COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

ELECTRONIC APPLICATION OF KENTUCKY- )
AMERICAN WATER COMPANY FOR AN ) CASE NO. 2018-00358
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 May 13, 2019 in this proceeding;

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

- All exhibits introduced at the evidentiary hearing
conducted on May 13, 2019 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 May 13,
2019.
A copy of this Notice, the certification of the digital video record, hearing log, and
exhibits have been electronically served upon all persons listed at the end of this Notice.

Parties desiring to view the digital video recording of the hearing may do so at:

http://psc.ky.gov/av broadcast/2018-00358/2018-00358 13Mayl9 Inter.asx.

Parties wishing an annotated digital video recording may submit a written request

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

recording.


http://psc.ky.gov/av_broadcast/2018-00358/2018-00358_13May19_Inter.asx
mailto:pscfilings@ky.gov
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N
— Av ) Session Report - Detail 2018-00358 13May2019
J Kentucky-American Water

Company (Kentucky-American)

Date: Type: Location: Department:

5/13/2019 Other Hearing Room 2 Hearing Room 1 (HR 1)

Judge: Bob Cicero; Talina Mathews; Michael Schmitt

Witness: Patrick Bareynbrunch; Ann E Buckley ; Constance Heppenstall; Kurt Kogler ; Susan Lancho; Rob Mustich;
Brent O'Neil; James Pellock; Gregory Roach; Nick Rowe; Scott Rungren; Justin Sensabaugh; John R Wilde; Timothy
Willig

Clerk: KaBrenda Warfield

Event Time Log Event
8:39:27 AM Session Started
8:39:29 AM Session Paused
8:56:37 AM Session Resumed
8:56:38 AM Chairman Schmitt
Note: Fields, Angela Chairman stating preliminary remarks and introduction of Vice
Chairman Cicero and Commissioner Mathews.
8:57:35 AM Chairman Schmitt
Note: Fields, Angela At this time would Counsel for the parties beginning with Counsel for
Kentucky American please identify themselves their party and the
witnesses.
8:57:52 AM Lindsey Ingram & Monica Braun Stoll Keenon Ogden PLLC
Note: Fields, Angela Representing Kentucky-American Water Company (Kentucky-
American)
8:58:12 AM Chairman Schmitt - Atty Ingram Kentucky American
Note: Fields, Angela Will they be in this order?
8:58:42 AM Chairman Schmitt - Atty Ingram Kentucky-American
Note: Fields, Angela I wanted to thank you for that [click on link for Chairman Schmitt's
remarks.]
8:59:31 AM Chairman Schmitt
Note: Fields, Angela Alright Office of the Attorney General?
8:59:32 AM Justin McNeil and Kent Chandler
Note: Fields, Angela On behalf of the Kentucky Attorney General's Office.
8:59:37 AM Chairman Schmitt
Note: Fields, Angela You're working in conjuction with Lexington Fayette Urban County
Government in the sense that you're both sponsoring the same two
witnesses? Is that corect?
8:59:52 AM Chairman Schmitt
Note: Fields, Angela Alright Mr.
8:59:54 AM Jim Gardner and Todd Osterloh Sturgill, Turner, Barker & Moloney
Note: Fields, Angela David Barberie, Lexington Fayette Urban County Government
Department of Law
Note: Fields, Angela On behalf of Lexington Fayette Urban County Government
9:00:14 AM Chairman Schmitt
Note: Fields, Angela And for Staff?
9:00:15 AM Nancy Vinsel and Jeb Pinney
Note: Fields, Angela For Commission Staff.
9:00:22 AM Chairman Schmitt
Note: Fields, Angela Checking the record the notice of this hearing was given and has

been filied in the record. There are some pending confidentiality
motions, is that corect, or incorrect?
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9:00:46 AM

9:00:52 AM

9:01:16 AM

9:01:25 AM

9:01:29 AM

9:01:32 AM

9:08:12 AM

9:08:18 AM

9:09:30 AM

9:09:37 AM

9:09:45 AM

9:09:46 AM

9:10:45 AM

9:10:48 AM

9:10:51 AM

9:14:56 AM

9:15:23 AM

9:15:47 AM

9:20:44 AM

9:21:38 AM

9:22:05 AM

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Asst. Atty Gen. Chandler
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
PUBLIC COMMENT
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt - witness Rowe

Note: Fields, Angela

Chairman Schmitt - witness Rowe

Note: Fields, Angela

Are there any other pending motions at this time before we ask for
public comment?

