
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 written log listing, inter 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.dov/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 pscfilingsky.qov. A minimal fee will be assessed for a copy of this recording. 

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

Linda Faulkner 
Director, Filings Division 
Public Service Commission of Kentucky 
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Office of the Attorney General 
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1024 Capital Center Drive 
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Frankfort, KENTUCKY 40601-8204 

Mary Myers 
Sturgill, Turner, Barker & Moloney, PLLC 
333 West Vine Street 
Suite 1400 
Lexington, KENTUCKY 40507 

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 
Sturgill, Turner, Barker & Moloney, PLLC 
333 West Vine Street 
Suite 1400 
Lexington, KENTUCKY 40507 

Leanna Wilkerson 
300 5th Street 
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Service List for Case 2013-00237 



Sonya 1-146;7a7-d.` (Boyd), Notary Publi 
State atLarge 
My commission expires: August 27, 2017 

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. 

Given this 14th  day of April, 2014. 

v.tiai  
Melinda Ernst,Ernst, Notary Public 
State at Large 
My commission expires: February 4, 2016 



Session Report - Detail 2013-00237_09Apri12014 

Water Service Corp. of Kentucky 

Department: Date: 
	

Type: 
	

Location: 

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. Allen 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 would 
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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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 	Mr. Yap was fired on April 2, 2014. 
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 
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 

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 
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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: q-2; b; q-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 q-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 q-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 clarifying question. 
Atty. Ramser to Witness Neyzelman 

Note: Hayward, 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. 

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 
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11:30:37 AM 	PSC - Exhibit 02 
Note: Harward, Sonya 	Schedule B, page 1 of 2, Combined Operations Test Year 

12/31/2012 
11:32:24 AM 	PSC - Exhibit 03 

Note: Harward, Sonya 	Addendum to Wastewater Privatization Contract Including Service 
Agreement 

11:33:08 AM 	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. 

11:35:32 AM 	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. 
11:36:32 AM 	Atty. Ramser to Witness Neyzelman 

Note: Harward, Sonya 	Asking about 15 percent profit margin in the City of Clinton Contract. 
11:38:52 AM 	Atty. Ramser to Witness Neyzelman 

Note: Harward, Sonya 	Referencing PSC - Exhibit 01 to this Hearing, last two sheets. 
11:41:20 AM 	POST HEARING DATA REQUEST by Atty. Ramser 

Note: Harward, Sonya 	Are the three employees listed on workpaper b-3 still employed? 
11:42:26 AM 	Vice Chairman Gardner to Atty. Osterloh 

Note: Harward, Sonya 	Asking if qualifications of Witness Neyzelman have been provided. 
11:43:03 AM 	Vice Chairman Gardner Cross Exam. of Witness Neyzelman 

Note: Harward, Sonya 	Begins by asking about previous testimony at Hearings, etc. 
11:44:20 AM 	Vice Chairman Gardner to Witness Neyzelman 

Note: HanNard, Sonya 	Asking about Witness's supervisor, etc. 
11:48:00 AM 	Vice Chairman Gardner to Witness Neyzelman 

Note: Harward, Sonya 	Asking if Witness keeps detailed records of his time. 
11:49:40 AM 	Vice Chairman Gardner to Witness Neyzelman 

Note: Harward, Sonya 	Referencing AG - Exhibit 08 to this Hearing. 
11:51:31 AM 	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. 

11:53:24 AM 	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. 

11:55:41 AM 	Vice Chairman Gardner to Witness Neyzelman 
Note: Harward, Sonya 	Asking about what is accurate and what is not accurate in the Yap 

Rebuttal Testimony. 
11:59:36 AM 	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. 

12:02:11 PM 	Commissioner Breathitt Cross Exam.of Witness Neyzelman 
12:03:42 PM 	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. 

12:04:36 PM 	Atty. Wilkerson Cross Exam. of Witness Neyzelman 
Note: Harward, Sonya 	Asking about employees in Clinton. 

12:05:52 PM 	Atty. Wilkerson to Witness Neyzelman 
Note: Harward, Sonya 	Referencing page 13 of PSC - Exhibit 03 to this Hearing. 

12:06:26 PM 	Atty. Osterloh Objection 
Note: Harward, Sonya 	Legal document calls for a legal conclusion. 

12:07:00 PM 	Chairman Armstrong Overrules Objection 
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12:07:48 PM 	Atty. Wilkerson to Witness Neyzelman 
Note: Harward, Sonya 	Asking operational questions. 

12:08:05 PM 	Atty. Morris Cross Exam.of Witness Neyzelman 
Note: Harward, Sonya 	Asking what four positions are classified as maintenance positions. 

12:09:07 PM 	Atty. Osterloh Re-Direct Exam. of Witness Neyzelman 
Note: Harward, Sonya 	Referencing AG - Exhibit 04 to this Hearing. 

12:10:23 PM 	Atty. Osterloh to Witness Neyzelman 
Note: Harward, Sonya 	Asking who reviews expenses for Water Service Corp. of Kentucky. 

12:11:00 PM 	Atty. Osterloh to Witness Neyzelman 
Note: Harward, Sonya 	Asking clarifying questions about ERCs. 

12:11:57 PM 	Atty. Osterloh to Witness Neyzelman 
Note: Harward, Sonya 	Referencing PSC - Exhibit 03, page 16, and the previous page. 

12:13:50 PM 	Atty. Wilkerson Objection 
Note: Harward, Sonya 	Asking for interpretation of a legal document. 

12:14:06 PM 	Atty. Osterloh to Chairman Armstrong 
Note: Harward, Sonya 	Asks if he can get Witness's option. 

12:14:19 PM 	Atty. Dutton Re-Cross. Exam of Witness Neyzelman 
12:15:02 PM 	Atty. Dutton to Witness Neyzelman 

Note: Harward, Sonya 	Suggests a change be made to Yap Rebuttal Testimony, page 2, line 
13. 

12:16:58 PM 	AG - Exhibit 11 
Note: Harward, Sonya 	Appendix A, Schedule LY-R7 

12:19:07 PM 	Atty. Ramser Re-Cross Exam. of Witness Neyzelman 
Note: Harward, Sonya 	Referencing AG - Exhibit 04 to this Hearing. 

12:20:06 PM 	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. 
12:22:22 PM 	Vice Chairman Re-Cross Exam. of Witness Neyzelman 

Note: Harward, Sonya 	Asking about Witness's time allocation. 
12:24:38 PM 	Atty. Morris Re-Cross Exam. to Witness Neyzelman 

Note: Harward, Sonya 	Referencing PSC - Exhibit 01 to this Hearing. 
12:25:16 PM 	Atty. Osterloh suggests the question be asked to Witness Haas 
12:25:45 PM 	Atty. Osterloh Re-Direct Exam of Witness Neyzelman 

Note: Harward, Sonya 	Referencing PSC - Exhibit 03 to this Hearing. 
12:26:26 PM 	Chairman Armstrong asking about the Video Conference Testimony of Witness Lupton. 

Note: Harward, Sonya 	Witness Lupton's testimony will start around 1:30pm. 
12:27:09 PM 	Break for Lunch 
12:28:11 PM 	Session Paused 
1:33:19 PM 	Session Resumed 
1:33:38 PM 	Video Conference Activated 
1:33:41 PM 	Witness Helen Lupton is sworn in, Testimony via Video Conferencing 

Note: Harward, Sonya 	Financial Planning and Analysis Manager 
1:35:01 PM 	Atty. Osterloh Direct Exam. of Witness Lupton 

Note: Harward, Sonya 	Accepts her testimony with change in job title and duties. 
1:36:31 PM 	Atty. Dutton Cross Exam. of Witness Lupton 
1:36:57 PM 	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. 

1:40:22 PM 	Atty. Ramser Cross Exam of Witness Lupton 
1:40:43 PM 	Atty. Ramser to Witness Lupton 

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

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 
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2:17:32 PM 	Witness Patrick Baryenbruch takes the stand and is sworn in. 
Note: Harward, Sonya 	President of Baryenbruch & Company, LLC 

2:18:41 PM 	Atty. Osterloh Direct Exam of Witness Baryenbruch 
Note: Harward, Sonya 	Accepts his testimony with corrections. 
Note: Harward, Sonya 	1-Direct Testimony, page 3, at very bottom, change the word 

"study" to "review". 
Note: Harward, Sonya 	2-Rebuttal Testimony, page 2, the words "Draft Discussion Only" 

need to be removed. 
Note: Harward, Sonya 	3-Rebuttal Testimony, page 13, starting on line 13, numbering is off, 

should be 1, 2, 3, 4, 5. 
2:20:34 PM 	Atty. Dutton Cross Exam of Witness Baryenbruch 

Note: Harward, Sonya 	Referenecing AG - Exhibits 2 and 3 to this Hearing, regarding Project 
Phoenix 

2:27:17 PM 	AG - Exhibit 16 
Note: Harward, Sonya 	Response to Commission Staff's Second Information Request, Item 

20, Case No. 2013-00237 
2:28:40 PM 	Atty. Dutton to Witness Baryenbruch 

Note: Harward, Sonya 	Referencing Baryenbruch Rebuttal Testimony, page 16, lines 3-5. 
2:34:15 PM 	Atty. Dutton to Witness Baryenbruch 

Note: Harward, Sonya 	Asking if Witness considers himself an IT expert. 
2:38:46 PM 	Atty. Dutton to Witness Baryenbruch 

Note: Harward, Sonya 	Referencing Baryenbruch Rebuttal Testimony, page 5, lines 11-20. 
2:42:36 PM 	Atty. Dutton to Witness Baryenbruch 

Note: Harward, Sonya 	Referencing Baryenbruch Rebuttal Testimony, page 13. 
2:46:49 PM 	Break 
2:46:51 PM 	[Changing Clerks] 
2:47:00 PM 	Session Paused 
3:00:33 PM 	Session Resumed 
3:00:58 PM 	Session Note Entry 

Note: Harward, Sonya 	Clerk is now Melinda Ernst 
3:01:32 PM 	PSC - Exhibit 04 

Note: Harward, Sonya 	Case No. 2012-00520, page 12 of the Final Order. 
3:02:37 PM 	Session Note Entry 

Note: Harward, Sonya 	Atty. Ramser questioned Witness Baryenbruch regarding the 
different systems that were evaluated for comparison of cost and 
applicability to WSKY's current system. 

3:09:21 PM 	Atty. Ramser to Witness Baryenbruch 
Note: Harward, Sonya 	Witness Baryenbruch was questioned regarding the Steering 

Committee referenced in his rebuttal testimony. The steering 
committee represented the interests of employees of WSKY. 

3:13:40 PM 	Vice Chairman Gardner 
Note: Harward, Sonya 	Questioned Witness Baryenbruch regarding his memberships in 

other Project Management teams/organizations. He is currently 
working from home on project management. 

3:16:13 PM 	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 exceptionally. Atty. 
Wilkerson further questioned the witness about how Project Phoenix 
benefits rate payers, including 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. Morris 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 	Questioned witness on redirect regarding the systems used by WSKY 

prior to adoption of Project Phoenix and the costs associated with 
the project. 

3:37:35 PM 
	

Witness Baryenbruch 
Note: Harward, Sonya 
	

Witness is dismissed. 
3:38:10 PM 
	

Witness Bruce T. Haas 
Note: Harward, Sonya 
	

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

3:39:27 PM 
	

Atty. Dutton to Witness Haas 
Note: Harward, Sonya 
	

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 

3:44:47 PM 
	

AG - Exhibit 17 
Note: Hayward, Sonya 
	

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

3:48:11 PM 
	

AG - Exhibit 18 
Note: Harward, Sonya 
	

Case No. 2012-00133, Final Order 
3:48:39 PM 
	

Atty. Morris to Witness Haas 
Note: Harvard, Sonya 
	

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. 

3:53:39 PM 
	

Witness Haas to Atty. Morris 
Note: Harward, Sonya 
	

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

3:54:54 PM 
	

Atty. Wilkerson to Witness Haas 
Note: Harward, Sonya 
	

Questioned the witness regarding payment of employees of WSKY. 
3:55:11 PM 
	

Atty. Ramser to Witness Haas 
Note: Harward, Sonya 
	

Questioned witness regarding the home locations of specific 
employees . 

4:08:07 PM 
	

Session Paused 
4:10:30 PM 
	

Session Resumed 
4:10:43 PM 
	

Atty. Ramser to Witness Haas 
Note: Harward, Sonya 
	

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

4:20:00 PM 
	

Witness Haas 
Note: Harward, Sonya 
	

Dismissed by the Chairman. 
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4:20:29 PM 
	

Witness Steven Lubertozzi 

	

Note: Harward, Sonya 	Called and sworn in by Chairman Armstrong. 
4:21:12 PM 
	

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. 

4:22:03 PM 	AG - Exhibit 19 
Note: Harward, Sonya 	Letter from Mayor of the City of Middlesborough. 

4:23:20 PM 	POST HEARING DATA REQUEST by Atty. Ramser 
Note: Harward, Sonya 	Updated organizational chart for Utilities, Inc. 

4:24:24 PM 	PSC - Exhibit 05 
Note: Harward, Sonya 	Employee salary calculations 

4:27:31 PM 	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. 

4:30:05 PM 	Witness Lubertozzi 
Note: Harward, Sonya 	Testified that WSKY has completed one million in upgrades and 

renovations. 
4:30:53 PM 	Vice Chairman Gardner to Witness Lubertozzi 

Note: Harvard, 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. 

4:35:13 PM 	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. 

4:39:44 PM 	Vice Chairman Gardner to Witness Lubertozzi 
Note: Harward, Sonya 	Further questioned witness regarding the salary calculations in PSC - 

Exhibit 05. 
4:40:59 PM 	Commissioner Breathitt to Witness Lubertozzi 

Note: Harward, Sonya 	Questioned about PSC - Exhibit 05. 
4:42:11 PM 	Atty. Ramser to Witness Lubertozzi 

Note: Harward, Sonya 	Questioned witness whether salaries will be reallocated to specific 
companies within Utilities, Inc. following the reorganization. 

4:43:32 PM 	Atty. Dutton to Witness Lubertozzi 
Note: Harward, Sonya 	Questioned witness regarding PSC - Exhibit 02 regarding net income 

of WSKY. 
4:46:25 PM 	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. 

4:47:42 PM 	Atty. Osterloh to Witness Lubertozzi 
Note: Harward, Sonya 	Questioned the witness on stock returns that WSKY receives. 

4:50:00 PM 	Atty. Dutton 
Note: Harward, Sonya 	Moved to have all exhibits placed in the record. Chairman 

Armstrong so moved. 
4:50:06 PM 	Witness Lubertozzi 

Note: Harward, Sonya 	Dismissed by Chairman. 
4:50:27 PM 	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 AG - Exhibit 20 
Note: Harward, Sonya 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. 

4:51:52 PM Atty. Dutton to Witness Crane 
Note: Harward, Sonya Questioned the witness regarding approval of her testimony. 

Witness advised of two corrections to her testimony. She then 
discussed the updates provided. 

4:58:46 PM Atty. Osterloh to Witness Crane 
Note: Harward, Sonya 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. 

5:07:27 PM WSKY - Exhibit 01 
Note: Harward, Sonya Addendum to Wastewater Privatization Contract including Service 

Agreement 
5:08:23 PM Atty. Osterloh to Witness Crane 

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

5:17:07 PM Witness Crane 
Note: Harward, Sonya Testified WSKY and Utilities, Inc. is partially to blame for difficulties 

in review and decision-making on this case. 
5:24:15 PM Session Paused 
5:44:46 PM Session Resumed 
5:45:02 PM WSKY - Withdrawn Document 

Note: Harward, Sonya Initial discussed as WSKY - Exhibit 02, but was withdrawn by Atty. 
Osterloh. 

5:47:22 PM Camera Lock Deactivated 
5:47:29 PM Private Recording Activated 
6:03:31 PM Public Recording Activated 
6:03:36 PM Session Ended 
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Al 0 Exhibit List Report 2013-00237_09Apri12014 

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 No. 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-Ri 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 Attorney General's Initial Response for Information, Item 81, in Case 
No. 2013-00237 

AG - Exhibit 13 	 Exhibit C of the Shambaugh Direct Testimony 

AG - Exhibit 14 	 26000 Muhlenburg 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 Responses 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 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. 

PSC - Exhibit 01 	 Various Workpapers filed by Water Service Corp. of Kentucky in CN 2013-00237: q-2; b; 
q-3; q; b-4; and b-3. 

PSC - Exhibit 02 	 Schedule B, page 1 of 2, Combined Operations Test Year 12/31/2012 

PSC - Exhibit 03 	 Addendum to Wastewater Privatization Contract Including Service Agreement 

PSC - Exhibit 04 	 Case No. 2012-00520, page 12 of the Final Order. 

PSC - Exhibit 05 	 Employee salary calculation, taken from page 3 of Steven Lubertozzi Rebuttal 
Testimony. 

Public - Exhibit 01 
	

Letter dated April 8, 2014 to Kentucky Public Service Commission from R. Allen Poole 

WSKY - Exhibit 01 
	

Addendum to Wastewater Privatization Contract Including Service Agreement 

WSKY - Exhibit 02 - 
	

Utilities, Inc. Finance Operations Assessment, Business Case, September 15, 2006 
CONFIDENTIAL 
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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 

WSCK 
Pro Forma 

WSCK 
Rebuttal 

Pro Forma 

WSCK 
Rebuttal 

Pro Forma 

WSCK 
Rebuttal 
Proposed 

Appendix A 
Schedule LY-R3 

WSCK 
Rebuttal 

Pro Forma 
Operating Revenues Present Rates Adjustment Present Adjustment Proposed 

Service Revenues - Water $2,103,813 $2,103,813 $184,952 (J) $2,288,765 
Service Revenues - Sewer 
Miscellaneous Revenues 78,995 78,995 78,995 
Uncollectible Accounts (38,028) 38,028 (A)  0 0 

Total Operating Revenues $2,144,780 $38,028 $2,182,808 $184,952 $2,367,760 

Maintenance Expenses 
Salaries and Wages 519,099 ($1,133) (8) 517,966 517,966 
Purchase Water/Sewer 85,200 85,200 85,200 
Purchased Power 95,111 95,111 95,111 
Maintenance and Repair 98,163 98,163 98,163 
Maintenance testing 34,092 34,092 34,092 
Meter Reading 0 0 0 
Chemicals 145,421 145,421 145,421 
Transportation 34,774 34,774 34,774 
Operating Exp. Charged to Plant (163,869) (163,869) (163,869) 
Outside Services - Other 30,001 30,001 30,001 

Total $877,992 ($1,133) $876,859 IQ $876,859 

General Expenses 
Salaries and Wages $173,648 $0 (B)  $173,648 $173,648 
Office Supplies & Other Office Exp. 79,610 79,610 79,610 
Regulatory Commission Exp. 73,660 (16,656) (C)  57,004 57,004 
Pension & Other Benefits 160,716 (79) (D)  160,637 160,637 
Rent 6,254 6,254 6,254 
Insurance 63,192 63,192 63,192 
Office Utilities 54,273 54,273 54,273 
Bad Debt Expense 0 38,028 (A) 38,028 3,348 41,376 
Service Company - Allocated Expenses 0 (12,904) (E)  (12,904) (12,904) 
Miscellaneous 12,173 (500) (F)  11,673 11,673 

Total $623,526 $7.888 $631,414 $3,348 $634,762 

Depreciation $281,828 $281,828 $281,828 
Amortization of PM 0 0 
Taxes Other Than Income 144,063 (87) (6) 143,976 293 144,269 
Expense Reduction Related to Clinton Sewer Ops (120,708) (9,583) (H) (130,291) (130,291) 
Income Taxes - Federal 54,491 13,086 (I) 67,577 57,947 125,524 
Income Taxes-State 10,230 2,456 (I) 12,686 10,879 23,565 
Amortization of CIAC (4,229) (4,229) (4,229) 

Total $365,675 $5,872 $371,547 $69,119 $440,666,  

Total Operating Expenses $1,867,193 $12,628 $1,879,821 $72,466 $1,952,287 

Net Operating Income $277,587 $25,400 $302,987 $112,486 $415,473 

Other Income 0 0 0 
Interest During Construction (1,730) (1,730) (1,730) 
Interest on Debt 171,809 171,809 171,809 

Net Income $ 	107,508 25,400 $ 	132,908 $ 	112,486 $ 	245,394 

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 

(F) Schedule ACC-7. 
(G) Schedule LY-R5. 
(H) Schedule ACC-10. 
(I) 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 gallons 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  

WSKY, 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. ("UI"), an Illinois 

corporation that indirectly owns over 70 water and wastewater systems in 15 states 

throughout the United States. Water Service Corporation, an Illinois corporation that is 

also a wholly-owned subsidiary of UI, 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. 
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and technical services for WSKY as well as all other UI 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.2  WSKY has no employees. WSKY's 

most recent rate adjustment occurred on November 9, 2009.3  

PROCEDURE 

On December 3, 2010, WSKY notified the Commission in writing 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; Bruce T. Haas, Regional Director of 

Operations for Ul's Midwest Region; Steven M. Lubertozzi, UI'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 2010 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. 

