COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF WATER SERVICE )
CORPORATION OF KENTUCKY FOR AN ) CASE NO. 2013-00237
ADJUSTMENT OF RATES )

NOTICE OF FILING

Notice is given to all parties that the following materials have been filed into the
record of this proceeding:

- The digital video recording of the evidentiary hearing
conducted on April 9, 2014 in this proceeding;

- Certification of the accuracy and correctness of the digital
video recording;

- All exhibits introduced at the evidentiary hearing
conducted on April 9, 2014 in this proceeding;

- A wiritten log listing, infer alia, the date and time of where
each witness’ testimony begins and ends on the digital video
recording of the evidentiary hearing conducted on April 9,
2014.
A copy of this Notice, the certification of the digital video record, hearing log,
exhibit list, and exhibits have been electronically served upon all persons listed at the
end of this Notice. Parties desiring an electronic copy of the digital video recording of

the hearing in Windows Media format may download a copy at:

http://psc.ky.gov/av_broadcast/2013-00237/2013-00237 09Apr14 Inter.asx. Parties




wishing an annotated digital video recording may submit a written request by electronic

mail to pscfilings@ky.gov. A minimal fee will be assessed for a copy of this recording.

Done at Frankfort, Kentucky, this 5™ day of May 2014.

Sathost

Linda Faulkner
Director, Filings Division
Public Service Commission of Kentucky
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Fulton, KENTUCKY 42041
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Office of the Attorney General
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1024 Capital Center Drive
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Mary Myers
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Jennifer Black Hans

Assistant Attorney General

Office of the Attorney General
Utility & Rate Intervention Division
1024 Capital Center Drive

Suite 200

Frankfort, KENTUCKY 40601-8204

M. Todd Osterloh
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COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF WATER SERVICE CORPORATION ) CASE NO. 2013-00237

OF KENTUCKY FOR AN ADJUSTMENT OF RATES )

CERTIFICATE

We, Sonya Harward and Melinda Ernst, hereby certify that:

1. The attached DVD contains a digital recording of the Hearing conducted in
the above-styled proceeding on April 9, 2014 (excluding confidential segments, which
were recorded on a separate DVD and will be maintained in the non-public records of
the Commission, along with the Confidential Exhibits and Hearing Log). Hearing Log,
Exhibits, Exhibit List, and Witness List are included with the recording on April 9, 2014
(excluding confidential segments and Confidential Exhibits).

2. We are responsible for the preparation of the digital recording.

3. The digital recording accurately and correctly depicts the Hearing of April
9, 2014 (excluding confidential segments).

4. The “Exhibit List” attached to this Certificate correctly lists all Exhibits
introduced at the Hearing of April 9, 2014 (excluding Confidential Exhibits).

5. The “Hearing Log” attached to this Certificate accurately and correctly
states the events that occurred at the Hearing of April 9, 2014 (excluding confidential
segments) and the time at which each occurred.

2014.

Given this 14™ day of Aprj
. ; i

/ . L, ‘ o
P f { (boo) i O g
Sonya i}é(vyard’ (Boyd), Notary Public Melinda Ernst, Notary Public
State atiLarge State at Large

My commissicn expires: August 27,2017 My commission expires: February 4, 2016



2013-00237_09April2014
Water Service Corp. of Kentucky

Session Report - Detail

Date: Type: Location: Department:
4/9/2014 General Rates Public Service Hearing Room 1 (HR 1)
Commission ~ .

Judge: David Armstrong; Linda Breathitt; Jim Gardner

Witness: Patrick Baryenbruch - for Water Service Corp. of Kentucky; Bruce Haas - for Water Service Corp. of Kentucky;
Andrea Crane - for the Attorney General; Steven Lubertozzi - for Water Service Corp. of Kentucky; Helen Lupton - for
Water Service Corp. of Kentucky; Dimitry Neyzelman - for Water Service Corp. of Kentucky; Gary Shambaugh - for
Water Service Corp. of Kentucky

Clerk: Melinda Ernst; Sonya Harward

Event Time Log Event

9:53:10 AM Session Started

9:53:12 AM Session Paused

10:08:04 AM Session Resumed

10:08:05 AM [Sonya Harward - Clerk]

10:08:11 AM Camera Lock Deactivated

10:08:13 AM Chairman Armstrong Introductions and Preliminary Remarks

Note: Harward, Sonya Also on the bench are Vice Chairman Gardner and Commissioner
Breathitt.

10:08:40 AM Atty. Todd Osterloh for Water Service Corporation of Kentucky
10:08:46 AM Atty. Leanna Wilkerson for City of Clinton
10:08:52 AM Atty. Sue Ellen Morris for Hickman County Fiscal Court
10:08:56 AM Attys Greg Dutton, Jennifer Black Hans, and Angela Goad
10:09:07 AM Atty. Ann Ramser for the Public Service Commission
10:09:18 AM Public Notice has been given.
10:09:31 AM Chariman Armstrong, Opened the floor for Public Comments
10:09:54 AM Greg Pruitt - Public Comments
Note: Harward, Sonya County Judge Executive of Hickman County
10:15:04 AM Allen Poole - Public Comments
Note: Harward, Sonya City Administrator for City of Clinton
10:16:22 AM Public - Exhibit 01

Note: Harward, Sonya Letter dated April 8, 2014 to Kentucky Public Service Commission

from R. Alien Poole
10:16:48 AM Witness Dimitry Neyzelman takes the stand and is sworn in.

Note: Harward, Sonya Financial Planning and Analysis Manager; Adopts the testimony of

Lowell Yap (with a few changes).
10:17:43 AM Atty. Osterloh Direct Exam. of Witness Neyzelman
10:18:20 AM Witness Neyzelman - Changes to Mr. Yap's Testimony

Note: Harward, Sonya 1-Mr. Yap no longer an employee.

Note: Harward, Sonya 2- Yap Rebuttal Testimony, page 4, line 5, Dec. 13, 2013 should
read Dec. 31, 2013.

Note: Harward, Sonya 3-Yap Rebuttal Testimony, page 7, question related to PWA in CN
2014-00065...based on Commission's latest Order, company wouid
like to include the PWA in this case.

10:21:36 AM Atty. Dutton Cross Exam. of Witness Neyzelman
10:22:57 AM Atty. Osterloh - Objection

Note: Harward, Sonya Does not see the relavance to this line of questioning.
10:23:12 AM Attty. Dutton's Response to Objection

Note: Harward, Sonya This line of questioning is about who prepared this rate case.
10:23:25 AM Chairman Armstrong Overruled Objection
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10:24:17 AM
10:24:44 AM
10:24:52 AM
10:25:31 AM

10:25:48 AM
10:25:56 AM

10:26:45 AM

10:28:29 AM

10:28:52 AM

10:29:36 AM

10:30:24 AM

10:31:58 AM

10:32:55 AM

10:33:26 AM

10:35:05 AM

10:36:02 AM

10:37:36 AM

10:39:23 AM

10:41:55 AM

10:43:02 AM

10:48:21 AM

10:48:51 AM

10:50:14 AM

Atty. Osterloh - Objection
Note: Harward, Sonya The employment of Mr. Yap has nothing to do with this rate case.
Chariman Armstrong Overrulled Objection
Witness Neyzelman Responds per Chairman Armstrong's Request
Atty. Dutton to Witness Nezelman
Note: Harward, Sonya Wants to know if Mr. Yap was fired or left the company on his own.
Chariman Armstrong Overrulled Objection and Instructs Witness to Respond
Witness Neyzelman's Responds
Note: Harward, Sonya
AG - Exhibit 01
Note: Harward, Sonya Appendix A, Schedule LY-R1, Revenue Requirement Summary
Atty. Dutton to Witness Neyzelman
Note: Harward, Sonya Asking if Witness has knowledge of Case Nos. 2010-00476 and

Mr. Yap was fired on April 2, 2014.

2008-00563.
AG - Exhibit 02
Note: Harward, Sonya Final Order in Case No. 2010-00476
AG - Exhibit 03

Note: Harward, Sonya Final Order in Case No. 2008-00563
Commissioner Breathitt interjects a question.
Note: Harward, Sonya Asks if Mr. Nazelman's bio has been provided in this case.
Atty. Dutton to Witness Neyzelman
Note: Harward, Sonya Referencing page 5 of 2010-00476 Final Order, AG - Exhibit 02 to
this Hearing.
AG - Exhibit 04
Note: Harward, Sonya Calculation of Salary and Benefits, Test Year 12/31/2012
Atty. Dutton to Witness Neyzelman
Note: Harward, Sonya Referencing AG - Exhibit 04 to this Hearing, footnote 1, asking about
3 percent raise for all employees
Atty. Dutton to Witness Neyzelman
Note: Harward, Sonya Referencing page 6 of the 2010-00476 Final Order, AG - Exhibit 02
to this Hearing.
Atty. Dutton to Witness Neyzelman
Note: Harward, Sonya Referencing page 7 of the 2010-00476 Final Order, AG - Exhibit 02
to this Hearing, paragraph starting with "The Commission..."
AG - Exhibit 05
Note: Harward, Sonya Response to Commission Staff's Second Information Request, Item
10, Case No. 2013-00237
AG - Exhibit 06
Note: Harward, Sonya Response to Commission Staff's Third Request for Information, Item
11, Case No. 2013-00237
AG - Exhibit 07
Note: Harward, Sonya Response to the Attorney General's Initial Request for Information,
Item 1, Case No. 2013-00237
Atty. Dutton to Witness Neyzelman
Note: Harward, Sonya Referencing page 14 of the 2010-00476 Final Order, AG - Exhibit 02
to this Hearing.
Atty. Dutton to Witness Neyzelman
Note: Harward, Sonya Referencing page 13 of Case No. 2010-00476, AG - Exhibit 02 to this
Hearing.
Atty. Dutton to Witness Neyzelman
Note: Harward, Sonya Referencing Yap Rebuttal Testimony, page 6, lines 20-22.
AG - Exhibit 08

Note: Harward, Sonya Appendix A, Schedule LY-R1 Revised
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10:51:19 AM

10:52:35 AM

10:53:48 AM

10:54:12 AM

10:54:57 AM

10:58:44 AM

11:00:23 AM
11:06:25 AM

11:10:57 AM

11:11:49 AM

11:16:17 AM

11:17:29 AM

11:17:52 AM

11:19:49 AM

11:20:47 AM

11:23:35 AM
11:24:52 AM

11:25:33 AM
11:28:09 AM

11:29:59 AM

AG - Exhibit 09
Note: Harward, Sonya Response to the Attorney General's Initial Request for Information,
Item 24, Case No. 2013-00237
POST HEARING REQUEST by Att. Dutton
Note: Harward, Sonya Provide the current positions of Lisa Sparrow and John Stover.
AG - Exhibit 10
Note: Harward, Sonya Response to the Attorney General's Initial Request for Information,
Item 22, Case No. 2013-00237
Atty. Dutton to Witness Neyzelman
Note: Harward, Sonya Questioning continuting about all of the positions Lisa Sparrow and
John Stover hold with Water Service Corp. of Kentucky.
Atty. Dutton to Witness Neyzelman
Note: Harward, Sonya Referencing page 9 of CN 2010-00476 Final Order, AG - Exhibit 02
to this Hearing, at the line that begins, "Moreover...."
Atty. Dutton to Witness Neyzelman
Note: Harward, Sonya Referencing page 12 of Case No. 2010-00476, AG - Exhibit 02 to this
Hearing.
Atty. Ramser Cross Exam. of Witness Neyzelman
PSC - Exhibit 01
Note: Harward, Sonya Various Workpapers filed by Water Service Corp. of Kentucky in CN
2013-00237: g-2; b; g-3; q; b-4; and b-3.
POST HEARING DATA REQUEST by Atty. Ramser
Note: Harward, Sonya Provide the calculations which derived the percentages for the salary
allocations on workpaper g-2, or cite where they have been provided
previously.
Atty. Ramser to Witness Neyzelman
Note: Harward, Sonya Referencing PSC - Exhibit 1 to this Hearing, workpapers b and g-3.
POST HEARING DATA REQUEST by Atty. Ramser
Note: Harward, Sonya Review the City of Clinton contracts to see why Water Service Corp.
of Kentucky is not allocating any of the depreciation expense of
Project Phoenix to the City of Clinton Sanitary Sewer.
Atty. Ramser to Witness Neyzelman
Note: Harward, Sonya Referencing PSC - Exhibit 01 to this Hearing, workpaper q.
POST HEARING DATA REQUEST by Atty. Ramser
Note: Harward, Sonya Provide a detailed breakdown the $5269 expense and identify where
on the Water Service Corp.'s expense accounts the direct City of
Clinton expenses are reported.
POST HEARING DATA REQUEST by Atty. Ramser
Note: Harward, Sonya Provide detailed breakdown of the schedule on workpaper b-4, by
employee position.
Atty. Ramser to Witness Neyzelman
Note: Harward, Sonya Asking about salaries being allocated to the City of Clinton's sewer
operations.
Vice Chairman asked Witness Neyzelman for clarification of his answer.
POST HEARING DATA REQUEST by Atty. Ramser
Note: Harward, Sonya If not already in the record...Utility will provide the computation of
issue begin discussed.
Commissioner Breathitt injected a darifying question.
Atty. Ramser to Witness Neyzelman
Note: Harward, Sonya Asking about allocations of costs of customer service to the City of
Clinton.
POST HEARING DATA REQUEST by Atty. Ramser
Note: Harward, Sonya Provide the detailed breakdown of the $4,851,000.
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11:30:37 AM

11:32:24 AM

11:33:08 AM

11:35:32 AM

11:36:32 AM

11:38:52 AM

11:41:20 AM

11:42:26 AM

11:43:03 AM

11:44:20 AM

11:48:00 AM

11:49:40 AM

11:51:31 AM

11:53:24 AM

11:55:41 AM

11:59:36 AM

12:02:11 PM
12:03:42 PM

12:04:36 PM

12:05:52 PM

12:06:26 PM

12:07:00 PM

PSC - Exhibit 02
Note: Harward, Sonya Schedule B, page 1 of 2, Combined Operations Test Year
12/31/2012
PSC - Exhibit 03
Note: Harward, Sonya Addendum to Wastewater Privatization Contract Including Service
Agreement
Atty. Ramser to Witness Neyzelman
Note: Harward, Sonya Asking Witness to identify the clause that shows how Water Service
Corp. of Kentucky calculates the fee that is billed to the City of
Clinton.
POST HEARING DATA REQUEST by Atty. Ramser
Note: Harward, Sonya Provide detailed breakdown of how the $153,000 is calculated for
Water Service Corporation of Kentucky.
Atty. Ramser to Witness Neyzelman
Note: Harward, Sonya Asking about 15 percent profit margin in the City of Clinton Contract.
Atty. Ramser to Witness Neyzelman
Note: Harward, Sonya Referencing PSC - Exhibit 01 to this Hearing, last two sheets.
POST HEARING DATA REQUEST by Atty. Ramser
Note: Harward, Sonya Are the three employees listed on workpaper b-3 still employed?
Vice Chairman Gardner to Atty. Osterloh
Note: Harward, Sonya Asking if qualifications of Witness Neyzelman have been provided.
Vice Chairman Gardner Cross Exam. of Witness Neyzelman
Note: Harward, Sonya Begins by asking about previous testimony at Hearings, etc.
Vice Chairman Gardner to Witness Neyzelman
Note: Harward, Sonya Asking about Witness's supervisor, etc.
Vice Chairman Gardner to Witness Neyzelman
Note: Harward, Sonya Asking if Witness keeps detailed records of his time.
Vice Chairman Gardner to Witness Neyzelman
Note: Harward, Sonya Referencing AG - Exhibit 08 to this Hearing.
Vice Chairman Gardner to Witness Neyzelman
Note: Harward, Sonya Asking about changes to Mr.Yap's testimony made at the beginning
of Witness's direct examination. They seemed minor, but then the
AG asked questions about other information that is not currently
accurate.
Vice Chairman Gardner to Witness Neyzelman
Note: Harward, Sonya Asking about Witness's knowledge of the Final Orders in Case Nos.
2008-00563 and 2010-00476, regarding the use of the customer
count.
Vice Chairman Gardner to Witness Neyzeiman
Note: Harward, Sonya Asking about what is accurate and what is not accurate in the Yap
Rebuttal Testimony.
Chairman Armstrong Cross Exam, of Witness Neyzelman
Note: Harward, Sonya Asking Witness about his place of work, his having ever been to
Clinton, and the operations personnel in Clinton.
Commissioner Breathitt Cross Exam.of Witness Neyzelman
Commissioner Breathitt to Witness Neyzelman
Note: Harward, Sonya Asking how many different service company's Utilities, Inc. has in
the 15 states where they provide service.
Atty. Wilkerson Cross Exam. of Witness Neyzelman
Note: Harward, Sonya Asking about employees in Clinton.
Atty. Wilkerson to Witness Neyzelman
Note: Harward, Sonya Referencing page 13 of PSC - Exhibit 03 to this Hearing.
Atty. Osterloh Objection
Note: Harward, Sonya Legal document calis for a legal conclusion.
Chairman Armstrong Overrules Objection
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12:07:48 PM

12:08:05 PM

12:09:07 PM

12:10:23 PM

12:11:00 PM

12:11:57 PM

12:13:50 PM

12:14:06 PM

12:14:19 PM

12:15:02 PM

12:16:58 PM

12:19:07 PM

12:20:06 PM

12:22:22 PM

12:24:38 PM

12:25:16 PM
12:25:45 PM

12:26:26 PM

12:27:09 PM
12:28:11 PM
1:33:19 PM
1:33:38 PM
1:33:41 PM

1:35:01 PM
1:36:31 PM
1:36:57 PM

1:40:22 PM
1:40:43 PM

Atty. Wilkerson to Witness Neyzelman
Note: Harward, Sonya Asking operational questions.
Atty. Morris Cross Exam.of Witness Neyzelman
Note: Harward, Sonya Asking what four positions are dassified as maintenance positions.
Atty. Osterloh Re-Direct Exam. of Witness Neyzelman
Note: Harward, Sonya Referencing AG - Exhibit 04 to this Hearing.
Atty. Osterloh to Witness Neyzelman
Note: Harward, Sonya Asking who reviews expenses for Water Service Corp. of Kentucky.
Atty. Osterloh to Witness Neyzelman
Note: Harward, Sonya Asking clarifying questions about ERCs.
Atty. Osterloh to Witness Neyzelman
Note: Harward, Sonya Referencing PSC - Exhibit 03, page 16, and the previous page.
Atty. Wilkerson Objection
Note: Harward, Sonya Asking for interpretation of a legal document.
Atty. Osterloh to Chairman Armstrong
Note: Harward, Sonya Asks if he can get Witness's option.
Atty. Dutton Re-Cross. Exam of Withess Neyzelman
Atty. Dutton to Witness Neyzelman
Note: Harward, Sonya Suggests a change be made to Yap Rebuttal Testimony, page 2, line
13.
AG - Exhibit 11
Note: Harward, Sonya Appendix A, Schedule LY-R7
Atty. Ramser Re-Cross Exam. of Witness Neyzelman
Note: Harward, Sonya Referencing AG - Exhibit 04 to this Hearing.
Atty. Ramser to Witness Neyzelman
Note: Harward, Sonya Asking if the Clinton maintenance employees are employed by Water
Service Corporation or Water Service Corporation of Kentucky,
Vice Chairman Re-Cross Exam. of Witness Neyzelman
Note: Harward, Sonya Asking about Witness's time allocation.
Atty. Morris Re-Cross Exam. to Witness Neyzelman
Note: Harward, Sonya Referencing PSC - Exhibit 01 to this Hearing.
Atty. Osterloh suggests the question be asked to Witness Haas
Atty. Osterloh Re-Direct Exam of Witness Neyzelman
Note: Harward, Sonya Referencing PSC - Exhibit 03 to this Hearing.
Chairman Armstrong asking about the Video Conference Testimony of Witness Lupton.
Note: Harward, Sonya Witness Lupton's testimony will start around 1:30pm.
Break for Lunch
Session Paused
Session Resumed
Video Conference Activated
Witness Helen Lupton is sworn in, Testimony via Video Conferencing
Note: Harward, Sonya Financial Planning and Analysis Manager
Atty. Osterloh Direct Exam. of Witness Lupton
Note: Harward, Sonya Accepts her testimony with change in job title and duties.
Atty. Dutton Cross Exam. of Witness Lupton
Atty. Dutton to Witness Lupton
Note: Harward, Sonya Asking about unreasonable or inappropriate expenses that were not
allowed, therefore, not allocated to Water Service Corp. of Kentucky.
Atty. Ramser Cross Exam of Witness Lupton
Atty. Ramser to Witness Lupton

Note: Harward, Sonya Asking about the review process for expenses.
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1:43:44 PM

1:44:57 PM
1:46:44 PM

1:47:31 PM

1:48:45 PM
1:49:42 PM
1:49:59 PM
1:50:25 PM

1:51:49 PM

1:52:16 PM

1:52:38 PM

1:55:21 PM

1:56:44 PM

1:58:21 PM

1:58:40 PM

2:02:51 PM

2:05:57 PM

2:06:36 PM

2:08:06 PM

2:10:25 PM

2:14:38 PM

2:15:23 PM

2:17:21 PM

Atty. Ramser to Witness Lupton
Note: Harward, Sonya Asking about the authority of Atlantic and Midwest Regional
Executives to reject any of the allocations of Water Service Corp. to
Water Service Corp. of Kentucky.
Commissioner Breathitt asks clarifying question of Witness Lupton
Atty. Ramser to Witness Lupton
Note: Harward, Sonya Asking about the distribution of expenses and the information
system and it's calibration, etc.
Vice Chairman Gardner Cross Exam of Witness Lupton
Note: Harward, Sonya Referencing Witness's Rebuttal Testimony, lines 13, 14, and 15,
regarding the reference to "ancther" water utility and its name.
Atty. Osterloh Re-Direct Exam of Witness Lupton
Witness Lupton is dismissed.
Video Conference Deactivated
Witness Gary Shambaugh takes the stand and is sworn in.
Note: Harward, Sonya Financial Consultant; Principal and Director of AUS Constulants; and
Executive Vice President of AUS Consultants, Inc.
Atty. Osterloh Direct Exam of Witness Shambaugh

Note: Harward, Sonya Witness adopts his previous testimony as stiil accurate.
Atty. Dutton Cross Exam of Witness Shambaugh
AG - Exhibit 12
Note: Harward, Sonya Response to the Attorney General's Initial Response for Information,
Item 81, in Case No. 2013-00237
AG - Exhibit 13
Note: Harward, Sonya Exhibit C of the Shambaugh Direct Testimony
AG - Exhibit 14
Note: Harward, Sonya 26000 Muhlenburg County Water District #3 01/01/2001 -

12/31/2011, Water Operating Revenue (Ref Page: 27), pages 48-49
Atty. Osterloh Interjection
Note: Harward, Sonya Notes that two different utilities are being referenced, Muhlenberg
Co. WD vs. Muhlenberg Co. WD #3.
Atty. Dutton to Witness Shambaugh

Note: Harward, Sonya Continues questioning about analysis on AG - Exhibit 13 to this
Hearing.
AG - Exhibit 15
Note: Harward, Sonya Exhibit D of the Shambaugh Direct Testimony
Atty. Dutton to Witness Shambaugh
Note: Harward, Sonya Asking if Witness reviewed the annual reports and who provided the

number of customers to use.
Atty. Ramser Cross Exam to Witness Shambaugh

Note: Harward, Sonya Referencing an AG Exhibit to this Hearing.
Atty. Ramser to Witness Shambaugh
Note: Harward, Sonya Asking about familiarity with the Bureau of Labor and Statistics in

regards to wage and salary information.
Atty. Ramser to Witness Shambaugh
Note: Harward, Sonya Asking about salary being one of the largest expenses of the
operating expenses.
Atty. Ramser to Witness Shambaugh

Note: Harward, Sonya Asking if Witness is aware that with some of the utilities the Legal
and Engineerring expenses would be capitalized rather than
expensed.

Atty. Ramser to Witness Shambaugh (check time)

Note: Harward, Sonya Asking if Witness compared certain aspects of each utility in the

group.

Witness Shambaugh is dismissed.
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2:17:32 PM

2:18:41 PM

2:20:34 PM

2:27:17 PM

2:28:40 PM
2:34:15 PM
2:38:46 PM
2:42:36 PM
2:46:49 PM
2:46:51 PM
2:47:00 PM
3:00:33 PM
3:00:58 PM
3:01:32 PM

3:02:37 PM

3:09:21 PM

3:13:40 PM

3:16:13 PM

Witness Patrick Baryenbruch takes the stand and is sworn in.

Note: Harward, Sonya

President of Baryenbruch & Company, LLC

Atty. Osterloh Direct Exam of Witness Baryenbruch

Note: Harward, Sonya
Note: Harward, Sonya

Note: Harward, Sonya

Note: Harward, Sonya

Accepts his testimony with corrections.

1-Direct Testimony, page 3, at very bottom, change the word
"study" to "review".

2-Rebuttal Testimony, page 2, the words "Draft Discussion Only"
need to be removed.

3-Rebuttal Testimony, page 13, starting on line 13, numbering is off,
should be 1, 2, 3, 4, 5.

Atty. Dutton Cross Exam of Witness Baryenbruch

Note: Harward, Sonya

AG - Exhibit 16
Note: Harward, Sonya

Referenecing AG - Exhibits 2 and 3 to this Hearing, regarding Project
Phoenix

Response to Commission Staff's Second Information Request, Item
20, Case No. 2013-00237

Atty. Dutton to Witness Baryenbruch

Note: Harward, Sonya

Referencing Baryenbruch Rebuttal Testimony, page 16, lines 3-5.

Atty. Dutton to Witness Baryenbruch

Note: Harward, Sonya

Asking if Witness considers himself an IT expert.

Atty. Dutton to Witness Baryenbruch

Note: Harward, Sonya

Referencing Baryenbruch Rebuttal Testimony, page 5, lines 11-20.

Atty. Dutton to Witness Baryenbruch

Note: Harward, Sonya
Break
[Changing Clerks]
Session Paused
Session Resumed
Session Note Entry

Note: Harward, Sonya
PSC - Exhibit 04

Note: Harward, Sonya
Session Note Entry

Note: Harward, Sonya

Referencing Baryenbruch Rebuttal Testimony, page 13.

Cierk is how Melinda Ernst
Case No. 2012-00520, page 12 of the Final Order.
Atty. Ramser questioned Witness Baryenbruch regarding the

different systems that were evaluated for comparison of cost and
applicability to WSKY's current system.

Atty. Ramser to Witness Baryenbruch

Note: Harward, Sonya

Vice Chairman Gardner
Note: Harward, Sonya

Witness Baryenbruch was guestioned regarding the Steering
Committee referenced in his rebuttal testimony. The steering
committee represented the interests of employees of WSKY.

Questioned Witness Baryenbruch regarding his memberships in
other Project Management teams/organizations. He is currently
working from home on project management.

Atty. Wilkerson to Witness Baryenbruch

Note: Harward, Sonya

Questioned witness regarding assessment of Project Phoenix, which
was not included in the audit(s) of WSKY. Witness Baryenbruch
testified that the project has performed excepticnally. Atty.
Wilkerson further questioned the witness about how Project Phoenix
benefits rate payers, induding her father.
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3:20:26 PM Witness Baryenbruch
Note: Harward, Sonya

Testified that a cost analysis was performed. He further explained
that the customer system control over calls is much tighter at the
call centers, work orders are now carried out much more effectively
and their status can be tracked and managed more effectively, a
reduction in the billing numbers as well as the processing and
security of information.

3:25:03 PM Atty. Wilkerson to Witness Baryenbruch

Note: Harward, Sonya

Questioned whether Project Phoenix is currently being used in
Clinton. She also asked about a specific issue and how it would be
solved.

3:27:35 PM Atty. Morris to Witness Baryenbruch

Note: Harward, Sonya

Questioned whether Project Phoenix has been fully implemented.
Atty. Marris further questioned the witness regarding upgrades and
changes to the Project Phoenix system.

3:34:18 PM Atty. Osterloh to Witness Baryenbruch

Note: Harward, Sonya

3:37:35 PM Witness Baryenbruch
Note: Harward, Sonya
3:38:10 PM Witness Bruce T. Haas

Note: Harward, Sonya

3:39:27 PM Atty. Dutton to Witness Haas
Note: Harward, Sonya

3:44:47 PM AG - Exhibit 17

Note: Harward, Sonya
3:48:11 PM AG - Exhibit 18

Note: Harward, Sonya
3:48:39 PM Atty. Morris to Witness Haas

Note: Harward, Sonya

3:53:39 PM Witness Haas to Atty. Morris
Note: Harward, Sonya

3:54:54 PM Atty. Wilkerson to Witness Haas
Note: Harward, Sonya

3:55:11 PM Atty. Ramser to Witness Haas
Note: Harward, Sonya

4:08:07 PM Session Paused

4:10:30 PM Session Resumed

4:10:43 PM Atty. Ramser to Witness Haas
Note: Harward, Sonya

4:20:00 PM Witness Haas
Note: Harward, Sonya

Questioned witness on redirect regarding the systems used by WSKY
prior to adoption of Project Phoenix and the costs associated with
the project.

Witness is dismissed.

Representing WSKY. Witness was sworn and voiced two changes
to his testimony regarding his title and number of customers.

Questioned witness regarding his current working location and
duties. Witness is a senior officer in the regional office. Atty.
Dutton introduced AG Exhibit 17, Case No. 2013-00237 and AG
Exhibit 18, Case No. 2012-00133

WSKY, Responses to the OAG's Initial Request for Information,
Question 30

Case No. 2012-00133, Final Order

Questioned witness about a budget line item regarding a salary of
approximately $74,000 for maintenance 4 on PSC - Exhibit 01.
Atty. Morris questioned why the salary was so high.

Stated the maintenance position to which she was referring is a
regional manager's position and covers both Clinton and Middlesboro
operations.

Questioned the witness regarding payment of employees of WSKY.

Questioned witness regarding the home locations of specific
employees .

Questioned witness regarding the salary list. AG - Exhibit 01 and the
total salary and benefits of employees.

Dismissed by the Chairman.

Created by JAVS on 4/23/2014
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4:20:29 PM

4:21:12 PM

4:22:03 PM

4:23:20 PM

4:24:24 PM

4:27:31 PM

4:30:05 PM

4:30:53 PM

4:35:13 PM

4.39:44 PM

4:40:59 PM

4:42:11 PM

4:43:32 PM

4:46:25 PM

4:47:42 PM

4:50:00 PM

4:50:06 PM

4:50:27 PM

Witness Steven Lubertozzi

Note: Harward, Sonya Called and sworn in by Chairman Armstrong.
Atty. Dutton to Witness Lubertozzi
Note: Harward, Sonya Questioned the witness regarding the number of customers in
Middlesboro and how many complaints had been received regarding
this case.
AG - Exhibit 19
Note: Harward, Sonya Letter from Mayor of the City of Middlesborough.
POST HEARING DATA REQUEST by Atty. Ramser
Note: Harward, Sonya Updated organizational chart for Utilities, Inc.
PSC - Exhibit 05
Note: Harward, Sonya Employee salary calculations
Atty. Ramser
Note: Harward, Sonya Questioned witness regarding salary calculations and if the PSC

could obtain an updated organizational outline. She further
questioned the witness regarding whether facilities were added in

2012-2013,
Witness Lubertozzi
Note: Harward, Sonya Testified that WSKY has completed one million in upgrades and
renovations.
Vice Chairman Gardner to Witness Lubertozzi
Note: Harward, Sonya Questioned witness regarding his current duties and titles and

whether he received a raise at the time of the reorganization.
Further questioned the witness regarding PSC - Exhibit 05 and the
similarity of categories outlined on the salary calculations.
Commissioner Breathitt to Witness Lubertozzi
Note: Harward, Sonya Questioned witness regarding the total number of customers for
Utilities, Inc. and the salary calculations included in PSC - Exhibit 05.

Vice Chairman Gardner to Witness Lubertozzi

Note: Harward, Sonya Further questioned witness regarding the salary calculations in PSC -
Exhibit 05.
Commissioner Breathitt to Witness Lubertozzi
Note: Harward, Sonya Questioned about PSC - Exhibit 05.
Atty. Ramser to Witness Lubertozzi
Note: Harward, Sonya Questioned witness whether salaries will be reallocated to specific

companies within Utilities, Inc. following the reorganization.
Atty. Dutton to Witness Lubertozzi

Note: Harward, Sonya Questioned witness regarding PSC - Exhibit 02 regarding net income
of WSKY.
Vice Chairman Gardner
Note: Harward, Sonya Questioned witness regarding the employee who receives $73,000.
He just receives this amount in salary not including taxes or
benefits.
Atty. Osterloh to Witness Lubertozzi
Note: Harward, Sonya Questioned the witness on stock returns that WSKY receives.
Atty. Dutton
Note: Harward, Sonya Moved to have all exhibits placed in the record. Chairman

Armstrong so moved.
Witness Lubertozzi

Note: Harward, Sonya Dismissed by Chairman.
Witness Andrea C. Crane
Note: Harward, Sonya Took the oath and was sworn in by Chairman Armstrong.
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4:51:06 PM

4:51:52 PM

4:58:46 PM

5:07:27 PM

5:08:23 PM

5:17:07 PM

5:24:15 PM
5:44:46 PM
5:45:02 PM

5:47:22 PM
5:47:29 PM
6:03:31 PM
6:03:36 PM

AG - Exhibit 20
Note: Harward, Sonya

Atty. Dutton to Witness Crane
Note: Harward, Sonya

Atty. Osterloh to Witness Crane
Note: Harward, Sonya

WSKY - Exhibit 01
Note: Harward, Sonya

Atty. Osterioh to Witness Crane
Note: Harward, Sonya

Witness Crane
Note: Harward, Sonya

Session Paused

Session Resumed

WSKY - Withdrawn Document
Note: Harward, Sonya

Camera Lock Deactivated
Private Recording Activated
Public Recording Activated
Session Ended

Updates to Schedules of Witness Crane's Testimony. Included are
the following Schedules from Appendix B: ACC-1, ACC-2, ACC-3,
ACC-4, ACC-5, ACC-6, ACC-7, ACC-8, ACC-9, ACC-10, ACC-11, ACC-
12, ACC-13, and ACC-14.

Questioned the witness regarding approval of her testimony.
Witness advised of two corrections to her testimony. She then
discussed the updates provided.

Questioned the witness regarding who charged her with this case
and what she has analyzed and concluded. Further questioned the
services a water utility provides to its customers and the resources
used to provide those services. Witness was questioned regarding
the agreement of WSKY with the city of Clinton,

Addendum to Wastewater Privatization Contract including Service
Agreement

Questioned witness regarding WSKY - Exhibit 01 and the type of
information she relied upon to analyze information provided for
WSKY.

Testified WSKY and Utilities, Inc. is partially to blame for difficulties
in review and decision-making on this case.

Initial discussed as WSKY - Exhibit 02, but was withdrawn by Atty.
Osterloh.

Created by JAVS on 4/23/2014
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Exhibit List Report

2013-00237_09April2014

Water Service Corp. of Kentucky

Name: Description:

AG - Exhibit 01 Appendix A, Schedule LY-R1, Revenue Requirement Summary

AG - Exhibit 02 Final Order in Case No. 2010-00476

AG - Exhibit 03 Final Order in Case No. 2008-00563

AG - Exhibit 04 Calculation of Salary and Benefits, Test Year 12/31/2012

AG - Exhibit 05 Response to Commission Staff's Second Information Request, Item 10, Case Nao, 2013-
00237

AG - Exhibit 06 Response to Commission Staff's Third Request for Information, Item 11, Case No. 2013-
00237

AG - Exhibit 07 Response to the Attorney General's Initial Request for Information, Item 1, Case No.
2013-00237

AG - Exhibit 08 Appendix A, Schedule LY-R1 Revised

AG - Exhibit 09 Response to the Attorney General's Initial Request for Information, Item 22, Case No.
2013-00237

AG - Exhibit 10 Response to the Attorney General's Initial Request for Information, Item 22, Case No.
2013-00237

AG - Exhibit 11 Appendix A, Schedule LY-R7

AG -~ Exhibit 12 Response to the Attarney General's Initial Response for Information, Item 81, in Case
Na. 2013-00237

AG - Exhibit 13 Exhibit C of the Shambaugh Direct Testimony

AG - Exhibit 14 26000 Muhienburg County Water District #3 01/01/2001 - 12/31/2011, Water Operating
Revenue (Ref Page: 27), pages 48-49

AG - Exhibit 15 Exhibit D of the Shambaugh Direct Testimony

AG - Exhibit 16 Response to Commission Staff's Second Information Request, Item 20, Case No. 2013-
00237

AG - Exhibit 17 WSKY's Respanses to the Attorney General's Initial Request for Information, Item 30,
Case No. 2013-00237.