Alright at this time if there is any member of the public present who
would like to make either an oral statement or provide a written
statement to the Commission concerning his or her opinion about
the subject matter of this case please step forward at this time and
identify yourself and place of residents.

Before Mr. Marshall goes I would just ask given the change in the
hearing that the Commission also provide the opportunity for public
comments tomorrow morning before the hearing as well.

That will be granted.

Yes Mr. Marshall.

Tom Marshall.

Is there anyone else who would care to provide a public comment?

If not let's move forward. Before we call the first witness we
probably ought to talk about scheduling [click on the link for
Chairman Schmitt's remarks.]

Okay Mr. Ingram you may call your first witness.
Swearing the witness in.

Please be seated. Mr. Ingram.

Atty Ingram Kentucky-American - witness Rowe

Note: Fields, Angela

Direct Examination.

Atty Ingram Kentucky-American - witness Rowe

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Mr. Rowe is available for cross examination your honour.

Mr. McNeil Mr. Chandler?

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela

Cross Examination.

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela

May I approach Chairman?

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela

Chairman I'll represent to the Commission. These are just selected
Data Request Responses throughout the record none of these are
going to be exhibits.

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela

Cross Continued.

Vice Chairman Cicero - witness Rowe

Note: Fields, Angela

Can you describe what you mean by running behind?

Vice Chairman Cicero - witness Rowe

Note: Fields, Angela

Just so I understand the question that you are answering [click on
the link for Vice Chairman Cicero's remarks.]

Vice Chairman Cicero - witness Rowe

Note: Fields, Angela

Over the long run its the same amount of money or is there money
that is available that's just not designated?
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9:22:47 AM

9:22:52 AM

9:29:44 AM

9:29:57 AM

9:30:18 AM

9:32:15 AM

9:32:18 AM

9:32:24 AM

9:32:40 AM

9:34:46 AM

9:34:49 AM

9:36:06 AM

9:36:17 AM

9:41:04 AM

9:42:40 AM

9:42:48 AM

9:45:26 AM

9:45:33 AM

9:45:36 AM

9:46:56 AM

Vice Chairman Cicero - witness Rowe

Note: Fields, Angela

Sorry Kent thank you.

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela

Cross Continued.

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela
Asst. Atty Gen. Chandler
Note: Fields, Angela

AG EXHIBIT 01
Note: Fields, Angela
Note: Fields, Angela
Asst. Atty Gen. Chandler
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman may I approach?

Chairman we're going to do it a little differently today. Instead of
having the binders pre-tabbed we're going to pass out the individual
exhibits and then anybody that wants one Mr. McNeil will be passing
out binders so people can place them in it.

ASST. ATTY GEN. CHANDLER - WITNESS ROWE
DIRECT TESTIMONY OF ELLEN C. WOLF CASE NO. 2006-00197

Chairman I would like to mark this as Attorney General Exhibit
number one.

Just one page 13?

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela

So Chairman I have provided an excerpt to the Commission and to
certain parties but the entirety of Ms. Wolf's testimony will be
number one.

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela

Cross Continued.

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela
AG EXHIBIT 02

Note: Fields, Angela

Note: Fields, Angela
Asst. Atty Gen. Chandler

Note: Fields, Angela

May I approach Chairman?

ASST. ATTY GEN. CHANDLER - WITNESS ROWE
DIRECT TESTIMONY OF MICHAEL A. MILER CASE NO. 2006-00197

Chairman I would like to go ahead and mark this if I can as AG
Exhibit number two.

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela

Cross Continued.

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela
Chairman Schmitt

Note: Fields, Angela
AG EXHIBIT 03

Note: Fields, Angela

Note: Fields, Angela
OBJECTION

Note: Fields, Angela

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

May I approach Chairman?
Want this testimony marked as exhibit three?

ASST. ATTY GEN. CHANDLER - WITNESS ROWE
JOINT PETITIONERS' POST-HEARING BRIEF CASE NO. 2006-00197

That's been asked and answered at the beginning of the hearing.
Mr. Rowe has answered the question of whether that's a need
repeatedly.

ATTY INGRAM KENTUCKY-AMERICAN

Sustain.

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela

Cross Continued.