3  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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UI. 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.4  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 

$1,832,663.5  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 $1,980,475.6  

Because its current rates became effective after the start of the test period and thus 

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

4 	Application, Exhibit 4, Schedule B at 1. 

Id. 

6 	Id. 
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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 $91,727.8 	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.10  The new methodology includes all 

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

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

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

9 
	

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

10 WSKY's Response to Commission Staffs Third Information Request, Item 10(a) (filed 
May 20, 2011). 
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collectibles."11  WSKY also contends the uncollectible rate of 1.11 percent is less 

accurate because it is a three-year average.12  

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.14  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 to 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. 

11 
	

Id. 

12 Id. Item 10(b). 

13 
 WSKY's Response to Hearing Data Request, Tab 3 (filed Aug. 5, 2011); WSKY's Response 

to Commission Staffs Third Information Request, Item 11. Although WSKY stated in its response to 
Commission Staffs 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. 

14  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 $34,60815  to 

annualize employee wages16  as of the end of the test period.17  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.18  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 $667,529.19  It projects a 3.5 percent wage increase for each employee, but 

the actual wage increases varied from 0.0 percent to 12.5 percent29  due to individual 

performance, promotions, and other factors.21  

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 

15  $73,324 (Salaries and Wages — Operations) - $38,716 (Salaries and Wages — Non-
Operations) = $34,608. 

16  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. It 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 Ms total equivalent 
customer connections. 

17 Direct Testimony of Brian Shrake at 5. 

16 
WSKY's Response to Commission Staffs Third Information Request, Item 5(a) (filed May 20, 

2011). 

19  $516,265 (Salaries and Wages -  Operations) + $151,264 (Salaries and Wages — Non-
Operations) = $667, 529. 

20  WSKY's Response to Commission Staffs Second Information Request, Item 7 (filed Apr_ 20, 
2011). 

21  WSKY's Response to Commission Staffs Third Information Request, Item 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.22  

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,23  it failed to produce any studies or documentary evidence to support 

its assertion.24  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 adjustment to Salaries and 

Wages — Employees expense and allow an increase of only $11,20925  for a pro forma 

level of $644,130.26  

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). 

22 Id. 

23 
 WSKY's Response to Hearing Data Request, Tab 2. 

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

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

25  $55,865 (Salaries and Wages -  Operations) - $44,656 (Salaries and Wages — Non 
Operations = $11,209. 

26  $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. 

27  $141,408 (Actual Rate Case Cost Current Case) + $56,624 (Unamortized Cost 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 UI subsidiary are booked to Water Service Corporation and 

then allocated to UI 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 UI 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 UI 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 . . . [VVSKY's] ratepayers."28  

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."29  

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.3°  

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 

28 
 AG Brief at 5 (filed Aug. 22, 2011). 

29 
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 60:31  The AG 

asserts that the standard of reasonableness requires a "far more exacting and 

demanding than an 'in the ballpark' standard."32  

An applicant for a rate adjustment generally has the burden to demonstrate the 

reasonableness of its proposed rates.33 	Management decisions are generally 

presumed to be reasonable.34  When costs, however, are not the product of an arms-

length transaction, the presumption of reasonableness does not follow.35  The applicant 

must demonstrate the reasonableness of the charges for the services provided by the 

affiliate. 	IT 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."36  

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 

31 AG Brief at 6. 

32 Id. 

33 
KRS 278.190(3). 

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

35  See, e.g., Hilton Head Plantation Utilities, Inc. v. Pub. Serv. Com'n, 441 S.E.2d 321 (S.C. 
1994); Boise Water Corp. v. Idaho Pub. Wit Com'n, 555 P.2d 163 (Idaho 1976); State ex rel. Util. Com'n 
v. General Tel. Co., 189 S.E.2d 705 (N.C. 1972). 

36  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.37  

Depreciation  

WSKY proposes to decrease depreciation expense by $14,07538  to reflect the 

gross depreciable plant at the end of the test period multiplied by the appropriate 

depreciation rates.39  WSKY's proposed pro forma depreciation expense includes 

depreciation on accounting and financial systems that UI placed into service as a result 

of its Project Phoenix study.49  

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 

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

38 Application, Exhibit 4, Schedule B at 1. 

39 Direct Testimony of Brian Shrake at 5. 

40 In 2006, UI began Project Phoenix, an internal and external evaluation of its accounting and 
billing software and computer system. After evaluating the potential solutions, UI 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, UI 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, UI allocated $368,069 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. 

41  AG Brief at 3. 
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to the Commission's decision in WSKY's last rate case proceeding42  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 to alter our earlier findings. In the last 

proceeding, we expressly noted the failure of UI to perform an analysis to show that 

Project Phoenix benefited VVSKY's ratepayers.43  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. 

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

43 
Id. at 6. 

44 
$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 

($2,814)5  to reflect CIAC at the end of the test period multiplied by the appropriate 

depreciation rates.46  Based upon our review of WSKY's calculations and workpapers, 

we find that the proposed adjustment is reasonable and we accept it. 

Plant Acquisition Adjustment ("PAA")  

WSKY proposes to increase pro forma operating expenses by $3,660 to reflect 

removal of the Amortization PAA.47  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.48  Eliminating the effect 

on payroll taxes of the April 2011 wage increases results 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. 

46  Direct Testimony of Brian Shrake at 5. 

47  Application, Exhibit 4, Schedule B at 1. 

48 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 1. 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 

Account Titles 

Revenues & 

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 (4,35D) 

Total Operating Expenses $ 	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. $ 	18,513 
State Taxable Income 308,553 
Less: State Income Tax Exp. 18,513 

Federal Taxable Income 290,040 
Federal Tax Rate x 	35.00% 

Total Federal Tax Exp. 101,514 

Total Income Tax 120,027 

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

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

shown in Table II. 
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Table II: Income Statement Comparison 

Account Titles 
Test Period 
Operations 

Pro Forma 
Adjustments 

Pro Forma 
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 $ 	11,176 852,944 
General Expenses: 

Salaries & Wages 189,980 $ 	(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 59,054 
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 $ 	(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 240,019 $ 	126,676 366,695 
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OPERATING RATIO  

WSKY proposes the use of an operating ratio methodology to determine its 

revenue requirement. Its 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.49  We noted 

several problems associated with the use of return-on-equity approaches. The 

Commission has historically used an operating ratio approach5°  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 finds 

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 

49  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 III. 

Table III: Revenue Re•uirement 
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 Requirement 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. 
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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 th 

NOV 2 3 2011 
KENTUCKY PUBLIC 

SERVICE COMMISSION 

Case No. 2010-00476 



APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2010-00476 DATED Nov 2 3 2011 

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. 

CLINTON 

3/4-inch Meter: 

Monthly Water Rates 

5/8-inch x 
First 1,000 gallons $ 11.99 
Next 9,000 gallons 6.79 
Next 15,000 gallons 6.23 
Next 25,000 gallons 5.68 
Next 50,000 gallons 5.04 
All Over 100,000 gallons 4.40 

1-inch Meter. 
First 	5,300 gallons $ 41.19 
Next 	3,700 gallons 6.79 
Next 15,000 gallons 6.23 
Next 25,000 gallons 5.68 
Next 50,000 gallons 5.04 
All Over 100,000 gallons 4.40 

1 1/2-inch Meter: 
First 11,200 gallons $ 80.59 
Next 13,800 gallons 6.23 
Next 25,000 gallons 5.68 
Next 50,000 gallons 5.04 
All Over 100,000 gallons 4.40 

2-inch Meter: 
First 17,600 gallons $ 120.48 
Next 7,400 gallons 6.23 
Next 25,000 gallons 5.68 
Next 50,000 gallons 5.04 
Alt Over 100,000 gallons 4.40 

6-inch Meter: 
First 250,500 gallons $ 1222.45 
All Over 250,500 gallons 4.40 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 



MIDDLESBORO 

5/8-inch x 3/4-inch Meter:  
First 	1,000 gallons 
Next 	9,000 gallons 
Next 	15,000 gallons 
Next 	25,000 gallons 
Next 	50,000 gallons 
All Over 100,000 gallons 

$ 8.96 
3.61 
3.29 
3.12 
2.79 
2.55 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

1-inch Meter: 
First 
	

6,000 
Next 
	

4,000 
Next 
	

15,000 
Next 
	

25,000 
Next 
	

50,000 
All Over 100,000 

1 1/2-inch Meter.  
First 	13,000 
Next 	12,000 
Next 	25,000 
Next 	50,000 
All Over 100,000 

2-inch Meter:  
First 	21,400 
Next 	3,600 
Next 
	

25,000 
Next 
	

50,000 
All Over 100,000 

3-inch Meter:  
First 	68,400 
Next 	31,600 
All Over 100,000 

4-inch Meter:  
First 	127,500 
All Over 127,500 

6-inch Meter:  
First 	281,500 
All Over 281,500 

gallons 
gallons 
gallons 
gallons 
gallons 
gallons 

gallons 
gallons 
gallons 
gallons 
gallons 

gallons 
gallons 
gallons 
gallons 
gallons 

gallons 
gallons 
gallons 

gallons 
gallons 

gallons 
gallons 

$ 26.97 
3.61 
3.29 
3.12 
2.79 
2.55 

$ 51.22 
3.29 
3.12 
2.79 
2.55 

$ 78.80 
3.29 
3.12 
2.79 
2.55 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

$ 220.05 Minimum bill 
2.79 per 1,000 gallons 
2.55 per 1,000 gallons 

$ 378.43 Minimum bill 
2.55 per 1,000 gallons 

$ 771.41 Minimum bill 
2.55 per 1,000 gallons 

Monthly Fire Protection Rates 
Private Sprinkler 

Private Hydrant 

Municipal Hydrant 

-2- 

$ 19.93 

$ 19.93 

$ 4.43 

per sprinkler 

per hydrant 

per hydrant 
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APPENDIX B 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2010-00476 DATED NOV 2 3 2011 

DISALLOWED ALLOCATED INDIRECT EXPENSES 

Account  
Direct Expenses:  

5810 MEMBERSHIPS 
5890 PUBL SUBSCRIPTI 
6185 TRAVEL LODGING 
6190 TRAVEL AIRFARE 
6195 TRAVEL TRANSPOR 
6200 TRAVEL MEALS 

Allocated Expenses:  
5810 MEMBERSHIPS 
5815 PENALTIES/FINES 
5825 OTHER MISC EXPE 
5870 HOLIDAY EVENTS/ 
5890 PUBL SUBSCRIPTI 
6015 EMPLOY FINDER F 
6045 TEMP EMPLOY - C 
6185 TRAVEL LODGING 
6190 TRAVEL AIRFARE 
6195 TRAVEL TRANSPOR 
6200 TRAVEL MEALS 
6205 TRAVEL ENTERTAI 
6207 TRAVEL OTHER 

Subtotal 
Add: Corporate Salaries 

Total Adjustment 

Adjustment 

(5,630.68) 
(395.66) 

(1 A80 .85) 
(408.40) 
(140.00) 
(949.11) 

(225.00) 
(27.00) 

(6,816.00) 
(78.00) 

(787.00) 
(2,323.00) 
(4,272.00) 
(1,871.00) 

(961.00) 
(229.00) 
(609.00) 
(237.00) 

(27,439.70) 
(142,446.00) 

$ 	(169,885.70) 

Schedule B Category 

Miscellaneous 
Office Supplies & Other Office Exp. 
Miscellaneous 
Miscellaneous 
Miscellaneous 
Miscellaneous 

Miscellaneous 
Miscellaneous 
Miscellaneous 
Office Supplies & Other Office Exp. 
Office Supplies & Other Office Exp. 
Outside Services - Other 
Outside Services - Other 
Miscellaneous 
Miscellaneous 
Miscellaneous 
Miscellaneous 
Miscellaneous 
Miscellaneous 
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Water Service Corporation of Kentucky 

Case No. 2013 - 00237 

Test Year 12/31/2012 

Revenue Requirement Summary 

WSCK 

Pro Forma 

WSCK 

Rebuttal 

Pro Forma 

WSCK 

Rebuttal 

Pro Forma 

Appendix A 

Schedule LY-Rl Revised 

WSCK 	 WSCK 

Rebuttal 	 Rebuttal 

Proposed 	 Pro Forma 

Operating Revenues Present Rates Adjustment Present Rates Adjustment Proposed 

Service Revenues - Water $2,103,813 $2,103,813 $236,802 (1) $2,340,615 

Service Revenues - Sewer 

Miscellaneous Revenues 78,995 78,995 78,995 

Uncollectible Accounts (38,028) 38,028 (A) 0 0 

Total Operating Revenues $2,144,780 $38.028 $2,182,808 $236,802 $2 419 610 

Maintenance Expenses 

Salaries and Wages 519,099 ($1,133) (B) 517,966 517,966 

Purchase Water/Sewer 85,200 85,200 85,200 

Purchased Power 95,111 95,111 95,111 

Maintenance and Repair 98,163 98,163 98,163 

Maintenance testing 34,092 34,092 34,092 

Meter Reading 0 0 0 

Chemicals 145,421 145,421 145,421 

Transportation 34,774 34,774 34,774 

Operating Exp. Charged to Plant (163,869) (K) (163,869) (163,869) 

Outside Services - Other 30,001 30,001 30,001 

Total $877,992 ($1,133) $876,859 SO $876,859 

General Expenses 

Salaries and Wages $173,648 $0 (B) $173,648 $173,648 

Office Supplies & Other Office Exp. 79,610 79,610 79,610 

Regulatory Commission Exp. 73,660 15,430 (C) 89,090 89,090 

Pension & Other Benefits 160,716 (79) (D) 160,637 160,637 

Rent 6,254 6,254 6,254 

Insurance 63,192 63,192 63,192 

Office Utilities 54,273 54,273 54,273 

Bad Debt Expense 0 38,028 (A) 38,028 4,286 42,314 

Service Company - Allocated Expenses 0 (12,904) (E) (12,904) (12,904) 

Miscellaneous 12,173 (500) (F) 11,673 11,673 

Total $623,526 $39,975 $663501 $4,286 $667,787 

Depreciation $281,828 $0 (L) $281,828 $281,828 

Amortization of PAA 0 0 

Taxes Other Than Income 144,063 (87) (G) 143,976 375 144,351 

Expense Reduction Related to Clinton Sewer Ops (120,708) 0 (H) (120,708) (120,708) 

Income Taxes - Federal 54,491 (232) (I) 54,259 74,192 128,451 

Income Taxes-State 10,230 (44) (I) 10,186 13,928 24,115 

Amortization of CIAC (4,229) (4,229) (4,229) 

Total $365,675 ($362) $365,313 $88 495 $453,808 

Total Operating Expenses $1,867,193 $38,480 $1 905 673 $92,782 $1,998,454 

Net Operating Income $277,587 ($452) $277,135 $144 020 $421,155 

Other Income 0 0 0 

Interest During Construction (1,730) (1,730) (1,730) 

Interest on Debt 171,809 0 (M) 171,809 171,809 

Net Income 107,508 (452) $ 	107,056 $ 	144,020 $ 	251,076 

Sources: 

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

(B) Schedule LY-R2 

(C) Schedule LY-R7 [NEW SCHEDULE] 

(0) Schedule LY-R3 

(E) Schedule LY-R4 

(F) Schedule ACC-7 

(0) Schedule LY-R5 

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

methodology in Case No. 2010-00476. 

(I) Schedule 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 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. 



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 $807,006.1  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.2 	It owns and operates facilities that treat and distribute water to 

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

2  KRS 278.010(3)(d). 
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approximately 7,305 residential customers in Bell and Hickman counties.3  Water 

Service last applied for a rate adjustment in 2005.4  

Water Service is a wholly-owned subsidiary of Utilities, Inc. ("Utilities"), which 

owns approximately 90 other water and sewer utilities in 15 states.5  Utilities also owns 

a service company named Water Service Corporations  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 

3  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). 

5  Appliction, Testimony of Lena Georgiev, at 1. 

6  Confusion is likely to occur based on the similarities of names. Throughout this 
order, we refer to the Kentucky utility as "Water Service" and Utilities' 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. Ahem, 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: 

Proiect Phoenix. In 2006, Utilities began Project Phoenix, an internal and 

external evaluation of its accounting and billing software and computer systems.9  The 

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

9  Id., 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 Utilities in 

September 2006.10  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.11  

On December 3, 2007, Utilities placed the JD Edwards system into service at a 

total cost of $14,544,020.12  Utilities placed the Oracle system into operation on June 2, 

2008, at a total cost of $7,077,652.13  Using an allocation factor based upon the 

equivalent residential connections, Utilities allocated $367,49814  of the total cost of the 

JD Edwards system and $178,71515  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."16  According to Water Service, the JD 

Edwards system includes enhanced tracking and integration components that will 

improve Utilities' ability to record and retrieve data.17  Water Service claims that 

10 Id. 

11 Id. 

12 Id. at 8. 

13 Id. at 14. 

14 Id. at 9. 

15 Id. at 14. 

16 Id. at 6. 

17 Id. at 7. 
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enhanced record keeping and retrieval functions will simplify the production of financial 

and regulatory reports.18  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.19  

According to Water Service, the previously-used Legacy customer care and 

billing system was a customized program for Utilities that had become unsupported.2°  

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.21  

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 

non-regulated operations."22  According to the AG, Water Service failed to produce 

evidence to show that Utilities examined the potential benefits Project Phoenix would 

have for Water Service.23  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 $367,498.24  The AG contends that Water 

18 Id. 

19 Id. 

20 Id. at 10. 

21 Id. at 9. 

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

23 Id. 

24 Id. 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."25  

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.26  

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 $389,537,27  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 

25 Id. at 3, 4. 

26 Transcript of Evidence ("TE") at 52. 

27 Application, Exhibit 4, Depreciation Expense, w/p(f). $425,915 (Computers) -
$36,378 (WSC/Regional Rate Base Adjustment) = $389,537. 

-6- 	 Case No. 2008-00563 



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, 

lajdjustments 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."28  

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 

$493,064.29  

Accumulated Depreciation. The Commission has decreased Water Service's 

forecasted accumulated depreciation of $3,334,99330  by $45,12031  to remove the 

depreciation for JD Edwards. 