AG - Exhibit 18 Case No. 2012-00133, Final Order, dated Aug. 13, 2012.

AG - Exhibit 19 Letter from Mayor of the City of Middlesborough, William Kelley, to the Kentucky Public
Service Commission, dated 3/4/14.

AG - Exhibit 20 Updates ta Schedules of Witness Crane's Testimony, Inciuded are the following

PSC - Exhibit 01

PSC - Exhibit 02
PSC - Exhibit 03
PSC - Exhibit 04
PSC - Exhibit 05

Schedules from Appendix B: ACC-1, ACC-2, ACC-3, ACC-4, ACC-5, ACC-6, ACC-7, ACC-
8, ACC-9, ACC-10, ACC-11, ACC-12, ACC-13, and ACC-14.

Variaus Workpapers filed by Water Service Carp. of Kentucky in CN 2013-00237: g-2; b;
g-3; g; b-4; and b-3.

Schedule B, page 1 of 2, Combined Operations Test Year 12/31/2012

Addendum to Wastewater Privatization Contract Including Service Agreement

Case No. 2012-00520, page 12 of the Final Order.

Employee salary calculation, taken from page 3 of Steven Lubertozzi Rebuttal
Testimony.

Public - Exhibit 01
WSKY - Exhibit 01

WSKY - Exhibit 02 -
CONFIDENTIAL

Letter dated April 8, 2014 to Kentucky Public Service Commission from R. Allen Poole
Addendum to Wastewater Privatization Contract Including Service Agreement
Utilities, Inc. Finance Operations Assessment, Business Case, September 15, 2006
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WSKY - Exhibit 03 - Utilities, Inc. Financial, Customer Information System and Business Intelligence Vendor
CONFIDENTIAL Evaluation, September 26, 2006

WSKY - Withdrawn Document
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Water Service Corporation of Kentucky
Case No. 2013 - 00237

Test Year 12/31/2012

Revenue Requirement Summary

Operating Revenyes
Service Revenues - Water

Service Revenues - Sewer
Miscellaneous Revenues
Uncollectible Accounts

Total Operating Revenues

Maintenance Expenses
Salaries and Wages
Purchase Water/Sewer
Purchased Power
Maintenance and Repair
Maintenance testing
Meter Reading
Chemicals
Transportation
Operating Exp. Charged to Plant
Outside Services - Other

Total

General Expenses
Salaries and Wages

Office Supplies & Other Office Exp.
Regulatory Commission Exp.

Pension & Other Benefits

Rent

Insurance

Office Utilities

Bad Debt Expense

Service Company - Allocated Expenses
Misceilaneous

Total
Depreciation
Amortization of PAA
Taxes Other Than Income
Expense Reduction Related to Clinton Sewer Ops
Income Taxes - Federal

Income Taxes - State
Amortization of CIAC

Total
Total Operating Expenses

Net Operating income

Other Income
Interest During Construction
Interest on Debt

Net income

Sources:

Appendix A
Schedule LY-R1

WSCK WSCK WSCK WSCcK
WSCK Rebuttal Rebuttal Rebuttal Rebuttal
Pro Forma Pro Forma Pro Forma Proposed Pro Forma
Present Rates Adjustment Present Adjustment Proposed
$2,103,813 $2,103,813 $184,952 ()} 52,288,765
78,995 78,995 78,995
(38,028) 38,028 (A) 0 0
$2,144,780 $38,028 $2,182,808 $184,952 $2,367,760
519,099 (51,133) (B) 517,966 517,966
85,200 85,200 85,200
95,111 95,111 95,111
98,163 98,163 98,163
34,092 34,092 34,092
0 0 0
145,421 145,421 145,421
34,774 34,774 34,774
(163,869) (163,869) {163,869)
30,001 30,001 30,001
$B77,992 {$1,133) $876,859 $S0 $876,859
$173,648 S0 (B) $173,648 $173,648
79,610 79,610 79,610
73,660 (16,656) (C) 57,004 57,004
160,716 (79) (D) 160,637 160,637
6,254 6,254 6,254
63,192 63,192 63,192
54,273 54,273 54,273
o] 38,028 (A) 38,028 3,348 41,376
1] (12,904) (E) (12,904) {12,904)
12,173 (500) {F) 11,673 11,673
$623,526 $7,888 $631,414 $3,348 $634,762
$281,828 $281,828 $281,828
1] 1]
144,063 (87) (G) 143,976 293 144,269
(120,708) (9,583) (H) (130,291) (130,291)
54,491 13,086 (l) 67,577 57,947 125,524
10,230 2,456 () 12,686 10,879 23,565
(4,229) (4,229) (4,229)
$365,675 $§5,872 $371,547 $69,119 $440,666
$1,867,193 $12,628 $1,879,821 $72,466 $1,952,287
$277,587 $25,400 $302,987 $112.486 $415,473
0 . 0 o]
{1,730) {1,730) (1,730}
171,809 171,809 171,809
$ 107,508 S 25,400 $ 132908 $ 112,486 $ 245,394

(A) Bad Debt Expenses transferred from revenue reduction to expense increase.

(B} Schedule LY-R2
(C) Schedule ACC-4.
(D) Schedule LY-R3
(E) Schedule LY-R4

AG Exhibit

(F) Schedule ACC-7.
(G) Schedule LY-R5.
(H) Schedule ACC-10.
(1) Schedule ACC-11.
{J) Schedule LY-R6
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF WATER SERVICE )
CORPORATION OF KENTUCKY FOR AN ) CASE NO. 2010-00476
ADJUSTMENT OF RATES )

ORDER

Water Service Corporation of Kentucky ("WSKY”) has applied to adjust its rates
for water service to produce additional revenues from water sales of $448,723, or
22 percent above normalized revenues from such sales. By this Order, the Commission
establishes rates that will produce additional annual revenues of $68,898. For a
customer who uses 5,000 galloﬁs of water monthly, these rates will result in an increase
of $0.70 in his monthly bill if he resides in Bell County or $1.15 if he resides in Hickman
County.

BACKGROUND

WBSKY, a Kentucky corporation, owns and operates facilities that treat and
distribute water to approximately 7,376 customers in Hickman and Bell Counties,
Kentucky.! WSKY is a wholly-owned subsidiary of Utilities, Inc. ("U1), an lllinois
corporation that indirectly owns over 70 water and wastewater systems in 15 states
throughout the United States. Water Service Corporation, an lllinois corporation that is

also a wholly-owned subsidiary of Ul, provides various management, administrative,

" Annual Report of WSKY Corporation of Kentucky to the Public Service Commission of the

Commonwealth of Kentucky for the Calendar Year Ended December 31, 2010 (“2010 Annual Report") at
5 and 30.

AG Exhibit 0.



and technical services for WSKY as well as all other Ul water and wastewater systems.
Water Service Corporation, not WSKY, employs all persons who are responsible for the
WSKY’s provision of water service in Kentucky.? WSKY has no employees. WSKY’s
most recent rate adjustment occurred on November 9, 2009.%

PROCEDURE

On December 3, 2010, WSKY notified the Commission in writinQ of its intent to
apply for an adjustment of rates using a historical test period. On January 24, 2011, it
filed its application with the Commission. In its application, WSKY submitted tariff
sheets containing a proposed effective date of February 24, 2011. The Commission
subsequently advised WSKY that, because the submitted tariff sheets failed to comply
with 807 KAR 5:011, Section 4, its notice was defective and the rates could not become
effective on the proposed date. The Commission subsequently established a
procedural schedule for this proceeding.

The Commission has granted the Attorney General of Kentucky (“AG”) and
Hickman County Fiscal Court leave to intervene in this matter. Following discovery by
Commission Staff and the parties, the Commission conducted an evidentiary hearing in
this matter on July 14, 2011. Testifying at this hearing were: Patrick L. Baryenbruch,
President, Baryenbruch & Company, LLC; Brucé T. Haas, Regional Director of
Operations for Ul's Midwgst Region; Steven M. Lubertozzi, Ul's Executive Director of

Regulatory Accounting and Affairs; and Brian Shrake, Senior Regulatory Accountant at

2 WSKY's Response to Attorney General's Request for Information, item 16(c). In its annual
report, WSKY reports having 11 full-time employees. See 2070 Annual Report at 5. The Commission
assumes that the references in WSKY's annual report are to Water Service Corporation employees who
are stationed or residing in Kentucky and working directly on WSKY facilities or operations.

®  Case No. 2008-00563, Application of Water Service Corporation of Kentucky for an
Adjustment of Rates (Ky. PSC Nov. 9, 2009).
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Ul. We also held public hearings to receive public comment on the proposed rate
adjustment in Middlesboro, Kentucky on June 8, 2011 and in Clinton, Kentucky on June
22, 2011. On August 22, 2011, this matter stood submitted for decision following the
parties’ submission of written briefs.

TEST PERIOD

WSKY proposes to use the 12-month period ending September 30, 2010 as the
test period to determine the reasonableness of its proposed rates. The Commission
finds the use of this period reasonable. In using a historical test period, we give full
consideration to appropriate, known, and measurable changes.

INCOME STATEMENT

For the test period, WSKY reports actual operating revenues and expenses of
$1,907,162 and $1,667,143, respectively.* WSKY proposes several adjustments to
revenues and expenses to reflect current and anticipated operating conditions, resulting
in pro forma operating revenue of $2,009,847 and pro forma operating expenses of
$1,832,663.° The Commission’s review of these proposed adjustments is set forth
below.

Operating Revenues from Water Sales

WSKY reports test-period operating revenues from water sales of $1,980,475.°
Because its current rates became effective after the start of the test period and thus

were not assessed throughout the test period, WSKY proposes o increase its revenues

*  Application, Exhibit 4, Schedule B at 1.
S

]
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from water sales by $68,214 to reflect the annualization of its current rates.” Finding
that WSKY’s proposal to annualize its rates is reasonable and meets the ratemaking
criteria of known and measurable, we accept the proposed adjustment and have
increased operating revenues from water sales by $68,214.

Uncollectibles

WSKY reports a test-period uncollectible expense of $126,200 as a credit to
operating revenues and proposes to decrease this amount by $34,473 to a pro forma
level of $91,727.2 This adjustment reportedly reflects the percentage of the
uncollectible accounts to the test-period revenues applied to the normalized revenues
from water sales.’

In calculating its uncollectible expense, WSKY uses an uncollectible rate of 4.48
percent, which is significantly higher than the rate of 1.11 percent that the utility used in
its previous general rate adjustment application. This increase is due in part to the use
of a different methodology to calculate the rate. WSKY Witness Shrake testified that
WSKY's previous methodology only included the “availability customers” in its aging
schedule to calculate the uncollectible allowance.’® The new methodology includes all

customers WSKY bills and, therefore, “more accurately reflects [the] actual amount of

7 Application, Exhibit 4, Schedule B at 1 (filed Jan. 24, 2011). See also WSKY’s Response to
Commission Staff's First Information Request, item 1 (filed Mar. 8, 2011).

8 WSKY's Response to Commission Staff's First Information Request, Item 1 (filed Mar 8,
2011).

® Id., Direct Testimony of Brian Shrake at 5 (filed Jan. 24, 2011).

" WSKY's Response to Commission Staffs Third Information Request, ltem 10(a) (filed
May 20, 2011).
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collectibles.”  WSKY also contends the uncollectible rate of 1.11 percent is less
accurate because it is a three-year average.'?

The Commission finds insufficient evidence in the record to support WSKY's use
of an uncollectible rate of 4.48 percent for ratemaking purposes. For the calendar year
ending December 31, 2010, WSKY’s uncollectible rate was 2.55 percent.13 During the
same period, the uncollectible rate for Ul's water and wastewater system was 1.12
percent." Because WSKY implemented its new methodology in December 2009, the
2010 uncollectible rate of 2.55 percent is the most current rate. The most current rate is
the more reasonable uncollectible rate o use for establishing rates.

Using that rate and the normalized operating revenues from water sales of
$2,048,689, the Commission calculates an uncollectible expense of $52,243,. which is
$73,957 below the amount reported. Accordingly, we increase operating revenues by
$126,200 and operating expenses by $52,243 to reflect application of the 2010

uncollectible rate.

Y.
2 44 1tem 10(b).

¥ WSKY's Response to Hearing Data Request, Tab 3 (filed Aug. 5, 2011); WSKY's Response
to Commission Staffs Third Information Request, ltem 11. Although WSKY stated in its response to
Commission Staff's Hearing Data Request that the uncollectible rate of 2.55 percent applies for the
calendar year ending December 31, 2009, this rate appears to apply to the calendar year ending
December 31, 2010. WSKY reports total uncollectibles of $51,666 for the calendar year ending
December 31, 2010. It reported service revenues of $2,022,768 for the same period. As shown below,
this information results in an uncollectible rate of 2.55 percent.

$51,666 (2010 Uncollectibles) + $2,022,768 (2010 Service Revenues) = 2.55 percent.

" WSKY's Response to Hearing Information Requests, Tab 3.
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Salaries and Wages — Employee

WSKY proposes to increase test-period operating expenses by $34,608" to
annualize employee wages'® as of the end of the test period.”” The proposed
adjustment, however, is based projected employee wage increases that became
effective April 1, 2011, seven months after the end of the test-period.’® WSKY applied
the 2011 wage rates to the end-of-period employee level and the actual test-period
overtime hours worked to arrive at its pro forma Salaries and Wages — Employees
expense of $667,529."° It projects a 3.5 percent wage increase for each employee, but
the actual wage increases varied from 0.0 percent to 12.5 percent®® due to individual
performance, promotions, and other factors.?!

In support of the reasonableness of its current employee wage levels, WSKY

states that it must offer competitive compensation and provide merit pay increases to

1 $73,324 (Salaries and Wages ~ Operations) - $38,716 (Salaries and Wages — Non-
Operations) = $34,608.

'®  WSKY has no employees. The wages and salaries at issue are those of employees of Water
Service Corporation who perform services for WSKY. See, e.g., WSKY's Response to AG's Request for
information, item 16. Water Service Corporation employs 11 persons within the state of Kentucky to
operate and administer its facilities in Bell and Hickman Counties. 1t charges WSKY the total amount of
these persons’ salaries and wages. Additionally, employees at Water Service Corporation’s offices
outside of Kentucky provide administrative and management services to WSKY. Water Service
Corporation has allocated 2.63 percent of their salaries and wages to WSKY. The allocation factor of
2.63 is based upon the proportion of WSKY’s equivalent customer connections to Ul's total equivalent
customer connections.

" Direct Testimony of Brian Shrake at 5.

®  WSKY's Response to Commission Staff's Third Information Request, Item 5(a) (filed May 20,
2011).

% $516,265 (Salaries and Wages — Operations) + $151,264 (Salaries and Wages — Non-
Operations) = $667,529.

% WSKY's Response to Commission Staff's Second Information Request, ltem 7 (filed Apr. 20,
2011).

2 WSKY's Response to Commission Staff's Third Information Request, ltem 5(a) (filed May 20,
2011).
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compete with municipalities and other utilities. Its studies of its own compensation
packages and those offered by other utilities suggest that the current level of
compensation for its employees is comparable to or below industry benchmarks.?

The Commission finds insufficient evidence to support the reasonableness of the
proposed adjustment to the test-year expense. Although WSKY asserts that local wage
information was incorporated into the benchmarks used to develop its 2010 and 2011
wage increases,” it failed to produce any studies or documentary evidence to support
its assertion.** It has offered no evidence to compare the 2011 wage increases with
local, regional or state wage trends or to suggest that the 2011 increase was necessary
or reasonable. Accordingly, we deny WSKY'’s proposed adjusiment fo Salaries and
Wages — Employees expense and allow an increase of only $11,209? for a pro forma
level of $644,130.%°

Operating Expenses Charged to Plant

WSKY proposes to increase its operating expenses charged to plant of ($50,427)
by ($44,689). Having reviewed WSKY's supporting calculations, the Commission finds

that they are reasonable and has increased expenses charged to plant by ($44,689).

L

23

WSKY's Response to Hearing Data Request, Tab 2.

24 See, e.g., WSKY's Response to Commission Staff's Third Information Request, ltem 6(a)

{filed May 20, 2011); WSKY's Response to Hearing Information Requests, Tab 2 (filed Aug. 5, 2011).

% $55865 (Salaries and Wages — Operations) - $44,656 (Salaries and Wages — Non
Operations = $11,209.

% $498,806 (Salaries and Wages ~ Operations) + $145,324 (Salaries and Wages — Non
Operations) = $644,130.
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Rate Case Expense

WSKY proposes to increase test-period rate case amortization of $55,885 by
$26,960 to reflect the amortization over three years of the estimated cost of this current
case of $147,422 and the unamortized rate case expense from its prior rate proceeding
of $101,114. Based upon our review of submitted invoices, we find that WSKY incurred
rate case expense of $141,408 in this proceeding. We further find that $56,624 of
WSKY's rate case expenses from its last rate case proceeding have yet to be
amortized. Amortizing the sum of these expenses®’ over three years results in a pro
forma rate case amortization expense of $66,011, which is $10,126 above the actual
test-period expense. Accordingly, the Commission finds that WSKY’s proposed
adjustment should be denied and that Rate Case Amortization expense should be
increased by $10,126.

Employee Pensions and Other Benefits

WSKY proposes to increase Employee Pension and Benefit expense by $39,523
to a pro forma level of $162,867 to reflect the effect of the April 2011 wage increases on
WSKY's contributions for employee retirement and current employee insurance
premiums. Eliminating the effects of the April 2011 wage increases and including the
current premiums results in a pro forma Employee Pension and Benefit expense of
$161,338, which is $37,994 above actual test-period expense. Accordingly, the
Commission denies WSKY’s proposed adjustment and increases Employee Pension

and Benefit expense by $37,994 for ratemaking purposes.

2T $141,408 (Actual Rate Case Cost Current Case) + $56,624 (Unamortized Caost of Case No.
2008-00563) = $198,032.
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Indirect Expense Allocations

Water Service Corporation, a Ul subsidiary, manages WSKY'’s water operations.
Those costs that Water Service Corporation incurs and that cannot be directly
assignable to a specific Ul subsidiary are booked to Water Service Corporation and
then allocated to Ul subsidiaries at year-end, based on the proportion of active
Equivalent Residential Customers ("ERCs”) served by an operating company to the total
number of active ERCs the l)l affiliates serve. Water Service Corporation charged
approximately $169,886 of these allocated indirect charges to WSKY during the test
period. These charges are part of its pro forma operating expenses.

The AG requests the disallowance and removal of these charges from pro forma
operating expenses. He argues that WSKY bears the burden of demonstrating not only
the reasonableness of its proposed rates, but also the reasonableness of each
component upon which those rates are based. He asserts that WSKY has failed to
demonstrate their reasonableness.

The AG's position centers upon the lack of any independent review of allocated
indirect expenses. The agreement between Water Service Corporation and WSKY
contains no provisions for WSKY to monitor and challenge assignments of indirect
expenses. Moreover, the members of WSKY’'s Board of Directors also serve as
directors of other Ul subsidiaries, including Water Service Corporation. On its face, this
arrangement presents an apparent conflict of interest and raises questions about
WSKY'’s willingness to question transactions with Water Service Corporation. "In that
Water Service Corporation has virtually no compunction when it comes to allocating

amounts to Kentucky which have no discernable connection with the provision of
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reasonable utility service,” the AG argues, "the lack of independence works to the
material detriment of . . . [WSKY's] ratepayers.”?®

Responding to these arguments, WSKY notes that Water Service Corporation
actually provided services for the expenses in question. “Rather than
depriving . . . [Water Service Corporation of Kentucky] of an actual expense reasonably
incurred, actually used for the benefit of the customers, and actually used to comply
with Commission regulations as to certain service standards such as billing, record
keeping, regulatory reporting and other aspects of utility operations,” WSKY asserts,
“the Commission is obligated to allow ... [Water Service Corporation of Kentucky] to
recover its costs of operations.”®

WSKY also presented testimony on the reasonableness of the proposed
charges. WSKY Witness Baryenbruch conducted a study of the services that Water
Service Corporation provided to WSKY. He concluded that, based upon comparisons
with costs of electric utility service companies, the cost of Water Service Corporation’s
services were reasonable. He further concluded that Water Service Corporation’s
charges for these services were at the lower of cost or market and that the services
provided were necessary.*®

The AG asserts that no weight should be afforded to Mr. Baryenbruch’s study.

He contends that Mr. Baryenbruch’s comparison group does not involve comparable

utilities. The study group did not contain any water utility and the utilities studied were

% AG Brief at 5 (filed Aug. 22, 2011).
¥ WSKY Brief at 17 (filed Aug. 22, 2011).

30

Supplemental Testimony of Patrick L. Baryenbruch at 3-4 (filed Jan. 31, 2011).
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much larger than IU and its subsidiaries. He describes the study as merely a “device by
which . . . [Mr. Baryenbruch] seeks to discuss whether . . . [Water Service Corporation’s]
costs allocations are in ‘the ballpark’ with amounts on the FERC Form 60.”' The AG
asserts that the standard of reasonableness requires a “far more exacting and
demanding than an ‘in the ballpark’ standard.”*?

An applicant for a rate adjustment generally has the burden to demonstrate the
reasonableness of its proposed rates.*® Management decisions are generally
presumed to be reasonable.® When costs, however, are not the product of an arms-
length transaction, the presumption of reasonableness does not follow.>® The applicant
must demonstrate the reasonableness of the charges for the services provided by the
affiliate.  “[Iff there is an absence of data and information from which the
reasonableness and propriety of the services rendered and the reasonable cost of
rendering such services can be ascertained by the Commission, allowance is properly
refused."*®

Based upon our review of the record, we find that WSKY has failed to
demonstrate the reasonableness of the charges for indirect services. We agree with the

AG's criticism of Mr. Baryenbruch's study as failing to involve similar type and sized

%' AG Brief at 6.
2 g
% KRS 278.190(3).

3 Pa Pub. Util. Comm'n v. Phila. Elec. Co., 561 A.2d 1224 (Pa. 1989); West Ohio Gas Co. V.
Ohio Pub. Utl. Comm'n, 294 U.S. 63 (1935).

% See, e.g., Hilton Head Plantation Ulilities, Inc. v. Pub. Serv. Com’n, 441 S.E.2d 321 (8.C.
1094); Boise Water Corp. v. Idaho Pub. Util. Com’n, 555 P.2d 163 (ldaho 1876); State ex rel. Util. Com'n
v. General Tel. Co., 189 S.E.2d 705 (N.C. 1972).

85 Hilton Head Plantation Utilities, Inc., 441 S.E.2d at 323.
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utilities and, therefore, decline to afford it any weight. Moreover, the record indicates an
absence of any independent review of the cost allocations by WSKY’s management. In
the absence of adequate support for the charges, the Commission disallows allocated
indirect costs of $169,886 from pro forma operating expenses.”

Depreciation

WSKY proposes to decrease depreciation expense by $14,075% to reflect the
gross depreciable plant at the end of the test period multiplied by the appropriate
depreciation rates.’®* WSKY's proposed pro forma depreciation expense includes
depreciation on accounting and financial systems that Ul placed into service as a result
of its Project Phoenix study.*

Asserting that WSKY has failed to demonstrate the purchase and implementation
of the Project Phoenix systems was reasonable or that the project costs were
reasonable, the AG urges the Commission to exclude any depreciation expense
associated with the Project from rate recovery.*’ He argues that WSKY has failed to
demonstrate that a “reasonable utility of comparable size would spend in excess of a

half-million dollars on software similar to that contained in Project Phoenix.” He refers

¥ For a listing of these expenses, see Appendix B to this Order.

3 Application, Exhibit 4, Schedule B at 1.

% Direct Testimony of Brian Shrake at 5.

i 2008, Ut began Project Phoenix, an internal and external evaluation of its accounting and
billing software and computer system. After evaluating the potential solutions, Ul selected J.D. Edwards
Enterprise One as the financial system and Oracle's Customer Care and Billing System as the customer
information system. On December 3, 2007, Ul placed the J.D. Edwards system into service at a total cost
of $13,955,789. It placed the Oracle system into operation on June 2, 2008, at a total cost of $7,126,679.
Using an allocation factor based upon the equivalent residential connections, Ul aliocated $368,089 of the
total cost of the JD Edwards system and $178,432 of the Oracle cost to WSKY. See Direct Testimony of
Steven M. Lubertozzi at 5-11.

4 AG Brief at 3.

-12- Case No. 2010-00476



to the Commission’s decision in WSKY’s last rate case proceeding® to deny rate
recovery to such an expense as a basis for similar action in the present proceeding.
Responding to these arguments, WSKY contends that the testimony of WSKY
Witnesses Lubertozzi and Baryenbruch provided ample support to demonstrate the
reasonableness of Project Phoenix.

Our review of the record in this proceeding and in WSKY's last rate proceeding
indicates no new evidence that requires us {o alter our earlier findings. In the last
proceeding, we expressly noted the failure of Ul to perform an analysis to show that
Project Phoenix benefited WSKY's ratepayers.*> While Mr. Baryenbruch did not testify
in the earlier proceeding, we note that his written testimony did not address Project
Phoenix and his testimony at hearing did not expressly address the prudency of Project
Phoenix. '

We find WSKY's depreciation calculations are reasonable and accept them. We
further accept WSKY's proposed adjustment to decrease Depreciation expense by
$14,075. In light of WSKY's failure to provide convincing evidence as to the
reasonableness or need of Project Phoenix, however, we have decreased Depreciation
expense by an additional $69,565* to eliminate the Depreciation expense associated

with Project Phoenix.

“2 Case No. 2008-00563, Application of Water Service Corporation of Kentucky for an
Adjustment of Rates (Ky. PSC Nov. 9, 2009) at 3-6.

Y 1d. at6.

4 $368,089 (Allocated — JD Edward Costs) + $188,432 (Allocated — Oracle Costs) = $556,521
x 12.5% (Depreciation Rate — Computers) = $69,565.
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Amortization of Contributions In Aid of Construction (“CIAC")

WSKY proposes to increase Amortization of CIAC expense of ($1,536) by
(32,814)* to reflect CIAC at the end of the test period multiplied by the appropriate
depreciation rates.*® Based upon our review of WSKY’s calculations and workpapers,
we find that the proposed adjustment is reasonable and we accept it.

Plant Acguisition Adjustment (“"PAA”)

WSKY proposes to increase pro forma operating expenses by $3,660 to reflect
removal of the Amortization PAA.*" Based upon our review of WSKY’s calculations and
workpapers, we find that the proposed adjustment is reasonable and we accept it.

General Taxes

WSKY proposes to increase test-period General Tax expense of $145,450 by
$3,255 to annualize payroll taxes and utility commission taxes.”® Eliminating the effect
on payroll taxes of the April 2011 wage increases resulis in a pro forma General Tax
expense of $146,279. This amount is $829 greater than actual test-period General Tax
expense. Accordingly, we deny WSKY’s proposed adjustment and increase General
Tax expense by $829.

Expense Reduction — Clinton Sewer

WSKY proposes to decrease its sewer expense allocation by $34,206 from
($137,459) to ($103,253). This adjustment reflects the requested pro forma operating

expenses’ effect on the allocation of costs to the city of Clinton’s sewer operations. The

45 Application, Exhibit 4, Schedule B at 1.
% Direct Testimony of Brian Shrake at 5.
47 Application, Exhibit 4, Schedule B at 1.

Direct Testimony of Brian Shrake at 5.
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Commission calculates a revised decrease of $35,243 based upon the pro forma
operating expenses determined reasonable herein, which results in expense allocation
of ($102,216).

Interest Expense

WSKY proposes to increase Interest expense of $179,640 to $191,934, an
increase of $12,294. WSKY is adjusting interest expense using a debt-to-equity ratio of
50.11 percent to 48.89 percent and a cost of debt of 6.58 percent. The elimination of
interest expense associated with the debt incurred to finance Project Phoenix results in
a decrease of $1,471 to Interest Expense. The Commission denies WSKY’s proposed
adjustment and decreases interest expense by $1,471 to eliminate interest on debt
related to Project Phoenix.
income Tax

Based upon its pro forma operating revenues and expenses, WSKY calculates
an income tax expense credit of ($8,350). Using the pro forma operating revenues and
expenses determined reasonable herein, the Commission calculates a pro forma
income tax expense of $120,027 as shown in Table . The Commission finds that

Income Tax expense should be increased by $217,463 to reflect its pro forma level.
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Table I: Income Tax
Revenues &
Account Titles Expenses Taxes
OPERATING REVENUES
Operating Revenues $ 2,101,576
OPERATING EXPENSES
Maintenance Expenses $ 1,368,284
Depreciation 206,857
General Taxes 146,279
Exp. Reduction - Clinton Sewer (102,216)
Amortization CIAC & AIAC + (4,350)
Total Operating Expenses 3 1,614,854
State Taxable Income before Interest Exp. % 486,722
Less: Interest Expense - 178,169
State Taxable Income $ 308,553
Multiplied by: State Income Rate X 6%
Total State Income Tax Exp. 3 18,513
State Taxable Income $ 308,553
Less: State Income Tax Exp. - 18,513
Federal Taxabie Income $ 290,040
Federal Tax Rate X 35.00%
Total Federal Tax Exp. + 101,514
Total Income Tax 3 120,027

Based on the accepted adjusiments to operating revenues and expenses, the

Commission finds WSKY’s net operating income at present rates to be $366,695 as

shown in Table .
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Case No. 2010-00476



Table Il; Income Statement Comparison

. Test Period Pro Forma Pro Forma
Account Titles Operations Adjustments Operations
OPERATING REVENUES
Service Revenues - Water $ 1,980,475 $ 68,214 $ 2,048,689
Miscellaneous Revenues 52,887 0 52,887
Uncollectible Accounts (126,200) 126,200 0
Operating Revenues $ 1,907,162 $ 194,414 $ 2,101,576
OPERATING EXPENSES
Maintenance Expenses:
Salaries & Wages $ 442 941 $ 55,865 $ 498,806
Purchased Power 78,100 0 78,100
Purchased Water 79,635 0 79,635
Maintenance & Repair 87,087 0 87,087
Maintenance Testing 24,880 0 24,880
Meter Reading 345 0 345
Chemicals 101,313 0 101,313
Transportation 47,173 0 47,173
Operating Exp. Charged to Plant (50,427) (44,689) (95,116)
Outside Services - Other 30,721 0 30,721
Total Maintenance Exp. $ 841,768 $ 11,176 3 852,044
General Expenses:
Salaries & Wages $ 189,580 $ (44,656) $ 145,324
Office Supplies & Other Exp. 102,242 0 102,242
Regulatory Commission Exp. 55,885 10,126 66,011
Pension & Other Benefits 123,344 37,994 161,338
Rent 18,906 0 18,906
Insurance 59,054 0 50,054
Office Utilities 53,825 0 53,825
Bad Debt Expense 0 52,243 52,243
Service Company - Allocated Exp. 0 (169,886) (169,886)
Miscellaneous 26,283 0 26,283
Total General Exp. $ 629,519 3 (114,179) $ 515,340
Total Operation & Maint. Exp $ 1,471,287 $ (103,003) $ 1,368,284
Depreciation 290,497 (83,640) 206,857
Amortization PAA (3,660) 3,660 0
General Taxes 145,450 829 146,279
Exp Reduction - Clinton Sewer (137,459) 35,243 (102,216)
Amortization CIAC & AIAC (1,536) (2,814) (4,350)
Income Tax Exp - Federal (97,436) 217,463 120,027
Total Operating Expenses $ 1,667,143 $ 67,738 $ 1,734,881
Net Operating Income 3 240,018 $ 126,676 $ 366,695

-17-
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OPERATING RATIO

WSKY proposes the use of an operating ratio methodology to determine its
revenue requirement. lis proposal follows our comments in WSKY’s last rate
adjustment proceeding that suggested that the use of return-on-equity approaches is
problematic and that an operating ratio methodology is more appropriate.*® We noted
several problems associated with the use of return-on-equity approaches. The
Commission has historically used an operating ratio approach®® to determine the
revenue requirement for small, privately-owned utilities. This approach is used primarily
when no basis exists for a rate-of-return determination or the cost of the utility has fully
or largely been funded through contributions. For these reasons, the Commission ﬁﬁds
that the operating ratio method should be used to determine WSKY's revenue
requirement and that an operating ratio of 88 percent will allow WSKY sufficient
revenues to cover its reasonable operating expenses and to provide for reasonable
equity growth.

AUTHORIZED INCREASE

The Commission finds that WSKY’s net operating income for ratemaking

purposes is $366,695. We further find that this level of net operating income and an 88

% Case No. 2008-00563, Application of Water Service Corporation of Kentucky for an

Adjustment of Rates (Ky. PSC Nov. 9, 2009) at 23-24 (“the operating ratio is the most commonly used
methodology in determining the return of a company the size of Water Service, and is highly preferable to
a full ROE analysis such as the company has presented”).

50 Operating Ratio is the ratio of expenses, including depreciation and taxes, to gross revenues.
It is expressed mathematically by the following formula:

Operating Expenses + Depreciation + Taxes
Operating Ratio = Other Than Income Taxes
Gross Revenues
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percent operating ratio requires an increase in present rate revenues of $61,898, as

shown in Table 1ll.

Table lll: Revenue Reguirement

Operating Expenses $ 1,734,881
Less: State & Federal Income Taxes - 120,027
Operating Expenses Net of Income Taxes $ 1,614,854
Divide by: Operating Ratio + 88.00%
Revenue to Cover Operating Ratio $ 1,835,062
Less: Operating Expenses Net of income Taxes - 1,614,854
Net Operating Income After Income Taxes $ 220,208
Multiplied by: Gross-up Factor X 1.6822813
Net Operating Income Before Income Taxes $ 370,451

Add: Operating Expenses Net of Income Taxes 1,614,854

Interest on Long-Term Debt + 178,169
Total Revenue Requirement $ 2,163,474
Less: Other Operating Revenues - 52,887
Revenue Requirement from Water Sales $ 2,110,587
Less: Normalized Revenue - Water Sales - 2,048,689
Revenue Reqguirement Increase $ 61,898
Percentage Increase 3.021%

RATE DETERMINATION

WSKY has requested that its monthly water service rates be increased across-
the-board by approximately 21.9 percent. The Commission has generally accepted this
method for allocating required revenue increases. Nothing in the record of this
proceeding indicates that such methodology would be inappropriate in the current case.
The revenue requirement determined reasonable herein is an approximate 3.021
percent increase over WSKY’s normalized operating revenues. The Commission uses
this percentage increase to calculate WSKY's monthly water service rates.

SUMMARY
Having considered the evidence of record and being sufficiently advised, the

Commission finds that:
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1. The 12-month period ending September 30, 2010 should be used as the
test period to determine the reasonableness of WSKY’s current and proposed rates.

2. Based upon pro forma test-period operations, WSKY'’s pro forma total
operating expenses, after adjusting for known and measurable changes, are
$1,734,881.

3. The use of an operating ratio is the most appropriate means to
determine WSKY's total revenue requirement.

4. An operating ratio of 0.88 will permit WSKY to meet its reasonable
operating expenses and provide a fair and reasonable return for equity growth and
should be used to determine WSKY'’s total revenue requirements.

5. Applying an operating ratio of 0.88 to WSKY’s pro forma total operating
expenses of $1,734,881 and adjusting for the effects of state and federal taxes
produces a total revenue requirement from water sales of $2,110,587, or $61,898
greater than the annual revenue from water sales that WSKY’s current rates
produce.