Vice Chairman Cicero - witness Rowe

Note: Fields, Angela

So let me ask a question Mr. Chandler.
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9:47:00 AM

9:48:25 AM

9:48:39 AM

9:49:47 AM

9:49:50 AM

9:56:04 AM

9:56:55 AM

9:57:19 AM

10:02:45 AM

10:02:52 AM

10:06:51 AM

10:07:15 AM

10:08:00 AM

10:08:02 AM

10:08:34 AM

10:08:49 AM

10:14:05 AM

10:14:13 AM

10:14:14 AM

10:16:38 AM

10:17:10 AM

10:17:38 AM

Vice Chairman Cicero - witness Rowe
Note: Fields, Angela So from a priority standpoint system wide [click on link for Vice
Chairman Cicero's remarks. ]
Vice Chairman Cicero - witness Rowe
Note: Fields, Angela So there is a priority list for Kentucky-American Water for the quote
discretionary dolars?
Vice Chairman Cicero - witness Rowe
Note: Fields, Angela Is that priority based on a program similar to a QIP or is it a priority
based on the actual system wide priority of Kentucky-American
Water regardless of whether there is a QIP or not?
Vice Chairman Cicero - witness Rowe
Note: Fields, Angela Thank you.
Asst. Atty Gen. Chandler - witness Rowe
Note: Fields, Angela Cross Continued.
Asst. Atty Gen. Chandler - witness Rowe
Note: Fields, Angela May I approach Chairman?
Chairman Schmitt
Note: Fields, Angela
AG EXHIBIT 04
Note: Fields, Angela
Note: Fields, Angela
Asst. Atty Gen. Chandler
Note: Fields, Angela And that has been marked Chairman is that correct?
Asst. Atty Gen. Chandler - witness Rowe
Note: Fields, Angela Cross Continued.
OBJECTION
Note: Fields, Angela
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

This exhibit may be marked as exhibit four. AG four.

ASST. ATTY GEN. CHANDLER - WITNESS ROWE
ORDER FROM CASE NO. 2006-00197

Click on the link for remarks.
Atty Ingram Kentucky-American

I understand your objection. But I think the witness is capable of
responding to a question about this exhibit [click on the link for
Chairman Schmitt's remarks.]
Asst. Atty Gen. Chandler - witness Rowe
Note: Fields, Angela May I approach Chairman?
AG EXHIBIT 05
Note: Fields, Angela
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Let this exhibit be marked as AG exhibit five.
Asst. Atty Gen. Chandler - witness Rowe
Note: Fields, Angela Cross Continued.
OBJECTION
Note: Fields, Angela
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Sustain.
Asst. Atty Gen. Chandler - witness Rowe
Note: Fields, Angela Cross Continued.
Asst. Atty Gen. Chandler - witness Rowe
Note: Fields, Angela May I approach your honour?
Chairman Schmitt
Note: Fields, Angela Exhibit six.
Asst. Atty Gen. Chandler - witness Rowe
Note: Fields, Angela Has this been marked as exhibit six?

ASST ATTY GEN CHANDLER - WITNESS ROWE
CASE NO. 2015-00418 RATE BASE SUMMARY

To the vagueness of the question.
Atty Ingram Kentucky-American
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10:17:41 AM

10:19:15 AM

10:19:23 AM

10:19:25 AM

10:19:28 AM

10:20:49 AM

10:20:54 AM

10:21:41 AM

10:22:42 AM

10:22:44 AM

10:23:22 AM

10:23:32 AM

10:24:20 AM

10:24:25 AM

10:24:39 AM

10:24:55 AM

10:25:03 AM

10:25:33 AM
10:25:46 AM
10:26:03 AM

10:40:01 AM
10:40:02 AM

AG EXHIBIT 06
Note: Fields, Angela
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Atty Ingram Kentucky-American
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Asst. Atty Gen. Chandler
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela
Atty Ingram Kentucky-American
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Asst. Atty Gen. Chandler
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Atty Ingram Kentucky-American
Note: Fields, Angela

Atty Ingram Kentucky-American

Note: Fields, Angela
Chairman Schmitt

Note: Fields, Angela
Chairman Schmitt

Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Session Paused
Session Resumed
Chairman Schmitt
Note: Fields, Angela

ASST. ATTY GEN. CHANDLER - WITNESS ROWE
ORDER FROM CASE NO. 2012-00520

I don't know if they are in the record but they were done so I mean
what is the point?