Cash Working Capital Allowance. Water Service determined its cash working 

capital allowance using the 45 day or 118th  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 I below. 

Table I: Net Investment Rate Base 
Water Service 

Pro Forma 
Rate Base 

Commission 
Pro Forma 

Adjustments 
Pro Forma 
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 84,684 

29 $389,537 (JD Edwards) + $103,527 (Post-Test Period Plant Additions) = 
$493,064. 

3°  Application, Exhibit 4, Schedule C, Rate Base and Rate of Return, 

31  Id., Plant Restatement through Complete Rate Case. 
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Deferred Income Taxes (313,316) 0 (313,316) 
Customer Deposits (109,546) (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) 
Net Original 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.32  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.33  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 $22,592.34  According 

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

32  Id Schedule B, Income Statement. 

33  Id. 

34  Id. 
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Table II: Proposed CPI Adjustments 
Purchased Power $ 	2,526 
Purchased Water $ 	3,026 
Maintenance & Repair $ 	4,530 
Maintenance Testing $ 	1,806 
Meter Reading $ 	148 
Chemicals $ 	4,114 
Transportation $ 	1,252 
Outside Services - Other $ 	145 
Office Supplies & Other Office Exp. $ 	2,993 
Rent $ 	609 
Office Utilities $ 	1,399 
Miscellaneous 44 

"account for the increase in the consumer price index since acquisition."35  Water 

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

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

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

water service to its ratepayers.36  According to Water Service, the cumulative increase 

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

percent.37  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.38  Water Service further argues 

35  Id., Explanation of Adjustments to Income Statement, Adjustments J. 

36  Water Service's Response to the Commission Staffs Second Information 
Request item 4 (filed May 15, 2009). 

37  id. 

38 Id.  
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that, because of the widely accepted use of the CPI, it can be considered a "known and 

measurable" change in expenses that will occur from year to year.39  

The AG states that the Commission should reject Water Service's adjustments 

using the CPI.4°  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.42  

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.43  

39 Id. 

40 AG's Post-Hearing Brief, at 10 (filed August 31, 2009). 

41 Id. 

42 Id. 

43 See Case No. 2006-00067, Proposed Adjustment of the Wholesale Water 
Service Rate of the City of Lawrenceburg, Kentucky, at 34 (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."44  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 "While 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."45  

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 

44  807 KAR 5:001, Section 10(6). 

45  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 II 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.46  

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  Id. 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 Item 6). 

The Business Expense Report (John Williams, 5/12/07 to 5/20/07) 
includes expenses for picking up multiple dinners for "other NARUC 
faculty and NAWC executives (Appendix Item 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 Item 11). 

A Business Expense Report (Steven M. Lubertozzi, 9/01/07 to 10/09/07) 
shows the purchase of tickets to see the Chicago Bears (Appendix Item 
13).49 

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."50  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.51  Accordingly, the AG requests the Commission disallow for rate-making 

49 Id. at 5-6. 

50 Id. at 6. 

51 Id. at 7-8. 
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purposes all of the allocated indirect costs from Water Service Corporation to Water 

Service.52  

Water Service agrees with the AG, in that the review and rejection power of 

allocated costs is not included in the Allocation Manual.53  According to Water Service, if 

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.54  Water Service concludes that "each operating company benefits from the 

economies of scale of UI and each must share in the costs."55  

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. 

52 Id. at 8. 

53 Water Service's Post-Hearing Brief, at 20 (filed August 31, 2009). 

54 Id. 

55 Id. 
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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. 56  

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- 

56  See Kentucky-American Water Company's Response to the Commission's 
November 15, 1991 Order, Item 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.57  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 

$18,156.58  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 $51.59  

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

58 Id., Schedule B, Income Statement. 

59  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 

$77,751.60  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).61  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 III below. Accordingly, the Commission has increased income tax expense by 

$75,675 to reflect its pro forma level. 

60 Id.  

61  Id. $(150,356) (Fed. Income Tax Exp.) + $(18,426) = $(168,782). 
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Table III: 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 Rate62  6.00% 
State Income Tax $ 	(14,717) $ 	(14,717) 
Federal Taxable Income $ 	(230,559) 
Multiplied by the Federal Tax Rate 34.00% 
Federal Income Tax $ 	(78,390) (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 $191,35263  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 IV. 

62  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). 

63  $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 

Account Titles 

Water Service 
Pro Forma 
Operations 

Commission 
Pro Forma 	Pro Forma 

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 & Amortization 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 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.TM  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 

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

6.58 percent.85  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 return 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 earnings 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 or 

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.66  

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 

65  Id. 

66  Application, Direct Testimony of Pauline M. Ahem, at 18-21. 
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by investors.67  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 yields 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.68  The 

CAPM model 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.69  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." 

67 Id. at 23-27. 

68 Id. at 27-33. 

69 Id. at 33-38. 

70 Id. 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.71  

In his brief, the AG argues that Water Service does not demonstrate an 

understanding of the Kentucky regulatory framework applicable to water utilities.72  

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.73  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.74  

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 

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

72 AG's Post-Hearing Brief, at 13 (filed August 31, 2009) 

73 Id. at 13-14. 

74 Id. at 14. 

-23- 	 Case No. 2008-00563 





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 

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. 

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 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. 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.75  

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 

75  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 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. 

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.76  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. At the 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.77  

76  Clinton, Ky. Code § 50.20 (2007). 

77  Transcript of August 19, 2009, Hearing, at 122. 
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In its post-hearing brief, Water Service corrected Mr. Lasuha's testimony.78  

Based on the contract, the City of Clinton pays Water Service $15,000 annually (plus 

automatic increases based on CPI) 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 concerned 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 

78  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 accomplished 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: 

-30- 	 Case No. 2008-00563 





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 - 9 2009 
al  

KENTUCKY PUBLIC 
SERVICE COMMISSION 

Case No. 2008-00563 



APPENDIX 

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

CLINTON 
Monthly Water Rates 

5/8" x 3/4" Meter: 
First 	1,000 	gallons $ 11.64 
Next 	9,000 gallons 6.59 
Next 	15,000 gallons 6.05 
Next 	25,000 gallons 5.51 
Next 	50,000 gallons 4.89 
All Over 	100,000 gallons 4.27 

1" Meter: 
First 	5,300 	gallons $ 39.98 
Next 	3,700 gallons 6.59 
Next 	15,000 gallons 6.05 
Next 	25,000 gallons 5.51 
Next 	50,000 gallons 4.89 
All Over 	100,000 gallons 4.27 

1 1/2" Meter: 
First 	11,200 	gallons $ 78.23 
Next 	13,800 	gallons 6.05 
Next 	25,000 gallons 5.51 
Next 	50,000 gallons 4.89 
All Over 	100,000 gallons 4.27 

2" Meter: 
First 	17,600 	gallons $ 116.95 
Next 	7,400 gallons 6.05 
Next 	25,000 gallons 5.51 
Next 	50,000 gallons 4.89 
All Over 	100,000 gallons 4.27 

6" Meter: 
First 	250,500 	gallons $1,186.60 
All Over 250,500 gallons 4.27 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 



MIDDLESBORO  
5/8" x 3/4" Meter: 
First 	1,000 	gallons $ 8.70 
Next 	9,000 gallons 3.50 
Next 	15,000 gallons 3.19 
Next 	25,000 gallons 3.03 
Next 	50,000 gallons 2.71 
All Over 	100,000 gallons 2.48 

1" Meter: 
First 	6,000 	gallons $ 26.18 
Next 	4,000 gallons 3.50 
Next 	15,000 gallons 3.19 
Next 	25,000 gallons 3.03 
Next 	50,000 gallons 2.71 
All Over 	100,000 gallons 2.48 

1 1/2" Meter: 
First 	13,000 	gallons $ 49.72 
Next 	12,000 gallons 3.19 
Next 	25,000 gallons 3.03 
Next 	50,000 gallons 2.71 
All Over 	100,000 gallons 2.48 

2" Meter: 
First 	21,400 	gallons $ 76.49 
Next 	3,600 gallons 3.19 
Next 	25,000 gallons 3.03 
Next 	50,000 gallons 2.71 
All Over 	100,000 gallons 2.48 

3" Meter: 
First 	68,400 	gallons $ 213.60 
Next 	31,600 gallons 2.71 
All Over 	100,000 gallons 2.48 

4" Meter: 
First 	127,500 gallons $ 367.33 
All Over 	127,500 gallons 2.48 

6" Meter: 
First 	281,500 	gallons $ 748.79 
All Over 281,500 gallons 2.48 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 
per 1,000 gallons 

Minimum bill 
per 1,000 gallons 

Minimum bill 
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 3/4"Meter 
All other meter sizes 

Tampering Fee 
Non-Sufficient Funds Charge 
Service Reconnection Charge 
New Customer Account Setup Fee 
Service Charge 
Meter Testing Fee 
Credit/Debit Card Fee: 

$920.75 
Actual Cost 

$27.00 
$15.00 
$27.00 
$27.00 
$27.00 
$20.00 

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 
Office of the Attorney General Utility & Rate 
1024 Capital Center Drive 
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WATER SERVICE CORPORATION OF KENTUCKY 
Case No. 2013 - 00237 
Calculation of Salary and Benefits 
Teat Year 12/31/2012 
	

Confidential 

Maintenance 
Position 

Total 
Annualized 

Salary 	[1] 
FICA 
7.65% 

FUTA 
7,000 @ .8% 

SUTA 
9,300 @ 3.3% 

Total 
Taxes 

12/31/2012 
Health 

Insurance 
401(k) 
at 3% 

Company 
Contribution 

at 4% 
12/31/2012 

Other 
Total 

Benefits 

Maintenance 1 Field Tech III 50,756 3,883 56 307 4,246 7,482 1,523 2,030 454 11,488 
Maintenance 2 Operator II 39,907 3,053 56 307 3,416 7,482 1,197 1,596 454 10,729 
Maintenance 3 Field Tech I 32,332 2,473 56 307 2,836 7,482 970 1,293 454 10,199 
Maintenance 4 Regional Manager 73,655 5,635 56 307 5,998 7,482 2,210 2,946 454 13,091 
Maintenance 5 Lead Operator 51,470 3,937 56 307 4,300 7,482 1,544 2,059 454 11,538 
Maintenance 6 Field Tech I 34,134 2,611 56 307 2,974 7,482 1,024 1,365 454 10,325 
Maintenance 7 Operator 11 40,127 3,070 56 307 3,433 7,482 1,204 1,605 454 10,744 
Maintenance 8 Field Tech I 26,858 2,055 56 307 2,418 7,482 806 1,074 454 9,815 
Maintenance 9 Field Tech I 33,866 2,591 56 307 2,954 7,482 1,016 1,355 454 10,306 
Maintenance 10 Operator II 42,966 3,287 56 307 3,650 7,482 1,289 1,719 454 10,943 
Maintenance 11 Administrative Assistant 38,883 2,975 56 307 3,338 7,482 1,166 1,555 454 10,657 

Supervisory 
Supervisory 1 Regional Director 124,819 8,859 56 307 9,222 7,482 3,745 4,993 454 16,673 
Supervisory 2 Regional Vice President 184,998 9,732 56 307 10,095 7,482 5,550 7,400 454 20,885 
Supervisory 3 Executive Assistant 69,913 5,348 56 307 5,711 7,482 2,097 2,797 454 12,829 
Supervisory 4 Regional Finance Manager 72,407 5,539 56 307 5,902 7,482 2,172 2,896 454 13,004 
Supervisory 5 Regional Compliance & Safety Manager 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 39,118 7,256 195,423 
l== =I= 

Operator Allocation 

Maintenance 1 Field Tech DI 50,756 3,883 56 307 4,246 7,482 1,523 2,030 454 11,488 
Maintenance 2 Operator 11 39,907 3,053 56 307 3,416 7,482 1,197 1,596 454 10,729 
Maintenance 3 Field Tech I 32,332 2,473 56 307 2,836 7,482 970 1,293 454 10,199 
Maintenance 4 Regional Manager 73,655 5,635 56 307 5,998 7,482 2,210 2,946 454 13,091 
Maintenance 5 Lead Operator 51,470 3,937 56 307 4,300 7,482 1,544 2,059 454 11,538 
Maintenance 6 Field Tech I 34,134 2,611 56 307 2,974 7,482 1,024 1,365 454 10,325 
Maintenance 7 Operator II 40,127 3,070 56 307 3,433 7,482 1,204 1,605 454 10,744 
Maintenance 8 Field Tech I 26,858 2,055 56 307 2,418 7,482 806 1,074 454 9,815 
Maintenance 9 Field Tech I 33,866 2,591 56 307 2,954 7,482 1,016 1,355 454 10,306 
Maintenance 10 Operator II 42,966 3,287 56 307 3,650 7,482 1,289 1,719 454 10,943 
Maintenance 11 Administrative Assistant 38,883 2,975 56 307 3,338 7,482 1,166 1,555 454 10,657 

Supervisory 
Supervisory 1 Regional Director 27,058 1,920 12 67 1,999 1,622 812 1,082 98 3,614 
Supervisory 2 Regional Vice President 12,908 679 4 21 704 522 387 516 32 1,457 
Supervisory 3 Executive Assistant 4,878 373 4 21 398 522 146 195 32 895 
Supervisory 4 Regional Finance Manager 5,052 386 4 21 412 522 152 202 32 907 
Supervisory 5 Regional Compliance & Safety Manager 4,247 325 4 21 350 522 127 170 32 851 
Total Operator Allocation 519,099 39,254 644 3,528 43,426 86,010 15,573 20,764 5,214 127,561 

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

AG Exhibit 



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 UI 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. Shambaugh'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 

AG Exhibit 	5- 



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 Isialary 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. 

AG Exhibit 	Niz 



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 

AG Exhibit 



Water Service Corporation of Kentucky 
Case No. 2013 - 00237 

Test Year 12/31/2012 
Revenue Requirement Summary 

Operating Revenues 

WSCK 

Pro Forma 

Present Rates 

WSCK 

Rebuttal 

Pro Forma 
Adlustment 

(A)  

WSCK 

Rebuttal 

Pro Forma 

Present 

Appendix A 

Schedule LY-R1 Revised 

WSCK 	 WSCK 

Rebuttal 	 Rebuttal 

Proposed 	Pro Forma 

Adlustment 	Proposed 

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

$2,103,813 

78,995 
(38,028) 38,028 

$2,103,813 

78,995 
0 

$236,802 (1) 	$2,340,615 

78,995 
0 

Total Operating Revenues $2,144,780 $38,028 $2,182,808 $236,802 $2,419.610 

Maintenance Expenses 

Salaries and Wages 519,099 ($1,133) (B)  517,966 517,966 

Purchase Water/Sewer 85,200 85,200 85,200 

Purchased Power 95,111 95,111 95,111 

Maintenance and Repair 98,163 98,163 98,163 

Maintenance testing 34,092 34,092 34,092 

Meter Reading 0 0 0 

Chemicals 145,421 145,421 145,421 

Transportation 34,774 34,774 34,774 

Operating Exp. Charged to Plant (163,869) - (K) (163,869) (163,869) 

Outside Services - Other 30,001 30,001 30,001 

Total $877,992  f$1,1331 $876,859  IQ $876,859  

General Expenses 
Salaries and Wages $173,648 $0 (B) $173,648 $173,648 

Office Supplies & Other Office Exp. 79,610 79,610 79,610 

Regulatory Commission Exp. 73,660 15,430 (C) 89,090 89,090 

Pension & Other Benefits 160,716 (79) (D) 160,637 160,637 

Rent 6,254 6,254 6,254 

Insurance 63,192 63,192 63,192 

Office Utilities 54,273 54,273 54,273 

Bad Debt Expense 0 38,028 (A) 38,028 4,286 42,314 

Service Company - Allocated Expenses 0 (12,904) (E) (12,904) (12,904) 

Miscellaneous 12,173 (500) (F) 11,673 11,673 

Total $623,526 $39,975 $663,501 $4,286 $667,787 

Depreciation $281,828 $0 (L) $281,828 $281,828 

Amortization of PM 0 0 

Taxes Other Than Income 144,063 (87) (G) 143,976 375 144,351 

Expense Reduction Related to Clinton Sewer Ops (120,708) 0 (H) (120,708) (120,708) 

Income Taxes - Federal 54,491 (232) (I) 54,259 74,192 128,451 

Income Taxes-State 10,230 (44) (I) 10,186 13,928 24,115 

Amortization of CIAC (4,229) (4,229) (4,229) 

Total $365,675 ($3621 $365,313 $88,495 $453,808 

Total Operating Expenses $1,867,193 $38,480 $1,905.673 $92,782 $1,998,454 

Net Operating Income $277,587 ($452) $277,135 $144,020 $421,155 

Other Income 0 0 0 

Interest During Construction (1,730) (1,730) (1,730) 

Interest on Debt 171,809 0 (M) 171,809 171,809 

Net Income 107,508 (452) $ 	107,056 $ 	144,020 $ 	251,076 

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) Schedule LY-R5 

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

methodology in Case No. 2010-00476. 

(I) Schedule 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 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. 
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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: 

• Lisa Sparrow — President and CEO; 
• 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 UI, including WSCK. 

Witness: Lowell Yap 

AG Exhibit 



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 	)  



Water Service Corporation of Kentucky 
	

Appendix A 

Case No. 2013 - 00237 
	

Schedule LY-R7 

Test Year 12/31/2012 

Regulatory Commission Expense 

Actual as of 
3/31/2014 

Estimated 
Amount to 
Complete 

Actual & 
Estimated Cost to 

Complete 

Legal Fees 61,050 18,950 80,000 

Consulting fees 
AUS 35,261 5,000 40,261 

Bayrenbruch 16,120 5,000 21,120 

Customer Notices: 
Newspaper Publications 2,920 1,000 3,920 

Fed Ex, mailings, postage, and miscellaneous costs 355 355 709 

# of Trips/ 
Personnel Cost Nights 

Travel 

Airfare 	 4 500 1 2,000 2,000 

Hotel/Meals 	 5 200 2 2,000 2,000 

Rental Car 200 200 200 

Revised 
Water Service Personnel Estimated Remaining Current Remaining Actual and 

hours 	rate $ Total Hours Hours Rate $ Estimated 

Daniel, Carl 	 49.00 	$ 	130.65 $ 	6,402 60 11 $ 	131 $ 	1,437 $ 	7,839 

Feathergill, Adam K 	97.50 	$ 	22.00 2,145 100 3 $ 	22 55 $ 	2,200 

Guttormsen, Robert A 	231.53 	$ 	32.00 7,409 240 8 $ 	32 271 $ 	7,680 

Haas, Bruce T. 	 123.00 	$ 	81.00 9,963 160 37 $ 	81 2,997 $ 	12,960 

Leonard, James R. 	21.00 	$ 	37.05 778 50 29 $ 	37 1,074 $ 	1,853 

Liskoff, David 	 109.00 	$ 	39.00 4,251 140 31 $ 	39 1,209 $ 	5,460 

Lubertozzl, Steven M. 	24.78 	$ 	103.00 2,552 80 55 $ 	103 5,688 $ 	8,240 

Lupton, Helen C. 	3.00 	$ 	48.00 144 25 22 $ 	48 1,056 $ 	1,200 

Neyzelman, DimItry 	216.10 	$ 	48.00 10,373 300 84 $ 	48 4,027 $ 	14,400 

Vairle, LaWanda N. 	44.00 	$ 	23.00 1,012 50 6 $ 	23 138 $ 	1,150 

Vaughn, Stephen R. 	13.00 	$ 	37.05 482 25 12 $ 	37 445 $ 	926 

Yap Jr., Lowell M. 	801.50 	$ 	32.00 25,648 802 0 $ 	32 - 	$ 	25,648 

Total 71,159 89,556 

Total Cost of current case 186,864 , 239,767 

Unamortized Rate Case Expense 27,505 27,505 

Total Rate Case expense 214,369 267,271 

Amortized over 3 years 3 3 

Amortization Expense per Rebuttal $ 	71,456 -...-, $ 	89,090 

Per Company's Original Filing $ 	73,660 

Rebuttal Adjustment $ 	15,430 
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CASE No. 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 



GARY D. SHAMBAUGH 
Principal & Director 

AUS CONSULTANTS 

275 Grandview Avenue, Suite 100 — 
Camp Hill, PA 17011 
• 717.763.9890 • Tel _ 
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: 

• A complete review of UI's allocation process including 
the costs and the basis for the allocations. 