6. WSKY'’s proposed rates would produce revenue from water sales in
excess of $2,110,587 and should be denied.

7. The rates set forth in Appendix A to this Order will produce revenue from
water sales of $2,110,587.

IT IS THEREFORE ORDERED that:

1. WSKY’s proposed rates are denied.

2. The rates set forth in Appendix A to this Order are approved for service

rendered by WSKY on and after the date of this Order.

-20- Case No. 2010-00476



3. Within 20 days of the date of this Order, WSKY shall file revised tariff
sheets setting forth the rates approved herein and reflecting their effective date as
authorized by this Order.

By the Commission

ENTERED

NOV 23 2011

KENTUCKY PUBLIC
SERVICE COMMISSION

ATTESTY]

[
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APPENDIX A

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO. 2010-00476 DATED WGV 2 3 201

The following rates and charges are prescribed for the customers in the area served by
Water Service Corporation of Kentucky. All other rates and charges not specifically mentioned
herein shall remain the same as those in effect under authority of the Commission prior to the

effective date of this Order.

Monthly Water Rates
CLINTON
5/8-inch x 3/4-inch Meter:
First 1,000 gallons $ 11.92 Minimum bill
Next 9,000 gallons 6.79 per 1,000 gallons
Next 15,000 gallons 6.23 per 1,000 gallons
Next 25,000 gallons 5.68 per 1,000 gallons
Next 50,000 gallons 5.04 per 1,000 gallons
All Over 100,000 galions 4.40 per 1,000 gallons
1-inch Meter:
First 5,300 gallons $41.19 Minimum bill
Next 3,700 gallons 6.79 per 1,000 gallons
Next 15,000 galions 6.23 per 1,000 gallons
Next 25,000 gallons 5.68 per 1,000 gallons
Next 50,000 gallons 5.04 per 1,000 gailons
All Over 100,000 gallons 4.40 per 1,000 galions
1 1/2-inch Meter:
First 11,200 gallons $80.59 Minimum bill
Next 13,800 gallons 6.23 per 1,000 galions
Next 25,000 gallons 5.68 per 1,000 gallons
Next 50,000 galions 5.04 per 1,000 gallons
All Over 100,000 gallons 4,40 per 1,000 gallons
2-inch Meter:
First 17,600 gallons $120.48 Minimum bill
Next 7,400 gallons 6.23 per 1,000 gallons
Next 25,000 gallons 5.68 per 1,000 gallons
Next 50,000 gallons 5.04 per 1,000 galions
All Over 100,000 gallons 4,40 per 1,000 galions
6-inch Meter:
First 250,500 gallons $1222.45 Minimum bill

All Over 250,500 galions 4,40 per 1,000 gallons



MIDDLESBORO

5/8-inch x 3/4-inch Meter:

First 1,000 gallons $8.96 Minimum bill
Next 9,000 gallons 3.61 per 1,000 gallons
Next 15,000 gallons 3.29 per 1,000 gallons
Next 25,000 gallons 3.12 per 1,000 gallons
Next 50,000 gallons 2.79 per 1,000 gallons
All Over 100,000 gallons 2.55 per 1,000 gallons
1-inch Meter:
First 6,000 galions $26.97 Minimum bill
Next 4,000 gallons 3.61 per 1,000 gallons
Next 15,000 gallons 3.29 per 1,000 gallons
Next 25,000 gallons 3.12 per 1,000 gallons
Next 50,000 gallons 2.79 per 1,000 gallons
All Over 100,000 gallons 2.55 per 1,000 gallons
1 1/2-inch Meter:
First 13,000 gallons $51.22 Minimum bill
Next 12,000 gallons 3.29 per 1,000 gallons
Next 25,000 gallons 3.12 per 1,000 gallons
Next 50,000 gallons 2.79 per 1,000 gallons
All Over 100,000 gallons 2.55 per 1,000 gallons
2-inch Meter:
First 21,400 gallons $78.80 WMinimum bill
Next 3,600 gallons 3.29 per 1,000 gallons
Next 25,000 gallons 3.12 per 1,000 gallons
Next 50,000 gallons 2.79 per 1,000 gallons
All Over 100,000 gallons 2.55 per 1,000 gallons
3-inch Meter:
First 68,400 gallons $220.05 Minimum bill
Next 31,600 gallons 2.79 per 1,000 gallons
All Over 100,000 gallons 2.55 per 1,000 gallons
4-inch Meter:
First 127,500 gallons $ 378.43 Minimum bill
All Over 127,500 gailons 2.55 per 1,000 gallons
6-inch Meter;
First 281,500 gallons $771.41  Minimum bill
All Over 281,500 gallons 2.55 per 1,000 gallons
Monthly Fire Protection Rates
Private Sprinkler $ 19.93 per sprinkler
Private Hydrant $ 19.93 perhydrant
Municipal Hydrant $ 443 perhydrant
-2- Case No. 2010-00476
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APPENDIX B

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO. 2010-00476 DATED NOV 23 2011

DISALLOWED ALLOCATED INDIRECT EXPENSES

Account Schedule B Category Adjustment
Direct Expenses:
5810 MEMBERSHIPS Miscellaneous $ (5,630.68)
5890 PUBL SUBSCRIPTI Office Supplies & Other Office Exp. (395.66)

6185 TRAVEL LODGING Miscellaneous (1,480.85)
6190 TRAVEL AIRFARE Miscellaneous (408.40)
6195 TRAVEL TRANSPOR Miscellaneous (140.00)
6200 TRAVEL MEALS Miscellaneous (845.11)
Allocated Expenses:
5810 MEMBERSHIPS Miscellaneous (225.00)
5815 PENALTIES/FINES Miscellaneous (27.00)
5825 OTHER MISC EXPE Miscellaneous (6,816.00)
5870 HOLIDAY EVENTS/ Office Supplies & Other Office Exp. (78.00)
5890 PUBL SUBSCRIPTI Office Supplies & Other Office Exp. (787.00)
6015 EMPLOY FINDER F Qutside Services - Other (2,323.00)
6045 TEMP EMPLOY -C Outside Services - Other (4,272.00)
6185 TRAVEL LODGING Miscellaneous (1,871.00)
6190 TRAVEL AIRFARE Miscellaneous (961.00)
6195 TRAVEL TRANSPOR Miscellaneous (229.00)
6200 TRAVEL MEALS Miscellaneous (609.00)
6205 TRAVEL ENTERTAI Miscellaneous (237.00)
6207 TRAVEL OTHER Miscellaneous -
Subtotal $ (27,439.70)
Add: Corporate Salaries _(142,446.00)

Total Adjustment $ (169,885.70)




Honorable John N Hughes
Attorney at Law
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Water Service Corporation of Kentucky
Case No. 2013 - 00237

Test Year 12/31/2012

Revenue Requirement Summary

Operating Revenues
Service Revenues - Water
Service Revenues - Sewer
Miscellaneous Revenues
Uncollectible Accounts

Total Operating Revenues

Maintenance Expenses
Salaries and Wages
Purchase Water/Sewer
Purchased Power
Maintenance and Repair
Maintenance testing
Meter Reading
Chemicals
Transportation
Operating Exp. Charged to Plant
Outside Services - Other

Total

General Expenses
Salaries and Wages
Office Supplies & Other Office Exp.
Regulatory Commission Exp.
Pension & Other Benefits
Rent
Insurance
Office Utilities
Bad Debt Expense
Service Company - Allacated Expenses
Miscellaneous

Total
Depreciation
Amortization of PAA
Taxes Other Than income
Expense Reduction Related to Clinton Sewer Ops
Income Taxes - Federal
Income Taxes - State
Amartization of CIAC
Jotal

Total Operating Expensas

Net Operating Income
Other income

interest During Construction
interest an Debt

Net Income

Sources:

{A) Bad Debt Expenses transferred from revenue reduction to expense increase.

{B} Schedule LY-R2
(C) Schedule LY-R7 [NEW SCHEDULE]
(D) Schedule LY-R3
(E) Schedule LY-R4
{F) Schedule ACC-7
(G) 5chedule LY-RS

Appendix A

Schedule LY-R1 Revised

W5CK W5CK WSsCK WSCK
WsCK Rebuttal Rebuttal Rebuttal Rebuttal
Prao Farma Pro Forma Pro Forma Proposed Pro Forma
Present Rates Adjustment Present Rates  Adjustment Proposed
$2,103,813 $2,103,813 $236,802 (I}  $2,340,615
78,995 78,995 78,995
(38,028) 38,028 (A} 0 0
$2,144,780 $38,028 $2,182,808 $236,802 $2,419,610
519,099 ($1,133) (B) 517,966 517,966
85,200 85,200 85,200
95,111 95,111 95,111
98,163 98,163 98,163
34,092 34,092 34,002
0 0 0
145,421 145,421 145,421
34,774 34,774 34,774
(163,869) - {K) {163,869) (163,869)
30,001 30,001 30,001
$877,992 $1,133 $876,859 S0 5876,859
$173,648 S0 (B) $173,648 $173,648
79,610 79,610 79,610
73,660 15,430 (C) 83,090 83,090
160,716 (79) (D} 160,637 160,637
6,254 6,254 6,254
63,192 63,192 63,192
54,273 54,273 54,273
0 38,028 (A) 38,028 4,286 42,314
0 (12,904} (8) (12,904} (12,904}
12,173 {500} (F) 11,673 11,673
$623.526 $39,975 $663,501 54,286 $667,787
$281,828 50 (L $281,828 $281,828
0 0
144,063 (87) (G} 143,876 375 144,351
{120,708) 0 (H) (120,708) (120,708)
54,491 (232) (1) 54,258 74,192 128,451
10,230 (44) (1) 10,186 13,928 24,115
(4,229) {4,229) (4,229)
$365,675 (5362 $365,313 $88,495 $453,.808
51,867,193 $38,480 $1,905,673 §92,782 $1,998,454
$277.587 452 §277,135 $144,020 $421,155
0 0 0
(1,730 (1,730 (1,730)
171,809 0 (M) 171,809 171,809
$ 107,508 $ {452} $ 107,056 $ 144,020 $ 251,076

{H) Adjustment not necessary since Company is not accepting AG adjustment related to Clinton Sewer Operations. The Commission accepted this

methodaology in Case No. 2010-00476.
(1) Schedute LY-R8 [NEW SCHEDULE]
{1) Schedule LY-R6 Revised

(K} Adjustment not necessary since Company is not accepting AG adjustment to remove 3% salary increase.

{L} Adjustment not necessary since Company is not accepting AG adjustment refated to Praoject Phoenix costs. In arder to expedite this case, the Company

is reverting back to original position using compaosite rates.

{M) Adjustment not necessary since Company is not accepting AG adjustment related to Project Phoenix costs.



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF WATER SERVICE )
CORPORATION OF KENTUCKY FOR AN ) CASE NO. 2008-00563
ADJUSTMENT OF RATES )

ORDER

Water Service Corporation of Kentucky ("Water Service") filed an application
requesting approval to increase its water rates, to establish several new nonrecurring
charges, and to make changes to certain existing nonrecurring charges. Water Service
proposes to adjust its water rates to increase its operating revenues from $1,631,079 to
$2,438,085, an increase of 50.08 percent increase or $807,006." By this Order, the
Commission modifies the proposed tap-on fee, approves the remaining nonrecurring
charges, and establishes water rates that will produce annual revenues of $2,104,261.
The increase will impact a customer’s monthly bill, using an average of 5,000 gallons, in
Middlesboro by $5.12 (from $17.58 to $22.70) and in Clinton by $8.54 (from $29.46 to
$38.00).

BACKGROUND

Water Service, a Kentucky corporation, is a utility subject to Commission

jurisdiction? It owns and operates facilities that treat and distribute water to

' Application, Exhibit 9, Calculation of Revenue Requirement (filed Mar. 5,
2009).

2 KRS 278.010(3)(d).

AG Exhibit 03




approximately 7,305 residential customers in Bell and Hickman counties.® Water
Service last applied for a rate adjustment in 2005.*

Water Service is a wholly-owned subsidiary of Utilities, Inc. (“Utilities"), which
owns approximately 90 other water and sewer utilities in 15 states.® Utilities also owns
a service company named Water Service Corporation.® The service company manages
the water and sewer operations for Utilities subsidiaries and operates without profit.

PROCEDURE

On December 30, 2008, Water Service notified the Commission in writing of its
intent to apply for an adjustment of rates using a historical test period. It subsequently
filed its application on March 5, 2009. Finding that further proceedings were necessary
to determine the reasonableness of the request, the Commission suspended the
proposed rates for five months, from April 14, 2009 up to and including September 14,
2009, and initiated this proceeding.” We granted the Attorney General, through his
Utility and Rate Intervention Division (“AG") leave to intervene in this proceeding.

After the parties engaged in extensive discovery, the Commission held an

evidentiary hearing in this matter on August 19, 2009 in Frankfort, Kentucky. The

® Annual Report of Water Service to the Public Service Commission of the

Commonwealth of Kentucky for the Calendar Year Ended December 31, 2008 at 5 and
30.

4 Case No. 2005-00325, Application of Water Service Corporation of Kentucky
for an Adjustment of Rates (Ky. PSC Feb. 28, 2007).

® Appliction, Testimony of Lena Georgiev, at 1.
® Confusion is likely to occur based on the similarities of names. Throughout this .
order, we refer to the Kentucky utility as “Water Service” and Ulilities’ service company

as Water Service Corporation.

7 See KRS 278.190(2).
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following persons pre-filed Direct Testimony and testified at the hearing on behalf of
Water Service: Pauline M. Ahern, Principal of AUS Consultants; John D. Williams,
Director of Governmental Affairs at Utilities; Martin Lashua, Regional Director of
Operations at Utilities; and Lena Georgiev, Manager of Regulatory Affairs at Utilities.
Following the hearing, all parties submitted written briefs.

The Commission held local public meetings in Middlesboro on August 12, 2009
and Clinton on August 13, 2009. Approximately 40 individuals attended the public
meeting in Middlesboro, and over 100 individuals attended the meeting in Clinton. At
both locations, community residents spoke respectfully and eloquently as to their
concerns about a water rate increase.

ANALYSIS AND DETERMINATION

Test Period

Water Service proposes to use the 12-month period ending June 30, 2008 as the
test period to determine the reasonableness of its proposed rates. The Commission
finds the use of this test period to be reasonable. In using a historic test period, the
Commission gives full consideration to appropriate known and measurable changes.
Rate Base

Water Service proposed a net investment rate base of $6,139,342.8 This net
investment rate base is accepted with the following exceptions:

Project Phoenix. In 2006, Utilittes began Project Phoenix, an internal and

external evaluation of its accounting and billing software and computer systems.® The

8 Application, Exhibit 4, Schedule C, Rate Base and Rate of Return.

® |d., Exhibit 5, Prepared Direct Testimony of John D. Williams, at 5.
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evaluation culminated in a business case presentation by Deloitte to Ultilities in
September 2006."° After evaluating the potential solutions identified by Deloitte, Utilities
selected JD Edwards as the financial system and Oracle’'s Customer Care and Billing
System (“Oracle”) as the customer information system."”

On December 3, 2007, Utilities placed the JD Edwards system into service at a
total cost of $14,544,020." Utilities placed the Oracle system into operation on June 2,
2008, at a total cost of $7,077,652." Using an allocation factor based upon the
equivalent residential connections, Utilities allocated $367,498" of the total cost of the
JD Edwards system and $178,715" of the Oracle cost to Water Service. The allocated
cost of JD Edwards is included in Utility Plant In Service ("UPIS"), and the Oracle
allocation is reported as a separate item in Water Service’s pro forma rate base.

Water Service describes JD Edwards as "a web-based software system that
allows easy access from multiple locations.”’® According to Water Service, the JD
Edwards system includes enhanced tracking and integration components that will

improve Utilities’ ability to record and retrieve data.'” Water Service claims that

10 id.
11 id.

2 1d, at 8

B3 |d. at 14.
4 1d. at 0.

% 1d. at 14.
% Id. at6.

7 |Id. at 7.
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enhanced record keeping and retrieval functions will simplify the production of financial
and regulatory reports.’® Water Service adds that JD Edward’s enhanced functions
coupled with the reduction in manual effort and the reliance on spreadsheets will result
in improved report accuracy.'®

According to Water Service, the previously-used Legacy customer care and
billing system was a customized program for Utilities that had become unsupported.?’
The Oracle software is a web-based system that allows for a quicker return of
information and speedier fixes if the system goes down voluntarily or goes down for
routine maintenance.?'

The AG states that “[c]entral to understanding the Project Phoenix cost allocation
is the fact that the focus of Project Phoenix was the needs of Utilities, Inc., including its

"2 According to the AG, Water Service failed to produce

non-regulated operations.
evidence to show that Utilities examined the potential benefits Project Phoenix would -
have for Water Service.?® The AG argues that Utilities was concerned with its needs .

and not whether a system of comparable size to Water Service would require an

information technology package that cost $367,498.> The AG contends that Water

8 1d.
19|
2 |d. at 10.

21 |d. at 9.

2 AG's Post-Hearing Brief, at 3 (filed August 31, 2009).
2 4.

24 1d. at 4.
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Service failed to show that Project Phoenix is cost-effective and also failed to “carry its
burden of proof that the allocation of project Phoenix costs are reasonable.””

Based upon the evidence of record, it is apparent that Utilities did not perform a
benefit analysis of Project Phoenix to ascertain the potential financial impact or to
identify any benefits Project Phoenix would provide to each of its operating subsidiaries,
in particular Water Service. As pointed out by the AG, it is Water Service’s burden to
document that the cost of Project Phoenix is reasonable and to identify the benefits the
computer software will provide to the ratepayers of Water Service. The Commission
believes that Water Service failed to meet this burden. Further, John Williams, a Water
Service witness with 30 years of experience working for the Florida Public Service
Commission, testified that he was not aware of any utility of comparable size to Water
Service in Florida that would have spent a half-million dollars on software similar to JD
Edwards and Oracle.?®

For these reasons, the Commission finds that Water Service has failed to
demonstrate that the allocated Project Phoenix costs are reasonable and, therefore, has
reduced UPIS by $389,537,%" the cost of JD Edwards, and has reduced rate base by

$178,715 to remove the allocation of Oracle costs.

Post-Test Period Plant Additions. Water Service proposed in its filing to increase

UPIS by $103,527 to reflect post-test period plant additions. Water Service argues that

the post-test year plant additions are known and measurable and that their completion

%5 |d. at 3, 4.
%6 Transcript of Evidence (“TE") at 52.

T Application, Exhibit 4, Depreciation Expense, w/p(f). $425,915 (Computers) -
$36,378 (WSC/Regional Rate Base Adjustment) = $389,537.
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so near the end of the test period makes them more appropriate for inclusion in this
historical case, even though some of the additions were completed almost a year after
the test period.

In a prior decision, the Commission found that, for utilities under its jurisdiction,
“[a]ldjustments for post test-period additions to utility plant in service should not be
requested unless all revenues, expenses, rate base and capital have been updated to
the same period as the plant additions."?®

In addition, 807 KAR 5:001, Section 10(1), provides that all applications for a
general rate adjustment shall be supported by either a 12-month historical test period,
which may include adjustments for known and measurable changes, or a fully
forecasted test period.

Water Service had the option of filing a forecasted test period if it wanted to
include plant additions beyond the test period, as well as other inflationary adjustments.
Water Service made vague statements that it had appropriately adjusted revenues,
expenses, rate base, and capital to the same period as the plant additions.
Nevertheless, in reviewing Water Service's pro forma adjustments, the Commission is
unable to identify any adjustments that complied with the prior Commission finding

regarding post-test period plant additions. Accordingly, the Commission denies Water

Service's proposed adjustment for the post-test year plant additions and has reduced

28 See Case No. 10481, Notice of Adjustment of the Rates of Kentucky-
American Water Company Effective on February 2, 1989, at 5 (KY. PSC Aug. 22,
1989).
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pro forma UPIS by an additional $103,527, for a combined UPIS reduction of
$493,064.%

Accumulated Depreciation. The Commission has decreased Water Service's

forecasted accumulated depreciation of $3,334,993% by $45,120*" to remove the
depreciation for JD Edwards.

Cash Working Capital Allowance. Water Service determined its cash working

capital allowance using the 45 day or 1/8" formula methodology, reflecting the impacts
of Water Service's proposed adjustments to operation and maintenance expenses.
While the Commission finds that approach is reasonable and should be permitted, the
cash working capital allowance included in the Commission’s determination of net
investment rate base has been adjusted to reflect the accepted pro forma adjustments
to operation and maintenance expenses, as discussed later in this Order.

Based on the aforementioned adjustments, the Commission has determined

Water Service's net investment rate base to be as shown in Table | below.

Table I: Net Investment Rate Base
Water Service Commission

Pro Forma Pro Forma Pro Forma

Rate Base Adjustments Rate Base
Utility Plant In Service $ 9,683,927 $ (493,064) $ 9,190,863
Deduct:
Accumulated Depreciation (3,334,994) 45,120 (3,289,874)
Net Utility Plant in Service $ 6,348,933 $ (447,944) $ 5,900,989
Construction Work In Progress 0 0 0
Working Capital Allowance 207,275 (26,932) 180,343
Contributions In Aid of Construction (45,090) 0 (45,090)
Customer Advances (84,684) 0 (84,684)

2% $389,537 (JD Edwards) + $103,527 (Post-Test Period Plant Additions) =
$493,064.

% Application, Exhibit 4, Schedule C, Rate Base and Rate of Return,

31 1d., Plant Restatement through Complete Rate Case.
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Deferred Income Taxes (313,316) 0 (313,316)
Customer Deposits (109,546) 0 (109,546)
Capitalized Time 0 0 0
Reduction - Transportation Equipment (6,036) 0 (6,036)
Regional Rate Base Adjustment (36,911) 0 (36,911)
Oracle - Billing System 178,715 (178,715) 0
Net %inal Cost Rate Base $ 6,139,340 $  (653,591) $ 5,485,749

Income Statement

For the test period, Water Service reported operating revenues and expenses of
$1,666,792 and $1,635,642, respectively.¥ Water Service proposed revenues and
expenses to reflect current and expected operating conditions, resulting in pro forma
operating revenues and expenses of $1,667,522 and $1,609,731, respectively.*® The
Commission makes the following modifications to Water Service's pro forma operating
revenues and expenses:

Service Revenues - Sewer. Water Service included service revenues from

sewer operations of $404 in its pro forma operating revenues. The Commission is
reducing operating revenues by that amount to remove the misclassified sewer
revenues.

Consumer Price Index (“CPI"). Water Service proposed approximately 12

separate CPI adjustments to its operating expenses that totaled $22,592.3* According

to Water Service, its adjustments are based upon a 3.514 percent CPl that is to

32 1d., Schedule B, Income Statement.

33!_(1:

# .

-9- Case No. 2008-00563 -



“account for the increase in the consumer price index since acquisition.

Service's CPI adjustments are listed in Table i below.

n35

Table II: Proposed CPI Adjustments

Purchased Power
Purchased Water
Maintenance & Repair
Maintenance Testing
Meter Reading
Chemicals
Transportation

QOutside Services - Other
Office Supplies & Other Office Exp.
Rent

Office Utilities
Miscellaneous

R AR ARARALRE

2,526
3,026
4,530
1,806
148
4114
1,252
145
2,993
609
1,399
44

Water

Water Service states that the change in the purchasing power of the doliar

measured by the CPI is a reasonable estimate of the changes in the cost of providing

water service to its ratepayers.®® According to Water Service, the cumulative increase

in its operational costs that occurred from 2006 through 2008 was in excess of 8

percent.¥” Water Service argues that it is reasonable for it to use a general, publicly-

available measure because its operating expenses and ratepayers are subject to the

purchasing power fluctuations measured by the CPI.*® Water Service further argues

% |d., Explanation of Adjustments to Income Statement, Adjustments J.

% Water Service's Response to the Commission Staffs Second Information

Request item 4 (filed May 15, 2009).
7 |d.

B d.
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that, because of the widely accepted use of the CPlI, it can be considered a "known and
measurable” change in expenses that will occur from year to year.*

The AG states that the Commission should reject Water Service's adjustments
using the CPL.* The AG contends that the use of the CPI is contrary to Kentucky’s
regulatory scheme and past Commission practice.! According to the AG, Water
Service did not offer a compelling basis or justification to support its proposed CPI
adjustments.*2

In a prior decision, this Commission disallowed any adjustments based on the
CPI finding that:

The CPI is a measure of the average change over time in
the prices paid by urban consumers for a market basket of
consumer goods and services. This basket contains 8 major
categories of goods and services: food and beverages;
housing; apparel; transportation; medical care; recreation;
education and communication; and other goods and
services. Several of these categories are unrelated to the
provision of water service. Their presence in the basket
limits the CPI's accuracy as an adjustment mechanism. For
example, increases in the cost of food and beverages,
apparel and education would produce a positive increase in
the CPI but have no effect on the cost of goods and services
that are used to provide water service. An automatic
adjustment mechanism must provide an accurate
measurement of changes in the cost of providing water
service. It, therefore, should be based principally on those
goods and services that are reasonably likely to be used to
provide water service.*?

39 !g_
*0 AG's Post-Hearing Brief, at 10 (filed August 31, 2009).

Mg,

42

d.

43 See Case No. 2006-00067, Proposed Adjustment of the Wholesale Water
Service Rate of the City of Lawrenceburg, Kentucky, at 3-4 (KY. PSC Nov. 21, 2006).
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Administrative Regulation 807 KAR 5:001, Section 10(1), provides that all
applications for a general rate adjustment shall be supported by either a “twelve (12)
month historical test period which may include adjustments for known and measurable
changes” or a “fully forecasted test period.” When an applicant bases its application
upon a historical test period, it must provide a “complete description and quantified
explanation for all proposed adjustments with proper support for any proposed changes
in price or activity levels, and any other factors which may affect the adjustment.”** That
support should, at a minimum, include some documentary evidence to demonstrate the
certainty of some expected change or event.

Revenue and expense adjustments based upon the CPI are widely used by
utilities when they are preparing annual budgets or rate applications that use forecasted
test periods. Regarding budgetary adjustments, the Commission has previously found
that “[wlhile such projections may be acceptable when an applicant bases its application
upon a forecasted test period, they are not when the basis for the proposed rate
adjustment is a historical test period.”*

Water Service has not presented any evidence in this proceeding that would
persuade the Commission to reverse its prior findings regarding pro forma adjustments

based upon the CPI or the disallowance of budgetary projections in a historical test

44807 KAR 5:001, Section 10(6).

% See Case No. 2001-00211, The Application of Hardin County Water District
No. 1 for (1) Issuance of Certificate of Public Convenience and Necessity; (2)
Authorization to Borrow Funds and to Issue its Evidence of Indebtedness Therefor; (3)
Authority to Adjust Rates; and (4) Approval to Revise and Adjust Tariff, at 8 (KY. PSC
Mar. 1, 2002).
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period. Accordingly, we find that the pro forma adjustments contained in Table Il should
be denied.

Indirect Expense Allocations. Water Service Corporation, Utilities' service

company affiliate, manages the water and sewer operations for Utilities’ subsidiaries.
Water Service Corporation costs that are not directly assignable to a specific subsidiary
are booked to Water Service Corporation and are allocated to the Utilities' subsidiaries
at year-end, based on the proportion of active Equivalent Residential Customers
("ERCs") served by an operating company to the total number of active ERCs served by
Utilities and its affiliates.

The AG points to the fact that Water Service’s agreement with Water Service
Corporation, the service company affiliate, does not allow Water Service the authority to
contest the reasonableness of any expense allocated to it by Water Service
Corporation.47 For this reason, the AG claims that the agreement with Water Service
Corporation is not an arm's-length transaction and that it enables Water Service
Corporation to “spend and allocate at will [and] is per se unreasonable.”*® The AG cites
the following indirect expense allocations as examples of costs that either have no
connection to providing water service or are excessive:

An Expense Report Form (Doc 50130) reflects charges for drinks after

Leadership meeting as well as other charges for which there is no

description of the business purpose of the expense (Appendix 1).

Business Expense Reports (Larry Schumacher, 4/01/07 to 6/20/07)
reflects before dinner drinks (Appendix Item 5) as well as a dinner in which

46 Application, Testimony of Lena Georgiev, at 8-9.
47 AG's Post-Hearing Brief, at 4 (filed August 31, 2009).

48 |d. at 4-5.
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Mr. Schumacher apparently paid for the meal of a person's spouse and a
separate charge of $3,625 for “Dinner/appetizers for entire group BOD,
HS" (Appendix ltem 6).

The Business Expense Report (John Wiliams, 5/12/07 to 5/20/07)
includes expenses for picking up multiple dinners for “other NARUC
faculty and NAWC executives (Appendix ltem 8).

The Business Expense Report (Steven M. Lubertozzi, 7/08/07 to 8/31/07)
contains numerous charges for drinks and appetizers (and these are not
modest charges) as well as lunches for which there is no indication of the
purpose for the lunch Appendix Item 9).

A Business Expense Report (Larry Schumacher, 9/07/07 to 12/14/07)

reflects a Board of Directors’ meeting held in Las Vegas, Nevada (a

meeting that lasted less than 3 hours (WSCK Response to OAG 1 - 24)

and a Board dinner costing $2,433.89 (Appendix ltem 11).

A Business Expense Report (Steven M. Lubertozzi, 9/01/07 to 10/09/07)

sho%s the purchase of tickets to see the Chicago Bears (Appendix Item

13).

The AG argues that the above expenses show “an unmistakable pattern of
excessive charges in tandem with a lack of documentation necessary to conclude that
the expenses were reasonably related or beneficial to WSCK’s provision of water
service.”® The position of the AG is that Water Service has the burden of proof, that
there is no presumption of benefit or reasonableness, and that the agreement between

Water Service and Water Service Corporation shows that there is an abuse of

discretion.”' Accordingly, the AG requests the Commission disallow for rate-making

9 |d. at 5-6.
50 Id. at 6.

% |d. at 7-8.
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purposes all of the allocated indirect costs from Water Service Corporation to Water
Service.%?
Water Service agrees with the AG, in that the review and rejection power of

1.3 According to Water Service, if

allocated costs is not included in the Allocation Manua
each operating unit of Utilities was able to reject the allocation of expenses that it
believed to be unrelated to its operations, the system of allocations would be self-
defeating.?* Water Service concludes that “each operating company benefits from the
economies of scale of Ul and each must share in the costs.”®

The Commission agrees with Water Service in that there is a benefit derived from
the economies of scale of being associated with a larger corporation such as Utilities.
Nevertheless, Water Service should only share in those costs incurred by Water Service
Corporation that are reasonable and that provide a benefit to Water Service's rate
payers. At the onset, the Commission recognizes that the Allocation Manual is the
product of a less-than-arm’'s-length transaction that allocates all of the indirect costs
incurred by Water Service Corporation without a review clause that would serve as a
check and balance system to allow only those reasonable costs that relate to the Water
Service operations to be allocated to Water Service.

Other jurisdictional water systems note the importance of the ability of the water

subsidiaries to review and question costs that are being charged by related subsidiaries.

%2 1d, at 8.
% Water Service's Post-Hearing Brief, at 20 (filed August 31, 2009).
* 1d.

5 4,
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The following is an example of the oversight clauses contained in the agreement
between Kentucky-American Water Company and the American Water Works Service
Company, Inc.:

4.2 Service Company agrees to keep its books and records available at all

times for inspection by representatives of Water Company or by regulatory

bodies having jurisdiction over Water Company.

4.3 Service Company shall at any time, upon request of Water Company,

furnish any and all information required by Water Company with respect to

the services rendered by Service Company hereunder, the costs thereof,

and the allocation of such costs among Water Companies.

The Commission finds that Water Service has failed to meet its burden of proof
that the indirect cost allocations from Water Service Corporation are reasonable, are
directly related to providing water service, or benefit the ratepayers of Water Service.
The Commission further finds that the indirect cost allocations from Water Service
Corporation should be eliminated from Water Service's pro forma operating expenses.
In the last two quarters of 2007, Water Service was allocated $65,484, of indirect costs
from Water Service Corporation. Water Service presented the expenses for the first two
quarters of 2008 in such a manner that it was difficult for the Commission to determine
the indirect expense allocations for this period. The allocation agreement was revised
in 2008 and the cost allocation schedules were presented in a different format. Given
that Water Service did not provide adequate documentation for the Commission to

determine the correct allocations for the second half of the test period, the Commission

will annualize the first half allocations of the test period to determine the full year test-

% See Kentucky-American Water Company's Response to the Commission’s
November 15, 1991 Order, ltem 49, Case No. 1991-00361, Notice of Adjustment of the
Rates of Kentucky-American Company, at 11 (filed Nov. 27, 1991).
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period allocations. The annualization results in a test-period allocation of indirect
expenses of $130,968, which results in an expense reduction of that amount.

Rate Case Expense. Water Service proposed to increase its pro forma operating

expenses by $39,379 to reflect amortizing its projected rate case cost of $118,137 over
three years.”” In responding to the post-hearing information requests, Water Service
provided invoices showing the actual cost of this current case to be $145,604.
Amortizing the actual rate case cost of $145,604 over three years, the Commission
calculates a pro forma rate case amortization expense of $48,535. Accordingly, the
Commission has increased Water Service's pro forma operating expenses by $9,156 to
reflect the actual rate case amortization.

Depreciation Expense. Water Service proposed a pro forma depreciation

expense of $258,932 based upon UPIS in service as of June 31, 2008 and post test-
period plant additions. The Commission finds that depreciation expense should be
decreased by $48,692 to eliminate depreciation on Project Phoenix.

Bad Debt Expense. Water Service reported a test-period bad debt expense of

$18,156.% Using Water Service's uncollectible rate of 1.11 percent and operating
revenues from water sales of $1,631,079, the Commission calculates a bad debt
expense of $18,105, which is $51 below the amount reported. Accordingly, the

Commission finds that bad debt expense should be decreased by $51.5°

5T Application, Exhibit 4, Rate Case Expense, w/p(d).

%8 1d., Schedule B, Income Statement.

% \Water Service reported bad debt expense as a reduction to operating
expenses. Therefore, the Commission's adjustment is an increase to operating

revenues.
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General Taxes. Water Service reported a pro forma general tax expense of
$77,751.%° Using the current millage rate of $0.001538 and water service revenues of
$1,631,079, the Commission calculates a "PSC Assessment” of $2,509, which is $178
above the amount reported. Accordingly, the Commission finds that the pro forma
general tax expense should be increased by $178.

Income Tax Expense. Based upon its pro forma operating revenues and

expenses, Water Service calculated a current income tax expense credit of
$(168,782).5' Using Water Service's pro forma operating revenues and expenses, the
Commission calculates a current income tax expense credit of $(93,107) as shown in
Table Ill below. Accordingly, the Commission has increased income tax expense by

$75,675 to reflect its pro forma level.

80 14,

8 1d. $(150,356) (Fed. Income Tax Exp.) + $(18,426) = $(168,782).
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Table lil: Income Taxes
Account Titles Amount Taxes

Operating Revenues $ 1,667,169
Operating Expenses and Interest Expense:

Operation and Maintenance Expenses $ 1,436,049

Depreciation & Amortization 210,240

CIAC Amortization (3,181)

General Taxes 77,928

Interest Expense 191,409

Total Expenses Net of Income Taxes $ 1,912,445
State Taxable Income $ (245,276)
Multiplied by the State Tax Rate® 6.00%
State Income Tax $ (14717 $ (14,717)
Federal Taxable Income $ (230,559)
Muitiplied by the Federal Tax Rate 34.00%
Federal income Tax $ (78,380) (78,390)
Total Income Taxes $ (93,107)

Interest Expense. To reflect interest synchronization, Water Service proposed a

pro forma interest expense of $214,217 based on forecasted rate base and weighted
cost of debt. The Commission has recalculated this expense to be $191,352% based
on the rate base and weighted cost of debt found reasonable herein.

Based on the aforementioned adjustments to Water Service’'s pro forma
revenues and expenses, the Commission has determined Water Service's pro forma

net operating income at present rates to be $174,681 as shown in Table V.