In this record?
I don't know if they are in the record or not. Are they Mr. Ingram?

Well we are talking about two different things here your honour
[click on the link for remarks.]

Did the Attorney General intervene in the Rockcastle case?

Why not if you had an interest in this single unified tariff? Really I
don't understand the point of this tesstimony anyway [click on the
link for Chairman Schmitt's remarks.]

With all due respect we're not making any argument on this point
[click on the link for remarks.]

Anything further?
I would just respond [click on link for remarks.]

So what are you asking? I have no idea why the record in the
Rockcastle case ought to be apart of the record in this case.

I'm not asking for that record to be apart of this case. I'm asking
[click on link for remarks.]

And you're objecting to this line of testimony?

I would just like to move on to the next topic. I do object to all of
this [click on link for remarks.]

So I guess I would object on the basis of relevance.
Are you going to have testimony to the contrary?

So what you are trying to do is [click on the link for Chairman
Schmitt's remarks.]

Well isn't that an argument for your brief?

Let's take a break until a quarter til eleven.

We are now back on the record Mr. Chandler you may proceed with
your cross examination [click on the link for Chairman Schmitt's
remarks.]

Created by JAVS on 6/4/2019

- Page 5 of 23 -



10:41:03 AM

10:41:40 AM

10:41:48 AM

10:41:59 AM

10:42:00 AM

10:42:25 AM

10:42:46 AM

10:43:02 AM

10:43:19 AM

10:43:46 AM

10:43:51 AM

10:43:56 AM

10:44:01 AM

10:44:03 AM

10:44:04 AM

10:47:21 AM

10:47:24 AM

10:47:28 AM

10:57:58 AM

10:58:01 AM

10:58:02 AM

11:11:20 AM

11:11:24 AM

Asst. Atty Gen. Chandler
Note: Fields, Angela

Atty Ingram Kentucky-American
Note: Fields, Angela
Atty Ingram Kentucky-American
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Atty Osterloh LFUCG
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Asst. Atty Gen. Chandler
Note: Fields, Angela

Atty Ingram Kentucky-American
Note: Fields, Angela
Chairman
Note: Fields, Angela

Chairman I did a lot of soul searching the last fifteen minutes [click
on link for remarks.]

Which exhibit is it?
I take the position that those [click on link for remarks.]
Mr. Osterloh?

I just wanted to put the Commission on notice [click on link for
remarks.]

Well I hope they are pointed [click on link for Chairman Schmitt's
remarks.]

Are there any issues that your adverse?

Mrs. Vinsel what's your position?

Mr. Ingram is correct [click on link for Chairman Schmitt's remarks.]
Do you have any other exhibits?

Then I assume your going to move these exhibits be placed into
evidence?

I would like to move for exhibits AG one thru six to be moved into
evidence.

No Objection.

Sustain.

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela

Cross Continued.

Asst. Atty Gen. Chandler - witness Rowe

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Thank you Chairman that's all the questions I have for Mr. Rowe.

Okay. Mr. Osterloh or Mr. Gardner?

Atty Gardner LFUCG - withess Rowe

Note: Fields, Angela

Cross Examination.

Atty Gardner LFUCG - witness Rowe

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

That's all thank you all. Thank you Mr. Rowe.

Mrs. Vinsel?

Asst GC Vinsel PSC - witness Rowe

Note: Fields, Angela

Cross Examination.

Asst. GC Vinsel PSC - witness Rowe

Note: Fields, Angela

Staff has no further questions at this time.

Vice Chairman Cicero - witness Rowe

Note: Fields, Angela

Cross Examination.
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11:15:10 AM