• 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 

• 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. 

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. 

Signature & Title 

Date 



Water Service Corporation of Kentucky 

Comparison of Annual Operating Revenues with Similar Sized 
Kentucky Water Utilities 

Total Operating Revenues Number of Annual Cost Monthly Cost 
Water System 2011 2012 Customers Per Customer Per Customer 

Muhlenberg County Water District $3,003,131 5,983 $501.94 $41.83 

McCreary County Water District 2,878,024 6,192 464.80 38.73 

Grayson County Water District $3,239,287 6,389 507.01 42.25 

Henderson County Water District 2,827,068 6,384 442.84 36.90 

Henry County Water District • 3,383,411 6,261 540.39 45.03 

Southeast Daviess County Water District 1,840,663 6,568 280.25 23.35 

Bullock Pen Water District 3,966,563 6,742 588.34 49.03 

Green River Valley Water District 4,265,256 6,791 628.07 52.34 

Rowan Water, Inc. 2,587,625 6,855 377.48 31.46 

South Eastern Water Association 3,689,670 7,781 474.19 39.52 

Oldham County Water District 4,897,917 7,797 628.18 52.35 

Western Pulaski County Water District 2,344,308 8,046 291.36 24.28 

Totals $21,404,463 $17,518,460 81,789 $475.89 $39.66 

Water Service Corporation of Kentucky $2,252,368 7,388 $304.87 $25.41 
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$158,541.92 

$910,618.10 2,146 2,149 

$16,296.32 

$11,446.83 
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$278.75 

$28,021.90 
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26000 Muhlenberg County Water District #3 01/01/2011 -12/31/2011 

Water Operating Revenue (Ref Page: 27) 

Operating Revenues 
MA,Me-Z<WM".0,0n,MV:SWAWOn WOM:CM,a,-,,I 

Unmetered Water Revenue (460) $0.00 

Metered Water Revenue (461) 

Sales to Residential Customers (461.1) 2,056 2,056 $593,258.61 

Sales to Commercial Customers (461.2) 89 $158,817.57 

Sales.to.Industrial:Customep..(461.3):... 

Sales to Public Authorities (461.4) 

Sales to Multiple Family Dwellings (461Z) 

Sales through Bulk Loading Stations (461.6) 

Total Metered Sales 2,145 2,148 $752,076.18 

Fire Protection Revenue (462) 

Public Fire Protection (462.1) 

Private Fire Protection (462.2) 

Total Fire Protection Revenue . 

Other Sales to Public Authorities (464) 

Sales to Irrigation Customers (465). 

Sales for Resale (466) 

Interdepartmental Sales (467) 

Total Sales of Water 

Other Water Revenues 

Guaranteed Revenues (469) 

Forfeited Discounts (470) 

Miscellaneous Service Revenues (471) 

Rents from Water Property (472) 

Interdepartments Rents (473) 

Other Water Revenues (474) 

Total Other Water Revenues 

7/16/2013 



26000 Muhlenberg County Water District #3 01/01/2011 - 12/31/2011 

Water Operating Revenue (Ref Page: 27) 

Total Water Operating Revenues 
	

$938,640.00 
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Water Service Corporation of Kentucky 

Comparison of Annual Salaries & Wages with Similar Sized 
Kentucky Water Utilities 

Total Salaries & Wages 	Number of Annual Cost Monthly Cost 
Water System 2011 2012 Customers Per Customer Per Customer 

Muhienberg County Water District $686,497 5,983 $114.74 $9.56 

McCreary County Water District 726,214 6,192 117.28 9.77 

Grayson County Water District $0 6,389 0.00 0.00 

Henderson County Water District 685,938 6,384 107.45 8.95 

Henry County Water District 654,313 6,261 104.51 8.71 

Southeast Daviess County Water District 256,385 6,568 39.04 3.25 

Bullock Pen Water District 656,865 6,742 97.43 8.12 

Green River Valley Water District 818,725 6,791 120.56 10.05 

Rowan Water, Inc. 514,079 6,855 74.99 6.25 

South Eastern Water Association 298,205 7,781 38.32 3.19 

Oldham County Water District 802,357 7,797 102.91 8.58 

Western Pulaski County Water District 258,657 8,046 32.15 2.68 

Totals $3,698,996 $2,659,239 81,789 $77.74 $6.48 

Less: 

Grayson County Water District $0 6,389 

$3,698,996 $2,659,239 75,400 $84.33 $7.03 co •  Ill 
tD X 
1-* 	•-• 
0 

Water Service Corporation of Kentucky $491,593 7,388 $66.54 $5.54 u.) 

ReneeC.Smith
Typewritten Text
AG Exhibit 15



Water Service Corporation of Kentucky 

Comparison of Annual Salaries & Wages - Officers and Directors with Similar Sized 
Kentucky Water Utilities 

Officers & Directors 
Total Salaries & Wages Number of Annual Cost Monthly Cost 

Water System 2011 2012 Customers Per Customer Per Customer 

Muhlenberg County Water District $18,000 5,983 $3.01 $0.25 

McCreary County Water District 15,100 6,192 2.44 0.20 

Grayson County Water District SO 6,389 0.00 0.00 

Henderson County Water District 10,500 6,384 1.64 0.14 

Henry County Water District 28,800 6,261 4.60 0.38 

Southeast Daviess County Water District 59,378 6,568 9.04 0.75 

Bullock Pen Water-District 13,000 6,742 1.93 0.16 

Green River Valley Water District 14,600 6,791 2.15 0.18 

Rowan Water, Inc. 20,211 6,855 2.95 0.25 

South Eastern Water Association 43,000 7,781 5.53 0.46 

Oldham County Water District 30,000 7,797 3.85 0.32 

Western Pulaski County Water District 12,200 8,046 1.52 0.13 

Totals $191,078 $73,711 81,789 $3.24 $0.27 

Less: 
Grayson County Water District $0 6,389 

$191,078 $73,711 75,400 $3.51 $0.29 

Water Service Corporation of Kentucky $59,748 7,388 $809 $0.67 



0 

Water Service Corporation of Kentucky 

Comparison of Annual Salaries & Wages-Combined Reporting of Costs For Similar Sized 
Kentucky Water Utilities 

Officers & Directors 
Total Salaries & Wages 	Number of 	Annual Cost Monthly Cost 

Water System 2011 2012 Customers Per Customer Per Customer 

Muhlenberg County Water District $704,497 5,983 $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 6,384 109.09 9.09 

Henry County Water District 683,113 6,261 109.11 9.09 

Southeast Rayless County Water District 315,763 6,568 48.08 4.01 

Bullock Pen Water District 669,865 6,742 99.36 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 7,797 106.75 8.90 

Western Pulaski County Water District 270,857 8,046 33.66 2.81 

Totals $3,890,074 $2,732,950 81,789 $80.98 $6.75 

Less: 
Grayson County Water District $0 6,389 

$3,890,074 $2,732,950 75,400 $87.84 $7.32 CM 2 
W 5: 

Water Service Corporation of Kentucky $551,341 7,388 $74.63 $6.22 C3( 



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 UI 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. 
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CASE No. 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 
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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 (Illinois) 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 II, L.P. and certain of its affiliates and co-investors.1  

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, 

1 
Joint Applicants filed their application with the Commission on April 16, 2012. The Attorney 

General ("AG") is the only party who has been granted leave to 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 



transmission, and distribution of water to approximately 7,388 customers in Middlesboro 

and Clinton, Kentucky.2  

2. 	As of December 31, 2011, Water Service Corporation reported net utility 

plant of $5,656,367.3  

4. As of December 31, 2011, Water Service Corporation reported "Total 

Assets and Other Debits" of $6,326,664.4  

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.5  

6. Utilities, Inc., a corporation organized under the laws of Illinois, 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.5  

7. Utilities, Inc. owns all issued and outstanding 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.' 

2 Annual Report of Water Service Corporation of Kentucky to the Public Service Commission of 
Kentucky for the Year Ended December 31, 2011 at 5, 30; Application at 116. 

3 Annual Report at 7. 

4  Id. at 7. 

5 Id. at 9. 

6 App. lj 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.8  

10. The following entities hold the following interests in Hydro Star: Highstar 

Capital H Prism Fund, L.P. (29.87 percent); Highstar Capital Fund II, L.P. (43.87 

percent); Hydro Star Interco L.L.0 (8.4 percent); and American General Life Insurance 

Company (17.86 percent) (collectively "Highstar").9  

11. Corix Utilities is a Delaware limited liability company that is engaged in the 

ownership or operation of water, wastewater, and electric utilities and the manufacture, 

distribution, and sale of utility-related products and services.10  

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 ("bcIMC") and CAI 

Capital Management, Inc., own approximately 84 percent of Corix Infrastructure's 

outstanding interest. 

14. bcIMC 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.11  CAI Capital 

8 
Id. 

9 
App. Ex. 4. 

1°  Id. 

11 See http://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.12  

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.13  

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.14  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.15  

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

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

12 
See http.//www.calfunds.com/aboutcai.html  (last visited Aug 9, 2012), 

13 Joint Applicants' Response to Commission Staffs First Request for Information, Item 3. 

14 
App. Ex. 2 at 6-7. 

15 
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water and wastewater.16  The operations are conducted primarily through Corix Water 

Products Limited Partnership, Corix Water Products (East) Inc., Corix Water Products 

(US), Inc., and Corix Control 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.17  

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. 

19. Corix Utilities does not anticipate any change to the capital structure of 

Utilities, Inc. or Water Service Corporation upon completion of the proposed 

transaction.18  

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.19  

16 
 Id. 

17  App. Ex. 3. 

18 
 Joint Applicants' Response to Commission Staff's First Request for Information, Item 5, 24(c). 

19  App.T 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 multi-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 regulatory 

commissions2°  and certain federal agencies.21  As of the date of this Order, three state 

regulatory commissions22  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.23  

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

21  The approval of the Committee on Foreign Investment in the United States, an inter-agency 
committee 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. 

22  Utilities, Inc. of Louisiana and Louisiana Water Service, Inc., Docket No. S-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, Esq. (June 6, 2012) (advising of approval of 
transaction). 

23  KRS 278.010(3)(d). 
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2. Corix Utilities is a "person" for purposes of KRS Chapter 278.24  

3. KRS 278.020(5) provides that "[n]o 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 Utilities 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(6) is applicable to and requires Commission approval of the proposed 

transfer. 

8. Corix Utilities has the financial, technical, and managerial abilities to 

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. 

24  KRS 278 010(2). 
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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 
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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. 

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-CI-1770.25  

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. 

25  Water Service Corp. of Ky. v. Ky. Pub. Sent. Comm'n, No. 2011-CI-1770 (Franklin Cir. Ct. filed 
Dec. 16, 2011). 
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10. Water 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 transaction-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 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. 

17. Water Service Corporation shall 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 Utilities 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 thereafter, 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 operation 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 

ENTERED  

AUG i 3``2012  

SERVICE 
KENTUC PUBLIC COMMISSION 

ATTEST: 

 

 

Executive Director 
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APPENDIX 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2012-00133 DATED AUG 1 3 2012 

1. Corix Utilities (Illinois) 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 Utilities, Inc.'s 

senior management and the Commission and/or its Staff, at least annually. 

16. Corix Utilities and Utilities, Inc. will host annual public meetings in Clinton 

and Middlesboro to provide a forum for customers to communicate with utility 

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 Utilities, Inc.'s or Water 

Service 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 
	 Appendix A 

Case No. 2013 - 00237 
	 Schedule LY-R7 

Test Year 12/31/2012 
Regulatory Commission Expense 

Actual as of 
3/31/2014 

Estimated 
Amount to 
Complete 

Actual & 
Estimated Cost to 

Complete 

Legal Fees 61,050 18,950 80,000 

Consulting fees 
AUS 35,261 5,000 40,261 

Bayrenbruch 16,120 5,000 21,120 

Customer Notices: 
Newspaper Publications 2,920 1,000 3,920 

Fed Ex, mailings, postage, and miscellaneous costs 355 355 709 

# of Trips/ 

Personnel Cost Nights 

Travel 
Airfare 	 4 500 I 2,000 2,000 

Hotel/Meals 	 5 200 2 2,000 2,000 

Rental Car 200 200 200 

Revised 

Water Service Personnel Estimated Remaining Current Remaining 	Actual and 

hours 	rate $ Total Hours Hours Rate $ 	Estimated 

Daniel, Carl 	 49.00 	S 	130.65 $ 	6,402 60 11 S 	131 $ 	1,437 	5 	7,839 

Feathergill, Adam K 	97.50 	$ 	22.00 2,145 100 3 5 	22 55 	5 	2,200 

Guttormsen, Robert A 	231.53 	S 	32.00 7,409 240 8 $ 	32 271 	5 	7,680 

Haas, Bruce T. 	 123.00 	$ 	81.00 9,963 160 37 5 	81 2,997 	5 	12,960 

Leonard, James R. 	21.00 	5 	37.05 778 50 29 $ 	37 1,074 	5 	1,853 

Liskoff, David 	 109.00 	$ 	39.00 4,251 140 31 $ 	39 1,209 	5 	5,460 

Lubertozzi, Steven M. 	24.78 	5 	103.00 2,552 80 55 5 	103 5,688 	5 	8,240 

Lupton, Helen C. 	3.00 	5 	48.00 144 25 22 5 	48 1,056 	$ 	1,200 

Neyzelman, Dimitry 	216.10 	$ 	48.00 10,373 300 84 5 	48 4,027 	5 	14,400 

Valrie, LaWanda N. 	44.00 	5 	23.00 1,012 50 6 5 	23 138 	5 	1,150 

Vaughn, Stephen R. 	13.00 	5 	37.05 482 25 12 S 	37 445 	5 	926 

Yap 1r., Lowell M. 	801.50 	$ 	32.00 25,648 802 0 $ 	32 - 	$ 	25,648 

Total 71,159 89,556 

Total Cost of current case 186,864 239,767 

Unamortized Rate Case Expense 27,505 27,505 

Total Rate Case expense 214,369 267,271 

Amortized over 3 years 3 3 

Amortization Expense per Rebuttal $ 	71,456 89,090 

Per Company's Original Filing $ 73,660 

Rebuttal Adjustment $  15,430 



Water Service Corporation of Kentucky 
Case No. 2013 - 00237 

Test Year 12/31/2012 

Revenue Requirement Summary 

WSCK 

Pro Forma 

WSCK 

Rebuttal 

Pro Forma 

WSCK 

Rebuttal 

Pro Forma 

WSCK 

Rebuttal 

Proposed 

Appendix A 

Schedule LY-R1 

WSCK 

Rebuttal 

Pro Forma 
Operating Revenues Present Rates Adjustment Present Rates Adjustment Proposed 

Service Revenues - Water $2,103,813 $2,103,813 $184,952 (J) $2,288,765 
Service Revenues - Sewer 

Miscellaneous Revenues 78,995 78,995 78,995 
Uncollectible Accounts (38,028) 38,028 (A) 0 0 

Total Operating Revenues $2 144 780 $38,028 $2,182,808 $184,952 $2,367,760 

Maintenance Expenses 

Salaries and Wages 519,099 ($1,133) (B) 517,966 517,966 
Purchase Water/Sewer 85,200 85,200 85,200 
Purchased Power 95,111 95,111 95,111 
Maintenance and Repair 98,163 98,163 98,163 
Maintenance testing 34,092 34,092 34,092 
Meter Reading 0 0 0 
Chemicals 145,421 145,421 145,421 
Transportation 34,774 34,774 34,774 
Operating Exp. Charged to Plant (163,869) (163,869) (163,869) 
Outside Services - Other 30,001 30,001 30,001 

Total $877,992 ($1,133) $876,859 $._Q $876,859 

General Expenses 

Salaries and Wages $173,648 $0 (B) $173,648 $173,648 
Office Supplies & Other Office Exp. 79,610 79,610 79,610 
Regulatory Commission Exp. 73,660 (16,656) (C) 57,004 57,004 
Pension & Other Benefits 160,716 (79) (D) 160,637 160,637 
Rent 6,254 6,254 6,254 
Insurance 63,192 63,192 63,192 
Office Utilities 54,273 54,273 54,273 
Bad Debt Expense 0 38,028 (A) 38,028 3,348 41,376 
Service Company - Allocated Expenses 0 (12,904) (E) (12,904) (12,904) 
Miscellaneous 12,173 (500) (F) 11,673 11,673 

Total $623 526 $7,888 $631,414 $3 348 $634,762 

Depreciation $281,828 $281,828 $281,828 
Amortization of PAA 0 0 
Taxes Other Than Income 144,063 (87) (G) 143,976 293 144,269 
Expense Reduction Related to Clinton Sewer Ops (120,708) (9,583) (H) (130,291) (130,291) 
Income Taxes - Federal 54,491 13,086 (I) 67,577 57,947 125,524 
Income Taxes - State 10,230 2,456 (I) 12,686 10,879 23,565 
Amortization of CIAC (4,229) (4,229) (4,229) 

Total $365,675 $5,872 $371,547 $69,119 $440,666 

Total Operating Expenses $1,867,193 $12 628 $1,879,821 $72,466 $1,952 287 

Net Operating Income $277,587 $25 400 $302,987 $112,486 $415,473 

Other Income 0 0 0 
Interest During Construction (1,730) (1,730) (1,730) 
Interest on Debt 171,809 171,809 171,809 

Net Income $ 	107,508 $ 	25,400 $ 	132,908 $ 	112,486 $ 	245,394 

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 

(F) Schedule ACC-7. 

(G) Schedule LY-R5. 

(H) Schedule ACC-10. 

(I) Schedule ACC-11. 

(J) Schedule LY-R6 



Sincerely, 

City of Middlesborough 

BILL KELLEY 
Mayor 

P.O. Box 756 
Middlesboro, Kentucky 40965 

(606) 248-5670 
Fax (606) 248-1202 

March 20, 2014 

Kentucky Public Service Commission 
P.O. Box 615 
211 Sower Blvd. 
Frankfort, KY 40602 

Re: Water Service Corporation request for rate increase 
for Middlesborough, Kentucky -Case # 2 0 1 3 - 0 0 2 3 7 

Dear Members of commission: 

RECEIVED 
MAR 2 4 2014 

PUBLIC SERVICE 
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. . 