% The Commission's past practice has been to use the highest tax rate
applicable. Citing KRS 141.040(1), Water Service claimed that the applicable state tax
was a graduated rate from 4% to 8%. The tax rates identified by Water Service,
however, were for tax years 1990 through 2004. KRS 141.040(3). The tax rate for tax
years beginning on or after January 1, 2007 ranges from 4% to 6%. KRS 141.040(6).

83 $5,484,135 (Commission Approved Rate Base) x 3.4892% (Commission
Approved Weighted Cost of Debt) = $191,352.
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Table IV: Pro Forma Income Statement
Water Service Commission
Pro Farma Pro Forma Pro Forma
Account Titles Operations Adjustments Operations
Operating Revenues $ 1,667,522 $ (353) $ 1,667,169
Operating Expenses
Operation & Maintenance Expenses $ 1,580,453 $ (144,404) $ 1,436,049
Depreciation & Amartization 258,932 (48,692) 210,240
General Taxes 77,750 178 77,928
Income Tax Expense (168,782) 75,675 (93,107)
Deferred Income Tax Expense (64,208) 0 (64,208)
Expense Reduction - Clinton Sewer (71,233) 0 (71,233)
Amortization CIAC & AIAC (3,181) 0 (3,181)
Total Operating Expenses $ 1,609,731 $ (117,243) $ 1,492,488
Net Operating Income 5 57,791 $ 116,890 $ 174,681
Interest Income/Expense
Interest Expense - Long-Term Debt 214,217 (22,808) 191,409
Net Income $ (156,426) $ 139,698 $  (16,728)

Rate of Return

Capital Structure. Water Service proposes an end-of-test-period capital structure

containing 53.03 percent long-term debt, and 46.97 percent common equity.?* The AG
did not state a position on Water Service's proposed capital structure.
The Commission agrees with Water Service, and finds that the capital structure

is as shown in Table V below.

Table V: Capital Structure
Percent
Long-Term Debt 53.03
Common Equity 46.97
Total Capital 100.00

8 Application, Exhibit 4, w/p [b-1], Capital Structure as of June 30, 2008.
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Long-Term Debt. Water Service proposes an embedded long-term debt rate of

6.58 percent.®® The AG did not state an opinion on Water Service's long-term debt rate.
We find the proposed cost of debt is reasonable and should be accepted.

Return on Equity. When Water Service's application was filed in January 2009, it

recommended a retum on equity ("“ROE") of 11.85 percent, from a range of 11.60
percent to 12.10 percent.

Water Service obtained its results from applying four ROE estimation
methodologies to two different proxy groups: a group of seven water companies and a
group of ten natural gas transmission and distribution companies. The criteria used for
selecting utilities to be included in each group was (1) they are included in the AUS
Utility Reports, (2) they have Value Line or Reuters consensus five-year eamings per
share growth rate projections, (3) they have a Value Line adjusted Beta, (4) they have
not cut or omitted their common dividends during the last five years ending in 2007 o}
through when the testimony was prepared, (5) they have at least 60 percent of total net
operating income derived from and at least 60 percent of total assets devoted to
regulated water or regulated gas distribution operations, and (6) they have not publicly
announced involvement with merger or acquisition activity.%

Water Service applied four different ROE estimation methodologies to both the
water utility proxy group and the natural gas distribution proxy group to arrive at its
recommendation. The Discounted Cash Flow ("DCF") model uses the current dividend

yield on common equity plus a growth component to estimate the total return expected

8 |d.

% Application, Direct Testimony of Pauline M. Ahem, at 18-21.
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by investors.%” The Capital Asset Pricing Model ("CAPM") and the Risk Premium Model
("RPM") models are similar in that both theorize that the return on common equity is
equal to the return on long-term debt plus a risk premium to shareholders for being
willing to invest in unsecured securities and being behind debt holders for claims on the
companies’ assets and earnings. For the RPM analysis, the company used expected
bond vyields for the company proxy groups. Historical risk premium studies and proxy
group betas were used to obtain a beta-adjusted market equity risk premium. Beta is a
measure of variability of a company's stock relative to the market. Combining the
expected bond yields and the risk premium yields the common equity cost rate.®® The
CAPM mode! added a beta-adjusted risk premium for the proxy groups to the yield on
long-term government bonds to obtain the estimated return on equity.®*® The
Comparable Earnings Model works on the principle that the cost of an investment is
equal to the cost of the next-best alternative. In this case, Water Service chose two
new proxy groups of domestic non-price-regulated firms using regression analysis to
reflect both the systematic and unsystematic risks of the seven water and ten natural
gas utilities. Two hundred firms were selected as being similar in risk to the water proxy
group and thirty-five companies were selected as being similar to the gas proxy group.
The returns on book common equity, net worth, or partner's capital were for the most

recent and/or projected five-year period as reported in Value Line.”™

7 |d. at 23-27.
8 |d. at 27-33.
% |d. at 33-38.

0 1d, at 40-44.
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Because Water Service is so much smaller than the companies in either the
water or the natural gas distribution proxy groups, size premium is included in the
recommended return on equity. The company argues that such a premium is
necessary to equalize the business risk between itself and the proxy group companies.
The company argues that a size adjustment of 362 basis points (3.62 percent) is
justified considering the water utilities proxy group and an adjustment of 432 basis
points (4.32 percent) is justified when compared to the natural gas proxy group. The
company, however, only adds 35 basis points (0.35 percent) to its cost of equity
range.”

In his brief, the AG argues that Water Service does not demonstrate an
understanding of the Kentucky regulatory framework applicable to water utilities.”
Moreover, the AG argues that Water Service is not sufficiently similar to the companies
in the two proxy groups and that the risks associated with those groups of companies
have not been sufficiently reconciled to Water Service's specific situation.”> The AG
ultimately argues that the company's ROE evidence is undependable. For a company
of Water Service's size, the “operating ratio” methodology is a widely accepted standard
and should be used to fairly establish an equity target.™

The Commission agrees with the AG that the operating ratio is the most

commonly used methodology in determining the return of a company the size of Water

" |d. at 13-15, 45-49; Water Service's Post-Hearing Brief, at 9-10 (filed August
31, 2009).

2 AG's Post-Hearing Brief, at 13 (filed August 31, 2009)
8 1d. at 13-14.

™ 1d. at 14.
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Service, and is highly preferable to a full ROE analysis such as the company has
presented. The Commission will accept the use of ROE analysis in determining Water
Service’s return in this case, but encourages the company to use the more appropriate
operating ratio methodology in the future. Having considered the analysis provided by
Water Service, as well as the comments of the AG, the Commission finds a reasonable
return on equity range to be 10.1 to 11.1, with a mid-point of 10.6. The approved 10.6
percent ROE includes a size adder as proposed by the company.

Weighted Cost of Capital. Applying the rates of 6.58 percent for long-term, and

10.6 percent for common equity to the adjusted capital structure produces an overall
cost of capital of 8.468 percent. We find this cost to be reasonable.

Authorized Increase

The Commission finds that Water Service’s net operating income for rate-making
purposes is $464,533. We further find that this level of net operating income requires

an increase in forecasted present rate revenues of $473,182, as shown in Table VI

below.
Table VI: Authorized Increase
Net Investment Rate Base $ 5,485,749
Multiplied by: Weighted Cost-of-Capital X 8.468%
Net Operating Income $ 464,533
Less: Forecasted Operating Income - 174,681
Operating Income Deficiency $ 289,852
Multiplied by: Gross-up Factor x__ 1.6324947
Revenue Requirement Increase $ 473,182

Rate Determination

Monthly Water and Fire Protection Rates. Water Service has requested its

monthly water rates and monthly fire protection rates be increased across the board by -

approximately 50.8 percent for all classes of customers. This method of increasing
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rates has been accepted by the Commission in the past, and nothing has been
demonstrated in this case that would persuade the Commission that this methodology is
not appropriate in this instance. Therefore, the Commission accepts Water Service's
proposed method of setting the monthly water and fire protection rates.

The revenue requirement determined reasonable herein is an approximate 29.01
percent increase over Water Service’'s normalized revenues. The Commission finds
that this percentage increase should be used to calculate Water Service’s monthly
water rates and fire protection rates.

Nonrecurring Charges: Water Service has asked to add a charge for New

Customer Accounts, Non Sufficient Funds and a Tampering Fee, as well as to increase
their charges for Service Connection, Service Charge, and Meter Testing. With one
exception, the proposed charges are supported by the expenses being incurred to serve
the customer. Accordingly, the Commission approves the new charges for New
Customer Accounts, Non Sufficient Funds, Tampering Fee, and the increase in the
charge for the Service Charge and Meter Testing. We also approve an increase in the
Service Connection charge, but we do not allow the increase requested by Water
Service.

Water Service has proposed a new service connection fee of $1,434 for five-
eighths inch and three-quarter inch meters. If approved, this would be the most
expensive connection charge for any jurisdictional utility. One reason that the proposed
nonrecurring charge is higher than other utilities is because Water Service has included

$486.75 in costs for dense grade gravel, concrete, and asphalt. Martin Lashua testified
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at the hearing that most connections required road construction that would necessitate
using these materials.

The Commission questions the reliability of this testimony. Other than Mr.
Lashua's general statement, Water Service has produced no evidence that
demonstrates why Water Service would have to reconstruct roadways for most
connections. For new developments, utility infrastructure is generally in place before
roadways are constructed, and therefore, there would be no damage to roads when
infrastructure is properly placed. In addition, most distribution lines are located next to
roadways, and only connections on opposite sides of the road would be likely to require
road repair. Moreover, we are unaware of any other utility that adds the cost of gravel,
concrete, and asphalt to its connection charges for residential meter sizes. Accordingly,
the Commission reduces the Service Connection fee by $486.75.

The Commission also finds it appropriate to eliminate $27 from the Service
Connection fee for establishing a new account and billing record. Water Service is also
proposing (and the Commission is approving) an account set-up, nonrecurring charge of .
$27, and therefore, this cost is redundant. Mr. Lashua testified that customers would
not ‘be charged the $27 new account fee in addition to the full $1,434 Service
Connection fee.

Therefore, the proposed connection fee shall be reduced by $513.75, and we
approve a Service Connection fee of $920.75. The Commission shall permit Water '
Service to recover gravel, asphalt, and concrete expenses on a case-by-case basis only
when those costs are incurred when good engineering practices require it. In order to

collect those additional expenses, Water Service must place language in its tariff on the
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same page as the Service Connection fee that states that a customer shall be
responsible for actual costs of gravel, asphalt, and concrete in addition to the Service
Connection fee when good engineering practices require road work in the scope of the
service connection.

Credit Card Fee. Water Service proposes to add language to its tariff so that it

may collect an additional fee if it permits customers to pay their bills by credit card. The
proposed language states:

The Company may allow payments to be made with cash, check,

credit/debit card. Customers who choose to pay by credit/debit card or

online shall be charged a per transaction fee plus a fee of a percentage of

amount to be paid. The fees shall be based on the bank fees billed to the

Company for such payments.

The Commission finds that the proposed credit/debit card language is too vague.
We have previously allowed utilities o collect an additional fee from its customers that is
identical to the fee the utility is being charged by a credit card company or an acquirer
bank. We have also required that the utility inform its customers of the formula used to
calculate the credit/debit card fee prior to any transaction. Mr. Lashua testified that
Water Service would be willing to disclose that information to its customers before each
credit/debit card transaction.”

Although the Commission does not approve the tariff language proposed by
Water Service regarding credit/debit card transactions, we find that Water Service

should be allowed to collect an additional fee from its customers that is identical to the

fee the utility is being charged by a credit card company or an acquirer bank for

™S Transcript of August 19, 2009, Hearing, at 130.
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customers paying their bills by credit or debit cards. The utility shall amend its proposed
tariff and use the following language:

The Company may allow payments to be made with cash, check, or
credit/debit cards. If, on the bill due date, an attempt to pay the credit card
or debit card is made and the card is declined for any reason, payment is
still due in full on that date and will be considered late after that date. All
late charges and penalties will be applied. If a customer is paying on our
disconnect day and the card is denied, the same rules as above apply, in
addition to service being disconnected.

When a customer makes a payment by credit card, the utility will assess a
fee equal to that charged to the utility by the credit or debit card
processing company fo process the transaction. This fee is generally
calculated using a formula applied to the balance of the amount charged
to the credit or debit account but may be a flat fee per transaction. Prior to
processing the transaction, the customer will be informed of the fee
amount and, upon request by the customer, the formula employed to
arrive at this fee amount.

City of Clinton - Sewer Rates. The City of Clinton owns sewer facilities, and its

city council has set its sewer rates to be 133% of the customer’s water bill.”® Because
KRS 278.010 specifically exempts cities from the definition of public utilities, the
Commission has no jurisdiction to regulate Clinton’s sewer facilities or operations.
Water Service operates Clinton's wastewater facilities and provides billing
services. Atthe hearing, Mr. Lashua testified that Water Service receives a flat fee from
the city for providing those services. He specifically stated that Water Service would not
generate additional revenue from its contract with the city if Water Service's water rates

were increased.”’

’® Clinton, Ky. Code § 50.20 (2007).

" Transcript of August 19, 2009, Hearing, at 122.
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In its post-hearing brief, Water Service corrected Mr. Lasuha's testimony.”
Based on the contract, the City of Clinton pays Water Service $15,000 annually (plus
automatic increases based on CPl) and 3 percent of gross revenues plus costs. Based
on these provisions, it appears that Water Service would generate additional revenues
from Clinton if its water rates increased. These additional revenues, however, are
based on operations outside the Commission's jurisdiction and, therefore, do not impact
the revenue requirement for Water Service's water operations.

As a governmental agency, the Commission is concermned with the interests of
the general public. As an agency specializing in utility regulation, we encourage utilities
to set rates that are based on the cost of providing that utility service. In viewing
Clinton’s sewer rate at a distance, we are concerned that, if Clinton’s sewer rate was set
at 133 percent of the water bill because those rates were based on the cost of sewer
service at that time, an increase in sewer rates resulting from an increase in water rates
would produce additional revenues that are not necessarily based on the cost of
providing sewer service.

We must make it clear that the Commission has no knowledge as to how the
Clinton City Council set its rate or about the costs associated with its sewer facilities. It

is entirely possible that the City Council set rates that were lower than the actual cost of

8 \Water Service's Post-Hearing Brief, at 22 (filed August 31, 2009).
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providing sewer service and are subsidizing the sewer operations with other funding. It
is also possible that the sewer rate increase that will occur as the water rate increases
will no longer be cost-justified. The Commission encourages Clinton’s public officials to
consider these concerns in the interest of its citizens.

Customer Bills for Average Usage. At the public meetings in Middlesboro and

Clinton, numerous customers of Water Service described their high bills and how a rate
increase would affect them. The customers also generally commended their local
Water Service staff for providing exemplary service. The Commission understands the
plight of the two communities that are served by Water Service, particularly in these
times of economic distress. As with all rate cases, the Commission must balance the
consumer interests of safe, reliable service with reasonable cost, and we believe that
we have accorriplished that goal in these proceedings.

The Commission typically uses a monthly average of 5,000 gallons of water to
reflect the average usage for a residential customer. The increase that the Commission
is authorizing Water Service will increase an average residential customer's bill in
Middlesboro by $5.12 (from $17.58 to $22.70) and in Clinton by $8.54 (from $29.46 to
$38.00). Undoubtedly, some customers will be affected more appreciably. We
recognize that this increase is not insignificant; nevertheless, the increase is necessary
in order for Water Service to maintain adequate service to all its customers.

SUMMARY
The Commission, after consideration of the evidence of record and being

otherwise sufficiently advised, finds that:
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1. Water Service's proposed rates would produce revenue in excess of that
found reasonable herein and should be denied.

2. The rates and nonrecurring charges set forth in the Appendix attached to
this Order are fair, just, and reasonable rates for Water Service to charge for service
rendered on and after the date of this Order.

IT IS THEREFORE ORDERED that:

1. The water rates proposed by Water Service are denied.

2. The rates and nonrecurring charges in the Appendix to this Order are
approved for service rendered by Water Service on and after the date of this Order.

3. Within 20 days of the date of this Order, Water Service shall file new tariff
sheets setting forth the rates and charges approved herein and reflecting their effective
date and that they were authorized by this Order.

By the Commission

ENTERED

Nov -3 29 !

KENTUCKY PUBLIC
SERVICE COMMISSION

ATTEST: é‘w
\ D /

Exefitive\Diredtor

-
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APPENDIX

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO. 2008-00563 DATED NOY -9 2009

The following rates and charges are prescribed for the customers in the area
served by Water Service Corporation of Kentucky. All other rates and charges not
specifically mentioned herein shall remain the same as those in effect under authority of

the Commission prior to the effective date of this Order.

Monthly Water Rates
CLINTON
5/8" x 3/4" Meter:
First 1,000 gallons $11.64 Minimum bill
Next 9,000 gallons 6.59 per 1,000 gallons
Next 15,000 gallons 6.05 per 1,000 gallons
Next 25,000 gallons 5.561 per 1,000 gallons
Next 50,000 gallons 4.89 per 1,000 gallons
All Over 100,000 gallons 4.27 per 1,000 gallons
1" Meter:
First 5,300 gallons $ 39.98 Minimum bill
Next 3,700 gallons 6.59 per 1,000 gallons
Next 15,000 gallons 6.05 per 1,000 gallons
Next 25,000 gallons 5.51 per 1,000 gallons
Next 50,000 gallons 4.89 per 1,000 gallons
All Over 100,000 gallons 4.27 per 1,000 gallons
11/2" Meter:
First 11,200 gallons $ 78.23 Minimum bill
Next 13,800 gallons 6.05 per 1,000 gallons
Next 25,000 gallons 5.51 per 1,000 gallons
Next 50,000 gallons 4.89 per 1,000 gallons
All Over 100,000 gallons 4.27 per 1,000 gallons
2" Meter: .
First 17,600 gallons $116.95 Minimum bill
Next 7,400 gallons 6.05 per 1,000 gallons
Next 25,000 gallons 5.561 per 1,000 gallons
Next 50,000 gallons 4.89 per 1,000 gallons
All Over 100,000 gallons 4.27 per 1,000 gallons
6" Meter:
First 250,500 gallons $1,186.60 Minimum bill

All Over 250,500 gallons 4.27 per 1,000 gallons



MIDDLESBORO
5/8" x 3/4" Meter:

First 1,000 galions $8.70 Minimum bill
Next 9,000 gallons 3.50 per 1,000 gallons
Next 15,000 gallons 3.19 per 1,000 gallons
Next 25,000 gallons 3.03 per 1,000 gallons
Next 50,000 gallons 2.71 per 1,000 gallons
All Over 100,000 galions 2.48 per 1,000 gallons
1" Meter:
First 6,000 gallons $ 26.18 Minimum bill
Next 4,000 gallons 3.50 per 1,000 gallons
Next 15,000 gallons 3.19 per 1,000 gallons
Next 25,000 gallons 3.03 per 1,000 gallons
Next 50,000 gallons 2.71 per 1,000 gallons
All Over 100,000 gallons 2.48 per 1,000 gallons
11/2" Meter:
First 13,000 gallons $49.72 Minimum bill
Next 12,000 gallons 3.19 per 1,000 gallons
Next 25,000 gallons 3.03 per 1,000 gallons
Next 50,000 gallons 2.71 per 1,000 gallons
All Over 100,000 gallons 2.48 per 1,000 gallons
2" Meter:
First 21,400 gallons $ 76.49 Minimum bill
Next 3,600 gallons 3.19 per 1,000 gallons
Next 25,000 gallons 3.03 per 1,000 gallons
Next 50,000 gallons 2.71 per 1,000 gallons
All Over 100,000 gallons 2.48 per 1,000 gallons
3" Meter:
First 68,400 gallons $ 213.60 Minimum bill
Next 31,600 gallons 2.71 per 1,000 gallons
All Over 100,000 gallons 2.48 per 1,000 galions
4" Meter:
First 127,500 gallons $ 367.33 Minimum bill
All Over 127,500 gallons 2.48 per 1,000 gallons
6" Meter:
First 281,500 gallons $ 748.79 Minimum bill
All Over 281,500 galions 2.48 per 1,000 gallons
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Monthly Fire Protection Rates for Water Service Corporation

Private Sprinkler 19.35 per sprinkler
Private Hydrant 19.35 per hydrant
Municipal Hydrant 4.30 per hydrant

Nonrecurring Charges for Water Service Corporation
Service Connection/Tap-on Fee

5/8” x ¥%"Meter $920.75

All other meter sizes Actual Cost
Tampering Fee $27.00
Non-Sufficient Funds Charge $15.00
Service Reconnection Charge $27.00
New Customer Account Setup Fee $27.00
Service Charge $27.00
Meter Testing Fee $20.00

Credit/Debit Card Fee:

The Company may allow payments to be made with cash, check, or
credit/debit cards. If, on the bill due date, an attempt to pay the credit card
or debit card is made and the card is declined for any reason, payment is
still due in full on that date and will be considered late after that date. All
late charges and penalties will be applied. If a customer is paying on our
disconnect day and the card is denied, the same rules as above apply, in
addition to service being disconnected.

When a customer makes a payment by credit card, the utility will assess a
fee equal to that charged to the utility by the credit or debit card
processing company to process the transaction. This fee is generally
calculated using a formula applied to the balance of the amount charged
to the credit or debit account but may be a flat fee per transaction. Prior to
processing the transaction, the customer will be informed of the fee
amount and, upon request by the customer, the formula employed to
arrive at this fee amount.
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Honorable John N Hughes
Attorney at Law

124 West Todd Street
Frankfort, KY 40601

Honorable David Edward Spenard
Assistant Attorney General
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WATER SERVICE CORPORATION OF KENTUCKY
Case No. 2013 - 00237

Calculation ef Salary and Benefits
Test Year 12/31/2012
Position
Maintenance
Maintenance 1 Field Tech I
Maintenance 2 Operator I
Maintenance 3 Field Tech 1
Maintenance 4 Regional Manager
Maintenance 5 Lead Operator
Maintenance 6 Field Tech1
Maintenance 7 Operator If
Maintenance 8 Field Tech 1
Maintenance 9 Field Tech 1
Maintenance 10 Operator I
Maintenance 11 Administrative Assistant
Supervisory
Supervisory 1 Regional Director
Supervisory 2 Regionsl Vice President
Supervisory 3 Executive Assistant
Supervisory 4 Regional Finance Manager
Supervisory 5 Regional Compli & Safety M
Total Operator Salary
Operator Allocation
Maintenance 1 Field Tech T
Maintenance 2 Operator I
Maintenance 3 Field Tech 1
Maintenance 4 Regional Manager
Maintenance § Lead Operator
Maintenance 6 Field Tech I
Maintenance 7 Operator I
Maintenance 8 Field Tech I
Maintenance 9 Field Tech 1
Maintenance 10 Operator II
Maintenance 11 Administrative Assistant
Supervisory
Supervisory 1 Regional Director
Supervisory 2 Regional Vice President
Supervisory 3 Executive Assistant
Supervisory 4 Regional Finance Manager
Supervisory 5 Regional Compliance & Safety Manager
Total Operator Allocation

[1] Salaries Annualized to include an estimated 3.0% raise effective 4/01/2013

v/p [b]
Cenfidential
Total 12/31/2012 Company
Annualized FICA FUTA SUTA Total Health 401(k) Contribution 1273112012 Total

Salary [} 7.65% 7,000@ 8%  9,300@3.3% Taxes Insurance at 3% at 4% Other Beacfits
50,756 3,883 56 307 4,246 7,482 1,523 2,030 454 11,488
39,907 3,053 56 307 3,416 7,482 1,197 1,596 454 10,729
32,332 2,473 56 307 2,836 7,482 970 1,293 454 10,199
73,655 5,635 56 307 5,998 7482 2,210 2,946 454 13,091
51,470 3,937 56 307 4,300 7482 1,544 2,059 454 11,538
34,134 2,611 56 307 2,974 7482 1,024 1,365 454 10,325
40,127 3,070 56 307 3,433 7,482 1,204 1,605 454 10,744
26,858 2,055 56 307 2,418 7482 806 1,074 454 9,815
33,866 2,591 56 307 2,954 7,482 1,016 1,355 454 10,306
42,966 3,287 56 307 3,650 7,482 1,289 1,719 454 10,943
38,883 2,975 56 307 3,338 7482 1,166 1,555 454 10,657
124,819 8,859 56 307 9,222 7482 3,745 4,993 454 16,673
184,998 9,732 56 307 10,095 7,482 5,550 7,400 454 20,885
69,913 5,348 56 307 5,711 7482 2,097 2,797 454 12,829
72,407 5,539 56 307 5,902 7,482 2,172 2,896 454 13,004
60,864 4,656 56 307 5,019 7,482 1,826 2,435 454 12,196
977,957 69,704 896 4,910 75,510 119,710 29,339 39,118 71,256 195,423
50,756 3,883 56 307 4,246 7,482 1,523 2,030 454 11,488
39,907 3,053 56 307 3,416 7,482 1,197 1,596 454 10,729
32,332 2,473 56 307 2,836 7,482 970 1,293 454 10,199
73,655 5,635 56 307 5,998 7,482 2210 2,946 454 13,091
51,470 3,937 56 307 4,300 7482 1,544 2,059 454 11,538
34,134 2,611 56 307 2,974 7,482 1,024 1,365 454 10,325
40,127 3,070 56 307 3,433 7,482 1,204 1,605 454 10,744
26,858 2,055 56 307 2,418 7,482 806 1,074 454 9,815
33,866 2,591 56 307 2,954 7,482 1,016 1,355 454 10,306
42,966 3,287 56 307 3,650 7,482 1,289 1,719 454 10,943
38,883 2975 56 307 3,338 7,482 1,166 1,555 454 10,657
27,058 1,920 12 67 1,999 1,622 812 1,082 98 3,614
12,908 679 4 21 704 522 387 516 32 1,457
4,878 3i7n 4 21 398 522 146 195 32 895
5,052 386 4 21 412 522 152 202 32 907
4,247 325 4 21 350 522 127 170 32 851
519,099 39,254 644 3,528 43,426 86,010 15,573 20,764 5214 127,561
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CASE No. 2013-00237
WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO COMMISSION STAFF’S SECOND INFORMATION REQUEST

10. a. Provide all studies and analysis that WSKY or Ul have conducted or
commissioned on prevailing wages in the Clinton region, the Middlesboro region, or in the state
of Kentucky.

RESPONSE: Please refer to Mr. Shambaﬁgh’s Testimony, which was attached to the
Application in Exhibit 5.

b. If no studies or analysis have been conducted or commissioned, explain
why not.
RESPONSE: Please refer to the response provided in 10(a).

c. Explain why, in light of the present economic conditions, both locally and
nationally, the 2013 wage increases are reasonable and appropriate.

RESPONSE: Salary increases are necessary to enable WSCK to maintain a skilled and
competent workforce so as to continue to provide safe and reliable drinking water to its
customers at fair, just, and reasonable rates.

Witness: Lowell Yap
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CASE No. 2013-00237
WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO COMMISSION STAFF’S THIRD INFORMATION REQUEST

11. Refer to WSKY’s Responses to the Commission’s Second Request, Item 10.

a. Confirm that a study of the prevailing hourly wage rates was not conducted
in the Clinton region, the Middlesboro region, or in the state of Kentucky.

b. Explain how a per-customer cost analysis that divides total salary expense
by the number of customers served shows that the employee hourly wage rates are
reasonable.

C. In its salary analysis WSKY selected 12 water utilities that are regulated by

the Commission. For each utility selected, indicate whether it purchases or produces its
water and identify the region of the state in which it operates.

d. WSKY analyzed the management and office staff costs contained in four
Commission rate decisions. For each utility selected, indicate whether it purchases or
produces its water and identify the region of the state in which it operates.

e. Provide documentation to support WSKY's statement that “[s]alary increases
are necessary to enable WSCK to maintain a skilled and competent workforce....”

RESPONSE:

a. Mr. Shambaugh did not perform an analysis specifically addressing the
prevailing wage rate as part of the Affiliate Charges study that addresses the
allocation of corporate charges related to direct and indirect administrative
costs.

b. The information set forth on Exhibit D of Mr. Shambaugh’s testimony was
taken from the records on file with the Commission as reported by the various
water districts. Exhibit D, Page 1 of 3, was utilized to assess the relative size of
the comparable group to WSCK. Mr. Shambaugh utilized the data as factual
and representative of those systems total salaries and wages. He had no
indications from the documents reviewed that the reported actual salaries and
wages for each system were not reasonable.

A per-customer cost analysis can show that employee wage rates are reasonable
by demonstrating that customers are paying similar costs for similar services.
This type of analysis has the advantage of factoring in productivity where other
analyses may not. For example, a company with highly productive workers can
have a smaller workforce and pay higher salaries to their efficient workers than
a company that has less productive workers and still maintain the same value of
its product. A per-customer cost analysis shows that the company’s expenses
are reasonable because that company is providing the same service at the same
price; whereas, a generic comparison of mean salaries in the industry would
discourage workplace productivity and salary recognition thereof.
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CASE No. 2013-00237
, WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO THE ATTORNEY GENERAL’S INITIAL REQUEST FOR INFORMATION

1. How many total customers does WSCK serve? For this question and its subparts,
please do not reference other documents but do provide the specified number.
a. How many in Bell County?
b. How many in Hickman County?
RESPONSE: Water Service Corporation of Kentucky (“WSCK”) serves 6507 customers total.
a. 5900
b. 607

Witness: Lowell Yap
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Water Service Corporation of Kentucky
Case No. 2013 - 00237

Test Year 12/31/2012

Revenue Requirement Summary

Operating Revenues
Service Revenues - Water
Service Revenues - Sewer
Miscelianeous Revenues
Uncollectible Accounts

Total Operating Revenues

Maintenance Expenses
Salaries and Wages
Purchase Water/Sewer
Purchased Power
Maintenance and Repalir
Maintenance testing
Meter Reading
Chemicais
Transportation
Operating Exp. Charged to Plant
Outside Services - Other

Total

General Expenses
Salaries and Wages
Office Supplies & Other Office Exp.
Reguiatory Commission Exp.
Pension & Other Benefits
Rent
insurance
Office Utilities
Bad Debt Expense
Service Company - Allocated Expenses
Miscelianeous

Total
Depreciation
Amortization of PAA
Taxes Other Than Income
Expense Reduction Related to Clinton Sewer Ops
Income Taxes - Federal
Income Taxes - State
Amortization of CIAC

Total
Total Operating Expenses
Net Operating income
Other income
Interest During Construction

Interest on Debt

Net income

Sources:

Appendix A

Schedule LY-R1 Revised

WSCK WSCK WSCK WSCK
WSCK Rebuttal Rebuttal Rebuttal Rebuttal
Pro Forma Pro Forma Pro Forma Proposed Pro Forma
Present Rates Adiustment Present Adlustment Proposed
$2,103,813 $2,103,813 $236,802 ()  $2,340,615
78,995 78,995 78,995
(38,028) 38,028 (A} 0 0
2,144,780 $38,028 $2,182,808 $236,802 $2,419,610
519,099 {61,133} (B} 517,966 517,966
85,200 85,200 85,200
95,111 95,111 95,111
98,163 98,163 98,163
34,092 34,092 34,092
0 0 ]
145,421 145,421 145,421
34,774 34,774 34,774
{163,869) - {K) {163,869) {163,869)
30,001 30,001 30,001
$877,592 {81,133) $876,859 s0 $876,859
$173,648 S0 {B) $173,648 $173,648
79,610 79,610 79,610
73,660 15,430 {C) 89,090 89,090
160,716 {79) (D) 160,637 160,637
6,254 6,254 6,254
63,192 63,192 63,192
54,273 . 54,273 54,273
0 38,028 (A) 38,028 4,286 42,314
0 {12,904) (E) {12,504) {12,904)
12,173 (500} {F) 11,673 11,673
$623,526 $39,975 $663,501 54,286 $667,787
$281,828 S0 (Y $281,828 $281,828
0 ! 0
144,063 (87) (G) 143,976 375 144,351
(120,708) 0 (H) {120,708) {120,708)
54,491 {232) {1} 54,259 74,192 128,451
10,230 (a8} (1) 10,186 13,928 24,115
(4,229) {4,229) {4,229}
$365,675 362 $365,313 £88,455 $453,808
$1,867,193 $38,480 $1,905,673 $92,782 $1,998,454
$277,587 452 $277,135 144,020 $421,155
] 0 0
{1,730) {1,730 (1,730)
171,808 0 (M) 171,809 171,809
$ 107,508 $ {452) $ 107,056 $ 144,020 $ 251,076

{A) Bad Debt Expenses transferred from revenue reduction to expense Increase.

{B) Schedule LY-R2
{C) Schedule LY-R7 [NEW SCHEDULE]
{D} Scheduie LY-R3
() Schedule LY-R4
{F) Schedule ACC-7
{G) Schedule LY-RS

{H) Adjustment not hecessary since Company Is not accepting AG adjustment related ta Clinton Sewer Operations. The Commisslon accepted this

methodalogy in Case No. 2010-00476,
(1) Schedule LY-R8 [NEW SCHEDULE]
(4) Scheduie LY-R6 Revised

(K) Adjustment not necessary since Company is not accepting AG adjustment to remove 3% salary increase.
(L} Adjustment not necessary since Comipany Is not accepting AG adjustment related to Project Phoenix costs. in order to expedite this case, the
Company is reverting back to original position using composite rates.
{M) Adjustment not necessary since Company is not accepting AG adjustment related to Project Phoenix costs.

AG Exhibit
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CASE No. 2013-00237
WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO THE ATTORNEY GENERAL’S INITIAL REQUEST FOR INFORMATION

24. For each member of the WSCK board of directors
a. Indicate whether the director also serves as a director or an officer of Utilities,
Inc., or a Utilities, Inc., subsidiary; and,
b. If applicable, identify the corresponding affiliate and position held.

RESPONSE: They are no Directors of Utilities, Inc., but they are Officers of Utilities, Inc., with
the following titles:

e Lisa Sparrow — President and CEOQ,;
e John Stover - Vice President and Secretary.

Ms. Sparrow and Mr. Stover are also directors of, and hold the above described titles in, all other
subsidiaries of U, including WSCK.

Witness: Lowell Yap

AG Exhibit N



CASE No. 2013-00237
WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO THE ATTORNEY GENERAL’S INITIAL REQUEST FOR INFORMATION

22. Please identify the members of WSCK’s board of directors.

RESPONSE: WSCK’s members of the Board of Directors are Lisa Sparrow and John Stover.

Witness: Lowell Yap

AG Exhibit 10




Water Service Corporation of Kentucky
Case No, 2013 - 00237

Test Year 12/31/2012

Regulatory Commission Expense

Legal Fees

Consulting fees
AUS
Bayrenbruch

Customer Notices:
Newspaper Publications

Fed Ex, mailings, postage, and miscellaneous costs

# of Trips/
Personnel Cost Nights
Travel
Airfare 4 500 1
Hotel/Meals 5 200 2
Rental Car 200
Water Service Personnel
hours rate 3
Daniel, Carl 4900 $ 13065 § 6,402
Feathergill, Adam K 9750 % 22.00 2,145
Guttormsen, Robert A 231.53 3§ 32.00 7409
Haas, Bruce T. 123.00 3 81.00 9,963
Leonard, James R. 2100 S 37.05 778
Liskoff, David 109.00 % 39.00 4,251
Lubertozzl, Steven M. 2478 § 103.00 2,552
Lupton, Helen C. 300 § 4800 144
Neyzelman, Dimltry 216.10 § 48,00 10,373
Valrie, Lawanda N. 4400 § 23.00 1,012
Vaughn, Stephen R. 13.00 § 37.05 482
Yaplr, Lowell M. 80150 3 32,00 25,648

Total
Total Cost of current case
Unamortized Rate Case Expense
Total Rate Case expense
Amortized over 3 years
Amortization Expense per Rebuttal
Per Company's Original Filing

Rebuttal Adjustment

Actual as of
3/31/2014

3

61,050

35,261
16,120

2,920

355

71,159

186,864
27,505
214,369
3

71456

Estimated

Amount to

Complete

18,950

5,000

5,000

1,000

355

2,000

2,000

200

Revised

Estimated R g Current Remaining Actual and
Total Hours  Hours Rate $ Est d
60 11 3 131 3 1437 § 7,839
100 s 22 55 % 2,200
240 8§ § 32 271 § 7,680
160 37 3 81 2997 § 12,960
50 29 § 37 1,074 § 1,853
140 31 % 39 1,209 § 5460
80 55 % 103 - 5688 3 8240
25 22 5 48 1,056 § 1,200
300 84 £ 48 4,027 § 14,400
50 6 $ 23 138 3 1,150
25 12 § 37 45 3 926
802 0§ 32 - § 25648

AG Exhibit
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Appendix A
Schedule LY-R7

Actual &
Estimated Cost to
Complete

20,000
40,261
21,120

3,920

709

2,000
2,000
200

89,556

. 239,767
27,505
267,271

3

$ 89,090
)

$ 73,660

3 15,430
e



CASE NO0.2013-00237
WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO THE ATTORNEY GENERAL’S INITIAL REQUEST FOR INFORMATION

81. Provide a copy of all contracts with consultants or other third parties for rate case
services claimed in this filing.

