay is one of the most vital signals an organization can send to its management
team about what it values and deems essential for the success of the company. Through
the process of setting strategic objectives for the Company, its Business Units, and
individual employees, the targets and goals for the year are clear, understood, and
appropriately prioritized.
Variable pay is a common component of compensation packages because it incentivizes good
performance and ties a portion of compensation to an employee’s ability to achieve positive
results that benefit the company’s stakeholders in the near and long-term, including its
customers. As World at Work notes from its 2021 Incentive Pay Practices: Privately Held
Companies survey, variable pay is part of most companies’ compensation packages in the U.S.3
Specifically, long-term incentive plans such as that offered by Corix are an expected and
necessary component of modern compensation plans.

Witness: James Kilbane / Seth Whitney

3

https://worldatwork.org/media/CDN/resources/surveys/2021_Incentive%20Pay%20PracticesPrivately%20Held.pdf
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PSC DR 3-4:
Refer to Water Service Kentucky’s response to Staff’s Second Request, Item 11. Provide
an itemized list of the Project Fusion implementation and Support Costs that Water Service
Kentucky is requesting to be treated as a regulatory asset. Include the date each item in the list
was incurred.
Response: Please see attachment in response to AG DR 1-034, AG DR 1-034 – Fusion Reg
Asset Detail.xlsx.
Witness: James Kilbane
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PSC DR 3-5:
Refer to Water Service Kentucky’s response to Staff’s Second Request, Item 18.c. In
response to Item 18.c. the list of projects based upon the replacement or upgrades, only one
project, the Queensbury Heights Project is listed at a cost of $54,548. Refer to the Application,
Exhibit 10. For the forecasted test year, $236,528 is budgeted for general replacement and
upgrades. Provide support as to how Water Service Kentucky expects to spend over ten times
more in the forecasted test year for ongoing replacement or upgrades to its system.
Response: It is unclear to the Company how “spend over ten times more in the forecasted test
year” in this question is derived.
The Company’s capital investment budget categorizes activities that are over $50,000 and/or
will take multiple months to complete as “projects”. For capital investment activities that do not
meet these criteria, they are not treated as or considered “projects”. As noted in the Direct
Testimony of Colby Wilson, these activities include “replacing and/or upgrading [the
Company’s] existing assets on a recurring basis. Examples of these improvements are service
line replacements, hydrant replacements, pump rehabs or replacement, and other various
equipment replacements for components at the end of their useful life.”
Please see below the breakdown of the Company’s capital investment for 2019, 2020, 2021.
Please note the Queensbury Heights project was mistyped in the prior response - the correct
amount is $65,548.
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Capital Investment by Year

2019

2020

2021

Recurring Construction

145,858

226,315

129,304

4,329

61,219

Projects/Identified Activities:
Queensbury Heights Waterline
160' Trans. Main Replacement

21,023

Clinton Tank Rehab

113,840

Backhoe for Middlesboro

58,961

Backhoe for Clinton

58,790

Total

150,188

Witness: James Kilbane / Colby Wilson

308,557

360,894
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PSC DR 3-6:
Refer to Water Service Kentucky’s response to Staff’s Second Request, Item 19a, the
2022 AMR/AMI Cost-Benefit Analysis.
a.

Provide copies of the workpapers used by Water Service Kentucky used to

develop its Cost-Benefit Analysis in an Excel spreadsheet format with all formulas, columns, and
rows unprotected and fully accessible.
b.

On page 3 of the Cost-Benefit Analysis is the statement that Water Service

Kentucky based its Net Present Values on a 20-year term life, and a two percent inflation rate.
i.

Given that the inflation rate for calendar year 2021 was 7 percent and the

inflation rate for the 12 months ended July 31, 2022, was 8.5 percent, explain why Water
Service Kentucky’s proposed two percent inflation rate is appropriate.
ii.

Provide the Net Present Value discount rate used by Water Service

Kentucky and provide a detailed explanation of how the discount rate was selected.
iii.

Explain why it would not be appropriate to use either Water Service

Kentucky’s requested weighted average cost of capital or projected cost of debt.
c.

Refer to Exhibit H, Labor Savings. The analysis states that staff will transition

from meter reading to other work activities such as collections, field maintenance, and data
analysis. Explain who performs these activities currently and if those positions will be
eliminated.
d.