William Kelley, Mayor 
City of Middlesborou , Kentucky 

WK/bre 

AG Exhibit 	\ 9 



Water Service Corporation of Kentucky 
Case No. 2013 - 00237 

Test Year 12/31/2012 

Appendix B 

Schedule ACC-1 

Update 

Revenue Requirement Summary WSCK Adiustment AG AG AG 

Pro Forma Recommended Pro Forma Recommended Pro Forma 

1 Operating Revenues Present Rates Adiustment Present Rates Adlustment Proposed 
2 Service Revenues - Water $2,103,813 $2,103,813 ($118,438) (M) $1,985,375 
3 Service Revenues - Sewer 

4 Miscellaneous Revenues 78,995 78,995 78,995 
5 Uncollectible Accounts 0 0 (A) 0 0 
6 

7 Total Operating Revenues $2,182,808 S_0 $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) $3,903 (C) (159,966) (159,966) 
19 Outside Services - Other 30,001 30,001 30,001 
20 

21 Total $876,859 ($11,1841 $865,675 $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 Miscellaneous 11,673 0 (G) 11,673 11,673 
34 

35 Total $663 501 ($180,558) $482,943 ($2,144) $480,799 
36 

37 Depreciation $281,828 ($76,685) (H) $205,143 $205,143 
38 Amortization of PM 0 0 

39 Taxes Other Than Income 143,976 (1,237) (I) 142,739 (187) 142,551 
40 Expense Reduction Related to Clinton Sewer Ops (120,708) (9,583) (J) (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 ($44,262) $342,441 
46 

47 Total Operating Expenses $1,905 672 ($170,352) $1,735,320 ($46,405) $1,68%915 
48 

49 Net Operating Income $277,136 $170,352 $447,488 ($72,033) $375,455 
50 

51 Other Income 0 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 Net Income $ 	107,057 $ 	177,973 $ 	285,030 $ 	(72,033) $ 	212,997 

Sources: 

(A) Bad Debt Expenses transfer accepted by Company. 

(B) Schedule ACC-2, Update. 

(C) Schedule ACC-3, Update. 

(D) Schedule ACC-4, Update. 

(E) Schedule ACC-5, Update. 

(F) Schedule ACC-6, Update. 

(G) Schedule ACC-7, Update. 

(H) Schedule ACC-8, Update. 

(I) Schedule ACC-9, Update. 

(J) Schedule ACC-10, Update. 

(K) Schedule ACC-11, Update. 

(L) Schedule ACC-12, Update. 

(M) Schedule ACC-13, Update. 

AG Exhibit 	(P-D 
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Appendix B 

Schedule ACC-2 

Water Service Corporation of Kentucky 	 Update 
Case No. 2013 - 00237 
Test Year 12/31/2012 
Salaries and Wages 

1. Pro Forma Salaries and Wages 

2. Post Test Year Increase 

	

Maintenance 	 General 
Expenses 	 Expenses 

	

$517,966 	(A) 	$37,233 	(B) 

	

$15,086 	 $1,084 	(C) 

    

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) Line 1 - (Line 1 / 1.03). 

Update 4/8/14 



Appendix B 

Schedule ACC-3 

Water Service Corporation of Kentucky 	Update 

Case No. 2013 - 00237 

Test Year 12/31/2012 

Operating Expense Charged to Plant 

1. Maintenance Expenses (Operator Costs) 

2. General Expenses (CSR Costs) 

3. Total Excluding Corporate Costs 

4. Adjustment for Salary Increase 

Sources: 

(A) Company Filing, w/p [b-2]. 

(B) Line 3 - (Line 3 /1.03). 

	

$132,717 	(A) 

	

1,272 	(A) 

$133,989 

	

$3,903 	(B) 

Update 4/8/14 



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 



Appendix B 

Schedule ACC-6 

Water Service Corporation of Kentucky 	 Update 

Case No. 2013 - 00237 

Test Year 12/31/2012 

Service Company - Allocated Expenses 

Allocated Expenses: 	 (A) 

1. 5810 Memberships 	 $5,375 

2. 5815 Penalties/Fines 	 3 

3. 5825 Other Misc. Expenses 	 1,209 

4. 5870 Holiday Events/Picnics 	 157 

5. 5890 Public Subscriptions/Tapes 	 134 

6. 6015 Employment Finder Fees 	 942 

7. 6045 Temporary Employees - Clerical 	 1,453 

8. 6185 Travel - Lodging 	 5,380 

9. 6190 Travel - Airfare 	 1,417 

10. 6195 Travel - Transportation 	 1,362 

11. 6200 Travel - Meals 	 3,749 

12. 6205 Travel - Entertainment 	 558 

13. 6207 Travel - Other 	 169 

14. Subtotal 	 $21,907 

15. Corporate Labor, Payroll Taxes, Employee Benefits 	 167,131 	(B) 

16. Corporate Costs Charged to Plant 	 (29,879) 	(C) 

17. Company's Rebuttal Adjustment 	 (12,904) 	(D) 

18. Total Adjustment 	 $146.255  

Sources: 

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

(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 



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 



Appendix B 

Schedule ACC-8 

Update 

Water Service Corporation of Kentucky 

Case No. 2013 - 00237 

Test Year 12/31/2012 
Depreciation Expense 

1. Annual Project Phoenix Depreciation 	$76,685 	(A) 

2. Recommended Adjustment 	 $76,685 

Sources: 

(A) Response to AG 2- 13. 

Update 4/8/14 



Appendix B 

Schedule ACC-9 

Update 

Water Service Corporation of Kentucky 

Case No. 2013 - 00237 

Test Year 12/31/2012 

Payroll Tax Expense 

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

2. FICA Tax Rate 	 7.65% 	(B) 

3. Payroll Tax Adjustment 	 $1.237  

Sources: 

(A) Schedule ACC-2, Update. 

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

Update 4/8/14 



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 	 59.583  

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 ]. 

Update 4/8/14 



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 ($) 	 $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%. 

Update 4/8/14 



Updated  

AG 

Recommendation  

(A) 

$1,735,320 

173,341  

$1,561,980 

	

0.88 	(B) 

$1,774,977 

1,561,980  

$212,997 

285,030  

$72,033 

	

1.644227 	(C) 

$118,438  

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-13 

Update 

Water Service Corporation of Kentucky 

Case No. 2013 - 00237 

Test Year 12/31/2012 

Required Revenue Increase 

1. Operating Expenses 

2. Less: State and Federal Income Taxes 

3. Operating Expenses Net of Income Taxes 

4. Divide by Operating Ratio 

5. Revenue to Cover Operating Ratio 

6. Less: Operating Expenses Net of Income Taxes 

7. Net Operating Income After Income Taxes 

8. Current Net Operating Income After Income Taxes 

9. Net Operating Income Adjustment 

10. Multiplied by Gross Up Factor 

11. Revenue Adjustment 

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 



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 
Case No. 2013 - 00237 
Basis for Salary Allocation 
Test Year 12/31/2012 

w/p [q-2] 

Employee 

Operator 
Maintenance 4 

Maintenance 8 

Maintenance 10 

Maintenance 11 

Total Percentage Allocated to 
Clinton Sewer Operations Per 
JDE Salary Allocation Report 

8.42% 

47.58% 

47.58% 

8.42% 

Commission Staff 
Exhibit 	 



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

Test Year 12/31/2012 
	

Confidential 

Maintenance 

Total 
Annualized 

Salary 	[1] 
FICA 
7.65% 

FUTA 
7,000 @ .8% 

SUTA 
9,300 @ 3.3% 

Total 
Taxes 

12/31/2012 
Health 

Insurance 
401(k) 
at 3% 

Company 
Contribution 

at 4% 
12/31/2012 

Other 
Total 

Benefits 

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 2,210 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 2,974 7,482 1,024 1,365 454 10,325 
Maintenance 7 40,127 3,070 56 307 3,433 7,482 1,204 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 
Supenrisory 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 39,118 7,256 195,423 



WATER SERVICE CORPORATION OF KENTUCKY 	 w/p [13] 
Case No. 2013 - 00237 

Calculation of Salary and Benefits 

Test Year 12/31/2012 
	

Confidential 



WATER SERVICE CORPORATION OF KENTUCKY 	 w/p fq-31 
Case No. 2013 - 00237 
Calculation of Salary and Benefits Allocated to the City of Clinton Sewer Operations 

Test Year 12/31/2012 

Total 

Annualized 

Salary 

FICA 

7.65% 

FUTA 

7,000 @ .8% 

SUTA 

8,000 @ 3.2% 

1...onn0ennai 

Total 

Taxes 

2012 

Health 

Insurance 

Pension 

at 3% 

401(k) 

at 4% 

2012 

Other 

Total 

Benefits 
Maintenance 

Maintenance 4 76,233 5,635 	- 56 307 5,998 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 2,975 	- 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 5,471 7,295 1,814 44,507 

Operator Allocation 

maintenance 4 0,419 4/4 3 Lb 3U3 (331) 180 248 .15 1,11)2 
maintenance 8 13,120 9/5 2/ 14b 1,130 3,30U 353 311 210 4,6 /U 
Maintenance 1U L1,139 1,304 21 140 1, /3 / 3,310 013 515 210 3,2U/ 
Maintenance 11 3,29U 23U 3 Lb 251 b3U 95 131 35 59/ 

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 fql 
Case No. 2013 - 00237 

Expenses & UPIS Allocated to the City of Clinton Sewer Operations 

Test Year 12/31/2012 

Expense Reductions t11111./ 1.1111., 

Operator Salaries $ 	(44,094) 

Operator Payroll taxes (3,673) 

Operator Benefits (11,876) 

Transportation exp. (3,663) 

Direct Expenses Excluding Salary (52,069) 

Total 0 & M Expense Reduction (115,376) 

Office Salaries (2,915) 

Office Payroll taxes (281) 

Office Benefits (894) 

Total General Expense Reduction (4,090) 

Vehicle 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 	 w/p [11-41 

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 

WSC of KY 2.7753% 	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 



WATER SERVICE CORPORATION OF KENTUCKY 	 w/p11)-31 
Case No. 2013 - 00237 
Calculation of Customer Service Salary and benefits 
Test Year 12/31/2012 
	

Confidential 
Using 05/24/13 Paystub Salaries 

Line Customer Service Personnel State 

Total 
Annualized 

Salary 	[6] 
FICA 
7.65% 

FUTA 
7,000 ig) .8% SUTA 

Total 
Taxes 

12/31/2012 
Health 

Insurance 
Pension 

[4] 	at 3% 
401(k) 
at 4% 

12/31/2012 
Other 

Total 
[5] 	Benefits 

[A] [B] [C] [D] [E] [F] [G] [E] [F] [G] [H] [1] 
1. CSR 1 FL 31,467 2,407 56 366 	[1] 2,829 7,482 944 1,259 454 10,138 
2. CSR 2 NC 25,251 1,932 56 878 	[2] 2,866 7,482 758 1,010 454 9,703 
3. CSR 3 FL 35,432 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 7,482 996 1,328 454 10,260 
5. CSR 5 FL 37,698 2,884 56 366 	[1] 3,306 7,482 1,131 1,508 454 10,574 
6. CSR 6 FL 56,347 4,311 56 366 	[1] 4,733 7,482 1,690 2,254 454 11,880 
7. CSR 7 NV 25,335 1,938 56 975 	[3] 2,969 7,482 760 1,013 454 9,709 
8. CSR 8 NC 26,848 2,054 56 878 	[2] 2,988 7,482 805 1,074 454 9,815 
9. CSR 9 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 9,755 
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 29,457 2,253 56 1,036 	[3] 3,345 7,482 884 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. CSR 20 FL 27,554 2,108 56 366 	[1] 2,530 7,482 827 1,102 454 9,864 
21. CSR2I FL 48,299 3,695 56 366 	[1] 4,117 7,482 1,449 1,932 454 11,316 
22. CSR 22 FL 26,212 2,005 56 366 	[1] 2,427 7,482 786 1,048 454 9,770 
23. CSR 23 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] 3,313 7,482 933 1,244 454 10,112 
25. CSR 25 FL 25,480 1,949 56 366 	[1] 2,371 7,482 764 1,019 454 9,719 
26. CSR 26 FL 100,339 7,676 56 366 	[1] 8,098 7,482 3,010 4,014 454 14,959 
27. CSR 27 FL 58,240 4,455 56 366 	[1] 4,877 7,482 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. CSR 29 NC 26,039 1,992 56 878 	[2] 2,926 7,482 781 1,042 454 9,758 
30. CSR 30 FL 34,778 2,660 56 366 	[1] 3,082 7,482 1,043 1,391 454 10,370 
31. CSR 31 NC 35,292 2,700 56 878 	[2] 3,634 7,482 1,059 1,412 454 10,406 
32. CSR 32 FL 26,573 2,033 56 366 	[1] 2,455 7,482 797 1,063 454 9,795 
33. CSR 33 FL 25,501 1,951 56 366 	[1] 2,373 7,482 765 1,020 454 9,720 
34. CSR 34 NV 33,587 2,569 56 1,036 	[3] 3,661 7,482 1,008 1,343 454 10,286 
35. CSR 35 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. CSR 38 FL 28,059 2,147 56 366 	[1] 2,569 7,482 842 1,122 454 9,900 
39. CSR 39 FL 25,501 1,951 56 366 	[1] 2,373 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 

Total 1,341,560 102,628 2,240 24,298 129,166 299,274 40,247 53,662 18,141 411,324 

4 	WSC Allocation Percentage 2.78% 2.78% 2.78% 2.78% 2.78% 2.78% 2.78% 2.78% 2.78% 2.78% 

Total Kentucky Customer Service Allocation 37,233 2,848 62 674 3,585 8,306 1,117 1,489 503 11,416 

Clinton Sewer Allocation Percentage 7.83% 7.83% 7.83% 7.83% 7.83% 7.83% 7.83% 7.83% 7.83% 7.83% 

Clinton Sewer Office expense 2,915 223 5 53 281 650 87 117 39 894 
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12.32 

44803.92 
13.01 

12.26 
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WATER SERVICE CORPORATION OF KENTUCKY 
Case No. 2013 - 00237 
Combined Operations 
Test Year 12/31/2012 

Operating Revenues 

Per 
Books 

Pro Forma 
Adjustments 

Pro Forma 
Present 

Proposed 
Increase 

Schedule B 

Page 1 of 2 

Pro Forma 
Proposed 

Service Revenues - Water 2,066,451 37,361 2,103,813 228,789 [k] 2,332,602 
Service Revenues - Sewer 
Miscellaneous Revenues 78,995 - 78,995 78,995 
Uncollectible Accounts (37,353) (675) [b] (38,028) (4,136) [b] (42,164) 

Total Operating Revenues 2,108,093 36,686 2,144,779 224,654 2,369,433 

Maintenance Expenses 
Salaries and Wages 460,338 58,761 	[c] 519,099 519,099 
Purchase Water/Sewer 85,200 - 85,200 85,200 
Purchased Power 95,111 95,111 95,111 
Maintenance and Repair 98,163 98,163 98,163 
Maintenance Testing 34,092 34,092 34,092 
Meter Reading - - 
Chemicals 145,421 145,421 145,421 
Transportation 46,788 (12,014) 34,774 34,774 
Operating Exp. Charged to Plant (132,210) (31,659) [d] (163,869) (163,869) 
Outside Services - Other 30,001 - 30,001 30,001 

Total 862,903 15,089 877,992 877,992 

General Expenses 
229,319 (55,671) [c] 173,648 173,648 ,-Salaries and Wages 

Office Supplies & Other Office Exp. 79,610 - 79,610 79,610 
Regulatory Commission Exp. 99,563 (25,903) [e] 73,660 73,660 
Pension & Other Benefits 122,141 38,575 	[a] 160,716 160,716 
Rent 6,254 - 6,254 6,254 
Insurance 63,192 - 63,192 63,192 
Office Utilities 54,273 - 54,273 54,273 
Miscellaneous 25,119 (12,945) 12,173 12,173 

Total 679,471 (55,944) 623,526 623,526 

-`• Depreciation 316,070 (34,242) [1] 281,828 281,828 
Amortization of PAA (3,660) 3,660 	[1] - 
Taxes Other Than Income 135,765 8,297 [g] 144,063 (169) [g] 143,894 

^Expense Reduction Related to Clinton Sewer Operations (153,285) 32,576 	[h] (120,708) (120,708) 
Income Taxes - Federal 23,450 31,042 	[i] 54,491 71,853 	[I] 126,345 
Income Taxes - State 20,913 (10,683) [i] 10,230 13,489 	[i] 23,719 
Amortization of CIAC (1,918) (2,312) [f] (4,229) (4,229) 

Total 337,335 28,339 365,674 85,174 450,848 

Total Operating Expenses 1,879,709 (12,5t6) 1,867,193 85,174 1,952,367 

Net Operating Income 228,384 49,202 277,586 139,480 417,066 

Other Income 
Interest During Construction (1,730) (1,730) (1,730) 
Interest on Debt 180,121 (8,312) [1] 171,809 171,809 

Net Income 49,994 57,514 107,508 139,480 246,987 

Commission Staff 
Exhibit 	0  



ADDENDUM TO WASTEWATER PRIYATIZATIO'N CONTRACT 
rtYCLUDVG SERVICE AGREEMENT 

This ADDENDUM TO WASTEWATER PRIVATIZATION CO ACT 

INCLUDING SERVICE AGREEMENT, made end entered into this a1 day of clivu....y  
2002 by and between the CITY OF CLINTON. KENTRUCICY (the "City"). and AQtJA/KWS, 
Inc„ a Kentucky corporation, formerly Aqua Corporation ("Aqua"). 

WITNESSXTM 

WHEREAS, the parties have previously entered into a certain Wastewater Privatization 
Contract Including Service Aveernent dated lune 1, 1987 the "Agreement"). which was 

amended on February ! 5, 1991 to extend the term of the Agreement to February 28, 1996, and 

=ended on March 3, 1994 to extend to the term eta Agreement to Mareh,3, .1999, and , 
amended on February 3, 1997 to extend the term of the Agreement to Ivrenvit 3. 2002, and it Is 

now the desire of the parties to amend Article VII. paragraph 1, of the Agreement for the purpose 
of extending the test of the Agreement to March 3, 21222 and to make other moditications to the 

Agreement as stated hereafter; 

NOW, THEREFORE, in consideration of the premises and oft* mutual coyanancs 

herein contained and contained in the Agreement, the City and Aqua agree as follower . 	.   

1. Article vn, Se0don 1, Pailgraph 1 of the Ago:taunt:1s hereby supplemented end amended to 

the effect that the term of the Agreement shall be extended to March 3, 2022; 

2. Ardcie 	Section 1, Paragraph 1 of the Agreement is hereby amended as follows: 
(a) Delete starting at line 6 "upon completion of the term 	from privates operation to 

municipal operation," ending at line 12. 

(b) Add —"Ii on cerpletIcm of the =irt of this Agreement (either by expiration of the man 
or by early termination) AQUA shall be paid it's eon (labor, overhead, and expenses) 
plus 1591 profit in providing tbr the demobilization of operation and transition ofrecords, 

personnel and facilities from private operation to municipal Operation." 

Commission Staff 
Exhibit 	0 
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3. Article VII, Section 9 - This is supplemented u folltAvs: "It Is Wt."d by the patties  hereto 
that Aqua shall not advance capital to the Clty unless requested by the City as the City 

anticipates being able to acquire any esPhel necessary". 

4. Article VIT. Section 9 (d) is deleted In its entirety. 

5, Article VII, Soolien 12 —This ibcdon Is supplemented as follows: "It is agreed by the parties 

hereto that prior to charging the City for equipment owned by Aqua and used on the City's 

behalf, the parties shall epee on a tato of charges" 

6. All other provisions of the Agreement are teafiltmed. 

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 darn Erg shove written, 

CITY OP CLINTON, KENTUCKY 

ride Mayor 

AQUAMWS, INC,/ tLt LIT(LITIES 



CITY CLINT 

By 

AQUAMWS, INC. 