RESPONSE: Please see the attached engagement letter between WSCK and AUS Consulting.
There was no specific contract with Mr. Baryenbruch. Please see the Testimony of Mr.
Baryenbruch which describes the scope of work performed for this rate case and the response to
Item 34 above. There is no written contract with the law firm of Sturgill, Turner, Barker, and
Moloney related to legal fees for this rate case.

Witness: Lowell Yap

AG Exhibit 1 2



GARY D. SHAMBAUGH
AU ;5 Principal & Director

AUS CONSULTANTS

( onsulrants

275 Grandview Avenue, Suite T00 —
Camp Hill, PA 17011

- 717.763.9890 » Te!l _
717.763.9931 « Fax

gshambaugh@ausinc.com -

June 7, 2013

Mr. Steve M. Lubertozzi

Exec. Director of Regulatory Acct. & Affairs
Utilities, Inc.

2335 Sanders Road

Northbrook, IL 60062-6196

RE: Water Services Corporation
of Kentucky

Dear Mr. Lubertozzi:

We understand that Utilities, Inc. (the “Company”) wishes to retain AUS Consultants
to prepare the support for the indirect expense allocations to Water Services Corporation of
Kentucky (“WSKY™) from the parent company, Utilities, Inc.

Scope of the Project

~

It appears that the Public Service Commission is holding WSKY to a higher standard
with regard to affiliated transactions. By virtue of the Attorney General’s arguments the
Commission disallowed the entire allocation of indirect costs ($169,886) which are largely
composed of corporate salaries. AUS Consultants would propose the following approach to
the project:

e A complete review of Ul’s allocation process including
the costs and the basis for the allocations.

e Provide a breakdown of the claimed allocation of salaries
and wages relative to the services provided by operating



Water Services Corp. of Kentucky
June 7, 2013
Page 2

category such as engineering, accounting, management,
etc., and

e Search for accepted costs by category in other Kentucky
water cases.

I would suggest that the approaches outlined above will make it difficult for the
Attorney General to disallow, in total, all indirect allocation of corporate costs.

We have considered that the Company will assist in providing the affiliated corporate
cost allocations, the review of the corporate allocation process and in researching other
similar sized Kentucky water utilities for comparative costs.

Cost Estimate

AUS Consultants estimates that the professional fees for ready-to-file work including
direct testimony will be approximately $15,000 to $18,000. Based upon our projected
estimate of hours required to complete the work, our effective hourly rate would be
approximately $200.

Out-of-pocket expenses for clerical, travel, communication and production will be
invoiced at cost, in addition to the professional fee quote. Our invoices are due and payable
upon receipt. Interest will accrue at the prime rate plus two point on all invoices not paid
within 30 days. AUS Consultants reserves the right to cease work on the projects for non-
payment on all outstanding invoices. N

Post filing work will be invoiced based upon the level of expertise and consultants
assigned to the task. The hourly rates for our professional staff are as follows:

Rate per Hour
Gary D. Shambaugh $225
Dylan W. D’ Ascendis 160

Selby P. Jones 140



Water Services Corp. of Kentucky
June 7, 2013
Page 3

AUS Consultants appreciates the opportunity to again provide our services to
Utilities, Inc. Upon the acceptance of our engagement letter, AUS Consultants will provide
an initial data request and set a tentative date for a meeting in the Company’s offices.

Respectfully submitted,
AUS Consultants

By: Gary D. Shambaugh

Accepted by:
Utilities, Inc.

%&Z@% 6//8/ fics

Signature & Title

Date
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Water System

Muhlenberg County Water District
McCreary County Water District
Grayson County Water District
Henderson County Water District
Henry County Water District
Southeast Daviess County Water District
Bullock Pen Water District

Green River Vallay Water District
Rowan Water, Inc.

South Eastern Water Assoclation
Oldham County Water District
Western Pulaski County Water District

Totals

Water Service Corporation of Kentucky

O

Water Service Corporation of Kentucky

Comparison of Annual Operating Revenues with Similar Sized

Kentucky Water Utilities

Total Operating Revenues Number of
2011 2012 Customers
$3,003,131 5,983
2;878,024 6,192
$3,239,287 6,389

2,827,068 6,384

3,383,411 6,261
1,840,663 6,568
3,966,563 6,742

4,265,256 6,791
2,587,625 6,855

3,689,670 7,781
4,897,917 7,797

2,344,308 8,046
$21,404,463 $17,518,460 81,788
$2,252,368 7,388

Annual Cost Monthly Cost
Per Customer Per Customer

$501.94 $41.83
464.80 38.73
507.01 4225
442.34 36.90
540.39 45.03
280.25 2335
58834 49.03
628.07 52.34
377.48 3146
474.19 3952
62818 52.35
291.36 24.28
$475.89 $39.66
$304.87 $25.41

AG Exhibit
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26000 Muhlenberg County Water District #3 01/01/2011 - 12/31/2011
Water Operating Revenue (Ref Page: 27) . .

o ; R
Sales to Commercial Custome
CoR

es @61.4)

Fire Protection Revenue (462)

% s

Total Other Water Revenues 4 . $28,021.90
AG Exhibit \
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26000 Muhlenberg County Water District #3 01/01/2011 - 12/31/2011
Water Operating Revenue (Ref Page: 27)

Total Water Operating Revenues

7/16/12013 Page 49 of 67
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Water System

Mubhlenberg County Water District
McCreary County Water District
Grayson County Water District
Henderson County Water District
Henry County Water District
Southeast Daviess County Water District
Bullock Pen Water District

Green River Valley Water District
Rowan Water, Inc.

South Eastern Water Association
QOldham County Water District
Waestern Pulaski County Water District
Totals

Less:
Grayson County Water District

Water Service Carporation of Kentucky

O O

‘Water Service Corporation of Kentucky

Comparison of Annual Solaries & Wages with Similar Sized

Kentucky Water Utllitles

Total Salaries & Wages Number of Annual Cost  Monthly Cost
2011 2012 Customers Per Customer Per Customer
$686,497 5,983 $114.74 $9.56
726,214 6,192 117.28 9.77
$0 6,389 0.00 0.00
685,938 6384 167.45 895
654,313 6,261 104.51 871
256,385 6,568 39.04 325
656,865 6,742 97.43 812
818,725 6,791 120.56 1005
514,079 6,855 74.99 6.25
298,205 7,781 38.32 319
802,357 7,797 102.91 858
258,657 8,046 32315 268
43698996  $2,659,239 81,789 §71.74 $6.48

%0 6,389
$3698996  $2,659,239 75,400 $84.33 $7.03
$491,593 7,388 $66.54 $5.54

g4o0 T aded
auquxa
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Water Service Corporation of Kentucky

Comparison of Annual Solaries & Wages - Officers and Directors with Similor Sized

Water System

Muhlenberg County Water District
McCreary County Water District
Grayson County Water District
Henderson County Water District
Henry County Water District
Southeast Daviess County Water District
Bullock Pen Water District

Green River Valley Water District
Rowan Water, Inc.

South Eastem Water Association
Oldham County Water District
Western Pulaski County Water District
Totals

Less:
Grayson County Water District

Water Service f:orporationof Kentucky

Kentucky Water Utifitles

Officers & Directors

Total Salartes & Wages Number of

2011 2012 Customers

$18,000 5,983

15,200 6,192

) 6,389

10,500 6,384

28,800 6,261

59,378 6,568

13,000 6,742

14,600 6,791

20,241 6,855

43,000 7,781

30,000 7,787

12,200 8,046

$191,078 $73,711 81,789

$0 6,388

$191,078 $73,711 75400

$5?,748 ' 7,388

Annual Cost Monthly Cost
Per Customer Per Customer

$3.01 $0.25
244 0.20
0.00 000
164 0.14
4,60 .38
9.04 o7s
193 016
215 0.18
295 0.25
553 0.46
3.85 032
152 013
$3.24 $0.27
4351 $0.29
$8.09 $0.67

€107 afeq
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O

Water Service Corporation of Kentucky

Comparison of Annual Salarles & Wages - Combined Reporting of Costs For Similar Sized

Kentucky Water Utilities
Officers & Directors

Total Salaries & Wages Number of Annual Cost  Monthly Cost
Water Systern 2011 2012 Custormers PerCustomer Per Customer
Muhlenberg County Water District $704,497 5983 $117.75 $9.81
McCreary County Water District 741,314 6,192 119.72 9,98
Grayson County Water District $0 6,389 0.00 0.00
Henderson County Water District 696,438 6,384 109.08 909
Henry County Water District 683,113 6,261 108.11 9.09%
Southeast Daviess County Water District 315,763 6,568 48.08 4.01
Bullock Pen Water District 668,865 6,742 93.36 8.28
Green River Valley Water District 833,325 6,791 122,71 10.23
Rowan Water, Inc. 534,290 6,855 77.94 6.50
South Eastern Water Association 341,205 7,781 43.85 3.65
Oldham County Water District 832,357 7,787 106.75 8.90
Western Pulaski County Water District 270,857 8,046 33.66 2.81
Totals $3,830074  $2,732,950 81,789 ' $80.98 $6.75
Less:

Grayson County Water District $0 6,389
$3,850,074  $2,732,950 75,400 $87.84 $7.32

Water Service Corporation of Kentucky $551,381 7,388 ~ $7483 $6.22

€40 € adeq
a uqiyxa



CASE No. 2013-00237
WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO COMMISSION STAFF’S SECOND INFORMATION REQUEST

20.  Refer to page 6 of Mr. Baryenbruch's Direct Testimony.

RESPONSE: Before answering the individual parts of this interrogatory, it should again be
made clear that Mr. Baryenbruch’s review did not entail an audit or highly detailed data-
gathering process. This interrogatory asks for detailed before-and-after Project Phoenix
comparative information that would have been prohibitively expensive and unnecessary for him
to reach his conclusions. Project Phoenix involved the implementation of applications
commonly used by the utility industry, with well-known benefits. Project Phoenix implemented
Oracle’s JD Edwards EnterpriseOne (JDE) which, until last year, was used by American Water
Company. Project Phoenix also implemented Oracle’s Utilities Customer Care and Billing
(CC&B) System, a module of which is used by Duke Energy for its wholesale and joint owner
billings. Oracle is one of the world’s largest software vendors and a leading supplier to the
utility industry. The two industry-standard Oracle applications replaced a customer system
developed in-house at Ul and a financial system that had run out of warranty with its vendor.
UI’s two old systems had definitely reached the end of their useful lives and needed to be
replaced.

a. Provide documentation to show that the implementation of Project
Phoenix directly resulted in a reduction in time to handle customer inquiries.

RESPONSE: The new CC&B system consolidated customer information into one location for
call center representatives to access while responding to customer inquiries.

All Customer Service Representatives use the Oracle Customer Care and Billing system on a
daily basis to look up customer accounts to answer billing questions. On the home screen,
CC&B displays customer information, premise address, meter information, service type, account
financial history and premise field activity history to assist customer service representatives with
customer inquiries in a quick and efficient manner.

CC&B is a web based software program with numerous links that allow a customer service
representative to drill deeper into specific information about specific bills, meter reads, field
activities, collection and severance processes that are displayed at a high level on the home
screen. A customer service representative can review current and past customer contacts
allowing them to answer customer questions that may have arisen previously.

In addition to customer service representatives accessing CC&B, field personnel also utilize
CC&B to retrieve and complete field activities in a live environment so that customer service
representatives have the information available as soon as the order is completed. This allows the
customer service representatives to respond more quickly to customer questions about service
related issues.

AG Exhibit | o



CASE NoO. 2013-00237
WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO THE ATTORNEY GENERAL’S INITIAL REQUEST FOR INFORMATION

30. Please provide the date(s), location(s), attendance sign-in records, agendas, meeting
notes and minutes for any public meetings held by WSCK, Utilities, Inc., and or
Corix Utilities for customers in the City of Clinton and the City of Middlesboro for
calendar years 2012 and 2013.
RESPONSE: There have been none to date.

Witness — James Leonard and Bruce Haas

AG Exhibit \



COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

JOINT APPLICATION OF CORIX UTILITIES
(ILLINOIS) LLC; HYDRO STAR, LLC; UTILITIES, )
INC.; AND WATER SERVICE CORPORATION OF ) CASE NO. 2012-00133

KENTUCKY FOR THE TRANSFER AND )
ACQUISITION OF CONTROL PURSUANT TO KRS )
278.020

ORDER

Corix Utilities (lllinois) LLC (“Corix Utilities”); Hydro Star, LLC (“Hydro Star”);
Utilities, Inc.; and Water Service Corporation of Kentucky ("Water Service Corporation”)
(collectively "Joint Applicants”) have applied for Commission approval of the indirect
transfer of control of Water Service Corporation to Corix Utilities from Highstar Capital
Fund I, L.P. and certain of its affiliates and co-investors.'

Having considered the Application and the evidence of record, the Commission
finds that:

1. Water Service Corporation, a Kentucky corporation organized under KRS

Chapter 271B, owns and operates facilities used in the treatment, storage,

Joint Applicants filed their application with the Commission on Aprit 16, 2012. The Attorney
General (“"AG”") is the only party who has been granted leave fo intervene in this proceeding. Following
our receipt of the Application, the Commission established a procedural schedule that provided for
discovery and a hearing. At the Joint Applicants’ request, Commission Staff convened an informal
conference in this matter on July 12, 2012. On July 27, 2012, the Joint Applicants and the AG advised
the Commission in writing of certain conditions that they agreed were necessary to render the proposed
transfer of control in the public interest. On August 2, 2012, the Commission conducted a hearing in this
matter. The only persons present were counsel for the parties. The record indicates that no public
comments regarding the proposed transfer have been received.

AG Exhibit l ‘é



transmission, and distribution of water to approximately 7,388 customers in Middiesboro
and Clinton, Kentucky.?

2. As of December 31, 2011, Water Service Corporation reported net utility
plant of $5,656,367.°

4. As of December 31, 2011, Water Service Corporation reported “Total
Assets and Other Debits” of $6,326,664.*

5. As of December 31, 2011, Water Service Corporation’s only major liability
was an account payable of $1,667,632 that is owed to Utilities, Inc. Water Service has
no long-term indebtedness.’

6. Utilities, Inc., a corporation organized under the laws of lliinois, is one of
the largest privately owned water utilities in the United States and provides water and
wastewater service to more than 290,000 residential customers in 15 states.®

7. Utilities, Inc. owns ‘aII issued and ouistanding capital stock of Water
Service Corporation.

8. Hydro Star Holdings Corporation, a corporation organized under the laws

of Delaware, owns all of Utilities, Inc.'s issued and outstanding shares.”

Annual Report of Water Service Corporation of Kenltucky to the Public Service Commission of
Kentucky for the Year Ended December 31, 2011 at 5, 30; Application at §| 6.

®  Annual Reportat 7.
*odoat7.
® Id atg.
6
App. § 8.

7 App. §10.
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9. Hydro Star, a Delaware limited liability company, owns all of the issued
and outstanding shares of Hydro Star Holdings Corporation.®

10.  The following entities hold the following interests in Hydro Star: Highstar
Capital Il Prism Fund, L.P. (29.87 percent); Highstar Capital Fund I, L.P. (43.87
percent), Hydro Star Interco L.L.C (8.4 percent); and American General Life Insurance
Company (17.86 percent) (collectively "Highstar”).®

11. Cori* Utilities is a Delaware limited liability company that is engaged in the
ownership or operation of water, wastewater, and electric utiliies and the manufacture,
distribution, and sale of utility-related products and services.®

12.  Corix Infrastructure Inc. ("Corix Infrastructure”), a Canadian corporation,
holds through intermediate subsidiaries all outstanding membership interests of Corix
Utilities. Corix Infrastructure, together with its subsidiaries, is known as "the Corix
Group.”

13.  British Columbia Investment Management Corporation (“bciIMC”) and CAl
Capital Management, Inc., own approximately 84 percent of Corix Infrastructure’'s
outstanding interest.

14.  beclMC is an independent investment management corporation that

manages a globally diversified investment portfolio of $92.1 billion as of March 31, 2012

and is a long-term institutional investor in several leading utilities."” CAI Capital
®
° App. Ex. 4.
10 Id

" See hitp://www.bcimc.com (last visited Aug. 9, 2012).
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Management is a private equity firm that has invested or placed with co-investors over
$1.3 billion in equity or equity-related investments in North America.'?

15. The Corix Group collectively manages over $750 million in assets,
employs over 2,200 employees in North America and generates cumulative revenue of
approximately $540 million.™

16.  The Corix Group consists of three business segments:

a. The utilities division designs, builds, owns and operates utility
facilities. It owns or manages several water and wastewater system operations,
including those serving the city of Fairbanks, Alaska, the city of Langford, British
Columbia, several U.S. military installations, and the University of Oklahoma. These
operations provide water and wastewater service to over 350,000 persons.” The
operations are primarily conducted through Corix Utilities, Corix Multi-Utility Services
Inc., Corix Utilities (Oklahoma) Inc., Fairbanks Sewer and Water, Inc., Doyon Utilities
LLC and Corix Water Systems, Inc.

b. The utility services division provides measurement and metering
services and other specialized utility field services for municipalities, utilities, and
cooperatives throughout North America. The operations are primarily conducted
through Corix Utilities (US) Inc.'

C. The utility products division distributes pipes, valves, meters,

pumps, irrigation equipment, service and repair products that are used to transport

See hitp.//www.caifunds.com/aboutcai. html (last visited Aug. 9, 2012).
Joint Applicants' Response to Commission Staff's First Request for Information, ltem 3.
App. Ex. 2 at 6-7.

® .
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water and wastewater.’® The operations are conducted primarily through Corix Water
Products Limited Partnership, Corix Water Products (East) Inc., Corix Water Products
(US), Inc., and Corix Contro! Solutions, Inc.

17.  On February 17, 2012, Corix Utilities and Highstar executed a Purchase
and Sale Agreement under which Corix Utilities will acquire 100 percent of the issued
and outstanding membership interest of Hydro Star."”

18.  Corix Utilities has no current plans to change either Utilities, Inc.’s or
Water Service Corporation’s current senior management or officers. If the proposed
transaction occurs, the current management of Utilities, Inc. and Water Service
Corporation will remain in place to operate and manage Water Service Corporation’s
operations. No reduction in the current level of service is likely to result from the
proposed transaction.

18.  Corix Utilities does not anticipate any change to the capital structure of
Utilities, Inc. or Water Service Corporation upon completion of the proposed
transaction.'®

20.  Corix Infrastructure is considering the possible merger of Corix Utilities
and Hydro Star after the consummation of the proposed transaction to eliminate one of
the intermediate holding companies through which Corix Utilities will hold its interests in

Utilities, Inc. and Water Service Corporation.'®

® .
" App. Ex. 3.
Joint Applicants’ Response to Commission Staff's First Request for Information, item 5, 24(c).

' App. 1 17.
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21.  As part of the Corix Group, Water Service Corporation will have access to
a wide spectrum of technical and industry expertise in all facets of sustainable water,
wastewater, and energy systems, including innovative technologies, operating tools and
regulatory resources required to develop sustainable muiti-utility services.

22.  Upon completion of the transaction, Utilities, Inc. and Water Service
Corporation will have greater access to capital on favorable financing terms and will be
in a better position to fund capital improvement projects.

23.  The proposed transaction will not result in any change in Water Service
Corporation’s current rates.

24,  The proposed transaction requires the approval of 11 state regulatqw
commissions?® and certain federal agencies.?! As of the date of this Order, three state
regulatory commissions? have approved the proposed transaction.

Having reviewed the evidence of record, the Commission makes the following
conclusions of law:

1. Water Service Corporation is a utility that is subject to Commission

jurisdiction.

® These are Florida, lllinois, Kentucky, Louisiana, Maryland, Nevada, New Jersey, North
Carolina, Pennsylvania, Tennessee, and Virginia.

' The approval of the Committee on Foreign Investment in the United States, an inter-agency
commitiee authorized to review transactions that could result in control of a U.S. business by a foreign
person to determine the effect of such transactions on U.S. national security, is also required.

2 Utilities, Inc. of Louisiana and Louisiana Water Service, Inc., Docket No. $-32297 (La. PSC
July 5, 2012); Petition for Authority to Transfer Control of Utilities, Inc. to Corix Utilities (Illinois) LLC,
Docket No. 12-00033 (Tn. Reg. Auth. June 21, 2012); Letter from David J. Collins, Executive Secretary,
Maryland Pub. Serv. Comm'n, to Brian M. Quinn, Esg. (June 6, 2012) (advising of approval of
tfransaction).

2 KRS 278.010(3)(d).

-6- Case No. 2012-00133



2. Corix Utilities is a “person” for purposes of KRS Chapter 278.%

3. KRS 278.020(5) provides that "[n]Jo person shall acquire or transfer
ownership of, or control, or the right to control, any utility under the jurisdiction of the
commission . . . without prior approval by the commission.”

4, By its acquisition of 100 percent of the membership interest in Hydro Star,
Corix Utiiities will acquire ownership and control of Water Service Corporation.

5. As Corix Utilities is a “person” and is acquiring control of Water Service
Corporation through its purchase of all membership interest of Hydro Star, KRS
278.020(5) is applicable to and requires Commission approval of the proposed transfer.

6. KRS 278.020(6) provides that “[n]o individual, group, syndicate, general or
limited partnership, association, corporation, joint stock company, trust, or other entity
(an "acquirer”), whether or not organized under the laws of this state, shall acquire
control, either directly or indirectly, of any utility furnishing utility service in this state,
without having first obtained the approval of the commission.”

7. As Corix Utilities is a "person” and is acquiring control of Water Service
Corporation through Corix Utilities' acquisition of all membership interest of Hydro Star,
KRS 278.020(8) is applicable to and requires Commission approval of the proposed
transfer.

8. Corix Utiliies has the financial, technical, and managerial abilities fo
provide reasonable service to Water Service Corporation’s present customers.

9. Corix Utilities’ proposed acquisition of Hydro Star and the proposed
transfer of control of Water Service Corporation to Corix Utilities are in accordance with

law and for a proper purpose.

% KRS 278.010(2).
-7- Case No. 2012-00133



10. Provided that the proposed acquisition and transfer are conditioned upon
the terms set forth in ordering paragraphs 2 through 27 of this Order, the proposed
acquisition and transfer are consistent with the public interest.

IT IS THEREFORE ORDERED that:

1. Subject to the conditions set forth in ordering paragraphs 2 through 27 of
this Order, the transfer of control of Water Service Corporation from Hydro Star to Corix
Utilities and Corix Infrastructure through Corix Utilities’ acquisition of ownership and
control of Hydro Star is approved.

2. The chief executive officer of Corix Infrastructure, Corix Utilities, Utilities,
inc., and Water Service Corporation shall each file with the Commission, within seven
days of the date of this Order, a written acknowledgement on behalf of his/her entity that
the entity accepts and agrees to be bound by the commitments set forth in the Appendix
to this Order.

3. The Joint Applicants shall file with the Commission a copy of the final
decision or order or other forms of regulatory notification regarding the proposed
transaction issued by each state regulatory authority with jurisdiction over the proposed
transaction within 14 days of the issuance of such order or notification.

4, Corix Utilities, Utilities, Inc., and Water Service Corporation shall
adequately fund, construct, operate, and maintain Water Service Corporation’s
treatment, transmission, and distribution systems; comply with all applicable Kentucky
statutes and administrative regulations; and supply the needs of Water Service
Corporation’s customers.

5. For 72 months from the date of the proposed transaction, Water Service

Corporation shall provide a written report to the Commission if Water Service
-8- Case No. 2012-00133



Corporation is found in violation of any Federal or state water quality law by any court or
administrative agency or is issued a Notice of Violation by the Kentucky Division of
Water (‘KDOW") for any alleged violation of any law or administrative régulation that
KDOW administers or enforces.

6. Water Service Corporation shall maintain a meaningful process to monitor
all allocations from corporate parents or affiliates to ensure the appropriateness of the
allocations.

7. Water Service Corporation shall not file with the Commission any
application for an adjustment of its rates earlier than six months from the date of this
Order.

8. Pending completion of review of the proposed transaction by all applicable
federal and state agencies, Water Service Corporation shall not prosecute or otherwise
advance its claims in Franklin Circuit Court Civil Action No. 2011-C1-1770.%°

9. Upon successful completion of all required regulatory reviews of the
proposed transaction, Water Service Corporation shall:

a. Dismiss its action for review in Franklin Circuit Court Civil Action
No. 2011-CI-1770;

b. Not seek through its rates for water service recovery of any
depreciation expense for Project Phoenix that has been, to date, excluded; and

C. Not seek through its rates for water service recovery of any

litigation costs related to Franklin Circuit Court Civil Action No. 2011-CI-1770.

% Water Service Corp. of Ky. v. Ky. Pub. Serv. Comm’n, No. 2011-CI-1770 (Franklin Cir. Ct. filed
Dec. 16, 2011).
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10.  Woater Service Corporation’s books and records shall be maintained and
housed in Kentucky or in a manner to be easily accessible to the Commission for
inspection at reasonable times upon reasonable notice.

11, Water Service Corporation shall not seek a higher rate of return on equity
than would have been sought if the proposed transfer of control had not occurred.

12. Water Service Corporation shall make no change to its current method for
accounting for deferred income taxes.

13.  Neither Corix Utilities nor Utilities, Inc. shall allocate to or seek recovery
from Water Service Corporation or its ratepayers any early termination costs, change-in-
control payments, or retention bonuses paid to a Hydro Star or Utilities, Inc. employee
as a result of the proposed transaction.

14.  Water Service Corporation shall not record any portion of the payment for
Hydro Star stock on its books.

15.  Neither Corix Utilities nor Utilities, Inc. shall “push down” to Water Service
Corporation any fransaction-related costs or any premium that Corix Utilities may pay
for Hydro Star stock.

16. - Water Service Corporation shall not directly or indirectly, incur any
additional costs, liabilities, or obligations in conjunction with Corix Utilities’ acquisition of
Hydro Star tfo the extent that this does not include obligations that would not otherwise
be required by the Commission but for the conditions placed on the transfer.

17. Water Service Corporation shail not incur any additional indebtedness,
issue any additional securities, or pledge any assets to finance any part of the

acquisition of Hydro Star.
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18.  Water Service Corporation shall not seek recovery from its ratepayers any
transaction-related costs or any premium that Corix Utilities may pay for Hydro Star
stock.

19. Representatives of Corix Utilities, Utilities, Inc.,, and Water Service
Corporation shall meet at least once annually with the Commission’s representatives at
the Commission’s offices in Frankfort, Kentucky.

20. To provide a forum for customers to communicate with utility
management, Corix Utiliies and Utilities, Inc. shall host annual public meetings in
Clinton and Middlesboro, Kentucky, at which the senior officers from the regional office
of Utilities, Inc. that oversees Water Service Corporation's operations will attend and
participate.

21.  For two years from the date of Corix Utilities' acquisition of Hydro Star's
stock, Corix Utilities, Utilities, Inc., or Water Service Corporation shall notify the
Commission in writing within 10 days of any changes in Utilities, Inc.’s or Water Service
Corporation’s corporate officers and management personnel.

22. Within 10 days of any public announcement of any acquisition by Corix
Utilities that will affect the rates of or service provided by Water Service Corporation,
Corix Utilities, Utilities, Inc., or Water Service Corporation shall advise the Commission
of such acquisition.

23.  Corix Utilities, Utilities, Inc., and Water Service Corporation shall minimize,
to the extent possible, any negative effects on levels of customer service and customer

satisfaction resulting from any future workforce reductions.
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24. Water Service Corporation shall, for calendar year 2012 and for the next
five years thereatter, include with its annual report to the Commission a table that shows
each water quality standard imposed by law, the number of water service interruptions,
the average employee response time to water service interruptions, the number of
customer complaints, and the customer inquiry response time for that calendar year.

25. \Water Service Corporation shall annually file with the Commission its
current two-year capital and opergtion and maintenance budgets and an explanation for
any reduction in a budgeted item.

26.  Within 10 days of the completion of the proposed transaction, Corix
Utilities, Utilities, Inc., and Water Service Corporation shall file a written notice setting

forth the date of completion of the proposed transaction.

By the Commission

ATTEST:

Oledow Tl & 734 D=
%

Exetutive Director
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APPENDIX
APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO. 2012-00133 DATED AUG § 3 2612

1. Corix Utilities (lllinois) LLC (“Corix Utilities”) has no current intention to
transfer control of Water Service Corporation following the consummation of the
transaction and acknowledges that Commission approval would be required for any
future transfer of control.

2. Corix Utilities, Utilities, Inc., and Water Service Corporation will adequately
fund and maintain Water Service Corporation’s treatment, transmission, and distribution
systems.

3. For 72 months from the date of the proposed transaction, Water Service
Corporation will provide a written report to the Commission if Water Service Corporation
is found in violation of any Federal or state water quality law by any court or
administrative agency or is issued a Notice of Violation by the Kentucky Division of
Water (‘KDOW?") for any alleged violation of any law or administrative regulation that
KDOW administers or enforces.

4. Water Service Corporation will have a meaningful process to monitor all
allocations from corporate parents or affiliates to ensure the appropriateness of the
allocations.

5. Water Service Corporation will not file with the Commission any
application for an adjustment of its rates earlier than six months from the date of this

Order.



6. Pending completion of review of the proposed transaction by all applicable
federal and state agencies, Water Service Corporation will refrain from taking any action
to prosecute its claims in Franklin Circuit Court Civil Action No. 2011-CI-1770.

7. Upon successful completion of all required regulatory reviews of the
proposed transaction, Water Service Corporation will dismiss its action for review of the
Commission’s Order of November 23, 2011 in Case No. 2010-00476 and will not seek
the recovery of the costs of litigation for Franklin Circuit Civil Action No. 2011-CI-1770
through rates.

8. Water Service Corporation’s books and records will be maintained and
housed in Kentucky or will otherwise be maintained in a manner to be easily accessible
to the Commission for inspection at reasonable times upon reasonable notice.

9. Water Service Corporation will not seek a higher rate of return on equity
than would have been sought if the proposed transfer of control had not occurred.

10.  The accounting and ratemaking treatments of Water Service Corporation’s
excess deferred income taxes will not be affected by the proposed transaction.

11.  No early termination costs, change in control payments, or retention
bonuses paid to a Hydro Star, LLC or Utilities, Inc. employee as a result of the proposed
transaction will be allocated to Water Service Corporation or recovered from Water
Service Corporation’s ratepayers.

12. Neither Water Service Corporation nor its ratepayers, directly or indirectly,
will incur any additional costs, liabilities, or obligations in conjunction with Corix Utilities’

acquisition of Hydro Star, LLC to the extent that this does not include obligations that
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would not otherwise be required by the Commission but for the conditions placed on the
transfer.

13. Water Service Corporation will not incur any additional indebtedness,
issue any additional securities, or pledge any assets to finance any part of the
acquisition of Hydro Star, LLC.

14.  Any premium that Corix Utilities pays for Hydro Star, LLC stock, as well as
all transaction-related costs, will not be “pushed down" to Water Service Corporation
and will not be recovered from Water Service Corporation’s ratepayers to the extent that
this does not include obligations that would not otherwise be required by the
Commission but for the conditions placed on the transfer.

15.  Corix Utilities and Utilities, Inc. will take an active and ongoing role in
managing and operating Water Service Corporation in the interests of customers,
employees, and the Commonwealth of Kentucky, and will take the lead in enhancing
Water Service Corporation's relationship with the Commission, with state and local
governments, and with other community interests, and to advance these goals shall,
among other things, arrange for meetings between Corix Utilities’ and Ultilities, Inc.'s
senior management and the Commission and/or its Staff‘, at least anhually.

16.  Corix Utilities and Utilities, Inc. will host annual public meetings in Clinton
and Middlesboro to provide a forum for customers to communicate with ufility
management.

17.  For at least two years from the date of Corix Utilities’ acquisition of Hydro

Star LLC's stock, Corix Utilities, Utilities, Inc., or Water Service Corporation will notify
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the Commission in writing within 10 days of any changes in Ultilities, Inc.'s or Water
SeWice Corporation’s corporate officers and management personnel.

18.  Corix Utilities, Utilities, Inc., or Water Service Corporation will advise the
Commission following any public announcement of any acquisition by Corix Utilities that
will affect the rates of or service provided by Water Service Corporation.

19.  Corix Utilities, Utilities, Inc., and Water Service Corporation will comply
with all applicable Kentucky statutes and administrative regulations; and supply the
service needs of Water Service Corporation’s customers.

20.  Corix Utilities, Utilities, Inc., and Water Service Corporation will minimize,
to the extent possible, any negative effects on levels of customer service and customer

satisfaction resulting from workforce reductions.
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Water Service Corporation of Kentucky
Case No. 2013 - 00237

Test Year 12/31/2012

Regulatory Commission Expense

Legal Fees

Consulting fees
AUS
Bayrenbruch

Customer Notices:
Newspaper Publications

Fed Ex, mailings, postage, and miscellaneous costs

Personnel Cost
Travel
Airfare 4 500
Hotel/Meals 5 200
Rental Car 200
Water Service Personnel
hours rate $

Daniel, Carl 49.00 $ 13065 6,402
Feathergill, Adam K 9750 §$ 22.00 2,145
Guttormsen, Robert A 23153 § 32.00 7,409
Haas, Bruce T. 123.00 $ 81.00 9,963
Leonard, James R. 21,06 §$ 37.05 778
Liskoff, David 10900 § 39.00 4,251
Lubertozzi, Steven M. 2478 § 103.00 2,552
Lupton, Helen C. 3.00 S 48.00 144
Neyzelman, Dimitry 216,10 $ 48.00 10,373
Valrie, LaWanda N. 4400 § 23.00 1,012
Vaughn, Stephen R. 13.00 $ 37.05 482
Yap Ir., Lowell M. 80150 $ 32.00 25,648
Total

Total Cost of current case
Unamortized Rate Case Expense
Total Rate Case expense

Amortized over 3 years
Amortization Expense per Rebuttal
Per Company's Original Filing

Rebuttal Adjustment

Appendix A
Schedule LY-R7

Estimated Actual &
Actual as of Amount to Estimated Cost to
3/31/2014 Complete Complete
61,050 18,950 80,000
35,261 5,000 40,261
16,120 5,000 21,120
2,920 1,000 3,920
355 355 709
2,000 2,000
2,000 2,000
200 200
Revised

Estimated  Remaining Remaining  Actual and

Total Hours Hours $ Estimated

60 I $ 131 3 1,437 § 7839

100 38 22 55 § 2,200

240 8 § 32 271§ 7680

160 37 $ 81 2,997 $ 12,960

50 29 § 37 1,074 $ 1,833

140 31 § 39 1,209 § 5460

80 55 3§ 103 5688 3 8240

25 22 5 48 1,056 $ 1,200

300 84 § 48 4,027 5 14,400

50 6 $§ 23 138 $ 1,150

25 12 8 37 445 $ 926

802 0§ 32 - % 25648
71,159 89,556
186,864 239,767
27,505 27,505
214,369 267,271
3 3
71,456 S 89,090
$ 73,660
3 15,430



Water Service Corporation of Kentucky
Case No. 2013 - 00237

Test Year 12/31/2012

Revenue Requirement Summary

Operating Revenues
Service Revenues - Water

Service Revenues - Sewer
Miscellaneous Revenues
Uncollectible Accounts

Total Operating Revenues

Maintenance Expenses
Salaries and Wages
Purchase Water/Sewer
Purchased Power
Maintenance and Repair
Maintenance testing
Meter Reading
Chemicals
Transportation
Operating Exp. Charged to Plant
Qutside Services - Other

Total

General Expenses
Salaries and Wages

Office Supplies & Other Office Exp.
Regulatory Commission Exp.