11:15:38 AM

11:15:40 AM

11:15:44 AM

11:15:48 AM

11:18:57 AM

11:18:58 AM

11:19:04 AM

11:19:08 AM

11:19:16 AM

11:19:55 AM

11:19:57 AM

11:20:37 AM

11:20:39 AM

11:20:43 AM

11:21:31 AM

11:45:41 AM

11:45:45 AM

11:45:52 AM

11:47:51 AM

11:47:56 AM

11:52:49 AM

11:53:01 AM

POST HEARING DATA REQUEST
Note: Fields, Angela For 2016, 2017, and 2018 I would like to know what the
discretionary pool was for all of American Water and what portion
Kentucky American Water Company received of those '16, '17, and
'18 discretionary funds that were available on a corporate wide
basis.
Note: Fields, Angela Vice Chairman Cicero - witness Rowe
Vice Chairman Cicero - witness Rowe
Note: Fields, Angela Thank you. I don't have anything else Chairman.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela I have no questions. Mr. Ingram?
Atty Ingram Kentucky-American - witness Rowe
Note: Fields, Angela Redirect.
Atty Ingram Kentucky-American - witness Rowe
Note: Fields, Angela No more questions.
Chairman Schmitt - witness Rowe
Note: Fields, Angela
Chairman Schmitt - witness Rowe
Note: Fields, Angela
Atty Ingram Kentucky-American
Note: Fields, Angela
Chairman Schmitt - witness O'Neil
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Ms. Braun?
Atty Braun Kentucky-American - witness O'Neil
Note: Fields, Angela Direct Examination.
Atty Braun Kentucky-American - witness O'Neil
Note: Fields, Angela The witness is available for cross examination.
Chairman Schmitt
Note: Fields, Angela Mr. Chandler?
Asst. Atty Gen. Chandler - witness O' Neil
Note: Fields, Angela May I approach?
Asst. Atty Gen. Chandler - witness O' Neil
Note: Fields, Angela Cross Examination.
OBJECTION
Note: Fields, Angela
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Sustain. I think he did answer it.
Asst. Atty Gen. Chandler - witness O' Neil
Note: Fields, Angela Cross Continued.
Atty Braun Kentucky-American
Note: Fields, Angela

Commissioner Mathews?

May this witness be excused?
You may step down. Thank you.
Ms. Braun is going to call our next witness please.

Swearing the witness in.

That's been answered.
Atty Ingram Kentucky-American

Mr. Chandler did you say a hundred and twenty million and two
hundred and fourty?
Asst. Atty Gen. Chandler - witness O' Neil
Note: Fields, Angela Cross Continued.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

How much time do you need?

Why don't we just come back at one o'clock and let you finish. The
Commission will be in recess until one p.m..

Created by JAVS on 6/4/2019

- Page 7 of 23 -



11:53:10 AM
12:54:25 PM
12:54:25 PM
12:54:43 PM

1:02:10 PM

1:02:22 PM

1:03:07 PM

1:08:22 PM

1:08:33 PM

1:08:35 PM

1:17:40 PM

1:18:48 PM

1:18:53 PM

1:27:43 PM

1:27:46 PM

1:27:49 PM

1:28:35 PM

1:28:51 PM

1:29:00 PM

1:31:44 PM

1:31:48 PM

1:31:51 PM

1:47:50 PM

Session Paused
Session Resumed
Chairman Schmitt
Note: Fields, Angela We are now back on the record. Mr. Chandler do you have
additional cross examination?
Asst. Atty Gen. Chandler - witness O' Neil
Note: Fields, Angela Cross Continued.
Asst. Atty Gen. Chandler - witness O' Neil
Note: Fields, Angela May I approach Chairman?
Asst. Atty Gen. Chandler
Note: Fields, Angela I would like to have this exhibit that I am about to pass out
Chairman marked as AG Exhibit Number Seven.
AG EXHIBIT 07
Note: Fields, Angela
Note: Fields, Angela
Atty Ingram Kentucky-American
Note: Fields, Angela

ASST. ATTY GEN. CHANDLER - WITNESS O'NEIL
ORDERING PARAGRAPH 9 REPORT CASE NO. 2007-00134

Mr. Chandler may I interrupt you for a second. Just so we have
clarity for the record. Are you referring to what is exhibit two to Mr.
O'Neil's direct testimony?
Atty Ingram Kentucky-American
Note: Fields, Angela I'm just trying to make sure. Thank you.
Asst. Atty Gen. Chandler - witness O' Neil
Note: Fields, Angela Cross Continued.
Atty Braun Kentucky-American
Note: Fields, Angela May I interject for just a moment. It may be helpful we have copies
we can hand out of the rebuttal exhibit one that he mentioned to
the room. If I may pass these out so we can be on the same page?
Asst. Atty Gen. Chandler
Note: Fields, Angela Sorry do you mind if I continue Chairman?
Asst. Atty Gen. Chandler - witness O' Neil
Note: Fields, Angela Cross Continued.
Asst. Atty Gen. Chandler - witness O' Neil
Note: Fields, Angela That's all the questions I have Chairman. Thank you.
Chairman Schmitt
Note: Fields, Angela
Atty Gardner LFUCG
Note: Fields, Angela

Okay. Mr. Osterloh Mr. Gardner?