Prest¢g4 

ADDENDUM TO WASTEWATER PRIVATIZATION CONTRACT 
INCLUDING SERVICE AGREEMENT 

This ADDENDUM TO WASTEWATER PRIVATIZATION CON.TAACAINCLUDING 
SERVICE AGREEMENT, made and entered into this  -Z 	day 	 . 1997 
by and between the CITY OF CLINTON, RENTUCICY Ore "CITY"), and AQUA/KWS, INC., 
a Kentucky corporation, formerly Aqua Corporation ("Aqua"), 

WITNESSETH: 

WHEREAS, the parties 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 to extend the term of the Agreement to February 
28, 1998, and amended on March 8, 1994 to extend the term of the Agreement to March 3, 
1999, and it is now the desire of the parties to amend Article VII, paragraph 1, of the 
Agreement 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 3, 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, 

T6/0Z 30Vd 	 AM AO d800 8135 83117M 
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ADDENDUM TO WASTEWATER PRIVATIZATION CONTRACT 
INCLUDING SERVICE A.GREEMENT 

This  ADDENDUM TO WASTEWATER PRIVATIZATION CO 	CT 

Ilh.ICLUDING SERVICE AGREEMENT, made and entered into this 24. day of .6.114q...11:_. 

2002 by and between the CITY OF CL1NToN, KENTR,UCKV (tho "City''). and AQUAAWS, 

Ina., a Kentucky cOrpor:ulon, formerly Aqua Corporation ("Aqua"). 

WITNESSETH: 

WHEREAS, the parties have previously entered into a certain Wastewater Privatization 

Contract Including Service Agreement dated June I, 1987 (the "Agreement"), whloh was 

amended on February ;5, 1991 to extend the term of the Agreement to February 28, 1994 and 

amended on March 3.1994 to extend to the term of the Agreement to March 3, 1999, and , 

amended an February 3, 1997 to extend the term of the Agreement rolVlarch 3, 2002, and it is 

now the desire of the parries to amend Article VII, paragraph 1, of the Agreement for rho purpose 

of extending the term of the Agreement to March 3, 2022 and to make other modifications to the 

Agreement as stated hereafter; 

NOW, THEREFORE, in consideration of the premises and of the mutual covenants 

he 	contained and oontained in the Agreement, the City and Ave, agree as follows; 

1. Article VII, Section 1, Paragraph 1 of the Agreement Is hereby supplemented and amended to 

the effect that the term of the Agreement shall by extended to March 3, 2022; 

2, Ardcle VII, Section I, Paragraph I of the Agreement is hereby amended as follows: 

(a) Delete — starting at line 6 "Upon completion of the term., ...from private operation to 

municipal operation," ending at line 12. 

(b) Add —"Upon completion of the mmt of this Agreement (either by eimiration of the term 

or by early termination) AQUA shall be paid It's cost (labor, overhead, and expenses) 
plus 15% profit in providing for the demobilization of operation and transition oftecords, 

personnel and facilities from private operation to municipal operation," 

TE/Z0 39Vd 
	

AA AO d800 el2S NaLVM 	 NLP-699-0a 	TZ:80 900Z/60/80 



08/03/2006 08:57 	270-653-4722 	 WATER SER CORP OF KY 	 PAGE 02/03 

3. Article VII, Section 9 - This is supplemented as follows: It is agreed by the parties hereto 

that Aqua shall not advance capital to the Cif/ unless requested by the City as the City 

n.ntleipates being able ti3 acquire any capital necessary". 

4. Article VU, Section 9 (d) is deleted in its entirety. 

S. Article  VII, Section 12 — This section is supplemented as follows: "It is agreed by the parties 

hereto that prior to charging the City for equipment owned by Aqua and used on the City's 

behalf, the patties shall agree on a rate of charge." 

6. All other provisions of the Agreement are reaffirmed. 

ml 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 data first above written. 

CITY OF CLINTON, KENTUCKY 

Title Mayor 

AQUA/MS, INCJ U.S. UTILITIES 

Ex. vice Pviidont Title 
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THIS WAOTEWATVA PRIVATIZATION CONTRACT INCLUDIN4 SERVICE 

AGAiEMENT, made and entered into thin ,i4I-day of 	 19$7, as 

authorised by Kentucky Revised Stetutes'Ohapter 10'?, Section 700, 06 

seg, by and between the CITY Or CLINI0N, Hickman County, Kentucky, a 

municipal corporation (sometimes hereinafter referred to as the ' 

°CITY"), and AQUA CORPORATION; a Kentucky corporation, having e 

registered office in Lexington, Kentucky and its general oftiooe at 

354 Waller Avenue, Lexington, Kentucky 40504 (sometimes hereinafter ' 

referred to as "AQUA"), 

WITHRSSET Hy 

WHEREAS, it is underetOod and affirmed by the partiee to , 

the within agreement that CITY in a RentUoky municipal corporation 

of the rifth Class governed under the mayor-city council form of 

government pursuant to ERR Chapter 63AY that CITY has full power and 

authority in law to contract AS herein provided and enters into this 

Wastewater Privatization Contract Including Service Agreement 

pursuant to authorisation ct an ordinance duly adopted by lta City 

Council and approved by its Mayor at a regular meeting held on 
4r . tha  / 	day of g&ANIF , 1987, published as provided by KR5 Chapter 

83A and recorded in the official ordinance bout and now in fell 

force and effects that CIT' owns and operates its aged municipal 

wastewater sewage system whioh has 1itite4 physical capability, that 

- 1 - 
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1 

1 

1 

P. 45/20 
1' 

said sewer system (the "System") fail° to meet the standards of the 
Environmental Protection Agency Can agency of the United States 

government commonly referred to as the EPA) and the ayatem is in 

need of replecemente, rehabilitations, reinforcements, and ' 

construction to comport with modern day technology for the health. . 

and welfare of the public; that .funding of the aforementioned 

project for the improvement of the System (the "Project") is 

necessary and required and a revenue bond issue'(which may be 
anticipated by the issuance of revenue bond anticipatiownoteS).'ii. 

the Preferred financing mechanism; and 
# 

WHEREAS, it is mutually understood and affirmed that 
does not have personnel, possessing the necessary expertise and 
to perform the aforesaid construction or to proasea and market the 
required revenue bond issue; that private management of the system 
would provide desirable expertise and avoid political pressure at 

any time and thus be in the public interest; that AQUA is recognized 

as a capable and reliable.,.firm with personnel having wide experience 

in sewage system design, tasociated contractual projects, and 
revenue bond issue procedures and operational management; and 

WatREAS, It ie affirmed that under the "Kentucky 

Privatization Act of 1986", XAS Chapter 107, Section 700, at aeq, 

CITY is authorized (a) to contract for the heretofore genteelly 

described construction to its existing sewer system; (b) to contract 
for the placement of V41/011U0 bonds issued under the provisions of 

MO 103.200 at seq., or to sell revenue bonds as provided in opiS 
Chapter 981 and (c) to enter into a service agreement; that 

2 
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O 

a notice of the within Privatization Contract was duly published' 

pursuant to XAS Chapter 424; that a public hearing was held, all in 

compliance with KR$ 107030; and that an ordinanceauthoriaing.the 

within Privatization Contract has been enacted and duly recorded 4* 

aforesaid; 

NOW.THOEPORE, CITY and AQUA mutually agree to.the 

following covenantts 

al.V.1.11LLAN2W1229T/ON  SEMI ?Z ANP . 

AMA agrees to repair, rehabilitate, re/adorn.;  r.gplaa.  and 

oonstruct the exiating newer system of the CITY to the full:extent 

necessary for compliance with SPA standards and to provide such 

capacity es requited to meet the present and now reasonably forteeen 

future needs aa mutually estimated and forecasted; AQUA may employ 

or contract with other parties for any portion or the. neoeseery 

construction; provided, however. that AQUA will not be liabro in any 

Manner whataoevsr in, event of the inability of the System to meet 

the volumetric requirements of the CITY for any oscine number'cf 

years. 

kRTICW/I w CITY_ TO ISSUE REVENUE UNDO 

CITY agrees to issue revenue. bonde (which may be 

anticipated by the issuance of revenue bond anticipation notes) in 

sufficient principal amount to pay AQUA in full for its construction 

work and to deliver the revenue bands to AQUA for placement. It is 

anticipated that the total bond issue including any bond discount 

and 'other' costs associated with the issuance will not exceed/ 

$1,000,000.00. 

ZZLO-699-0
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hnisp ukz,A,azie or .Arnilps BONDS  

AQUA agrees to place or sell =TY'S mower revenue bond* for 
financing the reconstruction projeot by providing the required 

fiscal agent and as described herein as a part of this Privatization 

Contract; provided, nevertheless, that such seas or placement of 

bonds may be pootponed by CITY, which shall be permitted to finance .  

the Project upon a tahi orar? basis by the iasuanoe of notes in. 

anticipation of the issuance of revenue bonds, as authorised by 

statute. 

.8827cLn IV - MING AND VAIMINT 

AQUA shall ba paid for completion of the project'either.by 

negotiated lump sum oontract for the total project improvements 

prior to construetion of the project or, upon completion Of the 

Project by submittal of a standard or customary invoice setting 

forth the cost of materials used, labor performed, the cost of 

sublet contracts, supervision, general everheeds, negotiated profit, 

and all other appropriatta and ouatcmarily charged costs. Upon nego-

tiation of the lump sumoontract or acoeptanas of the aforesaid in.* 

voice the CITY (aubjeot to the provision* of Article XII hereof) 

shall deliver to AQUA revenue bonds issued according to law in a 

principal amount fully sufficient to cover the negotiated lump sum 

contract or the entire invoice of AQUA and all costs attendant to 

the bond issue itself. 

mizsaa.:-.294,2.s..9.eatteastsw.e...aata 
A qualified bond counsel and qualified fiscal agent shall 

be employed in the placement and/or sale of the revenue bonds. The 

revenUe kande shall he placed at redeOtable interest rates under 

market conditions and clivamatances at the time of plaoemento The 

cost of bond counsel services and fiscal agent services and their 

u. 4- 
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respective expanses shall also be paid for from tee proceede of tile' 
bond issue which shall be in sufficient principal amount to cover 
not only the aforementioned AQUA invoice but also to pay for the 

services of bond couneeliand fiscial,egent together with their 

expenses and other caste attendant to the bond issue itselft 

provided, however, that limitations under federal etatutee'for 
payment of such coats from the proceede of the revenue bonds shall 
be observed and any excess coats shall be paid Am agreed Upon' 
between the CITY and AQUA under a separate agreement. 

MUM  VI - ApB/TAATZON 

, 	in the event of any disagreement between the portidis to 
this contract which cannot be. resolved between themselvae, the 
parties may mutually agree to binding arbitration which shall be 

accomplished by petitioning the Chief Oustice of the Supreme Court. 

of Kentucky to designate a panel of three membeee of the Court of 

Appeals of Kentuoky or three other persons who shall serve as 

arbitrators. in event the Court doe,' not consent to perform these 
services, each of the,  parties shall select one arbitrator and those 

two arbitrators shall select a third arbitrator, which tnree person* 

shall then comprise a final board for binding arbitration. This 

form of binding arbitration ahall apply also to the Service 

agreement, a part of the within Wastewater Privatisation Contract 

which is net forth in eubeeguent Article VZX hereof. The cost and 
expenses of any arbitration, other than the coats and expenses of 

pefeennel of the parties themselves, shall be snared equally. thy' the •
parties hereto. 

1. 

- 5 - 
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LIMA T41231z_DSVICSASSfENIBST 
In addition to tie toregOing agreements, CITY hereby 

employs AQUA to manage, operate and maintain the System according to 
the covenants sat forth 'Oelow. 

1. 2111/0Lef Weebent. The term of this Service AStaument . 
shell commence upon completion of the reconstructed end renovated 
Syetem, and nhall continue for five years; prbvided, however, that 
the CITY may terminate the Service Agreement (1) at the end of Cher. 
third year on reasonable notice, and (2) anytime thereaftar,0a* 
reasonable notice. Upon completion of the term of this Agreement 
(either by elicitation of th.e term or by early termination under ,the 

' provisions hereof) AQUA shall be paid a transition tee of mfopom 
. said fee has been fixed as the agreed estimated amount reguiged 

to reimburse AQUA for it4 costs in previding for the demobilization 
of operation and transition of rec.:man. Personuta end tactlities 
from private operation to municipal operator. 

2. Owner:3111e  of 	 lallanattm. Owneraitp 

of the Project and the System shall at all times be vested in the 

=TY, including the original sewer system, the reconstruction 

Project, and all future betterments and additions without liAitetion, 

3. All Seceirts  122211m 	pity. All income and , 
revenues arising out of the ownership and operation of the System ' 

shall without limitation belong to the CITY and shall constitute 
special and segregeted 	Funds at all times, subject to the 

provisions of the ordinance euthorlaing the revenue bond isave°(the 
"Bond Ordinance"), which shall provide for appropriate operational 

TZ/80 39Vd 
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disbursements required In the managementv  operation and maintenencee 

of the system. 

4. No 222aa Ielialaft. CITY agrees that it will not 

ogees or countenance any'politioal influence upon AQUA' in its 

management and operation 9f the sewer syntem end AQUA ageees that it 

will not participate in ueypoli'tical matterappertaining.to the' . • 

CITY or any of its employees, Sy thle provigion the pertiea do not 

intend to inhibit any Personve constitutional right to free speech 

or the expression of personal views,  

5, CITY to patebIla  ialLeu 	 Reeuiaelons.  

All rules and regulations rotating to rates and charges shall'ber 

fixed and'establiehed selely by the CITY' provided, howeverr CAT 

shall °beery° and tespec all covenants and agreements in the Bond 

Ordinance, which shall contain a rata covenant requiring the 

maintenance or establishment of rates dleigned to produce revenues 

sufficient to pay the obligatiene of the System, and all covenants 

and agreements expressed in the Bond Ordinance and herein. 

As provided by Kets 107.730, this Service Agreement*  the 

oherges foe rates and strviceer rand operation of the System under 

this Service Agreement shell not be subject to the juriedication of 

the Kentucky Public Service Commiseion or any succesoor regulatory 

agency, arTY gxanta no ltanonise. CITY relinquiehes no 

jurisdiction over eetevej  charges and services. 

6* 41=011 to Asa aseque-jaz 1321a, Th4 services which 

AQUA agrees to render relate solely to the System and its vacihua 

functions as described herein and shall corselet of (a) management; 

() operation and maintenance of the plant; (c) billing. collecting 

7 
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and disbursing Sunda in accordance with the bond ordinance and this 

contract; (d) setting up and maintaining an adequate and continuing 

system of accounting; (4) rendering to the CITY financial and • 

operating statements not less frequently than quarterly and an 

Annual audit report prepared by a Certified Public Accountant; :(f) 

rendering to CITY engineering inspection reports; and recommendatione • 

not less frequently than annually and as Circumstances may warrant; 

(g) procuring and maintaining, in the name and on behalf of CITY, 

insurance against such hazards; and in ouch amounts al; may be . ' 

necessary and customary in other comparable sawer Systems and 

operations) (h) the ee/eotion, training, employment and diachargiCof 

any and all personnel which. may be necessary or desirable in AQUA'* 

judgment to the performiince by AQUA of its functions under this 

Contract, including the determination of the compensation paid to 

such personnel. 

All employees having ;wanes to or being chargeable with 

responsibility for the handling of funds shall be bonded with gdod 

corporate surety in reasonable amounts under the circumstances as 

fixed or approved by the CITY. The premiums paid fox such surety 

bonds shall constitute a part of the operating expenses of the oeWer 

system. 

7. No gat pervineL  au also s2 Raz. No wastewater sewer 

service shall be furniihed free. service rendered to the CITY or 

any of its departments shall be billed and paid for by CITY from its 

separate funds the same as amy other cUstoMer In the same rare' 

classification. 

- 

Ot, 
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P 3.2,20 

S. office a Part of Proleot. OITV may make office space 

.available to AQUA in premises already owned by or available to CITY 

if the same are adequate aired suitably located for that purpose, in 

which event a fair rental volue therefor may be established by the 

CITY Council and paid fez as a part of the expenses of operating the  
System. If CITY does not have adequate and au/table space for —such 

office, AQUA may make arrangements for the rental of same and the 

rental thus paid shall constitute a proper impetigo of operation of 

the System. 	 . 

94 gamesaaallaa of AQUA, Palely  ILO GYoteto IMSBOIEL . 
gattga to on Es.gliser_was.. AQUA shall be. authoritad to cause' to 

be paid solely from the Cjty'a Operation and Maintenance ?W% 

established by the Bond Oidinance the costs of operation and 

maintenance, which costs shall include compeneatiOn payable to AQUA 

for its Services under this Service Contract, and for the' use of any 

working capital which  it may advance. Payments shill be made wilily 

from the income of the system and solely from the Operation and' 

'Maintenance Fund for which provision has been made in the Bond 

Ordinance. The Bond Ordinance requires that certain payments from 

revenues be sot aside into theSond Fund as a first charge and lien 

upon the revenues. Thereafter payments, reimbursement or 

cempensation.shall be in'Afour separate categories as followat 

(a) Payments fC,X customary expenses actually incurred in 

operating and maintaining the System, including all such items as 

are "operating expenses" under good and accepted accounting. / 

- g - 
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practices. Specifically, but not by way of limitation, the pave may 

include the gaiety or wagon of the pernon residing in the CITY or 

vicinity having immediate day-to-day responsibility for all Phases. 

of operation and maintenance, the salary oe wages of proper service, 

repair, billing and collecting personnel; the cost of materials and 

'supplies actually consumed from time to time; premiums on surety 

bonds and policies of hazard Inaurance, and office rental and office.  

etilittee, but specifically exoluding any provielenlor depreciation 

of property or for the remuneration of the cfficere of orperions: 

employed directly by AQUA. 

. Prior to beginning the Project and operation thereof, AQUA 

shall make such preparatory action as may be necessary, inolunihg 

the setting up of an accounting system, making arrangements for 

office facilities, the selection and training of personnel, etc., ao 

that operation of the Project may be commenced in an brdarlY 

manner. AQUA shall prepare all proper data relating to construction 

disbursements, in order that same may be entered upon the books and 

records of the sewer eyetee. It is understood, however, that 

payment for the reconstruction of the Project is finally the 

responsibility of the CITY thru a revenue bond issue, supra. 

Payments Withinthis oatelory (a) shall be paid from and to 

the extent funds are froM time to time available from the operation 

and maintenance fund; and if balances from time to time in the 

operation and maintenance fund, shall. by insufficient to pay the same 

when due, AQUA Agrees. that it Will, nevettheless, advance ths.same 

-10 - 
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from its own capital funds which it shall provide for that purpose, 

to the end that wastewater operations shall be maintained 

continuously. All sums so advanced by AQUA from its own capital " 

funds shall be entered in detail upon the books and records of the 

System, so that the amount thereof and the tine or times of each 

advent:re may be determined accurately therefrom and reimbursetent 

from subsequent System,funds may be accurately made* 

(b) AQUA shall be reimbursed for payments made by it on  

behalf of CITr for other proper general expenses, including t*.' 

Oxpenaoo of AQUA'S officers or employees for work actually performmd 

on behalf of CITY, but in no case shall, such reimbursement exoead .  
Jr 

actual costs for expanses eligible for payment from the Operati60 

and Maintenance Fund, and in no case shall such reimbursements 

exceed in the aggregate the sum of One Thousand hollers ($1000,00) 

par month. 