Pension & Other Benefits

Rent

Insurance

Office Utilities

Bad Debt Expense

Service Company - Allocated Expenses
Miscellaneous

Total
Depreciation
Amortization of PAA
Taxes Other Than Income
Expense Reduction Related to Clinton Sewer Ops
Income Taxes - Federal
Income Taxes - State
Amortization of CIAC
Total
Total Operating Expenses

Net Operating Income

Other Income
Interest During Construction
Interest on Debt

Net income

Sources:

(A) Bad Debt Expenses transferred from revenue reduction to expense increase.

(B} Schedule LY-R2
{C) Schedule ACC-4.
(D) Schedule LY-R3
(E) Schedule LY-R4

Appendix A

Schedule LY-R1

WSCK WSCK WSCK WSCK
WSCK Rebuttal Rebuttal Rebuttal Rebuttal
Pro Forma Pro Forma Pro Forma Proposed Pro Forma
Present Rates Adjustment Present Rates  Adjustment Proposed
$2,103,813 $2,103,813 $184,952 ()  $2,288,765
78,995 78,995 78,995
(38,028) 38,028  (A) 0 0
52,144,780 $38,028 $2,182,808 $184,952 $2,367,760
519,099 ($1,133) (B) 517,966 517,966
85,200 85,200 85,200
95,111 95,111 95,111
98,163 98,163 98,163
34,092 34,092 34,092
0 o] 0
145,421 145,421 145,421
34,774 34,774 34,774
(163,869) (163,869) (163,869)
30,001 30,001 30,001
$877,992 (61,133) $876.859 S0 $876,859
$173,648 S0 (B) $173,648 $173,648
79,610 79,610 79,610
73,660 {16,656) (C) 57,004 57,004
160,716 (79) (D) 160,637 160,637
6,254 6,254 6,254
63,192 63,192 63,192
54,273 . 54,273 54,273
0 38,028 (A) 38,028 3,348 41,376
0 (12,904) (E) (12,904) (12,904)
12,173 (500) (F) 11,673 11,673
$623,526 57,888 $631,414 53,348 5$634,762
$281,828 $281,828 $281,828
0 0
144,063 87) (G} 143,976 293 144,269
(120,708) (9,583} (H) (130,291) (130,291)
54,491 13,086 {1 67,577 57,947 125,524
10,230 2,456 {1 12,686 10,879 23,565
(4,229) (4,229) (4,229)
5$365,675 55,872 $371,547 $69,119 440,666
51,867,193 512,628 $1,879,821 $72,466 $1,952,287
$277,587 $25.,400 $302,987 $112,486 $415,473
0 0 0
(1,730} (1,730) {1,730)
171,809 171,809 171,809
S 107,508 s 25,400 $ 132,908 $ 112,486 $ 245,394

(F) Schedule ACC-7.
(G) Schedule LY-R5.
{H) Schedule ACC-10.
(1) Schedule ACC-11.
(1) Schedule LY-R6



City of Middlesborough

P.O. Box 756
Middlesboro, Kentucky 40965
(606) 248-5670

B!L%vgiysérL =Y Fax (606) 248-1202
March 20, 2014 RECEIVED
MAR 24 2014
PUBLIC SERVICE
Kentucky Public Service Commission COMMISSION
P.O.Box 615
211 Sower Blvd.
Frankfort, KY 40602

Re: Water Service Corporation request for rate increase
. for Middlesborough, Kentucky -Case #2013-00237

Dear Members of Commission:

We are writing to voice our strong opposition to the above referenced request for rate
increase by Water Service Corporation of Kentucky. The Middlesborough City Council
met in regular session on Tuesday, March 18, 2014, and voted to ask that this letter be
written in protest of the proposed increase.

The citizens of Middlesborough simply cannot afford this increase in their water rates at
this time. We understand that the Corporation’s cost have gone up, but due to the present
economic conditions here and other parts of Kentucky our residents are struggling just to
pay their utility bills.

Therefore, we respectfully ask that the Commission deny the request for any rate
increases at this time.

Sincerely,

William Kelley, Mayor
City of Middlesborou

, Kentucky

WK /bre

AG Exhibit \ 9



Appendix B
Schedule ACC-1

Water Service Corporation of Kentucky Update
Case No. 2013 - 00237
Test Year 12/31/2012
Revenue Requirement Summary WSCK Adjustment AG AG AG
Pro Forma Recommended Pro Forma Recommended Pro Forma
1  Operating Revenues Present Rates Adjustment Present Rates  Adjustment Proposed
2 Service Revenues - Water $2,103,813 $2,103,813 (5118,438) (M) 51,985,375
3 Service Revenues - Sewer
4 Miscellaneous Revenues 78,995 78,995 78,995
5 Uncollectible Accounts 0 0 (A) 1] 0
6
7  Total Operating Revenues $2,182,808 S0 $2,182,808 {$118,438) $2,064,370
8
9 Maintenance Expenses
10 Salaries and Wages 517,966 ($15,086) (B) 502,880 502,880
11 Purchase Water/Sewer 85,200 85,200 85,200
12 Purchased Power 95,111 95,111 95,111
13 Maintenance and Repair 98,163 98,163 98,163
14 Maintenance testing 34,092 34,092 34,092
15 Meter Reading 0 0 0
16 Chemicals 145,421 145,421 145,421
17 Transportation 34,774 34,774 34,774
18 Operating Exp. Charged to Plant {163,869) 83,903 () (159,966) (159,966)
19 Outside Services - Other 30,001 30,001 30,001
20
21 Total 5876,859 (511,184} $865,675 S0 $865,675
22
23 General Expenses
24 salaries and Wages $173,648 ($1,084) (B) $172,564 $172,564
25 Office Supplies & Other Office Exp. 79,610 79,610 79,610
26 Regulatory Commission Exp. 89,090 (32,086) (D) 57,004 57,004
27 Pension & Other Benefits 160,637 (1,132) (E) 159,505 159,505
28 Rent 6,254 6,254 6,254
29 Insurance 63,192 63,192 63,192
30 Office Utilities 54,273 54,273 54,273
31 Bad Debt Expense 38,028 0 (A) 38,028 (2,144) 35,884
32 Service Company - Allocated Expenses (12,904) (146,255) (F) (159,159) (159,159)
33 Misceilaneous 11,673 0 (G) 11,673 11,673
34
35 Total $663,501 (5180,558) $482,943 (52,144) $480,799
36
37 Depreciation $281,828 (576,685) (H) $205,143 $205,143
38 Amortization of PAA o] 0
39 Taxes Other Than Income 143,976 (1,237) (1) 142,739 (187) 142,551
40 Expense Reductlon Related to Clinton Sewer Ops (120,708) (9,583) () (130,291) (130,291)
41 Income Taxes - Federal 54,259 91,683 (K) 145,942 (37,108) 108,835
42 Income Taxes - State 10,186 17,212 {K) 27,398 (6,966) 20,432
43 Amortization of CIAC (4,229) {4,229) {4,229)
44
45 Total $365,312 $21,390 $386,702 {544,262) $342 441
46
47 Total Operating Expenses $1,905,672 (5170.352) $1,735,320 (546,405) 51,688,915
48
49 Net Qperating Income $277,136 $170,352 $447,488 (672,033} $375,455
50
51 Other Income o] 0 0
52 Interest During Construction (1,730) (1,730) (1,730)
53 Interest on Debt 171,809 (7,621) (L) 164,188 164,188
54 -
55 NetIncome $ 107,057 $ 177,973 $ 285030 $ (72,033) $ 212,997
Sources:

(A) Bad Debt Expenses transfer accepted by Company. (G) Scheduie ACC-7, Update.

(B) Schedule ACC-2, Update.
(C) 5chedule ACC-3, Update.
(D) Schedule ACC-4, Update.
(E) Schedule ACC-5, Update.
(F) Schedule ACC-6, Update.

Update 4/8/14

(H) 5chedule ACC-8, Update.
(1) Schedule ACC-9, Update.
{J) 5chedule ACC-10, Update.
(K) 5chedule ACC-11, Update.
(L) Schedule ACC-12, Update.
{M) Schedule ACC-13, Update.
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1.

2.

Update 4/8/14

Water Service Corporation of Kentucky
Case No. 2013 - 00237

Test Year 12/31/2012

Salaries and Wages

Maintenance

Expenses
Pro Forma Salaries and Wages $517,966
Post Test Year Increase $15,086
Sources:

(A) Company Rebuttal, Schedule LY-R2.

(B) Company Filing, Schedule B, page 1 and w/p [b].
General Expenses only reflect CSR costs.

(C)Line1-(Line1/1.03).

(A)

Appendix B
Schedule ACC-2
Update

General

Expenses
$37,233 (B)

$1,084 (C)




Update 4/8/14

Water Service Corporation of Kentucky
Case No. 2013 - 00237

Test Year 12/31/2012

Operating Expense Charged to Plant

Maintenance Expenses (Operator Costs)
General Expenses (CSR Costs)

Total Excluding Corporate Costs

Adjustment for Salary Increase

Sources:
(A) Company Filing, w/p [b-2].
(B) Line 3 - (Line 3 /1.03).

Appendix B
Schedule ACC-3

Update
$132,717 (A)
1,272 (A)
$133,989
$3,903 (B)




Appendix B
Schedule ACC-4

Update

Water Service Corporation of Kentucky

Case No. 2013 - 00237

Test Year 12/31/2012

Regulatory Commission Expense
1. Average of Last Two Cases $143,506 (A)
2. Unamortized Costs from Last Case 27,505 (B)
3. Total Pro Forma Rate Case Costs $171,011
4. Requested Amortization Period (Yrs.) 3 (B)
5. Annual Amortization $57,004
6. Company Claim 89,090 (B)
7. Recommended Adjustment $32,086

Sources:
(A) Response to AG 1-80.
(B) Company Rebuttal, Schedule LY-7R, Revised.

Update 4/8/14



Appendix B
Schedule ACC-5
Update

Water Service Corporation of Kentucky
Case No. 2013 - 00237

Test Year 12/31/2012

Pension and Other Benefits

1. Salary and Wage Expense Adjustment $16,171 (A)

2. Total 401K Contribution Rate 7.00% (B)

3. Pension and Other Benefits Adjustment 1,132

Sources:
(A) Schedule ACC-2, Update.
(B) Company Filing, w/p [b].

Update 4/8/14
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15.

16.

17.

18.

Water Service Corporation of Kentucky
Case No. 2013 - 00237

Test Year 12/31/2012

Service Company - Allocated Expenses

Allocated Expenses:
5810 Memberships
5815 Penalties/Fines
5825 Other Misc. Expenses
5870 Holiday Events/Picnics
5890 Public Subscriptions/Tapes
6015 Employment Finder Fees
6045 Temporary Employees - Clerical
6185 Travel - Lodging
6190 Travel - Airfare
6195 Travel - Transportation
6200 Travel - Meals
6205 Travel - Entertainment
6207 Travel - Other

Subtotal

Corporate Labor, Payroll Taxes, Employee Benefits
Corporate Costs Charged to Plant

Company's Rebuttal Adjustment

Total Adjustment

Sources:
(A) Company Filing, Workpapers "Linked TB".

Appendix B
Schedule ACC-6
Update

(A)
$5,375
3
1,209
157
134
942
1,453
5,380
1,417
1,362
3,749
558
169

$21,907
167,131
(29,879)

(12,904)

$146,255

(B) Company Filing, w/p [b]. Includes salaries, payroll taxes,

and related benefits.
(C) Company Filing, w/p [b-2].
(D) Company Rebuttal, Schedule LY-R4.

Update 4/8/14

(B)
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(D)



Appendix B
Schedule ACC-7
Update

Water Service Corporation of Kentucky
Case No. 2013 - 00237

Test Year 12/31/2012
Miscellaneous Adjustments

ADJUSTMENT ACCEPTED IN REBUTTAL

Update 4/8/14



Water Service Corporation of Kentucky
Case No. 2013 - 00237
Test Year 12/31/2012
Depreciation Expense

1. Annual Project Phoenix Depreciation

2. Recommended Adjustment

Sources:
(A) Response to AG 2- 13.

Update 4/8/14

Appendix B
Schedule ACC-8
Update

$76,685  (A)

$76,685



Water Service Corporation of Kentucky
Case No. 2013 - 00237

Test Year 12/31/2012

Payroll Tax Expense

1. Salary and Wage Expense Adjustment
2. FICA Tax Rate

3. Payroll Tax Adjustment

Sources:
(A) Schedule ACC-2, Update.
(B) Company Filing, w/p [b].

Update 4/8/14

Appendix B
Schedule ACC-9
Update

$16,171  (A)
7.65%  (B)
$1,237



Appendix B
Schedule ACC-10
Update

Water Service Corporation of Kentucky

Case No. 2013 - 00237

Test Year 12/31/2012

Expense Reduction Relating to Clinton Operations

1. Test Year Actual Clinton Revenues $153,284 (A)
2. Margin @15% 22,993 (B)
3. Pro Forma Clinton Costs $130,291
4. Company Claim 120,708 (A)
5. Recommended Adjustment $9,583

Sources:

(A) Response to Staff 2-2.

(B) Reflects terms of the contract provided in response
to Staff 3-6.

(C) Company Filing, Schedule B, page 1.

Update 4/8/14



Appendix B
Schedule ACC-11

Update

Water Service Corporation of Kentucky

Case No. 2013 - 00237

Test Year 12/31/2012

Income Tax Expenses
1. Pro Forma Revenue Present Rates $2,182,808 (A)
2. Pro Forma Expenses 1,561,980 (A)
3. Pro Forma Interest Expense 164,188 (A)
4. Taxable Income $456,641
5. State Taxes @ 6% 27,398 (B)
6. Federal Taxable Income $429,242
7. Federal Taxes @ 34% 145,942 (B)
8. Total Income Taxes $173,341

Sources:
(A) Schedule ACC-1, Update.
(B) Reflects statutory income tax rate, per Company Filing, w/p [g].
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Appendix B
Schedule ACC-12
Update

Water Service Corporation of Kentucky
Case No. 2013 - 00237

Test Year 12/31/2012

Interest Expense

1. Cost of Project Phoenix $21,122,468 (A)
2. Allocation to WSCK (%) 2.78% (B)
3. Allocation to WSCK (S) $587,205
4. Percent Not Depreciated 37.50% (C)
5. Accumulated Depreciation $220,202
6. Weighted Cost of Debt 3.46% (D)
7. Interest Expense Adjustment $7,621
Sources:

(A) Testimony of Mr. Baryenbruch, page 6.

(B) Company Filing, w/p [p-4].

(C) Derived from Company Filing, w/p [p-4].

(D) Company Filing, w/p [h-1]. Reflects 52.44% debt
at cost of 6.6%.
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Appendix B
Schedule ACC-13

Update

Water Service Corporation of Kentucky

Case No. 2013 - 00237

Test Year 12/31/2012

Required Revenue Increase

Updated
AG
Recommendation
(A)
1. Operating Expenses $1,735,320
2. Less: State and Federal Income Taxes 173,341
3. Operating Expenses Net of Income Taxes $1,561,980
4. Divide by Operating Ratio 0.88
5. Revenue to Cover Operating Ratio $1,774,977
6. Less: Operating Expenses Net of Income Taxes 1,561,980
7. Net Operating Income After Income Taxes $212,997
8. Current Net Operating Income After Income Taxes 285,030
9. Net Operating Income Adjustment $72,033
10. Multiplied by Gross Up Factor 1.644227
11. Revenue Adjustment $118,438

Sources:

(A) Schedule ACC-1, Update.

(B) Reflects Commission's 88% Operating Ratio Methodology.
(C) Schedule ACC-14, Update.

(D) Schedule ACC-13.

Update 4/8/14

(B)

(€

Original
AG

Recommendation

(D)
$1,736,103
172,862
$1,563,241
0.88
$1,776,410
1,563,241
$213,169
284,248
$71,079
1.644227
$116,870



Appendix B
Schedule ACC-14
Update

Water Service Corporation of Kentucky
Case No. 2013 - 00237

Test Year 12/31/2012

Revenue Multiplier

1. Revenue 1.000000
2. Uncollectible Costs 0.018100 (A)
3. Regulatory Assessment 0.001583 (B)
4. State Taxable Income 0.980317
5. State Income Taxes @ 6% 0.058819 (B)
6. Federal Taxable Income 0.921498
7. Federal Income Taxes @ 34% ; 0.313309 (B)
8. Operating Income 0.608189
9. Revenue Multiplier 1.644227
Sources:

(A) Company Filing, Workpaper [a].
(B) Rate per response to AG 2-4.

Update 4/8/14



WATER SERVICE CORPORATION OF KENTUCKY w/p [q-2]
Case No. 2013 - 00237
Basis for Salary Allocation

Test Year 12/31/2012
Total Percentage Allocated to
Clinton Sewer Operations Per
Employee JDE Salary Allocation Report
Operator
Maintenance 4 8.42%
Maintenance 8 47.58%
Maintenance 10 47.58%
Maintenance 11 8.42%

Commission Staff
Exhibit Dl




WATER SERVICE CORPORATION OF KENTUCKY w/p [b]
Case No. 2013 - 00237
Calculation of Salary and Benefits

Test Year 12/31/2012 Confidential
Total 12/31/2012 Company
Annualized FICA FUTA SUTA Total Health 401(k) Contribution 12/31/2012 Total
Salary [11 7.65% 7,000 @ .8% 9,300 @3.3% Taxes Insurance at 3% at 4% Other Benefits
Maintenance
Maintenance 1 50,756 3,883 56 307 4,246 7,482 1,523 2,030 454 11,488
Maintenance 2 39,907 3,053 56 307 3,416 7,482 1,197 1,596 454 10,729
Maintenance 3 32,332 2,473 56 307 2,836 7.482 970 1,293 454 10,199
Maintenance 4 73,655 5,635 56 307 5,998 7,482 2210 2,946 454 13,091
Maintenance 5 51,470 3,937 56 307 4,300 7,482 1,544 2,059 454 11,538
Maintenance 6 34,134 2,611 56 307 2974 7,482 1,024 1,365 454 10,325
Maintenance 7 40,127 3,070 56 307 3,433 7,482 1204 1,605 454 10,744
Maintenance 8 26,858 2,055 56 307 2,418 7,482 806 1,074 454 9,815
Maintenance 9 33,866 2,591 56 307 2,954 7,482 1,016 1,355 454 10,306
Maintenance 10 42,966 3,287 56 307 3,650 7,482 1,289 1,719 454 10,943
Maintenance 11 38,883 2,975 56 307 3,338 7,482 1,166 1,555 454 10,657
Supervisory

Supervisory 1 124,819 8,859 56 307 9,222 7.482 3,745 4,993 454 16,673
Supervisory 2 184,998 9,732 56 307 10,095 7,482 5,550 7,400 454 20,885
Supervisory 3 69,913 5,348 56 307 5,711 7,482 2,097 2,797 454 12,829
Supervisory 4 72,407 5,539 56 307 5,902 7,482 2,172 2,896 454 13,004
Supervisory 5 60,864 4,656 56 307 5,019 7,482 1,826 2,435 454 12,196

Total Operator Salary 977,957 69,704 896 4,910 75,510 119,710 29,339 359,118 7256 195,423



WATER SERVICE CORPORATION OF KENTUCKY w/p [b]
Case No. 2013 - 00237

Calculation of Salary and Benefits

Test Year 12/31/2012 Confidential



WATER SERVICE CORPORATION OF KENTUCKY w/p [q-3]
Case No. 2013 - 00237 )
Calculation of Salary and Benefits Allocated to the Lity of Clinton Sewer Uperations
Test Year 12/31/2012
Lonnaenaat
Total 2012
Apnualized FICA FUTA SUTA Total Health Pension 401(k) 2012 Total
Salary 7.65% 7,000 @ 8% 8,000 @3.2% Taxes Insurance at3% at4% Other Benefits
Maintenance
Maintenance 4 76,233 5635 - 56 307 5998 - 7,482 2,210 2,946 454 13,091
Maintenance 8 27,798 2,055 - 56 307 2,418 - 7,482 806 1,074 454 9,815
Maintenance 10 44,470 3,287 - 56 307 3,650 - 7,482 1,289 1,719 454 10,943
Maintenance 11 39,072 2975 - 56 307 3,338 - 7,482 1,166 1,555 454 10,657
Total Operator Salary 187,573 13,952 224 1,228 15,404 29,927 5471 7,295 1,814 44 507
Operator Allocation
Mamtenance 4 0,419 474 5 26 RIT) 03U 180 288 3% (W17
Mamtenance ¥ 13,220 g8 21 1406 1,150 3,500 383 it 210 4,0/U
Maintenance (U PAN 1,204 21 140 5,137 3,200 bi3 3% 210 3,204
Maintepance £ 3,490 20 b 20 3¢ b3u ¥ 13t 3% ¥Y/
Total Operator Allocation ) 44,094 - 3,267 - 63 344 - 3,673 - 8,380 1,281 1,708 508 11,876



WATER SERVICE CORPORATION OF KENTUCKY w/p [ql

Case No. 2013 - 00237
Expenses & UPIS Allocated to the City of Clinton Sewer Operations
Test Year 12/31/2012

Expense Reductions Auoui

Operator Salaries $ (44,094)
Operator Payroll taxes (3,673)
Operator Benefits (11,876)
Transportation exp. (3,663)
Direct Expenses Excluding Salary (52,069)

Total O & M Expense Reduction (115,376)

Office Salaries (2,915)
Office Payroll taxes (281)
Office Benefits (894)

Total General Expense Reduction (4,090)

Vehiclé depreciation (1,243)
Total expense reduction § (120,708)
Rate Base Reductions Amount
UPIS - Vehicles 44,928
Accum. Dep. - Vehicles $ (38,573)

Total rate base reductions 6,355



WATER SERVICE CORPORATION OF KENTUCKY

wip [b-4]

Case No. 2013 - 00237
4/16/2013 Company  4/16/2013
Total Annualized FICA FUTA SUTA Total Health 401k Contribution Total Annual Salary
Salary 7.65% 7,000 @ .8%12900 @ 8.95%  Taxes Insurance 3% 4% Other Benefits Check Stub
Total Northbrook Salary 4,851,704 317,992 3,192 65,809 386,993 418,992 145,230 193,640 25,424 783,285 4,851,704 4,851,704
134,651.66  8,825.39 88.59 1,826.44  10,740.41 11,628.48 4,030.63 5,374.17 705.60 21,738.89  134,651.66 134,651.66

WSCofKy 2.7753%



WATER SERVICE CORPORATION OF KENTUCKY

wip [b-3]
Case No. 2013 - 00237
Calculation of Customer Service Salary and benefits
Test Year 12/31/2012 - Confidential
Using 05/24/13 Paystub Salaries
Total 12/31/2012
Annualized FICA FUTA Total Health Pension 401(k) 12/31/2012 Total
Line Customer Service Personuel State ~ Salary [6] 7.65% 7,000 @ 8% SUTA Taxes Insurance  [4] at3% at 4% Other {5] Benefits
[A] [B] [C] [D] [E] [F] [G] [E] [F] [G] [H] 1
1.CSR1 FL 31,467 2,407 56 366 1] 2,829 7,482 944 1,259 454 10,138
2. CSR2 NC 25,251 1,932 56 878 [2] 2,866 7,482 758 1,010 454 9,703
3. CSR3 FL 35432 2,711 56 366 {1] 3,133 7,482 1,063 1,417 454 10,416
4. CSR 4 FL 33,211 2,541 56 366 [1] 2,963 7482 996 1328 454 10,260
5. CSR5 FL 37,698 2,884 56 366 [1] 3,306 7,482 1,131 1,508 454 10,574
6. CSR6 FL 56,347 4311 56 366 [1] 4,733 7.482 1,690 2,254 454 11,880
7. CSR7 NV 25335 1,938 56 975 [3] 2,969 7,482 760 T 1,013 454 9,709
8. CSR8 NC 26,848 2,054 56 878 [2] 2,988 7,482 805 1,074 454 9,815
9. CSRY NV 39,655 3,034 56 1,036 (3] 4,126 7,482 1,190 1,586 454 10,711
10. CSR 10 FL 27,587 2,110 56 366 [1] 2,532 7,482 828 1,103 454 9,866
11. CSR 11 NV 25,997 1,989 56 1,001 [3] 3,046 7,482 780 1,040 454 9,735
12. CSR 12 NV 28,863 2,208 56 1,036 [3] 3,300 7,482 866 1,155 454 9,956
13. CSR 13 NV 29457 2,253 56 1,036 (3] 3,345 7482 884 1,178 454 9,997
14. CSR 14 NC 25,376 1,941 56 878 {2 2,875 7,482 761 1,015 454 9,712
15. CSR 15 FL 27,189 2,080 56 366 [1] 2,502 7,482 816 1,088 454 9,839
16. CSR 16 FL 28,046 2,145 56 366 [1] 2,567 7,482 841 1,122 454 9,899
17. CSR 17 NV 25,299 1,935 56 974 (3] 2,965 7,482 759 1,012 454 9,706
18. CSR 18 FL 29,032 2,221 56 366 [1] 2,643 7,482 871 1,161 454 9,968
19. CSR 19 FL 25,828 1,976 56 366 [1] 2,398 7,482 775 1,033 454 9,743
20. CSR20 FL 27,554 2,108 56 366 [1) 2,530 7,482 827 1,102 454 9,864
21. CSR21 FL 48,299 3,695 56 366 [1] 4,117 7,482 1,449 1,932 454 11,316
22. CSR22 FL 26,212 2,005 56 366 (I 2,427 7,482 786 1,048 454 9,770
23. CSR23 NC 35,926 2,748 56 878 [2] 3,682 7,482 1,078 1,437 454 10,450
24.CSR 24 NC 31,101 2,379 56 878 [2] 3313 7,482 933 1,244 454 10,112
25. CSR25 FL 25,480 1,949 56 366 [1) 2371 7,482 764 1,019 454 9,719
26. CSR26 FL 100,339 7,676 56 366 [1] 8,008 7,482 3,010 4,014 454 14,959
27. CSR 27 FL 58,240 4,455 56 366 [1] 4871 7482 1,747 2,330 454 12,012
28. CSR 28 NC 46,171 3,532 56 878 [2) 4,466 7,482 1,385 1,847 454 11,167
29. CSR29 NC 26,039 1,992 56 878 [2] 2,926 7,482 781 1,042 454 9,758
30. CSR30 FL 34,778 2,660 56 366 (1] 3,082 7482 1,043 1,391 454 10370
31. CSR31 . NC 35,292 2,700 56 878 [2] 3,634 7,482 1,059 1,412 454 10,406
32, CSR32 ) FL 26,573 2,033 56 366 [1] 2,455 7,482 797 1,063 454 9,795
33. CSR33 FL 25,501 1,951 56 366 [1] 2,373 7482 765 1,020 454 9,720
34. CSR34 NV 33,587 2,569 56 1,036 [3] 3,661 7,482 1,008 1,343 454 10,286
35, CSR35 FL 26,550 2,031 56 366 1] 2,453 7,482 797 1,062 454 9,794
36. CSR 36 NC 25,675 1,964 56 878 (2] 2,898 7,482 770 1,027 454 9,733
37. CSR 37 FL 44,804 3,427 56 366 [1] 3,849 7,482 1,344 1,792 454 11,072
38. CSR38 FL 28,059 2,147 56 366 [1] 2,569 7,482 842 1,122 454 9,900
39. CSR39 FL 25,501 1,951 56 366 [1] 2373 7,482 765 1,020 454 9,720
40. CSR 40 NC 25,962 1,986 56 878 2] 2,920 7,482 779 1,038 454 9,753
Tatal 1,341,560 102,628 2,740 24298 T 129,166 299274 40,247 53,662 18,141 411,324
* WSC Allocation Percentage 2.78% 2.718% 2.78% 2.78% 2.78% 2.78% 2.78% 2.78% 2.78% 2.78%
Total Kentucky Customer Service Allocation 37233 2 848 62 674 3,585 8,306 L117 1,489 503 11,416
Clinton Sewer Allocation Percentage 7.83% 7.83% 7.83% 7.83% 7.83% 783% 783% 7.83% 7.83% 7.83%
Clinton Sewer Office expense 2,915 223 5 53 281 650 87 117 39 894



Ao

(3\ 5N

I 2008} | 2010 11 2011 I 2012 Nl 2013 |
CSR Amounts  %lIncrease  Date of IncreasAmounts % Increase Date of Increas Amounts % Increase  Date of Increas Amounts % Increase  Date of Incre: Amounts
CSR 1 14.38 25 4/1/2010 14.74 157 4/1/2013 15.03
CSR2 1 4/1/2013 12.14
CSR 3 14.52 3.03 4/1/2010 14.96 6.68 1/12/2011 1596 1 4/1/2012 16.12 248 4/1/2013 16.52
CSR 4 141 298 4/1/2010 14.52 3.03 4/1/2011 14.96 3.01 4/1/2012 15.41 299 4/1/2013 15.87
CSRS5 15.17 3.03 4/1/2010 15.63 301 4/1/2011 16.1 298 4/1/2012 16.58 931  2/28/2013 37698
CSR 6 24.39 2.62 4/1/2010 25.03 3 10/20/2011 25.78 2.02 4/1/2012 26.3 3 4/1/2013 27.09
CSR7
CSR 8 2 4/1/2011 12.26 204 4/1/2012 12.51 3.04 4/1/2013 12.85
CSR9 13.86 354 4/1/2010 14.35 202 4/1/2011 15.15 10.03 4/1/2012 16.67 11.04 2/18/2013  38500.08
CSR9 348 12/29/2010 14.85 3 4/1/2013 39655.2
CSR 10 3.49 4/1/2012 12.44 354 4/1/2013 12.88
CSR 11 2 4/1/2013 12.26
CSR 12 5 4/1/2011 12.61 3.01 4/1/2012 12.59 3 4/1/2013 13.38
CSR 13 125 4 4/1/2010 13 254 4/1/2011 1333 3 4/1/2012 13.73 197 4/1/2013 14
CSR 14 15 4/1/2013 12.2
CSR 15 2 4/1/2011 12.26 3.02 4/1/2012 12.63 3.01 4/1/2013 13.01
CSR 16 2 4/1/2011 12.26 4 4/1/2012 12.75 4 4/1/2013 13.26
CSR 17
CSR 18 12.29 2.52 4/1/2010 126 3.02 4/1/2011 12.98 2 4/1/2012 1324 196 4/1/2013 135
CSR 19 < 25 4/1/2013 12.32
CSR 20 2 4/1/2011 12.26 3.55 4/1/2012 12.7 2.99 4/1/2013 13.08
CSR 21 46041.84 5 4/1/2010  48343.88
CSR 22 25 4/1/2013 12.32
CSR 23 13.99 3 4/1/2010 1441 451 4/1/2011 15.06 398 4/1/2012 15.66 3 4/1/2013 35610
CSR23 6.13 9/17/2012  34572.72 .
CSR 24 13.17 3.04 4/1/2010 13.57 3.02 4/1/2011 13.98 401 4/1/2012 14.54 248 4/1/2013 149
CSR 25 191 4/1/2013 12.25
CSR 26 85000.08 6 4/1/2010  90100.08 6 4/1/2011  95506.08 3 4/1/2012 98371.2 2 4/1/2013  100338.7
CSR27 3.49 4/1/2012 12,44 4 4/1/2013  58240.08
CSR 27 1592 5/17/2012 14.42
CSR 27 86.67 12/11/2012  55999.92
CSR 28 25 2/10/2010  41000.16 194 4/1/2011 43050 5.25 4/1/2012  45310.08 15 4/1/2013  46170.96
CSR 28 3 4/1/2010  42229.92
CSR 29 3 4/1/2013 12.38
CSR 30 12.53 3.03 4/1/2010 1291 4398 4/1/2011 1561 397 4/1/2012 16.23 3.02 4/1/2013 16.72
CSR 30 744 9/22/2010 13.87
CSR 30 7.21 12/29/2010 14.87
CSR31 14.95 3.00% 4/1/2010 154 2.50% 4/1/2011 15.79 3.99% 4/1/2012 16.42 2.95% 4/1/2013 16.91
CSR 32 15.42% 2/15/2012 123 3.01% 4/1/2013 12.67
CSR 33 2.00% 4/1/2013 12.26
CSR 34 2.50% 4/1/2010 13.86 2.52% 4/1/2011 14.21 3.03% 4/1/2012 14,64 -
CSR34 6.56% 5/17/2012 3245112 3.50% 4/1/2013 33586.8
CSR 35 2.00% 4/1/2012 12.26 2.53% 4/1/2013 1257
CSR 36 2.50% 4/1/2013 12.32
CSR 37 1551 3.50% 4/1/2010 16.47
CSR 37 5.80% 8/11/2010 17.43 4.00% 4/1/2011 18.13 4.03% 4/1/2012 18.86
CSR 37 5.09% 9/17/2012  41228.88
CSR 37 4.95% 12/1/2012  43288.88 3.50% 4/1/2013 4480392
CSR 38 1.99% 4/1/2011 12.26 3.02% 4/1/2012 1263 3.01% 4/1/2013 13.01
CSR 39 3.00% 4/1/2012 1133
CSR 39 6.09%  12/13/2012 12.02 2.00% 4/1/2013 12.26
CSR 40 1.91%  3/27/2013 12.25
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WATER SERVICE CORPORATION OF KENTUCKY
Case No. 2013 - 00237

Combined Operations

Test Year 12/31/2012

Operating Revenues
Service Revenues -~ Water
Service Revenues - Sewer
Miscellaneous Revenues

Uncollectible Accounts
Total Operating Revenues
Mai B

Salaries and Wages

Purchase Water/Sewer
Purchased Power

Maintenance and Repair
Meintenance Testing

Meter Reading

Chermicals

Transportation

Operating Exp. Charged to Plant
Outside Servites - Other

Total

General Expenses
~—Salaries and Wages
Office Supplies & Other Office Exp.
Regulatory Cammission Exp.
Pension & Other Benefits
Rent
Insurance
Office Utilities
Miscellaneous

Total

“= Depreciation
Amortization of PAA
Taxes Other Than Income
~~Expense Reductinn Related to Clinton Sewer Operations
Income Taxes - Federal
Income Taxes - State
Amortization of CIAC

Total
Total Operating Expenses

Net Operating Income

Other Income
Interest During Construction
Interest on Debt

Net Income

Schedule B
Pt

i
Pagelof2
Per Pro Forma Pro Forma Proposed Pro Forma ‘
Books Adjustments Present Increase Proposed 4
2,066,451 37,361 2,103,813 228,789 [k] 2,332,602
78,995 - 78,995 - 78,995
(37,353) (675) [b] (38,028) (4,136) b} (42,164)
2,108,093 36,686 2,144,779 224,654 2,369,433
460,338 58,761 [c] 519,099 - 519,099
85,200 - 85,200 - 85,200
95,111 - 95,111 - 95,111
08,163 - 98,163 - 08,163
34,092 . 34,002 - 34,092
- - - H -
145,421 - 145,421 - 145,421
46,788 (12,014) 34,774 - 34,774
(132,210) (31,659) [d} (163,869) - (163,869)
30,001 - 30,001 - 30,001
862,503 15,089 877,992 . 877,992
229,319 (55,671) [c] 173,648 - 173,648
79,610 - 79,610 - 79,610
99,563 (25,903) {e] 73,660 - 73,660
122,141 38,575 [c] 160,716 - 160,716
6,254 - 6,254 - 6,254
63,192 - 63,192 - 63,192
54,273 - 54,273 - 54,273
25,119 (12,945) 12,173 - 12,173
679,471 (55,944) 623,526 - 623,526
316,070 (34,242) [£] 281,828 - 281,828
(3,660) 3,660 [f] - - -
135,765 8,207 [g] 144,063 (169) [g] 143,894
(153,285) 32,576 [h] (120,708) - (120,708)
23,450 31,042 i} 54,491 71,853 {i] 126,345
20,913 (10,683) [i} 10,230 13,489 [i] 23,719
(1,918) (2,312) {f] 4,229) - (4,229)
337,335 28,339 365,674 85,174 450,848
1,879,709 (12,516) 1,867,193 85,174 1,952,367
228,384 49,202 277,586 139,480 417,066
(1,730) - (1,730) - (1,730)
180,121 (8,312) fi] 171,800 - 171,809
49,994 57,514 107,508 139,480 246,987

Commission Staff
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: ADDENDUM TO WASTEWATER PRIVATIZATION CONTRACT

INCLUDING SERVICE AGREENENT

This ADDENDUM TO WASTEWATER PRIVATIZATION QO ACT
INCLUDING SERVICE AGREEMENT, mado and anterod Into this /e day of Luboupey
2002 by and between the CITY GF CLINTON, KENTRUCKY (the “City™), 2nd AQUA/KWS,

In¢,, & Kentueky corporation, formerly Aqua Corporatian ("Aqua”).
WITNESSETH:

WHEREAS, the partles have previously enterad fnto 4 cartain Wmewaterﬂl’rivutizaﬂon
Contract Including Ssrvics Agreement darad June |, 1987 (the “Agreement”), which was
amended on Fabruary !5, 1991 to axtend the term of the Agreement to Fabruary 28, 1996, and
amended on March 3, 1994 ta extend 1o the tema of'the Agreement to Merch,3, 1999, and
amended an February 3, 1997 ta extand the term of the Agreement to March 3, 2002, and It Is
notv the dealre of ths parties o acend Artlele VII, paragraph 1, of the A greement far the purposa
of extending the term of the Agreemant to March 3, 2022 and 1o maka ather modifications to e

Agresment a8 smaced hioreafter;

NOW, THEREFORE, in consideration of the premizes and of the mutual cavenants
hezein contained and contained in the A greement, thg City and Aqua agres as follows;

I, Articte VI, Sestion 1, Paragraph | ofthe Agreamen: {s heraby supplamented end amsnded to
the offact that the tarm of the Agreemant shal] be sxtended to March 3, 2022;

Ardele VIT, Section |, Paragraph | of tha Agreoment is hercbry amendad ay fiollaws:
(2} Delets ~ gtarting ax Jina 6 “Upon completion of the term......from privan: operation 1o

-~

municipal opsration,” endingez [ine 12,
(b) Add —*Uon campletion of the wexm of this Agreement (cither by expitation of the term

ar by early terminarion) AQUA shall ba paid it'g coss (labor, overhead, and expenses)
plus | 3% profit in providing for the demobilization of operation aod transition of records,

parscnnel and facilitiey from grivate opsration @ municipal aperation.” ‘

0 Commission Staff
Exhibit 03
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3. Artlele VII, Section 9 - This iy supplamented as follows: “Tt Is agreed by the parties hersto
 thae Aqua shall not advanca eapita] to the Clty unless requetted by the Cley as the City
anticipateg heing abla to sequlre any capital necegsary™,

4. Arndcle VI, Seetlon 9 (d) is deleted In its enh'rew.

5, Article VII, Sestion 12 ~ Thia sactlon is supplementad as follows: “Tt is agreed hy the parties
hereta that prier 10 charging the City for equipment owned by Aqua aud used an the City's
bahalf, the partlea shall agres on & rate of sharge,” . t

6. All sther provisions of the Agreemtent ape reaffirmed.

IN TESTIMONY WHEREOF, the City and Aqua have aayscd this Addendum 5o be
exsauted each by itg proper and duly anthorized offlcar 48 of the year and dam flrst ahove written,

CITY OF CLINTON, KENTUCKY

B
Title Mayor
AQUAKWS, INC/ U4, UTTLITIES

Title Ex, Vice Presidens




ADDENDUM TO WASTEWATER PRIVATIZATION CONTRACT
INCLUDING SERVICE AGREEMENT

This ADDENDUM TO WASTEWATER PRIVATIZATION CONFT'%CT NCLUDING
SERVICE AGREEMENT, made and entered into this_<€ ___ dayo gj" , 1997
by and between the CITY OF CLINTON, KENTUCKY (the “CITY"), and AQUA/KWS, INC.,

a Kentueky corporation, formerly Aqua Corporation (“Aqua®),
WITNESSETH:

WHHREAS, the partiea have previously entered into a certain Wastewater
Privatization Contract Including Service Agreement dated June 1, 1987 (the “Agreement),
which was amended on February 15, 1991 ts extend the term of the Agreement to February
28, 1998, and amended on March 3, 1994 to extend the term of the Agreement to March 8,
1999, and it is now the desire of the parties to amend Arxticle VII, paragraph 1, of the
Agresment for the purpose of extending the term of the Agreement to March 3, 2002;

NOW, THEREFORE, in consideration of the premises and of the mutual covenants
herein contained and contained in the Agreement; the City and Aqua agree as follows:

Section 1. Paragraph 1 of Article VII of the Agreement is hereby supplemented and

amended to the effect that the term of the Agreement shall be extended to March 3, 2003;
provided, however, that the City may terminate the Agreement on Mareh 8, 2000, and any

time thereafter on reasonable notice to Aqua.
Section 2, All other provisions of the Agreement are reaffirmed.