Refer to Exhibit I, Carbon Footprint Reduction. Provide support for the gallons

used, the annual cost reduction of $4,416, the annual reduction in vehicle maintenance and
annual reduction in vehicle replacement.
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e.

Refer to Exhibit J, Revenue Gained form Meter Accuracy. Provide support that

the current meters are inaccurate to the point that 3 percent of annual revenue is lost.
Response:
Please see responses on PDF file PSC DR 3-06 Response from Vaughn & Melton and pdf file
PSC DR 3-06 Revised report.
Witness: Vaughn and Melton Engineering
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PSC DR 3-7:
Refer to Water Service Kentucky’s response to Staff’s Second Request, Item 19.d.
a. Regarding the misread meters,
(1)

Explain how over 7300 meters were misread in 2021.

(2)

Explain whether the same meters are misread month to month.

b. Regarding the reread meters
(1)

Explain why the number of reread meters doubled between 2020 and

(2)

Explain whether the same meters are reread month to month.

(3)

Explain what initiates a reason to reread a meter.

2021.

Response: a. (1) WSCK only had 1 meter reader reading meters during 2021. This led to higher
than normal misreads due to human error.
(2) Yes, with some of the more dangerous areas of WSCK’s service area these meters are more
difficult to access.
b. (1) During the pandemic for the safety of our employees, WSCK limited contact between
employees causing it to be more difficult for two technicians to be able to accompany each other
to meter locations, thus leaving only one technician to do manual reading alone. Since the
conclusion of 2021, WSCK now has 2 technicians dedicated reading meters manually.
(2) WSCK’s customers often block meters with vehicles, fence around meters, construct flower
beds over meter, as well as house dogs around meter box locations. In these types of situations,
a technician will “skip” the meter reading until the reread is issued to assure other technicians are
available to assist.
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(3) Rereads commonly occur when an initial read is considered “out of line” which may mean
the technician keyed in an extra digit or forgot a digit. A reread will also occur if a customer
disputes the water usage due to an unknown leak. Another common reason for a reread to occur
is if the technician is unable to access the meter location while at the initial location. This can be
caused by the meter being blocked by a vehicle, fence, aggressive animal, or other hazards.

Witness: Colby Wilson
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PSC DR 3-8:
Refer to Water Service Kentucky’s response to Staff’s Second Request, Item 19.e.
a.

Provide an itemized schedule comparing the AMI bids in an Excel spreadsheet

format with all formulas, columns, and rows unprotected and fully accessible.
b.

Provide a list of the pro and cons of each AMI system listed in Water Service

Kentucky’s response to Item 6.a. above.
Response: Please see attachment PSC DR 3-08 Vendor Selection Evaluation – Confidential.

Witness: Seth Whitney
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PSC DR 3-9:
Refer to Water Service Kentucky’s response to Staff’s Second Request, Item 19.h.
a.

Confirm that Water Service of Kentucky is proposing to depreciate each

component of its proposed AMI system over a 44.44-year meter depreciation life.
b.

If Water Service of Kentucky’s response to Item 6.a. above is no, provide the

depreciation life for each component of the AMI system separately. Include documentation to
support the depreciation life for each AMI component.
Response:
a. WSCK is proposing to use its approved depreciation rate for meters.
b. Not Applicable, see above.
Witness:
James Kilbane
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PSC DR 3-10:
Refer to Water Service Kentucky’s response to Staff’s Second Request, Item 19.i.
Confirm Water Service Kentucky proposes to recover the remaining net book balance of
$251,420 for the meter assets over the remaining depreciable lives of the meters.
Response: Confirmed.
Witness: James Kilbane
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PSC DR 3-11:
Refer to Water Service’s response to Staff’s Second Request, Item 25b-25c. Since Water
Service just established a new debt rate of 3.07523 percent, explain why this rate should not be
used in the risk premium models as opposed to 4.85 percent as the expected cost of debt.
Response: As noted in response to PSC DR 2-25a, the new debt issuance uses a variable rate for
a 27-month term, so is technically long-term debt (maturity date of over 12 months) but should
not be used as an input in risk premium models. The interest rate used in a risk premium model
should be prospective in nature (i.e., projected) as the cost of capital and ratemaking are
prospective, and match the long-term nature of the assets. Since the term of the loan is 27months and the assumed useful life of WSCK’s assets are approximately 32 years (1/3.12%
composite depreciation rate), the loan’s term is not comparable to the life of the assets and
therefore should not be used.
Witness: Dylan D’Ascendis
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PSC DR 3-12:
Refer to Water Service’s response to Staff’s Second Request, Item 26.
a.