Reimbursement within this category (b) shall be paid from 

time to time from the operation and maintenance fundp but only after 

expenses of the nature described in category (a) have been paid in 

full, or after provision for the payment thereof when due nas been 

properly made. If and tin; the extent monies in the operation and 

maintenance fund.shall be insufficient to pay AQUA's reimbursement 

under this category (b) the same maybe accrued upon the books and 

records and shall constitute proper items forpayment from said 

operation and maintenance fund when es, and if monies fox that 

purpose become available therein. 
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(0) Until the date of termination of this Contract 

compensation to AQUA fog it* management servioeo, for the uee of 

such working capital, an it may advence from time 'to time under 

category (a), for the rink assumed by AQUA in making such advanced, 

and for agreeing to defermehe, if and to the extent necessary, of 

compensation to its corporate and professional personnel under 

category (s), and to make possible the payment of reaeonable✓ general 

compensation, shall be determined annually and Isbell be (1) the 

fixed sum of e1e„000.00, plus the CPI inflation rate since the date .  

of this Privatization Contract and (2) an amount equal to thgee 

percent .(3e) of the gross revenues of the System, which amount *hall' 

not exceed en amount equal to fifty percent (50% of any eurplue in 

the operation and maintenance foie( which is declared by the bond 

ordinance to be available to the CIT "for any lawful purpoeeey 

provided, however, that the total artiolast payable to AQUA under (I) 

and (2).hereof shall not exceed twice the amount eshabliehed in (1) 

h.i.reof, The foregoing amount shall be accumulative under this '. 

Category (a) and may be accrued. upon the books and records only if 

and to the extant funds are' not available therefor after said priog 

requirements have been fuliy met, as shown by the annual audit. 

Furthermore, as partial compensation for advanced capital, AQUA 

41411 be allowed to accrue on the books and records an interest 

charge of six percent (61) annually on such working capital 

advanced. Upon termination of this Agreement the foregoing amounts, 

to the extent not yet paid shall be due and owing. 

• 12 - 
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P.111/20 

CITY further covenants and agrees that, prior to complete 

retirement of all bonds and without regard for increased coot in 

wage,' or other expenaea under category (a), the rates and charges 

tor sewer service will be adjusted from time to time if and to the 

extent tee aired to provide to AQUA, us a minimum, the reimbursement' 

described in categories (a) and .(b) and (0). 

(d) in the event of oorly retirement of all of CITY'S 

system revenue bonds, AQUA shall receive ars its compensation for the 

duration of the contract. term thereafter a.eum eOvel to fifty  

percent (SOO of the excess of gross income and revenues over end 

above operation and maintenence expenses, as defined in (a) and.0(b) 

above, provided however, that the above compensation Mall not ge 

greater than two and one half (2.5) times the fixed compeneation 

component es formulated in Article VII Section a. CITY covenant,' 

and agrees with AQUA that after any such early retirettent of said 

bonds and until enpiration c1L the term of title contract, CXTY will 

not reatioe its rates and ohaeges for newer sexvice below the voile 

of rates and charges neceusary to produce revenues to meet the 

reguirementa as herein 441'11141d, inaluding the application of the 2.5, 

factor aforementioned. This mubseotion snail not be operable or 

controlling curing any period during which tne Service Agreement is 

in effect if any tax-exempt honda or bond anioipation notes are 

outstanding, 

J.O. agia Nob xi oolioor  4;.r pparori ca  with litvapook  to 

=Vs lg.  It Le Undu:StoOd and agreed that AQUA'S obligiOiona 

- 
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hereunder are to provide to CITY the management and operatienal 

eervioeo herein oontemplated, and AQUA is not itself obligated to 

discharge the CITY's aystem ReVehhe Bonds, nor does it guarantee the 

payment thereof or interest thereon. AQUA shall at all times be 

accountable and responsible to the CiTY and to the holders of said 

bonds for the faithful and proper .receiving, segregation, disbureing. 

and accounting of and tor the protect revenues, and &shall answer for 

negligence, fraud, or other misconduct of AQUA and its officers, 

agents, servants, and employees in that connections but if, when end' 

to the extent AQUA may from time to ti*e make proper 

depositing, or setting aside of monies into the bond fund in 	. 
./. 

accordance with the provisions of the bond ordinance and into the 

custody of the finanOial institution properly designated by the City 

to receive the same, AQUA shall be deemed to have discharged its 

duty in that respect and shall not. be responsible for any subsequent 

misfortune, or for any subsequent misapplication or disappearance 

thereof, 

11. Agn Does Not 1101xlel to Provide  agAL  

City l AQUA's Attorney ..11011 rdr rts Own L1/14 Aflaire, neferencee 

herein to employment by AQUA of an attorney at law are understood to 

mean anon employment as AQUA may desire withrempect to its own 

legal affaites and AQUA does not Dereby agree to provide any legal 

services to the CXTY. NeVerthelese AQUA and CITY agree that their 

cooperation and the cooperation of their attorneys, each in its own 

interests, is desirable, oopaoiaIly with regard to any Xitigaplon 

- 14 
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which may affect the rights and interests of both= and it 10 agreed 

that such cooperation will be provided in good faith at all times. 

If CITY shall be made a party to any litigation,conceriing 

the sewer system, its ownership, service, rates, rules, regulatiOns, 

improvements, additions, or extensions, it shall promptly give full 

notice thereof to AQUA, and AQUA agrees that it will give similar . 

notice to the CITY under, similar circumstances. 

12. cEf47  Consent's 211 Liam enter lag 81milk. 

Undertakipgs.  The C/TY is aware that AQUA is a going concern 

engaged in various services for various water systems aid sewage 

systems and that AQUA may enter into contracts for the'rendering:of 

eervicea to other cities similar to those rendered CITY in 
	.0(  

connection with sewer or other utility operations; and the CITY 

hereby gives its consent that AQUA enter into any such undertakings. 

AQUA agrees that it will maintain its accounting hereunder 

separate and distinct from its business or accounting in any other 

connection; and will never cause or permit any commingling of the 

CITYl e project, or any part thereof, or any income and revenues 

arising therefrom, with any other properties or revenues. 

Notwithstanding the foregoing, it is understood that if 

AQUA shall be employed by any other city, or cities, for the 

performance of the some or similar eeevices, AQUA or its affiliates 

may find it possible to affect savings to all concerned by 

purchasing in its own name, and retaining title to, machinery, 

equipment, materiels or aupplies which may be of COMM usstiOvee 

- 13 - 
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ti 

when needed, or in quantities which would be uneconomical or unwise. 
to purchase for Any single operation, If AQUA shall see fit, it may 

invent lite own independent capital funds in such manner, but shall 

not charge to Its operations Oh behalf of =I under this coiltracit, 
. 	. 

any portion thereof, unless and until aotuelly used, allecatedv or 

Installed in connection with or'as a part of its operation of the • 

project hereunder., 	tie understood and agreed that such charging 

or allocation nay consist of the fait rental value of any commonly 

useful machinery or equipment of AQUA for such period asthellasie 

may actually be used or made available in its operation* under this 

contract. 

- 

300k_2209121 
12 any essential or eubstantial portion of the foregoing 

Wastewater Privatisation Contract Including service Agreement is 

adjudicated to be void then the entire undertaking shall be moot 

unless CITY and AQUA mutually agree to proceed under any or all Of 

the remaining provisions; however, in any event AQUA shall be 

reimbursed for all costs and expenses actually incurred by it for 

work undertaken but not to include any expenses which AQUA may have 

incurred in negotiations prior to the execution of the within 

contract. 

IN TESTIMONY WHEREOF, the CITY and AQUA have caused thiS 

contract to be executed each by its prow and duly authorized 

- 16 - 
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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.47  

Accumulated Depreciation. Kentucky-American 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 $136,601,885.48  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 $136,633,217.49  

Construction Work in Progress ("CWIP"). Kentucky-American 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.51  

Working Capital. In its application, Kentucky-American Includes a cash working 

capital allowance of $3,946,000 in its forecasted rate base.52  It subsequently revised its 

47  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. See, e.g., Case No. 2008-00563, Application of Water Service Corporation of Kentucky for an 
Adjustment of Rates (Ky. PSC Nov. 9, 2009). 

48 

40 

41 at 38. 

50 

51 

41 at 38. 

Application, Ex. 37, Sch. B-1, at 2. 

Kentucky-American's Response to Commission Staff's Second Request for Information, Item 

Application Ex. 37, Sch. B-4.1 at 2. 

Kentucky-American's Response to Commission Staffs Second Request for Information, Item 

52 Application Ex. 37, Sch. B-5.2 at 4. 
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breakout of the $167,131, which was provided to Ms. Crane during the course of 

discovery: 

Accounting 18,094 
Accounts Payable 11,075 
Billing 4,352 
Clerical 2,602 

Executive 38,180 
Finance 11,913 
HR, Admin & Payroll 19,150 
IT 12,608 

Legal 10;241 
Operations and safety 2,736 
Regulatory Accotinting 29,914 
Tax 6,266 

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 would 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 ultimately lead to 

Commission Staff 
Exhibit  05  
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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 rate increase by the Water Service Corporation. 

The City of Clinton is unlike most small towns across the state that have felt the effects of the economic 
downturn. The current unemployment rate in Hickman County is 8.9 percent representing ona 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 poverty line. In addition 
to this 24 percent of our population is 65 years of age or older and this would also be an accurate 
assessment of the number of seniors living on a fixed income. 

The Mayor 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 economic limits, and would place a severe 
hardship on our senior population. 

Please take these factors into consideration in this case. 

Sincerely, 

R. Allen Poole 
Clinton City Administrator 

Public Exhibit 



ADDENDUM TO WASTEWA 	 PRIVATIZATION CONTRACT 
MCLLTDNG SERVICE AGREEMENT 

Thia ADDENDUM TO WASTEWATER PRWATIZATION CO TRACT 

INCUID MO SERVICE AGREEMENT, made and encored into this  .14•  day of rtileu.,..ey  

2002 by and between the CITY OF CLINTON, KENTRUCICY (the "City"). and AQUA/KWS, 

Inc., a Kemtuelcy corporation, formerly Aqua Corporation ("Aqua"). 

WITNESSETX: 

WHEREAS, the parties have previously entered into a certain Wastewater Privatization 

Contract Including Service Agreement dared June I, 1987 (the "Agreement"), which was 

amended on February ! 5, 1991 to extend the term of the Agreement to February 22, 1996, and 

amended on March 3, 1994 to extend to the term of the Agreement to friatch,3, 1999, and , 

amended on February-3, 1997 to extend the term of the Agreement to Marsh 3, 2002, and It la 

now the desire of the parties to amend Article VTI, paragraph 1, of the Agreement for the purpose 

of extending the terns of the Agreement to March 3, 2022 and to make other modifications to the 

Agreement AS Stated hereafter; 

NOW, THEREFORE;  in consideration of the premises and of the mutual evens= 

herein contained and contained in the Agreement, the City and Aqua agree as follows; 

1. Article VII, Seorion 1, Paragraph 1 of the Apemen: is b.eraby supplemented end amended to 

the effect that the term of the Agreement shall be extended to March 3, 2022; 

Article VIC, Section 1, Paragraph I of the Agreement is hereby amended as follows: 

(a) Delete — starting  at line 6 "Upon completion of the term 	from private operation to 

municipal operation," ending at line 12. 

(b) Add — 	completion of the terns of this Agreement (either by expiration of the term 

or by early termination) AQUA shall be paid It's cost (labor, overhead, and expenses) 

plus IS% profit in providing for the demobilization of operation and transition ofrecords, 

personnel and facilities from private operation to municipal operation." 

Water Service Corp. of KY 
Exhibit 	0  
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.•, 

3. Article VII, Section 9 - This is supplemented as toiler:04: "It Is agreed by the parties hereto 

that Aqua shall not advance capital to the City unless requested by the City as the City 

anticipates being able to acquire any capital necessary", 

4. Article wt. Section 9 (d) is deleted In its entirety, 

5. Article VII, Section 12 — This section is supplemented as follows; "It is agreed by the part 

hereto that prior to charging the City for equipment owned by Aqua and used on the City's 

behalf, the parties shall num on x mite of charge," 

6. All other provisions of the Agreement tut reaffirmed. 

TESTIMONY WHEREOF, the City and Aqua hoe armed this Addendum to be 

executed eaoh by its proper and duly authorized officer as of the year and date first above written. 

CITY OP cuNTox, KENTUCKY 

Tide Mayer  

AQTJA/KWS, INC) U.S. UTILITIES 

Title 
	

EX, Vico President 



ADDENDUM TO WASTEWATER PRIVATIZATION CONTRACT 
INCLUDING SERVICE AGREEMENT 

This ADDENDUM TO WASTEWATER PRIVATIZATION CON CT INCLUDING 
SERVICE AGREEMENT, made and entered into this 	 day o 	 , 1997 
by and between the CITY OF CLINTON, KENTUCKY (the "CITY"), and AQUAIKWS, INC., 
a Kentucky corporation, formerly Aqua Corporation ("Aqua"), 

WITNESSETH: 

WHEREAS, the parties have previously entered into a. certain Wastewater 
Privatization Contract Including Service Agreement dated June 1, 1987 (the "Agreement), 
which was amended on February 16, 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 3, 
1999, and it is now the desire of the parties to amend Article VII, paragraph 1, of the 
Agreement 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. 

CITY CLINT N, JENTUCKY 

Title 	  

AQUA/XWS, INC. 

By 	  
Bobb 

Title 	 n Kr,  

By 
. David Whitehouse 

Title 	Pt901QPI 

th7-E99-0L-6 TZ:80 900-6/E0/80 
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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 	, day of LA.:11(,,,fr.ry•  

2002 by and between the CITY OF CLINTON, KENTR,LICKV (the "City"), and AQUA/KWS, 

Inc., a Kentucky corporation, formerly Aqua Corporation ("Aqua"). 

WITNESSETH: 

WHEREAS, the parties have previously' entered into a certain Wastewater Privatization 

!Contract Including Service Agreement dated June I, 198/ (the "Aareernent"), which was 

amended on February :5, 1991 to extend the term of the Agreement to February 28, 1996, and 

amended on March 3, 1994 to extend to the term of the Agreement to March 3, 1999, and , 

emended on February 3, 1997 to extend the term of the Agreement to March 5, 2001, and it is 

now the desire of the parties to amend Article VII, paragraph 1, of the Ageement far the purpose 

of extending the term of the Agreement to March 3, 20.2 and to make other modifications to the 

Agreement as anted hereafter; 

NOW, THEREFORE, in consideration of the premises and of the mutual covenants 

he7cin contained and contained in the Agreement, the City and Aqua agree as follows; 

1. A.rdcle VII, Sect:on 1, Paragraph 1 of the Age:amen:Is hereby supplemented and amended ro 

the effect that the term of the Agreement shall be extended t March 3, 2022; 

2, Ardcle VII, Section I, Paragraph 1 ofthe Agreamont is hereby amended as follows: 

(a) Delete — startin a at line 6 "Upon completion of the term., , —from private operation re 

municipal operation," coding at lint 12, 

(b) Add — "Upon completion of the term of this Agreement (either by expiration of the term 

or by early terntinarion) AQUA shall be paid It's cost (labor, overhead, and expenses) 
plus 15% profit in providing for the demobilization of operation and transition of records, 

personnel end fecilirid$ from private operation to municipal operation.' 

T Z /Z0 DOVd 
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3. Article VII, Section 9 - This is supplemented ELS follows: "It is agreed by the parties hereto 

that Aqua shall not advance capital to the City unless requested by the City as the City 

anticipates being able to acquire any capital necessary", 

4. Article VII, Section 9 (d) 16 deleted in its entirety. 

5. Article VII, Section 12 — This section is supplemented as follows: "It is agreed by dm parties 

hereto that prior to charging the City for equipment owned by Aqua and used on the City's 

behalf, the parties shall agree on a rate of charge." 

6. All other provisions of the Agreement are reLffirrned. 

IN TESTLVIONY WHEREOF, the City and Aqua have caused this Addendum to be 

executed each by its proper and duly authorized officer as ofthe year and data first above written. 

CITY OF CLINTON, KENTUCKY 

'ride 	Mayor 

AQUA./KWS, TNCJ U,S. UTILITISS 

Tate_ E)....r.vIcet 



p.04/zo.  
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WASTEWATER PRIVATIZATiON WITRACT 

INCLUPIV  si0221.45iaidEEI 

THIS WASTEWATU PRIVATIZATION CONTRACT INCLUDING SERVICE 

AGRiEMENT, made and entered into thin ,i4rday of %.7;44e '  , 1987, as 

authorised by Kentucky Revised $tatutes. Chapter 107, Section 700, et 

sect, by and between the CITY OF Mt/1'0N, Hickman county, Kentucky, a 

munioipaj. porpbration (uOnletiM0 hereinafter referred to as the 

°CITY"), 

 

an AQUA CORPORATION, a Kentucky corporation, having a 

registered office in Lexington, Kentucky and its spheral offices at 

354 Waller Avenue, Lexington, Kentucky 40504 toometimea hereinafter 

referred to as "AQUA"), 

WITNZSSHT RI 

WHEREAS, it is understood and affirmed by the parties to , 

the within agreeaent that CIT is a Kentucky municipal corporation 

Of the Pifth Class governed under the mayor-city council form of 

government pursuant to KR8 Chapter 83Ay that CITY has full, power and 

authority in law to contract as herein provided and enters.  into this 

Wastewater Privatization Contract Inoluding Service Agreement 

pursuant to authorisation of an ordinance duly adopted by lto City 

Council and approved by its Mayor at a regular meeting held on 
, 4r• . 

the r 	day of 0-6A/67  , 1987, publAshed as provided by RIO Chapter 

83A and recorded in the official ordinance book and now in full 

force and effect; that CITY owAs, and operates lts aged municipal 

wastewater sewage eyatem which has litatO physical, oapability; that 

a, - 
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said sewer system (the °Systeme) fails to meet the standards of the 

Environmental Protection Agency (an agency of the United States 

government commonly referred to an the EPA) and the system is in 

need of replacements, rehabilitatione, reinforoeeents, and 

construction to comport with modern day technology for the heelth • 

and welfare of the public; that „funding of the aforementioned 

project for the improvement of the system (the "Project") is 

necessary and required and a revenue bond issue (which may be 

anticipated by the issuance of revenue bond anticipation'noeea)••ie 

the preferred financing meohaniem; and 

WHEREAS, it is mutually understood and affirmed thatCeTY 

doee not have personnel, poseeeeing the necessary expertise and skill 

to perform the a:creel/id construction or to proceee and market the 

required revenue bond Issue; that private management of the System 

would provide desirable expertise and avoid political pressure at 

any time and taws be in the public interest; that AQUA is recognized 

an a capable and reliable...firm with personnel having wide expeiience 

in sewage system design, associated contractual project!), and 

revenue bond issue procedures and operational management, and 

WHERSAS, it is affirmed that .under the 'Kentucky 

Privatization Act of 1986", x1.S Chapter 107, Section 700, at aeqr 

CITY is authorized (a) to contract for the heretofore generally 

described construction to its existing sewer system; (b) to contract 

far the piaoement of revenue bonds issued under the peovieions of 

KNS 103.200 at seq., or to sell revenue bonds as provided in )S-RS 

Chapter 58) and (c) to enter into a service agreement; that 

LZ/70 39Vd 
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a notice of the within Privatization Contract was duly published 

pursuant to XRS Chapter 424; that a public hearing was held, all in 

compliance with KRIS 107.730; and that an ordinance authoriring, the 

within Privatization Contract has been enacted and duly recorded are 

aforesaid; 

NOW.THOEFORB, CITY and AQUA mutually agree to.the 

following covenantet 

ARTICLE 	Irtcpa_qNS CTION or Unit 	. • 
, 

AQUA agrees to repair, rehabilitate, reinforce, replace and 

construct the existing sewer system of the CITY to the full extent 

neauseary for compliance with ZPA standards and to provide such 

capacity as required to meet the present and now reasonably foreseen 

future needs ea mutually estimated and forecasted; AQUA may employ 

or contract with Other parties for any portion of the netlessary 

conotructiont provided, however, that AQUA will not be liabia in any 

Mehner whateoever in event of the inability of the System to meet 

the volumetric requirements of the CITV for any specific numbei. of 

years. 