JIN TESTIMONY WHEREOF, the City and Agqua have caused this Addendum to be
executed each by ita proper and duly authorized officer as of the year and date firgt above

written,
CIT‘!.;QSLIN%N,C{ENTUCKY
By_ Aear) e\ o ngidas
&%Car&,&ay \ (j\

Title " Mayor
AQUA/KWS, INC, /

By. K 7
Bobly?a , J¥. /

4. David Whitehouse

Title Pregident

©,
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ADDE\'DUM TO WASTEWATER PRIVATIZATION CONTRACT
INCLUDING SERVICE AGREEMENT

This ADDENDUM TO WASTEWATER PRIVATIZATION CO CT

INCLUDING SERVICE AGREEMENT, mado and entered into this 24 day of e rugay’
2002 by gnd berwesn te CITY OF CLINTON, KENTRUCKY (the City"), and AQUA/KWS,

Ine,, & Kentuoky corporition, formerly Aqua Corporation (“Aqua”).
WITNESSETH:

WHEREAS, the pariies hava proviously entered inta a certain Wastewater Privatization
Contraot Including Secvica Agreement darad June 1, 1987 (the “Agreement™), which was
pmendad on February |35, 1991 to extemd the tarm of the Agreement to Febtuary 28, 1996, and
'amsnaed on March 3, 1994 to extend to the tern of the Agreément to Maych 3,1999, and | .
amanded on February 3, 1997 ta extend the term of the Agrevment to March 3, 2002.. anditls L
nosw tha desire of the parties ta amend Anlcls VIf, peragraph 1, of the Agreement for the purpese
of extending the term of the Agrewmens to Mareh 3, 2023 and 1o maks other modifications to the

Agrvement as staced herealion

'

NOW, THEREFORE, In consideration af the premises £ad of the mutual cavenants
hereio contained and oontninzd in the Agreemant, the Clry and Aqua agres ag follows;

1. Ardele VI, Seccion 1, Parageaph | of the Apreaman ia hareby supplamentad and amended 10
the effzot that the tarm of the Agresment shall be uxtended to Mareh 3, 2022;

2, Ardele VIT, Section |, Paragraph | oT'the Agreemsnc is hereby amended as follawas;
(&} Delsta - starting at ne 6 “Upon complecion of the term,,,,..from private oparytion 1

municipal operation,” ending at lins 12,
(b) Add ="Upon complatinn af the zm of this Agraament (cither by cxpiration of tha wrm

or by ¢arly terminarian) AQUA shali 5o paid it's cost (lebor, averhsad, md expenses)
plus 1 3% profit in providing tor the demobillzatlon of operation and transitlon of records,

persennel and fucilitiay from privae operatlen w municipat operation.”

9
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Artlcle VII, Seetion 9 - Thia is supplemented as followst “It {3 agreed by the partiay hereto
that Aqus ghall not advance oapital to the Ciry unlasa requested by the Cley as the Clsy
anti¢ipates being abls to acqulre any capital nacessacy™

4. Aricle VII, Seotion 9 (d) is deleted in ity entixety,

Articls VIL, Saction 12 ~ This section is supplementad as follows: “It is agreed by the parties
hereto thiat prior 1o oharging the Qity for squipment owned by Aqua and used on this Clty's

behalf, the pastles shall agres on a rate of charge.”

5.

6. All other provisions of tha Agreement are reaffirmed,

IN TESTIMONY WHEREOQF, the City and Aqua have causad this Addendum ¢o be
exsouted each by its proper and duly authorlzed officar ag of tha year and data first abave writtan.

CITY OF CLINTON, KENTUCKY'

B

Tide  Mayor

AQUA/KWS, INC/ U.S. UTILITIES

2 ]

y Yiktes, Jr, /

J. David Whitehousa

Title Ex. Vico Prasidons
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HAUTEWATER PRIVATIZATIQN QONTRACT ’

THIS WASTEWATEHR PRIVATIZATION CONTRACYT INCLUDING SERVICE
AGREEMENT, made and entered inte thig ;Lffrday of Joye” , 1987, us
authorized by Kentusky Reviwed Stotutes Chaptey 107, Seatlon 700, ab
seq, by and between thy QITY OF CLINYOW, Hickman Ceunty, Kentucl;y, a
muhieipal corperation Esometimes harelnaleer referred to as the
"cxTYY), and AQUA CORPORATION, a Kentushy eorporation, having 4 L . ;:
registered office in Lexingtdn, Kentuaky snd ity general offices at '
354 Wallew Avenue, Lexiagton, Kentuoky 40504 {sometimes hezreinafter '
refarred to as "AQUA"Y), o

WITHNBSSETHs

.WHEEEAS, it i9 understdod and affirmed by the parties to |
the within agreemant that CITY is & Kentucky municipal coerporxation
of the Pifth Clasg governed under the mayer-olty council form of
governmant pursuant to KRS Chapter 33ay that CITY haa full power and
authority in law to contract as harein provided and 0nta:=,£ntalthis
Wastewater Privatization Contract Inuluding Servivce Agranment
pursuant to authorization of an ordinance duly adopted by dts City
Councll and approved by ita Ha&mr &b ; cagular meeting hald on
the .{f_f{déy of g_'g‘w;-'__, 1987, published as provided by RRI Chapter
83a and reodrded in the offfiglal ordinance book and new in full
fores ard effect; that CILY ownz and apomr:e# Lta aged municipal

wastewatar sewage systam which has llmited physical capability; that
. ' .,g"'l-
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sald sewer system (the "System") falls to meet the standarda of the
Environmantal Pratection Agency (an agenoy of the United States
government commonly treferred to as thes EPA) and the aystem is 15
need of replacementa, rehabilitations, reinforcements, and
conetruction to comport with medexn day technology for the health -
and welfare of tha publiu; that funding of tha accrnmaneioned.
prpjuoc for the ilmpraovement of tha Bystem (the "Projest") is
necessazy and required and a ravanus bond isgus (which may be
anticipated by the igsuance of ravenue bond antieipatiun'nogeb)’ié'
the preferved financing mechanism; snd ~ -
WHEREAS, 1t is mutually undarstood and affirmed that c:wr -
does not have personnwmd possessing the necesgary axpactise and sulll
to pearform the aforasaid oonatructlion or to process and macket the
required revenus bond issus; that private management of the Byaten
would provids desirable expertise and aveid political pressure at
any time and thus bs in the public interest; that AQUA ia recognized
48 a capable and reliable:firm with personnal having wide expexienca
in sewage system design, asscalated contractual projecta, and
ravenue bond igsus progedures and operational managementy and
WHERBAE, it is affirmed that 'undetr the “Kentueky
Privatization Act of 1986”, KkS Chapter 107, Seotion 700, et seq,
CIT? {8 authorized {a) to contragt for the herstofore gensrally
desoribed construction to its existing sewer system) (b) to vontraot
for the placemsnt of vavanue bonds 1s8ued under thae ptoviaions of

X8 103.200 et $9q., & O sell ravenue bonds xe provided tn k&8
Chapter 38; and (¢} to enter into a service agreement) that

-1 -

@
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A notice of the within Privatization Contract was duly published:
Pursulnt to XR3 Chapter 424; that a public hearing was held, all in
compliance with KRS 107,730, and that an ordinance authorizing. the
within Privatization Contract has besen enacted and duly :aéo:dad ag
aforegaid; | , ' -

NOW, THEREFORE, CITY and AQUA mutually agtee to - the
following qovanantai .

ARTICLE I - RECONSTRUCTION OF SEWER FLANT . - -

AQUA agrees to repair, rababilitate, reinforos, ihb1i€n and
sonakruock the uxlating mewer system of the CITY to the Eull;eétqnp
necessary for ocomplisnce with EPA standards and to pzévide such
capacity as yequired to medt the present and now teasonably !of:nsen
fueuge needs as mutually estimatad and forecasted; AQUA miy employ
of contragt with other parties for any portion of the' nesessary
constructiony provided, however, that AQUA will not be liable in sny
manner whatsoevex in event of the inability of the Systam to mest
the vélumet:io requirements of the CITY for any ppecific number af

yoary.,

ARTICLE IT = CITY TO ISéUE REVENUE BONDS
CITY agrees %0 issue gravenue bonds (which may'bo
anticipated by the issuance of revenua bond anticipatien notes) in
sufficient principal ameunt to pay AQUA in full for its construction
work and to deliver the revenue bonds to AQUA for placement. Xt ia
anticipated that the total bond isado including any bond dispount

and other costs assoeiated with the issuanca will not exoeed »~

51,000,000.00,
-3~
0
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ARTICLE IIY - SALE OF REVENUE BONDS

'&QUA Agrgen t0 place oy sell CITV'S sewer ravenua bonds fox
financing the reconstrustion projeot by providing the reguired
fisoal agent and as deecribed hevein &8 a part of this Privatization
Contracty previded, nevertheless, that suoh sale or placement 5!
bonds may be pestponed hy €IT¥, which shall bs permittad to !inanao'
the Projact upon a Semporary bagiz by the issuance of notes in.
antioipation of the issusnce of revenus bonds, aa authb:isdd by

statute.
' ARIICLE TV = BILLING AND PAYMENT

AQUA shall be paid for completion of the project oith.r by
nagotiated lump sum aontract for the total project imprnvementp .
prior o conagtructicn of the project or, wpon ucmplatién of the

’

Praject by submittal of a standard of customary invoice setting
forth the cost of meterials used, labor performed, the cost of

sublat oconteacts, supervizian, genoral averhends, negotiated profit,
and all other appropridte and oustemarily charyed eosts, Upen nnga-‘
tiation of the lump sum.ccntrace or acseptanca of the aforesaid in-
voita the CITY (subjest to the provisions off Avtiols IXIX hereol)
ahall deliver +o AQUA revenue bonds issued agoording to law im a
principal amount fully suffioient to cover the nagotiated lump sum
cantrack or the entive invoice of AQUA and all costs attendant to

tha bond issue itsalf.

ARTICLE V ~ HOND COUNSEL; PIECAY AGENY

A qualified hond counsel and gualified fiscal agant ghall
be employad in tha placement and/or'nale of the revaenue bonda. The
zevenus kondd shull be placed at rasasnable interest rates undev
market conditions and clrvcumstances ak the time of placement, The
ogst of bond counwal sdrvides and figcal Agent sorvises and theiro

- g -

®
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reapective sxpenses shall aluo be paid For from the procseds of the
bond issue whiob shall be in suffjeient principal amcunt to cover
not only the aforemantioned AQUA invoice but also to pay for the
services of bend gounsel and fiscal agent togetheér with thelr
l expenses and other couts attendant to the bond issue itael¥)

provided, however, that limitations under federal statutes for
f paxmont of such costg from the procweds of the ravenue bonds shall
bae obgerved and any eXvase costs shall be pui; as agreed upen’
betwaoﬁ the CITY and AQUA under a Gepazate agreement, ' -

RTI ~_ARBYTRATION _

In the event of any disagraemant between the parties to/
this contract which cannot be resolved between themselvag, the '
pacties may mutually agree to binding arbisration whieh shall hé
acconmplished by petitioning the Chlef Juatice of tha Supreme Court.
of Kentucky to deslgnate a panel of three membexs of ths Court of

Appeals of Kentugky or thres other yersons who shall serve as

arbitrators, In event the Court does not oonepné to perfozm theze .

gervices, ¢ach of the partias shall salect one arbitrator and those

two arbitrators shall seleot a third arbitrator, which tnree petsons .

ghall then comprize & fiunl board for binding arbitration, 7Thie

form of binding arbitration shall apply alsc to the Servics

Agreement, 4 part of the within wastaewater Privatization Contract

wvhich 1s set Zocth in gubsequent Article VII herecf., The cost angd

axpenans of any arbltratiqg, athar than tha o0osts and expenses of
 personnel of the partiea t%emaelvws, shall be snated oqually.gy'tbo

parties hereto,

{t
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ARTICLE VII - SWRVICE AGREEMENT '

In addition ta uvhe ibregainq agreements, CIFY hereby
cmploys AQUA to manage, oparata and maintain the System aacnzdin} to
the cavenants sat forth below,

l. Zernm of ggréamagg. The term of this Service Agreanent
shall commence upon cempletien of tha recgonstructed and rehovated '
Bystem, and shall continue for five years; provided, howsver, that
the CITY may terninate the Sarvice Agreement (1) ut the end of the .
third year on reasonable notice, and (2) anytime thereafiter on: .
reasonable notice. Upon completion of the term of this Agreement
(elther by expiration of tha term or by early te:minatibn under the
provisions heceof) AQUA shall ba paild a transition fee of 595:630.00 7;%<;~
+ &ald fee has been fixed as the agreed estimated amount required
to reimburse AQUA for ieé costs in previding for the demobilizakion
of operatien #and tranaltion of records, personnel and facilities
from private epexation to municipal operaton.

4. Qunership of the Projegt and fewsr Symtem. Ownership
of the Project &nd the Byatem shall at all times bs vasted in the
cI7y, including the original aewer system, the reconstruation
Project, and all future batterments and additions without limitatisn,

3« All Receipts to Bgleng to City. 'All income and
revenues arising out of the ownership and operatlon of tha System
ghall without limitatiol baelong to cpo CITY and shall oonstitute

.

wpecial and segregated minicipal funda at all times, subject to the

provisions of the ordinance authorizing the revenue bond isaye’ (the
Haond Ordin!nca")' Whloh shﬂll Pravide for apytopriute UPG:‘!%*Q“DI

4,
i

—\6-
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! disbursemants lequired Iin the managemént, operation and maintenanca.

I O£ thae aystem.

' i. RNao gg;gsgca; Iufluewca, CITY agrees that it will naﬁ
gausa or countenandge any: palitlual influenca upon AQUA' In its

l managenent and opuraticn of the sewdr gystaen and AQUA agteoa that ie.
will not participate in any politi¢al matter app:rtuining to the’ '

i CITY or any of 1t employess, BY this p:oviaxon the paxtian d0 not
intend to inhiblt any person’s coastitutional right to free specoh

' or the expression of personal views. S

l 8, CITY to Estublish all Rates, _g;g_ &nd gggglag;on .
Al rules and zagulations relating to rates and chaxges shall’ bd

l fixed and ewtablighed solaly by the CITY) provided, however, cz&§
shall obgerve and :espeet 511 govenants and agrcamenes in the Bond

l Crdinance, whish shall concaiu n rate Govanant requiving the

l maintenance or e¢stablishmant of rates deusigned to produce revenues
suffiolent tuv pay the obligatieng of tha Eystem, and all covenanss

l and agraements exprensed in tne Bond Ordinance and herein.

As provided by KRS 107.730, this Servica Agreement, the

i charges for rateus and sarvices, and ovperation of the System undex

I this Service Agreament shall not b¢ subject to the juriadication of
the Xentucky Public Bervice Commigeion or any successor regulatory

' agency. OITY gxanta no franchise. CITY relinquishes no
jurisdiction oves :ateaﬁ,chargan and servicus, ;

l 6. Servides to be Rendered by AQUA. Tha services which

|

i

]

AQUA agrees to render relate solely to the Eystem and its vaciéua
[
functions ss deseribzd hareln and shall consist of (&) nmanagement;
(h) operation and maintasnance of the pianty (¢) billing, collecting
“ 7 w

¢

&
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ahd dimbursing funds in accordanca with the bond o:dinanau'and this
contragt; (d) setting up and maintaining an adegquate and aantindin{
system of acoounting; (éi rendezing to the CITY finansial and
operating statementn not'lean frogquently than guarterly and an
annual audit report prepared by a Certified Public Accountant; (f£)
renderihg to CITY enginesring inspeotlion reports and rnccpmhdd&tiéna ‘
not less frequently than annually and as ¢iroumstances may war:nnt}
(9) proguring and maintaining, in the name and on behalf of CITY,
insurangw hgainet gueh hazardes and in such amounts ag may ba' :
necegesary and customary in other comparabla sewer #yatema énd
oparations; (h) the gelaotion, training, employment and discharge of
any and all personnal which-may be necessary or desirable in Aaﬁk'x
judgment te the performince by AQUA of its functions under this
Contraat, inciuding'hha determination of the compensation paid to
such pearxsonnel. '

AllL employeen hiving agcess to or béinq chargeable with
responsibility for the handling of funds shall ba bonded with good

. ';
[
|
|
|
i
]
i
i
i
8
|
: corporate surety in reasonable smaunta under the ciroumstances ag
I! fixed or appraved by the CITY. The premiums paid for such surety
!I . bonds phal)l ocongtitute a part of the operating expanses of the sewer
gyatam.
Il.
|
A
o
é‘l -

7. NO ¥ree Service; CITY alio %o Pay., No wastewater sawer
Sarvice renderad to the CITY or

. gorvice shall be furnighed free.
any of jta depastments ahall be billed and pald for by CITY fxom {ts
separate funds the same 45 any other customer In the same rate”

L

clasasification,

\&
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8. Office a Part of Prodect. CITY may make vffice apace
,avallable to AQUA in premises already owhed by or available to CITY
1€ the same are adequate n%d sultably locatud for that purposm, in
whiech event a falr rental valua therefor may be establishsd by the
CITY Councll and paid for ac a part of the expensus of operating the
System. If CITY dves hot have adequate and suitable spave gn:'iuéh'
oftlge, AQUA may make arrangements for the rental of sanme and the '

crental Fhus paid shall constitute & proper expense of op'tatiop o2
the gysten. .". _:,‘ '
9. Compensation of AQUA) Sglely from System Revenves; '
subject to Bond Reguirements. AQUA shall ba authorized to gause to-
be paid molely from the City'a Operatlon and Maintenan¢e rund
evtablished by the Bond oddinance ths costs of cperation and
maintenancs, which costs shall include compeneagion payable to AQUA
for lts services under this Bervice Contraect, and for the use of any
waorking capital whiuh it may advancé. Payments shall bn.madn solaly
from the income of tho System and solely from the Operation and’
Maintenance Fund for which provision hae been made in the Bond
ordinance. The Bond Ordinance reguires that certain payments from
revenuas be sot aside iiito the Bond Fund as & fFirst charge and lien
upon the revenues. Thereafter paymants, reimbursement or
compensation shall be inpfouz separate categories am follows:

() Payments flor ocugtomary expenses agtually incurred in
operating and maintaining the aysteﬁ, inoluding all such itemo as

are “operating expenses undar good and acoepted accounting.rf“
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prasticas. Specifically, but not by way of limitation, the sama may
include the Halery or wiyes of the parmon rasiding in the CITY or
vioinity having imnediate day-to~day rasponsibility for ali phases.
of opération and maintenance, the galary or wages of proper service,
repalr, billing and gellegting parsonnel; the c?st of naterials and
vupplies actually consumad from time to time; premiums on surety o
bondg and pulicles of hazard insurance; and offica rental ahd offive’
utilieign, but ppecifically excluding any provision tor depreciation
ol property or fopr tha remuneration of the officers of or.peiéonll
employed directly by AQUA. L
Prior te buginning the Project and operation thereos, APUA
' shall make Such prapacatory action as may be hecessary, includifg
~the setting up of an acoounting systam, making acrangemeonts toé
offiné fagilities, the selection and training of pe:soqnel, atc., a0
that operationh of the RProjie¢t may be commensed in an arderly
nanner. AﬁUk ghall prepare all propar data relating to ¢onatruction
digbursements, in ordor that same may be entared upon the books and
records of the gewey uyotem., It 1 underateod, however, that
payment for the resonstruction of the Project is £inally the
rasponsibility of the CITY thru 4 rovenue bond isole, supra.
Payments withinithis category (a) mhall be prid é:om and to
the extent fundu age from time to time available from tha operation
and maintenance fund; und if balanges from time to time in the
oparation and maintanance fund, ahall be insafficient to pay the same
when dus, AQUA agrees that it will, nevezthelers, advance an-'samo

- 10 ~
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fzom its own capital funds whieh it ehall provide for that purpose,
to the end that wastewater operations shall be maintained '
continuougly. All sums So advanced by AQUA from its own capital "
funda shall be entered In detail upon the books and ragords of the -
Bystem, so that the amount thereof and tha time or times of each
advanue may bé¢ determined accurately therefrom and raimhurgem-h&
from subsequent System-funda nay be accurately made,

(b) AQUA shall be reimbursed for payments made by it on
behalf of CITY For other proper general expenses, inulnding tho ."
expenazs of AQUA's officers or employees for work actually pu;tozqad
on behaslf of CITY, byt in no cass shall such relmbursement excead '
actual ¢osts for expansea eligible far payment frow the Dpo:ﬂt;ég
and Maintenance Fund, and in no oase shall such reimbursementa
ekgsad in the aggregate the sum of One Thousand Dallara (31000.00)
per month,

Reimbursement within this category (b) shall be paid from
time ta time t?qm the opevation and mainienance fund, bu% only after
expenses of the nature described in catagory {a) have bean paid in
£ull, ox after provision for the payment thereof when due nas bgen
properly made. If and t@ tha extent monies Iln the operation and
maintenance fund shall be insufficient to pay AQUA's reimbursement
vnder this categery (b) the same may .be accrued upon the booka and
recorde and shall conatitute proper items foy; payment Erom said
operation and maintenance fund when, as, and if monies for that

purpose begome available tharein. -.;ﬁf

“ 11 =
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(¢) Until the date of vternination of this Contract
compe¢naation ta AQUA fop Ltw managunent services, for the uge of

such working capital as it may advance from time to time under

category (a), for the risk assumed by AOGUA in making such advances,

and for agreeing to dsferment, L& and to the extant necessary, of
compensation to its corporate and profassional personnel vader
catagory (b), and to maka possible the payment of reaaonabze‘éenccal
gompensation, shall be determined annually and shall he (1) the '
£ixed sum of $15,000,00, plus the CPI inflation rata uince the é&gp:"'
of this Privatization Contx;bt and {3) an amount sgual to three
pereant .{(3%8) of the gloss revenuea of thp System, whien amoﬁnb ahall’
not excesd an amount equal to fifty percent (508) of any auzplui{in
the oparation and mailntesance fund which is deéiarad by tha bond
ordinance to be avallable to the CITY “for any 1uwéul purposeTy

provided, however, that tha total amount payable to AQUA under (1)

and (2) hereof zhall not exceed twise the amount established in (1)

hereof: The foregoing amount shall be accumulative under this '-

. eategary {(¢) and may be acerued upon the bovka and records only 1if
and to the exteht funds are: not avajilable therefor arfter said prioe
requirements have boen tulfy met, as shown by the annual audic.
Purthermore, as partial compensation for advanced capital, AQUA
shall be allowed to acerua on the books and recorda an interest
charge af six percent (6%) annually on such worﬁing capital
advanced, Upon tefmination of thim Agreement the foregoing amounts,

to the extent not yet paid shall ba dua and owing. s

w 12 =
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CITY further covehants and agrewe that, pricr to completw
retirement of all bonds and without ragard for incrozaed cowt in |
wagas or other expenses Qndur uatego;y {a}), ihe Yatem and aha:gesl
for sewer seyviee will be adjusted from time to time if and to the
extent reguired to ptuvide to AQUA, us & minimum, the relmbursement
described in categorlas (a) and (b) and (9). ‘

(d) In ths ovent of early retilrement of all of éxwy'a
syshem ruvenus bonda, AQUA shall receilve &a it8 coumpensgation coz the
duration of the conrtract term theraafter a gum equal to £1tcy
pervent (508%) of the excess of gross income and ravenuaa ovs: pnd
sbove oporation and maintenance expenses, as dsfined {n (a) and Sb)
2b°VOa providad howaver, that the above conpensatlon shall not ﬁu
greater thon twe and ona half (2.5) times the £ixed gompensation
gomponent as formulated in Artiecle VII Feotion 9. CITY coveanants
end agrees with AQUA that afler any such aearly retirement of said
bends and until enpiration ¢f ths term of this contract, CITY will
not reduce its zates and charxges for sewai sexvice below the soale
of rates and ghavrges necegsary Lo produae ravenues ta meet the
requicaments as hereln Jdafined, inoluding the application of the 2.3
factor aforementioned, This subsegtion shall not be oparable or
controlliny auring any period du:ihg which tne Service Agraement is

in effect 1f any tax-exumpt Londs or bond anploipaticn nvbes are

outatanding,
10, AQUA Mok am Opligor vy Quarantor With Respeat o
QIry's Sonds, It is understood and agresd that AQUA's obligayions

- 13 -
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hereunder are to provide to CITY the management and operational
services herein contenplated, and AQUA Is not ftaelz vbligated to
digscharge the CITY's Systam Revehue Sonds, nor dows it guarantes the
payment thareof or interest thereon. AQUA shall at all tlmes be
aéeountable and responsible to the CITY and to tha holderd of sald
bonds ror the faithful and propar .receiving, cegregation, diuburlipéf .
and accounting of and for the project revenuss, and shall uﬁswe: for .
nogligepue, Zraud, or gther migconduct of AQUA and its officers,
agents, servants, and employees in that commestion; but iz, hﬁen and’
to tha extent AQUA may from time £o time make propar aegregiéioﬁ,' i
depesiting, or sebtting aside of monles into the bond fund in
agoordance with the pruoviaions 9f the bond o:iinanaa and into cﬁg
cuatady of the finangial lnstitution properly designated by the City
to receive the sama, AQUA shall be deenmed tn have aischarged its

duty in that respect and shall not. ba responsible for any subsequent
nisfortune, or for any subsaguent misapplication or dizappearanca

Ve

thereot,
11. AQUA Daes Not Contrsot to Provide Legal Berviges to

citys AQUA's Attorney Only ¥or Its Own Legal Affairg. References
herein to employment by AQUA of an attornay ak law are understood to

me@n such employment as AQUA may desive with.reapeot to ita own
legal affairsy and AQUA does not hexaby agreQ to provide any legal
services to tha CITY, Nevertheless AQUA and CITY agres that thedis
conperation and the cooperation af thelr attorneys, each in i{tg own
interests, 15 desirable, especially with regard to any litigagion

d - 14 -
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whleh may affept the rights and interasts of ‘both; and it ig agreed
that such coopazation will be provided in good faith at all Eimea..
If CITY shall be made a pacty to any litigation, concerning
the =ewer gystem, its ownevship, service, rates, rules, regulatiens,
imp:oveménts. additions, or extensions, it shall promptly give full
notice thexeof to AQUA, a&nd AQUA agrees that it will gtvo_aimila:.
nog:ce to the CITY under similar clroumstances. '

13. CIT¥ Consents that AQUA May Huter into 8imil gg
undergaktngs. Tha CITY is aware that AQUA im a going eonvern

engaged in variocus services Eo: varlous water syatems and sewvage
syatems and that AQUA may anker into contraocts fof the'renderihg;o!
gervicens to other cities similar to those rendared CITY 4in
gonnection with gewsr or other utility operations) and the CITY
hereby gives its gonsent that AQUA enter into any such undertakings.

AQUA agreee that it will maintain its agcounting hereunder
separate and distinet from ita business o ascounting in any other
connaction; and will nevar causs or permit any comningling of the

cIty's project, or any part thereof, or any income and revenues
arising thi:efzom, with any other properties ox revenues.
Notwithstanding tha foregoing, it ig understood that if
AQUA shall be employed by any other city, o:.citiea, for the ,
parformance of the same or similar services, AQUA or itm affiliates
may find 1£ possible to affect savings to all concerned by
purchasing in its own name, and retaining title to, machinery,

equipment, materials or suppliss which may be of common ussfudiives

-l’-
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whan meeded, or in quantities whioch would be unesonomical of unwise
o purchase tor any singls cperatlon. IFf AQUA ahali sea £it, it ney
invest its own independent vapital funds in such manneg, but shall
not charge to lts opurations on behalf of CITY undar this vontract,
any poxtion therecf, unless and until actually used, allécatnd,foi
ingtalled in cannectlon 'with or ‘a8 a payt of itg operation of the
project hergunder, It-ié wnderstuod and agreed thas suéh charging
or allocavion may consist of the fair rental value of any éomnequ
useful machinary oc equipmaﬁ: of AQUA Yor auqh period an.:hp:waﬁl'
may actually be used or made aveilable in its operations under this

contragt, y
ARTICLE VIII - NON-SEVERABILITY OF CONTRACT EXCEPT BY
MUTUAL CONBENT ‘

If any essgntial or nubseanﬁial portion of the foregoing
Wastewater Privatisation Centract Ineluding Service Agrsement ip
adjudicated to be veld thun the antire undertaking shall be moot
unless CITY and AQUA mutually agrae to proveed under any or all of
the remaining provisiong: however, in sny event AQUA ehall be
reimburasd for all ¢osts and expensed actually incurred by it for
work undertaken hut not to inoclude any expenzes which AQUA may hava
incurred in negotiations brior to the esesution of the within
contraat, ‘

IN TESTIMONY WHEREQF, the‘czrr and AQUA have caused this
vontrack ke bs executed gach by its proper and duly authorized

R
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officlales all in the commonwealth of mnt:uoky a8 of the year and day

£irwt above wr!.tten.

CITY QF CLINTON

ATTESTs
ITY CLERK g
AQUA CORPORATION
BY3
ATTESTY
BECRETARY 7 7
~
R
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Program costs were not unreasonable or excessive. Accordingly, we deny LFUCG’s
proposed adjustment to remove BT Program assets from UPIS.¥

Accﬁmulated Depreciation. Kentucky-Amerlcan uses a 13-month average of its
accumulated depreciation balances for the period from July 1, 2013, through July 31,
2014, to arrive at forecasted accumulated depreciation of $136,601,885. The
Commission finds that forecasted accumulated depreciation should be increased by
$31,332 to reflect the effect of construction slippages, which results in an adjusted
balance of $136,633,217.%

Construction Work _in Progress ("CWIP"). Kentucky-Amerlcan uses capital

construction budgets for the period from July 1, 2013, through July 31, 2014, to
calculate forecasted CWIP of $6,851,268.5° The Commission finds that Kentucky-
American's forecasted CWIP should be decreased by $554,089 for an adjusted balance
of $6,297,179 to reflect the effect of construction slippages.®!

Working Capital. In its application, Kentucky-American Includes a cash working

capital allowance of $3,946,000 in its forecasted rate base.® It subsequently revised its

T As Kentucky-American has demonstrated BT Program's benefits and costs, our decision in
this case is easily distinguishable from other proceedings In which applicants have failed to make such
showing. Sese, e.g., Case No. 2008-00563, Application of Water Service Corporation of Kentucky for an
Adjustment of Rates (Ky. PSC Nov. 9, 2009).