Since S&P 500 (500 companies) is a truncated representation of Value line’s

larger market representation (1,700 companies), explain why this is a valid representation of the
market.
b.

Explain whether the S&P 500 calculations should not be given less weight than

the Value line market calculations in ROE calculations.
Response:
a.

Please refer to Mr. D’Ascendis’ response to PSC DR 2-26, part a.

b.

As described in Mr. D’Ascendis’ response to PSC DR 2-26, part a, the S&P 500 is

commonly used as a proxy for the entire market by investors, as the index components cover all
sectors of the market. Additionally, the SBBI-2022 market return is based on S&P 500 returns.
Finally, Bloomberg beta’s “default” setting uses the S&P 500 as the market proxy for its
calculations.

To Mr. D’Ascendis’ knowledge, while he believes that the Value Line Summary & Index market
return expectation is relevant to the cost of capital, the return on the Value Line universe of
stocks is not published anywhere other than Value Line, and no commonly used beta coefficients
(including Value Line) are calculated using the Value Line universe’s return data.

Witness: Dylan D’Ascendis
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PSC DR 3-13:
Refer to Water Service’s response to Staff’s Second Request, Item 26. Bloomberg betas
values are two-year calculations based on a truncated market representation that “may more
readily reflect significant changes in risk that occur over a short period of time than a beta
coefficient calculated over a five-year horizon” based on a larger market representation.
a.

Explain whether Bloomberg beta values should be given less weight in ROE

calculations than the Value Line five-year beta values.
b.

Explain whether there are other sources of beta values readily available to

investors for consideration, such as Yahoo! Finance, and if so, why these should not be
considered in addition to the Value Line and Bloomberg beta values.
Response:
a. Bloomberg and Value Line beta values should be considered equally for cost of capital
purposes. Bloomberg is a primary investment information platform for institutional investors
as well as security analysts and Value Line is a primary information platform and publication
for individual investors. As such, both represent the entirety of the market and should be
weighted equally.
b. Mr. D’Ascendis does not believe that there are other readily available beta values that should
be considered by investors besides Bloomberg and Value Line. The Commission’s example
of Yahoo! Finance betas are not suitable for cost of capital purposes as they are unadjusted,
or “raw” betas, which are not forward-looking and are calculated on a monthly, instead of
weekly, basis, which does not adequately reflect changes in market data.
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1. Unadjusted Betas
Betas are measured using an Ordinary Least Squares (“OLS”) regression, in which
the dependent variable is the return of the subject security, and the independent variable is
the return on the market as measured by a given index (Value Line, for example, uses the
New York Stock Exchange Index). Beta is represented by the slope term of the regression
estimates. Intuitively, beta measures the change in the subject company’s returns relative
to the change in the market return.
The resulting beta is considered “raw”, or unadjusted. Unadjusted betas are
historical in nature as they use historical market data. Blume studied the stability of beta
over time and found that “[n]o economic variable including the beta coefficient is constant
over time.”4 Consistent with that finding, Blume observed a tendency of raw betas to
change gradually over time. Blume further stated:
…there is obviously some tendency for the estimated values of the risk
parameter [beta] to change gradually over time. This tendency is most
pronounced in the lowest risk portfolios, for which the estimated risk in
the second period is invariably higher than that estimated in the first
period. There is some tendency for the high risk portfolios to have lower
estimated risk coefficients in the second period than in those estimated in
the first. Therefore, the estimated values of the risk coefficients in one
period are biased assessments of the future values, and furthermore the
values of the risk coefficients as measured by the estimates of β1 tend to
regress towards the means with this tendency stronger for the lower risk
portfolios than the higher risk portfolios. (emphasis added)5
Blume proposed a correction for this tendency, also known as “regression bias”, which is
inherent in the calculation of all betas. He stated:

4
5

Marshal E. Blume, On the Assessment of Risk, The Journal of Finance, Vol. XXVI, No. 1, March 1971.
Marshal E. Blume, On the Assessment of Risk, The Journal of Finance, Vol. XXVI, No. 1, March 1971.
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In so far as the rate of regression towards the mean is stationary over time,
one can in principle correct for this tendency in forming one’s
assessments.
* * *
For individual securities as well as portfolios of two or more securities, the
assessments adjusted for the historical rate of regression are more accurate
than the unadjusted or naïve assessments. Thus, an improvement in the
accuracy of one’s assessments of risk can be obtained by adjusting for the
historical rate of regression even though the rate of regression over time is
not strictly stationary.6
Based on Blume’s results, the typical adjustment is calculated based upon an approximate
of the following formula:
𝛽

0.35

.67𝑥𝛽

This adjustment transforms the historical unadjusted beta into an expectational value,
consistent with the expectational nature of the cost of capital.
As noted by Morin:
Several authors have investigated the regression tendency of beta and
generally reached similar conclusions [as Blume]. High-beta portfolios
have tended to decline over time toward unity, while low-beta portfolios
have tended to increase over time toward unity…He demonstrated that the
Value Line adjustment procedure anticipated differences between past and
future betas.7
Morin further notes:
A comprehensive study of beta measurement methodology by
Kryzanowski and Jalilvand (1983) concludes that raw unadjusted beta
(OLS beta) is one of the poorest beta predictors, and is outperformed by
the Blume-style Bayesian beta approach. Gombola and Kahl (1990)
examine the time-series properties of utility betas and find strong support
6

Marshal E. Blume, On the Assessment of Risk, The Journal of Finance, Vol. XXVI, No. 1, March 1971.
Roger A. Morin, Modern Regulatory Finance, PUR Books, 2021 at 81. (“Morin”)

7
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for the application of adjustment procedures such as the Value Line and
Bloomberg procedures.
***
Because of this observed regressive tendency, a company’s raw
unadjusted beta is not the appropriate measure of market risk to use.
Current stock prices reflect expected risk, that is, expected beta, rather
than historical risk or historical beta. Historical betas, whether raw or
adjusted, are only surrogates for expected beta. The best of the two
surrogates is adjusted beta.8
Morin also provides economic and statistical justification for using adjusted betas to
estimate the cost of equity for utilities. Relative to economic justification, he states:
Adjusted betas compensate for the tendency of regulated utilities to be
extra interest-sensitive relative to industrials.(footnote omitted) In the same way
that bondholders get compensated for inflation through an inflation
premium in the interest rate, utility shareholders receive compensation for
inflation through an inflation premium in the allowed rate of return. Thus,
utility company returns are sensitive to fluctuations in interest rates.
Conventional betas do not capture this extra sensitivity to interest rates.
This is because the market index typically used in estimating betas is a
stock-only index, such as the S&P 500. A focus on stocks alone distorts
the betas of regulated companies. The true risk of regulated utilities
relative to other companies is understated because when interest rates
change, the stocks of regulated companies react in the same way as bonds
do. A nominal interest rate on the face value of a bond offers the same
pattern of future cash flows as a nominal return applied on a book value
rate base. Empirical studies of utility returns confirm that betas are higher
when calculated in a way that captures interest rate sensitivity. The use of
adjusted betas compensates for the interest sensitivity of regulated
companies. (italics added for emphasis)9
Relative to statistical justification, Morin states:
There is a statistical justification for the use of adjusted betas as well.
High-estimated betas will tend to have positive error (overestimated) and
low-estimated betas will tend to have negative error (underestimated).
8
9

Morin, at 81-82.
Morin, at 82.
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Therefore, it is necessary to squash the estimated betas in toward 1.00.
One way to accomplish this is by measuring the extent to which estimated
betas tend to regress toward the mean over time. As a result of this beta
drift, several commercial beta producers adjust their forecasted betas
toward 1.00 in an effort to improve their forecasts. This adjustment,
which is commonly performed by investment services such as Value Line,
and Bloomberg, uses the formula:
𝛽

1.0

𝑎 𝛽

1.0

4

3

where “a” is an estimate of the extent to which estimated betas regress
toward the mean based on past data. Value Line and Bloomberg betas are
adjusted for their long-term tendency to regress toward 1.0 by giving
approximately 66% weight to the measured beta and approximately 34%
weight to the prior value of 1.0 for each stock, that is, a = 0.66 in the
above equation:
βadjusted = 1.0 + 0.66 (βraw – 1.0)
= 0.33 + 0.66 βraw