Mr. Osterloh is going to pass out a packet of Data Request for
everybody. None of these will be exhibits so they are just for
reference ease only. [Click on link for remarks.]
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Ms. Braun did you want to mark this at all or leave it?
Atty Gardner LFUCG - witness O'Neil
Note: Fields, Angela Cross Examination.
Atty Braun Kentucky-American
Note: Fields, Angela Are you referring Mr. Gardner to AG First Request Seventy Seven?
Atty Gardner LFUCG - witness O'Neil
Note: Fields, Angela Thank you.
Atty Gardner LFUCG - witness O'Neil
Note: Fields, Angela Cross Continued.
Atty Gardner LFUCG
Note: Fields, Angela

What is Mr. Ingram's position on that?

Here is another packet of documents that Mr. Osterloh is going to
pass out. And a couple of these will be exhibits. And I'll make sure I
tell you all which ones are going to be exhibits.
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1:48:21 PM

1:49:58 PM

1:50:06 PM

1:50:08 PM

1:50:10 PM

1:56:33 PM

1:56:43 PM

2:02:26 PM

2:02:31 PM

2:02:36 PM

2:04:08 PM

2:05:21 PM

2:10:12 PM

2:10:48 PM

2:11:00 PM

2:15:51 PM

2:16:08 PM

2:16:26 PM

2:20:12 PM

2:20:19 PM

LFUCG EXHIBIT 01
Note: Fields, Angela Atty Gardner LFUCG - witness O'Neil
Note: Fields, Angela MOTION TO DISMISS IN CASE NO. 2019-00041
Atty Gardner LFUCG - witness O'Neil
Note: Fields, Angela I'd like this maked as LFUCG Exhibit 01 please.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Let it be so marked.
Atty Gardner LFUCG - witness O'Neil
Note: Fields, Angela Cross Continued.
Atty Gardner LFUCG - witness O'Neil
Note: Fields, Angela Of what document Mr. Gardner?
Atty Gardner LFUCG - witness O'Neil
Note: Fields, Angela Cross Continued.
Atty Gardner LFUCG - witness O'Neil
Note: Fields, Angela That's all I have for this witness
Atty Osterloh LFUCG - witness O'Neil
Note: Fields, Angela If I may? I appreciate everyone's cooperation with this.
Atty Osterloh LFUCG - witness O'Neil
Note: Fields, Angela Cross Examination.
POST HEARING DATA REQUEST
Note: Fields, Angela

Any objection?

DO YOU KNOW IF YOU WOULD HAVE ANY OF THAT DATA
AVAILABLE IN TERMS OF UNACCOUNTED FOR WATER LOSS FROM
THE NORTH MIDDLETOWN SYSTEM. CAN YOU PROVIDE THAT
INFORMATION IF YOU HAVE IT?
Note: Fields, Angela Atty Osterloh LFUCG - witness O'Neil
Atty Osterloh LFUCG - witness O'Neil
Note: Fields, Angela Cross Continued.
POST HEARING DATA REQUEST
Note: Fields, Angela DO YOU KNOW IF THE MONTHLY WATER LOSS REPORT IS
CONTAINED IN THE RECORD OF THIS RATE CASE? AS A PHDR I
WOULD ASK THAT THEY BE PROVIDED OR IDENTIFIED WHERE
THEY ARE CONTAINED IN THIS RATE CASE.
Note: Fields, Angela Atty Osterloh LFUCG - witness O'Neil
Atty Ingram Kentucky-American
Note: Fields, Angela Mr. Osterloh I do not think they are in the rate case, but if you want
copies of those as a PHDR we would be happy to provide them.
Atty Osterloh LFUCG - witness O'Neil
Note: Fields, Angela Cross Continued.
POST HEARING DATA REQUEST
Note: Fields, Angela

Note: Fields, Angela

Atty Osterloh LFUCG - witness O'Neil
UNACCOUNTED FOR WATER LOSS FOR THE MILLERSBURGH
SYSTEM.
Atty Ingram Kentucky-American
Note: Fields, Angela For what period Mr. Osterloh?
Atty Osterloh LFUCG - witness O'Neil
Note: Fields, Angela Cross Continued.
Atty Osterloh LFUCG - witness O'Neil
Note: Fields, Angela That's all the questions I have. Chairman If we could move for the
introduction of LFUCG Exhibit 01.
Asst. Atty Gen. Chandler

Note: Fields, Angela And I would also like to move for AG 07 I neglected to do so.