8 Application, Ex. 37, Sch, B-1, at 2.

4 Kentucky-American's Response to Commission Staff's Second Request for Information, Item
41 at 38.

0 Application Ex. 37, Sch. B-4.1 at 2,

51 Kentucky-American's Response to Commission Staff's Second Request for Information, ltem
41 at 38.

52 Application Ex. 37, Sch, B-5.2 at 4.

-12- Case No. 2012-00520
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Steven M. Lubertozzi
Rebuttal Testimony
Page 3

breakout of the $167,131, which was provided to Ms. Crane during the course of

discovery:

Accounting ‘
Accounts Payable 11,075
Billing SN e
Clerical
E»")V(ECuﬁv‘e
Finance
T
Legal
Opera
Regulatory

As stated by Ms. Crane, undoubtedly some costs being allocated to Water
Service Corporation of Kentucky (“WSCK") are necessary for the provision of
safe and reliable water service; however, she has removed all of these costs.
These costs are allocated from Water Service Corporation (“WSC") to WSCK
and are necessary to safe and reliable utility service. Without these services,
WSCK could not operate as a utility. For example, if WSCK did not have the
ability to pay vendors through the Accounts Payable Department, vendors would
not be paid for their services and woqu ultimately stop providing services to
WSCK. WSC allocated $11,075 for these services to WSCK. If WSCK were to
hire its own Accounts Payable clerk, it would lose out on the benefits of

economies of scale available to it through the larger customer base of WSC. The

ultimate cost would be greater than $11,075, which would uitimately lead to

Commission Staff
Exhibit
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Tommy Kimbro PO.Box 303 City Council
Mayor gl A 112 South Jefferson Phillis Campbell
Allen Poole. Clinton, Kentucky 42031 Howard Dillard
City Administrator (270) 653-6419 Jerome Jenkins
Donna Byran Email: clincity@bellsouth.net Jeff Morrow

City Clerk/Treas. Tvan Potter

Snapper Seaton Yveit Thomas
Police Chief

Shannon Payne

Asst. City Clerk,

April 8, 2014

Kentucky Public Service Commission
P.O. Box 615

211 Sower Blvd.

Frankfort, Ky 40602

Re: Water Service Corporation request for rate increase
For Clinton, Kentucky

Dear Members of the Commission:

I 'am writing this letter on behalf of the Mayor and Clinton City Council to express our opposition to the
requested water rale increase by the Water Service Corporation.

The City of Clinton is unlike most small towns across the state that have feit the effects of the economic
downturn. The current unempioyment rate in Hickman County is 8.9 percent representing one of the
highest rates in our area, and according to recent census data and the median income for a family in
Clinton is only $27,847, with 31 percent of our population living below the federal peverty line. In addition
to this 24 percent of our population is 65 years of age or clder and this would also be an accurate
assessment of the number of seniors living on a fixed income.

The Maycr and Clinton City Council are opposed to the rate increase because we feel that it puts more
burden on our residents who are already stretched to their econornic limits, and would place a severe
hardship on our senicr population.

Please take these factors into consideration in this case.

Sincerely,

%. (rdér 2

R. Allen Poole
Clinton City Administrator

Public Exhibit )|



ADDENDUM TO WASTEWATER PRIVATIZATION CONTRACT
INCLUDING SERVICE AGREEMENT
This ADDENDUM TO WASTEWATER PRIVATIZATION CONTRACT

INCLUDING SERVICE AGREEMENT, made and sntered into this 2éa dey of fchsa ey
2002 by and between the CITY AOF CLINTON, KENTRUCKY (the “City"), and AQUA/KWS,

Inc., & Kentucky corporarion, formerly Aqua Corporation ("Aqua”).
WITNESSETH:

WHEREAS, the partles have previously entered into a certain WmeW'axer"Privatizadon
Centract Including Servics Agreement dared June 1, [987 (the “Agreecmant”), which was
amended on February !5, 1991 to axtend the tarm of the Agreement to Fabruary 28, 1996, and
amended on Yarch 3, 1994 to extend to the ferma of the Agreemuont o March,3, 1999, and
emended on Fobruary 3, 1997 1o extend the term of the Agreement to March 3, :2002, and ft Iy
now the degfre of vh= parties to amend Artlele VII, paragraph 1, of the Agreement far the purposs
of axtonding the term of the Agre=meant to March 3, 2022 and 16 maks other modifi¢ations to the

Agreement &9 s1ared hereafter;

NOW, THEREFORE, in consideration of the premizes and of the mutual cavenancs
hezein contained and contained in the A greement, the Ciry and Aqua agres as follows:

I, Asticla VT, Sestion 1, Paragraph | of ths Ageemens Is hereby supplamanted end amended to
the effect thar the term of the Agreement shal] be extended to Maroh 3, 2022;

2. Ardcle VI, Section |, Paragraph | of tha Agreement is herclry amended ay follows:

(8) Delste — starting atJine 6 “Upon completion of the term......from priven operation o
municipal eperation,” ending at line 12,

(b) Add —*Lon completion of the mxm of tis Agreemnont (either by expimtion of the wrm
or by easly terminacion) AQUA shall be paid 1t's cost (lebor, overhead, and expenses)
plus 13% prof¥ in providing for the demobilization of operation and transition of records,
persennel and facilitiey from private operation  municipal eperation.”

@ Water Service Corp. of KY
Exhibit 0l
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Article VIL Section 9 - This is supplamented as follows: “Tt Is agreed by the parties hereto
that Aqua shall not advaaca oapital to the Cley unleas requetted by the Clty 2s the City
anticipajes being able t0 agqulre apy capital necagsary",

4. Arnicle VI, Secrfon 9 (d) is delated In its entirerty,

Article VI, Sestion [2 - Thia 32ction Is supplementad es follows: “Tt is agreed by the parties
heteto that prior to oharging the City for equipment owned by Aqua and usad on tie City's
behalf, the parties shall agres on & ratw of cheego.” .

6. All other provislons of the Agreetnent ape reaffirmed.

IN TESTIMONY WHEREOF, the City and Aqua havo oaused this Addendum ¢o be
oxsauted each by its proper and duly uuthorized offlcer ag of the year and dam first above written.

CITY OF CLINTON, KENTUCKY

Title Mayer

AQUA/KWS, INC/ U.§. UTILITIES

By ’%{%

Yie, . /

Titla . Manager .

By

J. David Whitehousa

Title Ex, Vice President




ADDENDUM TO WASTEWATER PRIVATIZATION CONTRACT
INCLUDING SERVICE AGREEMDNT

This ADDENDUM TO WASTEWATER PRIVATIZATION CON C’I‘ NCLUDING

SERVICE AGREEMENT, made and entered into this _< day o , 1997
by and between the CITY OF CLINTON, KENTUCKY (the “CITY”), and AQUA/KWS INC

a Kentucky corporation, formerly Aqua Corporation (“Aqua”),
WITNESSETH:

WHEREAS, the parties have previously entersd into a certain Wastewater
Privatization Contract Including Service Agreement dated June 1, 1987 (the “Agreement),
which was amended on February 15, 1991 to extend the term of the Agreement to February
28, 1996, and amended on March 3, 1994 to extend the term of the Agreement to March 8,
1999, and it is now the desire of the parties to amend Article VII, paragraph 1, of the
Agresment for the purpose of extending the term of the Agreement to March 3, 2002;

NOW, THEREFORE, in consideration of the premises and of the mutual covenants
herein contained and contained in the Agreement, the City and Aqua agree as follows:

Section 1. Paragraph 1 of Article VII of the Agreement is hereby supplemented and
amended to the effect that the term of the Agreement shall be extended to March 3, 2002;
provided, however, that the City may terminate the Agreement on March 8, 2000 and any
time thereafter on reasonable notice to Aqua,

Section 2. All other provisions of the Agreement are reaffirmed.

IN TESTIMONY WHEREOF, the City and Aqua have caused this Addendum to be
executed each by its proper and duly authorized officer as of the year and date first above

written.
CITﬁLIN}gN fCEN TUCKY
e =2/ v/ivgdfat

Jackiy Caraway
Title, ~ Mavor
AQUA/KWS INC, /

By /
Boblzy@{é Jr

Title_ -~ Manazer ~
s P U W1 A

4. David Whitehouse

Title President .

3
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ADDENDUM TO WASTEWATER PRIVATIZATION CONTRACT
INCLUDING SERVICE AGREEMENT

This ADDENDUM TO WASTEWATER PRIVATIZATION CO ACT

INCLUDING SERVICE AGREEMENT, made and entered into this 24 doy of Echrumry’
2002 by and becween te CITY OF CLINTON, KENTRUCKY (the City"), and AQUA/KWS,

Inc., 8 Kentucky corporution, formerly Aqua Corporation (“Aqua”).
WITNESSETH:

WHEREAS, the pariies have provicusly entered Inta a certain Wastowaler Privatization
Contract Including Servica Agreement darad June 1, 1987 (the “Aareement™), which was
smended on February |3, 1991 to extend the tarm of the Agreement to February 28, 1996, and
arzended on March 3, 1994 to extead to the term of the Agresment to March 3, 1999, and
emended on February 3, 1957 ta extend the term of the Agreement to March 3, 2002.. and it s
now the desire of the parties ta amend Artlcle VII, paragraph 1, of the Agreement for the purposs
of extending the term of the Agresment to March 3, 2022 and jo make other modificatons to the

Agréement as smted hersafier;

NOW, THEREFORE, iIn consideration of the premises and of the mutuel cavenartts
herein contaiped and coatninad in the Agreemant, the Clry and Aqua agree ag follows:

1. Ardele V[T, Section 1, Paragraph | of the Agreamens Is hereby supplemantad and smended to
the effect that the term of the Agreement shull be extended to March 3, 2022;

2, Ardele VI, Section |, Paragraph | of'ths Agreemont is herchy amended as follaws:
(a) Deleta ~ srarting at lne 6 “Upon completion of the term.,,,..from private operation 1a

municipal operation,” ending at ilne 12,

(b) Add - "Uinon complation of the wrm of this Agrsement (cither by expimtion of the trm
or by early termination) AQUA shall b¢ paid It's cost (labor, overhead, md expences)
plus 15% profit in providing for the demobfllzation of operation and transition of records,

perscanel and fcilities from private operation w munlcipal operation.”

9
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Article VII, Seation 9 (d) i deleced in its entivery.

behalf, the partles shall agree on a rate of charge.”

PAGE

Article VI, Section 9 - This is supplemented as followa: “It iy agroed by the partiey hereto
that Aque shall not advance eapital to the Cigy unless requested by the Cley as the Clsy

anri¢lpates being able to acquire any capital necessary™.

Article VTI, Ssction 12 ~Thig section is supplemented as follows: “Tt is agreed by the partics
hereto that prior 10 alarging the City for squipment owned by Aqua and used on tha City's

All other provisions of the Agreement are reaffirmed.

IN TESTIMONY WHEREQF, the City aad Aqua have caused thig Addendum o be

exoouted each by its proper and duly authorlzed officer ag of the year and data first abave writtan.

CITY QF CLINTON, KENTUCKY
B}gggééi;;;znﬂ—w~1<$‘:;:::w—‘2123
)

Title Mayor

AQUA/RWS, INC/US. UTILITIES

n A U o
ﬁésby Yhes, )t /

Titla Manager "

By

/ J. David Whitshousa
Tide Ex. Vice Prealdent

82/83
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WABTEWATER PRIVATIZATION CONTRACT
INCLUDING SERVICE AGREEMENT

THIS WASTEWATER PRIVATIZATION CONTRACT INCLUDING SERVICE
AGREEMENT, made and entered into this __f{jaay of Juiie , 1987, as
suthorized by Kentusky Reviped gtetutes Chaptey 107, Seatlon 700, et .
seg, by and between the CITY OF CLINTON, Hickman Counry, xentucky, a
munioipal corperstion &sometimex herelnafter raeferred to a5 the
exry"), and AQUA CORPORATION, a Kentuchky corporation, having a ’
registerad office In Lexington, Kentuoky and its geheral offices at
354 Waller Avenuve, Lexington, Kentaoky 40506 {scme;lmos hereinsfter
referred to as "AQUA") , 2

WITNRS SE T Hs

.WHEREA8, it {o underutood and affirmed by the puartiea to |
the within agreement that CITY isx a Kentucky muniecipal corporation
of the Pifth Class governed under the mayor-oity council form of
governmant pursuant to KR8 Chapter 33y that CITY haa full power and
authority in law to contraot as herein proviced and Ontarﬂ_inko’this
Wastewater Privatization Contract Insluding Service Agresment
pursuant to auvthorization of an ordinance duly adopted by its City
Councll and approved by ita Mafaz &b ; cagular meeting hald on
the J:f{jdéy of §Z§3£Qi_, 1987, published as provided by RR3 Chapter
83A and recordsd in the offficial ordinance bobx and now in full
toresd and effect; that CIVY ownz and operates lts aged municipal

vastewater cewage @ystem which has llmited physical capability; that

~
LIRS
LI |
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said sewer system (the "Bystem¥) faile to meet the standards of the
Environmental Protpotion Agency (an aguncy of the United States
government commonly referred to a=z the EPA) and the system is Lﬁ
need of replacements, rehabilitations, reinforoemants, and
conetruotien to comport with modexn day technology for the heaslth -
and welfare of the public; that funding of the azorementioned‘
prpjuct for the Improvement of the Bystem (the "Project”) is
necbagary and required and a ravenus bond iaaue'(wnich may be
anticlpated by ths igsuance of revenue bond anticipation-nogeb}‘ié‘
the preferved financing mechanism; and : o
WHEREAS, it ig mutually unde:stood and affirmed that CIT¥
doee not have personnel poassesing the neocesgary expertise and suill
to perform the aforasaid gonstructlon or to process and nacket the
required revenue bond issus; that_p:ivata nanagement of the Byatenm
would provide desirable expertise and aveid political pressure at
any time and thus be in the public interest; that AQUAR is recognized
a8 a capable and raeliable-firm with personnel having wide expexience
in sewage systenm design, asscaleted contractual projects, and
revenus bond igsue progedures and opecational managementy and
WHERBAS, it is affirmed that undetr the “Kentucky
Privatization Aot of 18B6", KRS Chapter 107, Seotdon 700, et segy
CITY {s authorized {a) to contragt for the herstofore generally
desoribad construction to its existing sewer system; (b) te vontraot
far the placement of ravanue bonds issued under the ptoviasions of
KRS 103.200 et #9g., oc 40 sell revenue bonds aw provided (n KRS

Chapter 858; and (¢) to enter iptoc a secvice agreement; that

@
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8 notice of the within Privatization Contrast was duly published
Pursuant to XRS Chapter 424; that & public hearing was held, all in
compliance with KRS 107.730; and that an ordinancae guthorizing. the
within Privatization Contract has been enacted and duly caéo:ded ag
aforesaids ' )

NOW, THEREFORE, CITY and AQUA mutuslly agree to the
following covanants:

ARTICLE I - RECONSTRUCTION OF SEWER PLANT . -
AQUA ayreen to repair, rehabilitate, relnforoe, &hblgﬁn and

conatkruct the axisting sewer system of the CITY to the fullgestqn;
neoessary for compliance with EPA standards and to pxévide uuah’
capacity az required to meet the present and now reasanably foreseen
future needs aa mutually estimated and forecasted; AQUA m&y emplay
or contract with other parties for any portion of the neteRRAry
constructionr provided, howaver, that AQUA will not be 1iable in any
manner whatsoever in event of the inability of the Bystem to meet
the vélumet:!c requirements of the CITY for any ppecific number of

years.,
ARTICLE IT - CITY TO ISSUE REVENUE BONDS

CITY agreesr to issue revénue bopds (which may'be
anticipated by the issuance of revenue bhond anticipatien noﬁas) L
sufficiant principal amount to pay AQUA Ln full for its construction
waork and to deliver the revenue bonds to AQUA for placement. It ia
anticipatsd that thes total bond issu§ iucluding any bond disvount

and other costs associated with the issvance will not axcchi;’

$1,000,000.00.

9
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ARTICLD IIL - SALE OF REVENUE BONDS

KAQUA agrasp t0 place ox ssll CITY'S sewer ravenus bonds for

financing the foconsiruction projeat by preoviding the required
fisoal agont and ap deecribed horein as a part of this Privatization
Contracts provided, nevertheless, that guch eale oxr placement éf
bonds may be pestponed hy €ITY, which shall be permittad to finanao.
the Projact upon a semporary basiz by the Llseuance of notes in.
antivlipation of the issuance of revenusz bonds, ta authcrizdd -3

statute.
' ARYICLE IV - BILLING RAND PAYMENT

AQUA shall be paid for cvompletion of the project: oithor by

negotiated lump pum contract for the total projact improvemantp '

prior %o cornetructicn oL the project or, upon complatién of the
Project by submittal of a standurd or customary inveice :ettind'
forth the ovst of materials usaed, labor performed, the vost of
sublet ocuntracts, supervisiar, genoral gverhends, naqoﬁiatad profit,
and all other appropridte &nd customarily charged eosts, Upen nsgn-'
tiation of the lump swn.centract or acoeptance of the aforesnid inw
veice the CITY (sublaot to the provisions o Artiocle IIX hereof)
whall deliver to AQUA revenue bonds issued agoording o law in a
principal amount fully sufficient to cover the negotiated lump sum
gontract or the entire invoice of AQUA and all costs attendant to
the bond issue itself. .
| ARTICLE V - BOND _COUNSEL; PISCAL AGENY
A gualified bond counsel and qualified flscal agaent shall

be employed in the plagement and/or ssle of the revenue bonda. The
revenue bornde shall he placed at raasonable irterest rates yﬂper
market conditionz and clrcumstances at the time of pllCameSt. Thé
cost of bond counwsl sérvites and fiscal Rgent gsrvices spd their

w § -
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respective expenses shall also be paild for from the procaeds of the
bond issue whiob shall be in suffieilent principal amount to cover
not only the aforemantioned AQUA invoice but &lso to pay for the
servioes of bond tounsel and fiscal agent together with their
expenses and other costs attendant to the bond issue itaell;
provided, however, that limitations under federal statutes for
payment of such costs from the proceeds of the revenle bonds shall
be observed and any exvass vosts shall be puid 4% agreed upon
betuoen tha CITY and AQUA under a separate agreement,
ARTICLE VI v ARBYTRATION '
In the event of any disagreement between the parties to

thia contract which oannot be- resolved between themselves, tha'/
parties nmay mutually agree to binding arbitration whioh shall bé
acgomplished by petitioning the Chief Justice of the Supreme Court.
of Kentucky to designute a panel of three members of the Court of
Appeals of Kentugky or three other persons who shall sarve as
arbitrators, In event the Court does not oons;ni to perform thege ,
services, each of the partias shall select one'a:bitxaéc: and thoee
two arbitratore shall select a third arbltrator, which thiee persons
shall then comprige 3 finaul board for ‘hinding arbitration, 7This
form of binding arbitration shall apply alsc to the Sexvioce
Agreement, a part of the within Wastewater Privatization Contract
vhich 1is set Zorth in subsequent Article VIY herecf. The ocont and
expengaa of aﬁy arbltrutiqp, athar than thae oosts and expehbasz of
Peraonnel of the partiea EhemaelVes, shall be shared oqually,gy‘tbo

parties hereto.
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ARTICLE V11 ~ YRMRVICE AGREEMENT

In addition to the rbregoing agreements, CITY hereby
employs AQUA to manage, oparate and maintain the System accozdin§ to
the covenants sat forth balow.

l. Term of Agréamegg. The term of this Service Agreement
shell commence upon completion of the regongtructed &nd renovated '
Bystem, and shall continue for five yvars; provided, however, that
the CITY may terninate the Sarvice Agreement (1) at the end of tha .
third year on reasonable notice, and (2) anytime thereafter on
reasonable notice. Upon completion of the term of this Agreement
(alther by expiration of tha term or by early terminatibn under the
provisions hereof) AQUA shall be pald a transition fex of 595r660.00
» &ald fee has been fixed as the agreed estimated amount seguired
to reimburse AQUA for ibé comts in previding for the demobil{zation
of operation and tranaition of records, personnel and fRollitles
from private uperation to munigcipal operaton.

3. Ownership of the Prodect and Sewep System. Ownership
of the Project and the System shall at all timgs be vasted in the
CcITY, including the original aewer system, the revanstruction
Project, snd all future batterments and additions without limitation.

3. All Recgipts to Bglong to City. 'All income and
revenues ariasing out of the ownership and operatlon of the System
ghall wlthout limitation balong to the CITY and shall oonstitute

wpecial and sagregated mynicipal funds at all times, subject to the

provisions of the ordinance authorfzing the revenue bond igsge"(the
“Bond Ordinance”), whioh shall provide for appropriate apsrational

o

o
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disburdements lequired In the managemgnt, operation and maintenance.
of the system.

1. Nn gg;iggcaf Jufloenog., CITY egreea that it will not
pauga or countenanve any’political influance upon AQUA in its -

management and oporation of the sewdr aystain and AQUA agrees that it
wil) not participste in any political mattex ap§:rtnining:to fha'
CITY or any of ltp employees., By this proviélcn the Parties do not
intend to iphibit any pergon’s constitutlonal tight to £ree speeoh
ot the expression of personal views. ‘:‘ ‘

5. CITY to Eestsblish a1l Rates, Rules and Begulatlons.
All rules and ragulations relating to rates and chargeé shall‘Sn'.A
Fixed and ewtablighed solely by the CITY; provided, howaver, cz@;
shall obgerve and respect all covenants and agreements in the Bond
Crdinance, whisch shall cgntain a2 rabte Govenant reqguiring the
maintenance or establizhmant of rates dugigned to produce revenuen
suffiolent tu pay the obligatiens of tha Bystem, snd all ¢ovenants
and agreemonts expressed in tne Bond Ordinance and herein.

As provided by KRS 107.730, thls Service Agreement, thae
charges for rates and sarvices, and operation of the Syastem undex
this Service Agreament shall nok by subject to the jurisdication of
the Kentucky Public Service Commigeion or any suctessor regulatory
agency. CITY granta no franohise. CITY relinquishes no
jurisdiction oOver :qtesﬁ charges gna Bervicos., ,;

6. Services gg:gg Rendered by AQUA. The services which

AQUA agrees to render relate solely to ths System and its varieus
’ * .
functions as described hareln and shall consist of (a) nanagement;

{(b) operation and maintanan¢e of the planty (¢) billing, collecting

-

®
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and diebursing fundp in accordance with the bond ordinance and this
contragt; (d) setting up and wmaintaining an adeqguate and continQinﬁ
system of acoounting) (éi rendezing to the CITY financial and
operating atakements not'lena froquently than guarterly mnd an
annual audit repert preparud by a Certified Public Accountant; (f)
rendering ﬁo CITY enyinmering inspeotlon reports and racommodd&tiﬁna -
not less frequently than annually and as ¢ircumstances may wur:nnt}
{9) proguring and malintaining, in the name and on behalf of CITY.
insuranoe againet such hazards and in such amounts as may ba
necegsary and customary in other comparable sewer systens and
operations) (h) the eaelaction, training, employment and dizchdrgy‘ot
any and all personnel which may be necessary or desirable in AQUA'&
judgment to the performince by AQUA of ite funotions under this
gontract, including thes determination of the compensation paid te
such persennel, '

All employees having aotess to or béing chesrgeable with
responsibilidy for the handling of funds shall be bonded with good
corporate surety in reagonable smounta under the cilroumstances as
fixed or approved by the CITY. The premiums paid for such surety
bonds ghall oongtitinte 3 part of the operating expenses of the sswer
system.

7. No Pree Service; CITY aluo to Pay. No wastewater mewer
Sexvice rendered to the CITY oz

. gervice shall be furnished free.
any of itz departments shall be pilled and paid for by CITY from its

separate funds the wame &2 any other customer in the dame {ass"

claszsification. &

III lll B | - ]Il' - "If T G PR an ww on e O s e -;' —
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8. Office a rart of Prodegt. CITY may make wffice space

.available to AQUA in premises already owned by or available to CITY
if the same are adequate nﬁd suitably located for that purpose, in
which event a fair rental value therefor may be establizhad by the
CITY Council and paid flor ac a part of the expensws of operating the
System. If CITY does not have adequate and suitable space go:'iuéh‘
offipe, AQUA may make arrangements for the rental of same and the |
centsl Fhuu paid shall constitute & proper expense of opexation oz ,
the Fystem. : ;-' ﬂ..' -
9. Compeanation of AQUA) Sglely from System Revenvem;
Subject to Bond Reguirements. AQUA ghall ba authorized to vause to-
be paid molely from the Clty's Operatlon and Maintenance fund
eptablished by the Bond oddinance the costs of cperation and
maintenhance, which costs shall include oompensagion payabla to AQUA
tor ite services under thip Bervice Contract, and for the use of any
working capital whioh it may advanceé. Payments shall bn'mada solaly
from the ipcome of the System and solely from the Qperation ané’

" Maintenance Fund for which provision has been made in the Bond
Ordinance., The Bond Ordinance reguires that certain payments fron
revenuas be mot agide into the Bond Fund as & first charge and lien
upon the revenues. Thereafter paynents, reimbursement o
compengation shall be §n.four separate categorles aE Lollows:

{s8) Payments fox ougtomary expenses agtually incurred in

operating and maintaining the 8ystem, including all such {temo as

are “operating expenses" under good and acoepted socounting. -

s
\';3)
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practices. Specifically, but not by way of limitation, the same may
include the malery or wayes of the parsoh residing in the CITY or
vioinity having immediate day-to-day responsibility For ald phases.
of wperation and maintenance, the galary or wages oOFf proper service,
repilr, billing and collegting personnel; the ébst of nmatetriels and'.
supplies actually consumad from timeg to time; premiums on surety o
bondg and policies of hazard insurance; and office rental and offive’
utilitign, but gpacifically exoluding any provision for depreclation
of property or for the remuneration of the offficers of or.petéonsl~
employed directly by AQUA. ‘ .
Prioy to buginnlgg the Projeat and operation thereof, A?UA
shall make such prepa:atoiy action as may be neoessary, inoludiﬁg
the setting up of an aceountling systam, making arranyements tof
office fagilities, the selaction and training of pe:soqnel, eto., 590
that operation of the Projret may be cowmensed in an orderly
manner. AQUA shall prepare al) propar data relating to construction
digbursementz, in order that same may be entared upon the bookg and
rogords of the gewet mystem. It 1 underatood, however, that
payment for the reconstruction of the Project is £inally the
responsiblliity of the CITY thru 4 ravenue bond lesue, supra.
Payments withini(this category (a) shall be paid f:om and to
the extent fundu mre from time to time available from the operation
and maintenonca fund; andé if balances from time to time in the
oparation and maintenance fund shall be insafficlent to pay the same
when due, AQUA agress that it will, nevecthelesza, advance ﬁhg-‘aam

-~ 10 ~
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from its own capital £uhd$ whieh it shall provide for that purpose,
€o the end that wastewater oporations shall be maintained |
ocantinuougly. All sums &o asdvanced by AQUA from its own capital =
funda shall be entered in detail upon the books and records of the
Systen, so that the amount thereof and the time or times of eagh
advanoe nmay b¢ determined accurately therefrom and reimburgem-ht
from subsequent System-funds may be accurately made,

(b) AQUA shall be reimbursed for payments made by'i; on
behalf of CITY for other prope} guneral expenses, inaluding'thaﬂ.“'
expenses of AQUA's officers or empioyees flor work aatuall§ pé;fozmad
on behalf of CITY, but in no cass shall such relmbursement excead
actual costs for expanses eligible for payment from the Opcxatiég
and Maintenance Fund, and in no case shall such reimbursements
ek0ead in the aggregate the sum of One Thousand Dollars {$1000.00)
per month. '

Reimbursement within this category (b] shall be paid from
time te time from the operation and maintenance Eund, but only after
expenses of the nature described in catagory (a) have beten paild in
full, oxr after proviston for the payment thereof when due nas been

properly made. If and td;hha extent monies in the operation and
maintenange fund shall be insufficient to pay AQUA's reimbursemant
vhder this category (b) the same =may .be accrued upen the books and
records and shall constitute proper items for payment fron said

operation and maintenance fund when, as, and if monies for that

purpose begome available tharein. L
- b
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(¢) untll the date of termination of this Contract
compensation to AQUA for ity management mservigces, for the uce of
such working capital as it may advance from time to time upder
category (a), for the risk assumed by AQUA in making such advances,
and for mgreeing to deferment, 1f and to the extant necessary, of
compensatlon to Lty corporate and professional personnel under
category (b), ahd to maka possible the payment of reasonabze'éenarnl
gompensation, shall be determined annually and shall be (1) the . ‘
£ixed sum of $15,000,00, plus the CPI inflation rate since ghe.da;p:"'
of this vrivatization COntzébt and ({2) an amount egual to three
percent (3%) of the groes revenues of the Bystem, which asount shall’
not excesd an mmount equal to fifty percent (508) of any surpluiﬂ/.in
the oparation and malntenance fund which is declared by the bond
ordinance to be available to the CITY *for any lawful purpose”;
provided, however, that the total amount payabla t& ARQUA under (1)
and (2) hereof shall not excesd twise tha amount established in (1)
hereof. 7Tha foregolng amount shall be accumulative under this

) éategory {¢) and may be acerued upon the books snd records only 1if
and to the extent funds are: not available therefor after said prioz
requirements have been ruliy met, as shown by the anhuml audit,
Furthermote, as partial compensation for advanced capital, AQUA
shall be allowed to accrua on the books and records an interest
charge of six percent (6%) snnually on such working caplital

advanoed, Upon termination of this Agreement the foregoling amounts,

to the extent not yet paid ghall be due and owing. Lo

w 12 -
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CITY further covehants and agrewe that, prior to completw
retirement of all bonds and without raegard for increased copt in
wagep or other exponseys Qnder categoéy (a), ﬁhe Yator and uhazges'
for sewer serviee will be adjusted from time to time if ahd to the
extent required to provide to AQUA, us & minimum, the reimbursement
described in categorles (a) apd (b) and (o). |

{d) In the avent of rarly retirement of all of étTY'a
System revenue bonda, AQUA shall recwilve as Lits compenzatién to: che
duration of the contraot term theraafter a sum eqgual %o tltty
percent (50%) of the excess of grosy inoome and revenues over and
sbove c¢poration and maintensnce expenses, as defined in (a) and,}b)
above, provided howewver, that the above componsatlion shall not g.
éraater than twe and ong half (2.5) times the fixed conpgnsation
gomponent as formulated in Article VII Beotlon $. CITY covenante
pnd agrees with AQUA that after any such early retirement of said
bends and until expiration ¢f tha term of this contract, CITY will
not reduce ite ratss and chatges for mewer sexvice below the scale
of ratea and charges necessary to produce raevenues ta meet the
requicements as herein dafinad, inoluding the application of the 2.5
tactor aforementioned, Thif subsestion ghall not be oparable or
controllinyg during any period during which tne Servicte Agraement is
in effect 1f any tax-exempt bonds or bond anmploipaticn nobes are
outetanding., .

10, AQUAK ok am Ooligor Qg Quararntor With Reapect &o
CITY's Bonde. It is understood and agreed that AQUA's obligasions

- 13 -
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hereaunder are to providae to CITY the managemant and operatlonal
servicens hevrein contenplated, and AQUA is not ftaelz vbligated to
discharge the CITY's System Revehue Bonds, nor does it guarantes the
payment tharcof or interest thereon. AQUA shall at all times ba
accountable and regponsible ¢o the CITY and to tha holderd of sala
bondg for the faithful and proper .receiving, cegregation, di-buruipéf
and gccounting of and for the project revenums, and shall ahswor for
negligence, fraud, or other misconduct of AQUA and its officers,
agents, servants, and employees in that connestion; but i, wﬁen and’
to the extent AQUA may from time to time make propar seg:egéﬁioﬁ,'
depasiting, or setting x6ide of monies into the bond fund in .
agocordance with the provisiona of the bond o:iinance apd inteo tE%
cuptody ¢of the finangial institution propecrly designated by the City
to receive the same, AQUA shell be deened tn have dlscharged its
duty in that respect and shall not be responsible for any subsequent
misfortune, or for any subsequent misapplication or dizappearanve
thereof, o

11. AQUA Does Not Contrsot to Provide Legal Bervices to
citys AQUA's Attorney Only For Its Own Legal Affairs, Refarences
herein to employment by AQUA of an attorney at law are understood to

megn 8uch employment as AQUA may desive with .reapect to its own
legal affairsy and AQUA does not heraby agreé to provide any legal
aervicey to thé CITY, Nevertheless AQUA and CITY agree that thelr
cooperation and the cooperation of their attorneys, esach {n {ts own

interests, 15 desirable, egpacilally with regard to any litigﬁfyon

- 14 ~
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whlech may affect the rights and Iinterests of both; and it is agreed
that such cooparation will be provided in gaod faith at all timea.'

If£ CITY shall be made a party to any litigation concerning
the sewer system, its ownerszhip, service, rates, rules, regulations,
imp:ovemdnts, additions, or extenslons, it shall promptly give full f
notice thereof to AQUA, and AQUA agrees that 1t will gtva'aimllar'
nogioe to the CITY under similar ciroumstances.

12. CLTY Consents that AQUA May Haker into Similar ..
Ugderﬁakings. The CITY is aware that AQUA is a golng convérﬁ ) .
engaged in varicus services Eor varlous water systems and qgwage
pyotems and that AQUA may enter into contracts for the'renderihg;of
gervicens to other citiow similar to those rendered CITY 4in
gonhection with Bewer or other utility operations; and the CITY
hereby gives l1te conusent that AQUA enter into any such undertkkings.

AQUA agrees that it will malntain Lits accounting hereunder
scparate and distinet from its Lusinesa or avcounting in any other
connaction; and will navaer vauce or permit &any comningling of the
CiTy's project, or any part thereof, or any income and revenuas
arising thergfrom, with any other properties ox revenues.

Notwithstanding the foregoing, it (g understcod that if
AQUA shall be employed by any ether city, or.cities, for the
performance of the same or similar services, AQUA or itx affiliates
may £ind ié popsible to affeoct savings to all concerned by
purchaging in its own name, and retaining title to, machinery,

squipment, materials or supplies which may be of common usqtg&ﬁvas

-lsu
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when needed, or in quantities which would bw uneconomicsl of Unvise
to purchase for any single cperatlon, If AQUA shall seae £it, it rzy
invest {ts own independent capitul funds in such mannez, but shall
not charge to lts oporations on behalf of CITY undar this contract,
any portion thereof, unlezs and until actually used, allbcated,fo{

ingtalled in conneotion with or as a part of itg operation of the
project hersunder. It.is understood and agreed that Buch charging

or allocation may consist of the fair rental value of any commonly
useful machinery or equipment of AQUA Yor such period & :ba:eaﬁl
may actually be used or made available in its operations under this

contract,
/l’
ARTIC&E VI;; w NON-SEVERABILITY OE_QONTRACT EXCBPT BY ”
MQTgEk COHBENT

1f any essgntial or subetentis) portion of the foregoing
Wastewatar Privatization Centract Ingluding Service Agrsement ip
adjudicated to be veld then the antire undertaking ghall be moot
unless CITY and AQUA mutually agrae ko proceed under any or all of
the zemaining provizions; however; in any event AQUA shall be
reimburssd for all ¢owts and expensed actually inéurzed by it for
wozrk undertaken but not to imoclude any expenszes which AQUA may have
incurred in negotiations prior to the exesution of the within
contract,

IN TESTIMONY WHEREOF, the CITY and AQUA have caused this

vontrack to be executed sach by itz proper and duly authorized

>
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firnt above written.

CITY OF CLINTON

ATTESTs

EIT; CLERK it “15L7~*—~*-

AQUA CORPORATION

‘ officinle all in the Commonwealth of Kentuoky as of the year and day

f

!

BYs
ATIBST:
SECRETARY 7 [ 4

:
B
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Utility #1

4.2 Service Company agrees to keep its books and records available at all times for inspection by
representatives of Water Company or by regulatory bodies having jurisdiction over Water
Company.

4.3 Service Company shall at any time, upon request of Water Company, furnish any and all
information required by Water Company with respect to the services rendered by Service
Company hereunder, the costs thereof, and the allocation of such costs among Water Companies.

Utility #2

The Service Company will also at any time, upon request of the Operating Company, furnish to
it any and all information required by the Operating Company or by any governmental
authorities having jurisdiction over the Operating Company with respect to the services rendered
to the Service Company hereunder, the cost thereof, and the allocation of such cost among the
Operating Companies.

The utility’s books and records will be maintained and housed in Kentucky or will otherwise be
maintained in a manner to be easily accessible to the Commission for inspection at reasonable
times upon reasonable notice

Water Service Corp. of Kentucky
Withdrawn Document
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