(4-4) 10

Many commercial sources, including Value Line and Bloomberg, provide adjusted betas.
Given the commercial use and acceptance of adjusted betas they are the proper measure of
systematic risk in the CAPM.
2. Monthly Betas
Betas calculated using weekly returns incorporate more observable market data
than betas that use monthly returns. Weekly return betas are calculated using significantly
more observations (260 weekly observations compared to 60 monthly observations for a
five-year measurement period) which reduces the likelihood of measurement error. The
lower number of observations of monthly returns may particularly be an issue for
companies with relatively high dividend yields, such as the proxy companies, due to
dividend-related price behavior. Because the value of a stock just prior to its dividend
10

Morin, at 82-83.

Case No. 2022-00147
Water Service Corporation of Kentucky
Responses to Commission Staff’s Third Request for Information
payment date is equal to the sum of the expected dividend, plus the going concern value of
the business, following the ex-dividend date (the date on which a stockholder becomes
entitled to the announced dividend) the value of the stock will adjust downward to reflect
only the going concern value. That price behavior may skew the calculation of both the
relative volatility of market returns and the correlation of market returns which determine
betas.
Given Both Value Line and Bloomberg calculate betas based on weekly returns.
Other sources, such as Zacks and Yahoo! Finance, calculate betas assuming monthly
returns. As discussed previously, it is appropriate to use weekly data as opposed to monthly
data because monthly data give less weight to market movements experienced in shorter
time periods, thereby dampening volatility for the market index and the subject stock,
although possibly not to the same degree for each.
To assess the difference in results, I calculated betas for a proxy group consisting
of seven companies using both monthly and weekly return data from May 2000 through
May 2022. The proxy group consists of: AWR, AWK, CWT, WTRG, MSEX, SJW, and
YORW. The results shown in Charts 1 and 2, below, confirm that monthly betas do not
capture the full extent of the risk faced by equity investors.
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Chart 1: Calculated Monthly Betas for the Proxy Group11

Chart 2: Calculated Weekly Betas for the Proxy Group12

11
12

Source S&P Global Market Intelligence.
Source S&P Global Market Intelligence.
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It also is clear from Charts 1 and 2 that a greater number of negative betas are observed
when monthly returns are assumed. Taken at face value, a negative beta implies a cost of
equity less than the risk-free rate of return. That prospect is highly unlikely, especially
when other proxy companies did not have contemporaneously negative betas. Given the
practical implications of negative betas, the use of weekly data provides more plausible
results and ROE estimates.

Witness: Dylan D’Ascendis
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PSC DR 3-14:
Refer to Water Service Kentucky’s response to Staff’s Second Request, Item 28. The
current 30-year treasury rate inherently embodies investor’s expectations of inflation and other
future conditions, and that rate is required to induce investors to lend money for that length of
time versus a shorter length of time. Explain why this should not be given at least equal weight
to forecasted rates.
Response:
While Mr. D’Ascendis agrees with the Commission’s statement that current market prices reflect
all relevant publicly available information, including forecasts, it is still the current market price.
As discussed in Mr. D’Ascendis’ response to PSC DR 2-28, the cost of capital and ratemaking
are expectational in nature, which necessitates estimation of expected levels of interest rates.
Because current rates only truly reflect the rate that investors require at one moment in time, they
do not accurately capture the rate an investor will require over the life of the assets in which the
capital is invested. The Commission’s assumption implies that market prices and interest rates
will be static going forward (future interest rates will equal current interest rates), which is not
realistic.

Witness: Dylan D’Ascendis
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PSC DR 3-15:
Refer to Water Service Kentucky’s response to Staff’s Second Request, Item 30. Provide
updated support for the returned check charge.
Response:
Please see PSC DR 3-15 WSCK_Nonrecurring_Charge_Justification below.

Witness: James Kilbane

NONRECURRING CHARGE COST JUSTIFICATION
Type of Charge:__ Non-Sufficient Funds “NSF” Charge____________________

1. Field Expense:
A.

Materials (Itemize)
______________________________
______________________________
______________________________

B.