ART/Clit 	CXTY TO ISSUE REVENUE BONDS 

CITY agrees to issue revenue'bonds (which may be 

anticipated by the issuance of revenue bond anticipation notes) in 

Sufficient principal amount to pay AQUA in full for its conattuction 

work and to deliver the revenue bonds to AQUA for placement. It is 

anticipated that the total bond issue including any bond diaoount 

and nther costs associated with the 'issuance will not exceed,/ 

01,000,000.00. 

- 3 
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AR LUE IDL...7-14!IgLaWENVE B°141:43  

AQUA .green to place or sell CITY'S sewer revenue bonds for 

financing the reconstruction project by providing the required 

fiscal agent and as described herein as a pert of this Privatization 

Contract; provided, nevertheless, that euch vale ar placement of 

bonds may be postponed by CrTY, which shall be permitted to finance 

the Project upon a 4-,emorary basis by the iasuanoe of note3 in. 

antinipation of the issuance of revenue bonds, as authorized by 

statute. 

MZTCLE XV - ILLING AND PAYMENT 

AQUA shall be paid for completion of the project'elther by 

negotiated lump sum contract for the total project improvements 

prior to construction of the project or, upon completion of the 

Project by aubmittal of a standard or customary invoice settini 

forth the cost of materials used, labor performed, the cost of 

sublet contracts, eupervision, general overheads, negotiated profit, 

and ell other appropriate and customarily charged eosta. Upon nego-

tiation of the lump sum ,00ntract or aeoeptance of the aforesaid in 

voice the =Tr (subjeot to the provisions of Article III hereof) 

shall deliver to AQUA revenue bonds issued according to law in a 

prinoipal amount fully sufficient to cover the negotiated lump mum 

contraot or the entire invoice of AQUA and all costs attendant to 

the bond issue itself. 

Nalare.a:-212121coUNSEI,; PISCAL AGENT 

A qualified bond connsel and qualified fiscal agent shall 

be employed in the placement and/or sale of the revenue bonds. The 

revenge kV:dB ahall be placed at NAM5hable interest ratan tTAer 

market conditions and circumstances et the time of platement. The 

cost of bond counsel services and fiscal agent services end their 

4 
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respective expenses shall also be paid for from the proceede of the 

bond issue which shall be in sufficient principal amount to cover 

not only the aforementioned AQUA invoice but also to pay for the 

services of bond eounael And fiscal.agent together with their 

exponseo and other costs attendant to the bond issue itself/ 

provided, however, that limitations under federal statutes for 

payment of ouch costs from the proceeds of the revenue bonds shall 

be observed and any excess costs Mall be paid as agreed upon 
between the CITY and AQUA under a separate agreement' 

In the event of any disagreement between the parties to 

this contract which oannot be- resolvedbetween themselves, the 

parties may mutually agree to binding arbitration which Shall be 

accomplished by petitioning the Chief Justice of the Supreme Court. 

of kentucky to designate a panel of three membere of the court of 

Appeals of Kentucky or three other persons who shall serve as 

arbitrators. In event the Court does not consent to perform these 

services, each of the parties shall select one' arbitrator and those 

two arbitrators shell select a third arbitrator, which tnree persons 

shall then comprise a final board for binding arbitration. This 

form of binding arbitration ;shall apply also to the Service 

Agreement, a part of the within Wastewater Privatization Contrect 

which is set forth in subsequent Article VI/ hereof. The cost and 

expenses of any arbitration, other then the costs atd expenses of 

Pabonnel of the parties themselves, shall be snared equally ty'the 

patties hereto. 

- 5 
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ARTICLE vIT gZeVIpE AGRZEMZNT  

in addition to the foregoing agreements, CITY hereby 

employs AQUA to manage, operate and maintain the System according to 

the covenants sat forth 'Oelow. 

1. 211:21_21Agglallat. The term of this Service Agreement 

shell commence upon completion of the reeonettected and renovated . 

Syetem, and shall continue for five yearat provided, however, that 

the CITY may terminate the Service Agreement (1) at the end of the. 

third year on reasonable notice, and (2) anytime thereafter.oh' 

reasonable notice. Upon completion of the term of this Agreement.  

(either by eXpiration of ths term or by early termination under the 

provisions hereof) AQUA shall be paid a transition ice of $95000.00 

Said fee has been fixed as the agreed estimated amount required 

to reimburse AQUA for 1t4 costs in previding for the demobilization 

of operation and transition of records, personnel and facilities 

from private operation to municipal operators. 

2. Ownership  of 1h2L2E212g1 enc ewe ;System,. OwnarilliP 

of the Project and the System snail at all Limes be vested in the 

cITY, including the original sewer system, the reconstrUotion 

Project, and all future lcetterments and additions without limitation. 

3. All Reoeiote 	bleta 	City. All income end' 

revenues arising out of the ownership and operation of the System 

shall without limitation belong to the CITY and shall constitute 

mpeoial and segregated mlinicipal funds at all times, subject to the 

provisions of the ordinance authorizing the revenue bond is!ave.'(the 

"Bond Ordinance"), which shall provide for appropriate operational 

TZ/80 39Vd 
	 AN AO def09 &RS daLVM 
	 NLP-C99-0LZ 
	T(7.:80 SOK/CO/SO 



P.10/Eo 

disbursements required In the management,' operation and maintenance. 
of the system. 

4. No Zekitittaliellme22. CITY agrees that it will not 

oausa or countenance any 	influence upon AQUA' in its 

managemant and operation of the sewer system rand AQUA agrees that it 

will not participate in any, political matterappertaining.to the ,  

CITY or any of it; employees, By this provision the parties do not 

intend to inhibit any person'; constitutional right to free speech 

or the expression of personal views. 

5, CITY to Zetsblish ALL Fates, piles  lal regulations. 

All rules and regulations relating to rates and charges shall'bie 

fixed and'establiehtd solely by the CITY? provided, however,. CI6Y 

shall observe and respect all covenents and agreements in the Bond 

Ordinance, which shall contain a rate covenant requiring the 

maintenance or establishment of rates designed to produce revenues 

sufficient to pay tht obligations of the System, end all covenants 

and agreements expreseed in the Bond Ordinance and herein. 

As provided by Kris 107.730, this Service Agreement, tne 

charges for rates and cervical), and operation of the System Under 

this Service Agreement shall not be subject to the juriediceation of 

the Kentucky Public Service Commission or any successor regulatory 

agency. CITY grants no franchise. CITY relinquishes no 

jurisdiction over oatevej  chargee and services. 

6. 'Services to be lisattuAlly AOyA.. The aervicee which 

AQUA agrees to render relate solely to the System and its vsrA0us 

functions as described heroin and shall consist of (a) management) 

(LI) operation and maihtenance of the plant; (a) billing, collecting 

"2/60 a-)Vd 
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I 

A 

and disbursing funds in accordance with the bond ordinance and this 

contract; (d) setting up and maintaining an adequate and continuing 

system of accounting; (a) rendering to the CITY financial and 

operating statemento not lees frequently than quarterly and an 

annual audit report prepared by a Certified Public Accountant; .(f) 

rendering to CITY engineering inspection reports and recommendations 

not less frequently than annually and as oircumstances may warrant; 

(g) procuring and maintaining, in the name and on behalf of CITY, 

insurance against such hazards s and in such amounts 44 may be 

necessary and customary in other comparable sewer Systems and 

operational (h) the selection, training, employment and diachargit*of 

any and all personnel which may be necessary or desirable in AQUA'a 

judgment to the perform;inoe by AQUA of its functions under this 

Contract, including the determination of the compensation paid to 

such personnel. 

All employees having emcees to or being chargeable with 

responsibility for the handling of funds 0;01 be bonded with gbod 

corporate surety in reasonable eMounts ender the circumstances au 

fixed or approved by the CITY. The premiums paid for such surety 

bonds shall constitute a part of the operating expenses of the sewer 

system. 

7, No Wit Service; CITX also to Mx. No wastewater (lower 

aervice shall be furniShed tree. service rendered to the CITY or 

any of its departments shall be billed and paid for by CITY from its 

separate funds.the same as any other cUstomer in the came 

classification. 

I 
I 

I 

I 
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B. Office a Part of PrOlect. CITY may make office space 

.available to AQUA in premises already owned by or available to CITY 

if the cams are adequate 	suitably located for that purpose, in' 

which event a fair rental value therefor may be entabliehs4 by the 

CITY Council and paid fOr as at part of the expenswe of operating the 

System. If CITY does not have adequate and suitable apace for —such 

office, AQUA may make arrangements for the rental of name and the 

rental thus paid shall constitute a proper expense Of operation of 

the System. 

9. Vtamensation of AQUAE Solely, frem 	WEWIT1 • 
galk21 to 1214 Reguirements. AQUA shall be authorized to cause' to 

be paid solely from the City's Operation end Maintenance fund 

eatablished by the Bond Oidinance the costs of operation and 

maintenance, which costs shall include compensation payable to ANA 

for its services under this Service Contract, and for the'usa of any 

working capital which it may advance. Payments shill be made solely 

from the income of the System and solely from the Operation and' .. 

'Maintenance Fund for which provieion has been made in the Bend 

Ordinance. The Bond Ordinance requires that certain payments from 

revenues be set aside into the Bond Fund as a first charge and lien 

upon the revenues. Thireafter payments, reimbursement or 

compensation shall be in'Afcur separate categories an followat 

(a) Payments for customary expenses actually incurred in 

operating and maintaining the System, including all such items an 

are "operating expenate under good and accepted accounting. / 

-9- 
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practices. Specifically, but not by way of limitation, the same may 

include the aalary or wagee of the person residing in the CITY or 

vicinity having immadielte day-to-day responsibility for all phaaes,  

of operation and maintenance, the salary or wages of proper service, 

repair, billing and collecting pareonnelt the cost of materiels and 

eupplies actually consumed from time to timew premiums on surety 

bonds and policies of hazard inaurance; and office rental and office 

utilities, but specifically expluding any provision 'for depreciation 

of property of for the remuneration of the officers of orperSons: • 

employed directly by AQUA. 

Prior to beginning the Project and operation thereof, AQUA 

shall make such preparatory action as may be neoessery, inoluctihg 

the setting up of an accounting system, making arrangements for 

office facilities, the Selection and training of personnel, etc., so 

that operation of the Project may be commented in an orderly 

manner. AQUA shall prepare all proper data relating to construction 

disbursements, in order that acme may be entered upon the books and 

raoords of the sewer system. It is understood, however, that 

payment for the reconstruction of the Project is finally the 

responsibility of the CITY thru a revenue bond issue, supra. 

Payments withinthis category (e) shall be paid from and to 

the •xtent funds are frog time to time available from the Operation 

and maintenance fund) and if balances from time to time in the 

operation and maintenance fund, shall be insufficient to pay the same 

when due, AQUA Aron.  that it will, navartne1eae, advance ge.•sam• 

- 10 - 
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from its own capital, funds which it enall provide for that purpose, 

to the end that wastewater operations shall be maintained 

continuously. All sums so advanced by AQUA from its own capital '• 

funds shall be entered in detail upon the books and records of the 

System, so that the amount thereof and the time or time of each. 

advanos may he determined accurately therefrom and reimbursement 

from subsequent System, Eunds may be accurately made,. 

(b) AQUA shall be reimbursed for payments made by it Oh 

behalf of an for ether proper general expenses, including the. . 

expenses of AQUA'S officers or employees for work actually performed 

on behalf of CITY, but in no case shall, such reimbursement exceed' 

actual Costs for expenses eligible for payment from the Operati4 

and Maintenance Fund, and in no case shall such reimbursements 

exceed in the aggregate the sum of One Thousand Dollars ($1000,00) 

per month. 

Reimbursement within this category (b) shall be paid from 

time to time from the operation and maintenance fund, but only after 

expenses of the nature described in category (a) have been paid in 

ox after provision for the payment thereof when due nae been 

properly made. If and to the extent monies in the operation and 

maintenance fund ahall be insufficient to poy AQUA's reimbursement 

under this category' (b) the same may.be accrued upon the books and 

records and shall constitute proper items for payment from said 

operation and maintenance fund when, as, and if monies for that 

purpose become available therein. 
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(c) until the date of termination of this Contract 

compenaation to AQUA for its management servioas, for the use of 

such working capital as it may advance from time'to time under 

category (a), for the risk assumed by AQUA in making such edvancea, 

and for agreeing to deferment, if and to the extant necessary, of 

compensation to its corporate and professional personnel under 

category (b), and to make possible the payment of reasonable general 

compensation, shall be determined annually and shall be (1) the 

fixed sum of $15,000,00, plus the CPI Inflation rate since the data .  

of this Privatization Contract and (2) an amount equal to three 

percent .(34) of the gross revenues of the System, which amount sha4 

not exceed an amount equal to fifty percent (50%) of any sorplui in 

the operation and maintenance fund which is declared by the bond 

ordinance to be available to the CITY "for any lawful purpose"; 

provided, nowsver, that the total amount payable to AQUA under (I) 

and (2) hereof shall not exceed twine the amount established in (1) 

hereof. The foregoing amount shall, be eocumulative under this '. 

. Category (c) and May be accrued upon the books and records only if 

and to the extent funds ere4not available therefor after said prior 

requirements have been fully met, as shown by the annual audit. 

Furthermore, as partial, compensation for advanced capital, AQUA 

shall be allowed to accrue on the books and records an interest 

charge of six percent (63) annually on such working capital 

advanced, Upon termination of this Agreement the foregoing amounts, 

to the extent not yet paid shall be due and owing. 

12 - 
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1 
1 
1 

1 

CITY further covehanta and agrees that, prior to complete 

retirement of an bonds and withont regard for increased cout in 

wages or other expenses under category (a), the rates and charges 

for sewer service will be adjusted from time to time it and to the 

extent required to provide to AQUA, ea a minimum, the reimbursement • 

described in categories (a) and .(b) and (o). 

(d) In the event or early retirement of all of crW'S 

System revenue bonds, AOUA shell receive as its compensatien for the 

duration of the contractterm thereafter a.eum equal to fifty 

percent OW of the excess of gross Income and revenuea:over and 

above operation and maintenance expenses, ale defined in (a) and (b) 

above, provided however, that the above compensation shall not to 

greater than two and one half (2.8) times the fixed compensation 

component as formulated in Article VII Section O. CITY covenants 

end agrees with AQUA that after any such early retireMent of said 

bonds and until expiration ktf the term of trite contract, CITY will 

not reduce its rates and charges for sewer service below the scale 

of rates and chargeu necessary to produce revenues to meet the 

requirements as herein defined, including the application of the 2.5 .  

factor eforementiontdi This subsection shall not be operable or 

controlling during any period during which tne Service Agreement is 

in effect if any tax-exempt bonds or bend antioipation notes are 

outstanding. 

10. Loa 240E Az 921121! Cr iauarantoL With Aeapeot  to 

CITYIS gam. It i8 uhdorstood and agreed that AQUA'a ottligspiona 
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hereunder are to provide to CITY the management and operational 

eerviceo herein contemplated, and AQUA is not itself obligated to 

discharge the CITY's ,Systam Revenue Bonds, nor does it guarantee the 

payment thereof or interest thereon. AQUA shall at Oa times be 

accountable and responsible to the CITY and to the holders of said 

bonds for the faithful and proper receiving, segregation, disbursing• 

and accounting of and for the project revenues, and ehell answer for 

negligence, fraud, or other mieconduct of AQUA and its officers, 

agents, servants, and employees in that connection; but if, when end 

to the extent AQUA may from time to time make proper aegregation,' 

depositing, or setting aside of monies into the bond Mind in 

Accordance with the provisions of the bond ordinance and into the 

custody of the financial institution properly deaignated by the City 

to receive the same, AQUA *hall be deemed to have diacharged its 

duty in that respect and shall not. be responsible for any subsequent 

misfortune, or for any subsequent misapplication or disappearance 

thereof, 

11, .201 Does Not Contract to Provide Legal  tardstia.ta 

qtyl  AQyA's Attorney  Only ror Xts Own Legal Affairs. References 

herein to employment by AQUA of an attorney at law are understood to 

mean ouch employment as AQUA may desire with :reepeot to its own 

legal affairs, and AQUA does not hereby agree to provide any legal 

services to the CITY, NeVerthelese AQUA and CITY agree that their 

cooperation and the cooperation of their attorneys, each in its own 

interests, is desirable, oulicially with regard to Any Xitivap-On 
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which may affect the rights and. interests of both; and it is *greed 

that such cooperation will be provided in good faith at all times. 

It CITY shall be made a party to any litigatiokooncerning 

the sewer system, its ownership, service, rates, rules, regulations, 

improvements, additions, or extensions, it shall promptly give full 

notice thereof' to AQUA, and AQUA agrees that it will give similar 

notice to the CITY under, similar circumstances. 

12. MY Consents that fivn  tilmmtt 
Undertakings. The CITY is aware that AQUA is a going concern 

engaged in various services for various water systems and sewage 

aystems and that AQUA may enter into contracts for the'rendering of 
/ 

services to other cities similar to those rendered CITY in 

connection with sewer or other utility operations; and the CITY 

hereby givee its consent that AQUA enter into any such undertaking,. 

AQUA agrees that it will maintain its accounting hereunder 

separate and distinct from its business or accounting in any other 

connection; and will never cause or permit any commingling of the 

CITY'e project, or any part thereof, or any income and revenues 

arising therefrom, with any other properties or revenues. 

Notwithstanding the foregoing, it 40 understood that if 

AQUA shall be employed by any other city, or cities, for the 

performance of the same or similar lierViC98, AQUA or its affiliates 

may find it possible to effect savings to all concerned by 

purchasing in its own name, and retaining title to, machinery, 

equipment, materialg or supplies which may be of oommon ussf9nvev 
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when needed, or in quantities which would be uneconomical or unwise.  

to purchase for eny single operation. If AQUA shall sea tit, It may 

invest ite own independent capital funds in such manner, but Shill 

not charge to Lte operations on behalf of CITY under this contract, 

any portion thereof, unless and until actually used, allOcated, or 

installed in connection with or ee a part of itg operation of the 

project hereunder. It, le understood and agreed that Mich charging 

or allocation may consist of the fair rental value of any commonly 

useful machinery or equipment of AQUA for such period asthe.same 

may actually be used or made available in its operations under this 

contract. 

h12TaasIAL2- 	 Rita,  EXCBPT RV' 
,/ 

tiaakS9AUER 

• If any ebasntial or substantial portion of the foregoing 

Wastewater Pxivatistation Contract Including Service Agreement is 

adjudicated to be void then the entire undertaking (Mali be moot 

unleen CITY and AQUA mutually agree to proceed under any or all of 

the remaining provisions; however, in any event AQUA shall be 

reimbursed for all costs and expenses actually incurred by it for 

work undertaken but not to include any expenses which AQUA may have 

incurred in negotiations prior to the execution of the within 

contract. 

IN TESTIMONY WHEREOF, the CITY and AQUA have caused this 

contract to be executed each by its proper and duly authorized 
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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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