$__________
__________
__________

Labor (Time and Wage)
______________________________

Total Field Expense

__________

$__________

2. Clerical and Office Expense
A.

Supplies

B.

Labor
Total Clerical and Office Expense

$___________
___________
$___________

3. Miscellaneous Expense
A.

Transportation

B.

Other (Itemize)

$__________

___Chase NSF Fee_________________
______________________________
______________________________

$ ___15.00__
__________
__________

Total Miscellaneous Expense

$__________

Total Non-Recurring Charge Expense

$____15.00__

From:
To:
Subject:
Date:
Attachments:

Todd Osterloh
Todd Osterloh
Returned Check Fee
Thursday, September 1, 2022 4:56:27 PM
image001.png
image002.png

From: Vignati, Cameron <cameron.vignati@chase.com>
Sent: Thursday, September 1, 2022 10:28 AM
To: Jared McNamee <Jared.McNamee@corix.com>; Ebel, Amy L <amy.l.ebel@chase.com>
Cc: Nicole Osborne <Nicole.Osborne@corix.com>
Subject: RE: NSF [202209010007588]

CAUTION: This email originated from outside of the organization. Do not click links or open attachments unless you recognize the sender and verify that the content is safe.
Hello Jared,
The $50 fee is for Non-Sufficient Funds. This means if your account is overdrawn you are charged $50.
Please see screenshot below from recent analysis statement

The fee for a returned check is $15.00. Please see statement from January that references this

If you have further questions regarding your pricing structure I have added Amy Ebel.
Thanks,

Cameron Vignati
Looking to track an electronic payment status? Get it faster by visiting Payment Tracker.
We aim to exceed your expectations. Tell us how we are doing @ better together.
Cameron Vignati | Client Service Associate | Commercial Client Service | Commercial Banking | Chase | T: 602 221 3456 | F: 844 659 6988 | cameron.vignati@chase.com | chase.com/commercialbanking
Alternate contact: Jeanine Maldonado | T: 602 221 1273 | jeanine.maldonado@chase.com
Alternate contact: Commercial Bank Service Center | T: 866 954 3718
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PSC DR 3-16:
Refer to Water Service Kentucky’s Tariff Sheet No. 20, Section 16, Turn-on Charge. In
Section 16a, it states that a charge will be made to cover the expense of turning on water. Provide
this charge.
Response: There is no turn-on charge, as shown on Tariff Sheet 30. The narrative description
found on Tariff Sheet No. 20, Section 16a, Turn-on Charge, was authorized by the Commission
prior to Case No. 2020-00160, when the Commission ordered WSCK to file new nonrecurring
charges reflecting the marginal cost of each nonrecurring service.
Witness: James Kilbane

Case No. 2022-00147
Water Service Corporation of Kentucky
Responses to Commission Staff’s Third Request for Information
PSC DR 3-17:
Explain how Water Service Kentucky obtains equity capital. If all equity capital is
obtained from the Corix parent corporation, include in the explanation a discussion on how and
when the additional equity is allocated to Water Service Kentucky.
Response: WSCK does not obtain equity capital and maintains no debt on its books. Corox
Regulated Utilities (“CRU”), the parent of WSCK, obtains debt and equity to support the
operations of its affiliates. CRU maintains a centralized cash management system to utilize these
funds. CRU’s equity and debt are not allocated to the books of WSCK. WSCK has therefore
used the CRU capital structure components to support its requested revenue requirement.
Witness: James Kilbane
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PSC DR 3-18:
Regarding the current meters used in the Clinton service territory provide the following:
a.

A history detailing the types of meters currently installed.

b.

An explanation detailing how the meters are read.

c.

The capabilities of the current meters regarding data collection and disconnection

d.

The percent nearing the end of their useful life.

e.

Failure rate of current meters.

ability.

Response:
a. Currently a Badger AMR system exists in Clinton.
b. These meters are currently being read by a technician driving or walking by and the reads
being sent to a mobile collector. Then, due to failing battery life for the meters, a technician
then goes back to missed locations after the initial reads have been downloaded from the
collector and manually reads these meters.
c. The current system only collects meter reads to an antiquated, unsupported Badger data
collector. These meters have no disconnection ability.
d. All these meters have exceeded the estimated battery life.
e. Approximately 80% fail to communicate the read. They are then manually read.
Witness: Colby Wilson

Case No. 2022-00147
Water Service Corporation of Kentucky
Responses to Commission Staff’s Third Request for Information
PSC DR 3-19:
Regarding the current meters, used in the Middlesboro service territory provide the
following:
a.

A history detailing the types of meters currently installed.

b.

An explanation detailing how the meters are read.

c.

The capabilities of the current meters regarding data collection and disconnection

d.

The percent nearing the end of their useful life.

e.

Failure rate of current meters.

ability.

Response: a. A combination of Badger, Neptune, and Precision meters are installed.
b. All these meters are manually read by a technician monthly.
c. All collection is manually input by a technician, and these meters have no ability for
disconnection.
d. We are replacing approximately 600 meters this year due to failure. This is approximately
10% of the Middlesboro system.
e. 10% are being tested annually, with a high rate being replaced due to failure.
Approximately 600 are expected to be replaced in 2022.

Witness: Colby Wilson
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PSC DR 3-20:
Regarding the proposed automated metering infrastructure (AMI) project.
a.

Provide any alternatives Water Service Kentucky identified in lieu of the

proposed AMI system deployments.
b.

Explain whether or not Water Service Kentucky evaluated retrofitting the current

c.

Explain whether or not the current meters are obsolete. Provide supporting

meters.

documentation if they are obsolete.
d.

Provide support that the proposed AMI project is the least-cost alternative.

e.

Explain whether or not the vendor proposals were specific to Water Service

Kentucky.
Response:
a. Alternative solutions to the proposed AMI system are an AMR system or a Conventional
Manual Read system. For considerations given to each of these please see response to
PSC DR 2-19a.
b. The current meters are not able to be retrofitted to the Neptune AMI System.
c. See response to PSC DR 3-18d and e and 3-19d.
d. See response to PSC DR 2-19.
e. The vendor proposals provided in PSC 2-19e were in response to Corix’s RFP. This RFP
was designed to find an advanced metering solution for the Corix Group of Companies,
which includes WSCK.
Witness: Colby Wilson / Seth Whitney
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PSC DR 3-21:
For any cost containment initiatives since the last base rate case, provide the initiative
and a quantification of the savings.
Response:
Please refer to response to PSC DR 1-1b. Some of these initiatives such as cost containment are
quantifiable and some items referenced are just to improve the customer experience and safety,
or more efficiently utilize Company existing resources.
Witness: Seth Whitney
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PSC DR 3-22:
In Case No. 2020-00160,4 Water Service Kentucky reported a Miscellaneous expense of
$37,6235 for the 12-month historical period ending March 31, 2020. Water Service Kentucky’s
Miscellaneous expense for the forecasted test-year is $667,561, an increase over the previous
rate case of $629,938, or a 1,674.34 percent increase.
a.

Provide detailed explanation for the increase in forecasted Miscellaneous expense

over the amount reported in Case No. 2020-00160.
b.

Provide an itemized list of each item included in Water Service Kentucky’s

forecasted Miscellaneous expense of $667,561.
Response:
a. For 2021, the Corix CAM allocation consolidated WSC and CII corporate and support
services costs, and allocations flow to 2 expense accounts - corporate and regional allocation
accounts - that fall within the Miscellaneous Expense category. Previously, WSC support
services costs were posted to the various expenses accounts that reflected the various services
provided.
b. Please see Application Exhibit 29 Schedule C for the allocation detail and Application Exhibit
29.18 for the remainder itemized by account detail.
Witness: James Kilbane

COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
In the Matter of:

)

Electronic Application of Water Service
Corporation of Kentucky for a General
Adjustment in Existing Rates and a Certificate
of Public Convenience and Necessity to Deploy
Advanced Metering Infrastructure and Approval
of Certain Regulatory Accounting Treatment

)

Case No. 2022-00147

)
)
)

CERTIFICATION

This is to certify that I have supervised the preparation of Water Service Corporation of
Kentucky’s supplemental responses to the Public Service Commission’s Third Data Request and
the City of Clinton’s First Data Request and that the responses to both requests are true and
accurate to the best of my knowledge, information, and belief after reasonable inquiry.

09/01/2022
Date: _________________________

________________________________
James Kilbane
Manager of Financial Planning and Analysis
Cleveland Thermal Energy Corporation