Created by JAVS on 6/4/2019

- Page 9 of 23 -



2:20:24 PM

2:20:26 PM

2:20:32 PM

2:20:37 PM

2:25:30 PM

2:25:35 PM

2:25:36 PM

2:27:58 PM

2:28:32 PM

2:28:37 PM

2:30:58 PM

2:30:59 PM

2:31:01 PM

2:31:03 PM

2:31:07 PM

2:34:58 PM

2:34:59 PM

2:35:04 PM

2:35:06 PM

2:35:30 PM

2:35:41 PM

2:35:42 PM

2:36:17 PM

2:36:19 PM

2:36:27 PM

2:38:35 PM

Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Mrs. Vinsel Mr. Pinney any questions?
Asst. GC Vinsel PSC - witness O'Neil
Note: Fields, Angela Cross Examination.
Asst. GC Vinsel PSC - witness O'Neil
Note: Fields, Angela Staff has nothing further for this witness.
Chairman Schmitt
Note: Fields, Angela Commissioner Cicero?
Vice Chairman Cicero - witness O'Neil
Note: Fields, Angela Cross Examination.
POST HEARING DATA REQUEST
Note: Fields, Angela

Any objections?

Let both be filed.

WHAT DOES THE REST OF AMERICAN WATER HAVE FOR A WATER
LOSS PERCENTAGE? PROVIDE THE SYSTEMWIDE NUMBER.
Note: Fields, Angela Vice Chairman Cicero - witness O'Neil
Vice Chairman Cicero - witness O'Neil
Note: Fields, Angela STATE AND AVERAGE.
Vice Chairman Cicero - witness O'Neil
Note: Fields, Angela Cross Continued.
Vice Chairman Cicero - witness O'Neil
Note: Fields, Angela I don't have any other questions.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Mr. Ingram? Oh Ms. Braun I'm sorry.
Atty Braun Kentucky-American - witness O'Neil
Note: Fields, Angela Redirect.
Atty Braun Kentucky-American - witness O'Neil
Note: Fields, Angela That's all I have.
Chairman Schmitt - witness O'Neil
Note: Fields, Angela
Chairman Schmitt - witness O'Neil
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Call your next witness.
Chairman Schmitt - witness Bulkley
Note: Fields, Angela Swearing the witness in.
Chairman Schmitt
Note: Fields, Angela Counsel you may ask.
Atty Braun Kentucky-American - witness Bulkley
Note: Fields, Angela Direct Examination.
Atty Braun Kentucky-American - witness Bulkley
Note: Fields, Angela The witness is available for cross examination.
Chairman Schmitt
Note: Fields, Angela Mr. McNeil Mr. Chandler?
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela Cross Examination.
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela May I approach Chairman.

Commissioner Mathews?

I have none.

May this witness be excused?

You may step down sir. Thank you.
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2:39:27 PM

2:39:31 PM

2:49:03 PM

2:49:04 PM

2:49:05 PM

2:50:24 PM

2:50:30 PM

2:50:33 PM

2:50:44 PM

2:51:11 PM

2:51:22 PM

2:51:41 PM

2:52:47 PM

2:54:54 PM

2:56:30 PM

2:56:42 PM

2:58:14 PM

2:58:17 PM

2:59:08 PM

3:02:16 PM

Chairman Schmitt
Note: Fields, Angela You want to mark them anyway?
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela Cross Continued.
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela May I approach Chairman?
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela I would like to mark this as AG Exhibit 08.
AG EXHIBIT 08
Note: Fields, Angela
Note: Fields, Angela

Asst. Atty Gen. Chandler - witness Bulkley
U.S. DEPARTMENT OF THE TREASURY DAILY TREASURY YIELD
CURVE RATES
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela Do you know what the spot yield was last week?
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela May I approach again Chairman?
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela Mark this on AG nine.
AG EXHIBIT 09
Note: Fields, Angela
Note: Fields, Angela

Asst. Atty Gen. Chandler - witness Bulkley
U.S. DEPARTMENT OF THE TREASURY DAILY TREASURY YIELD
CURVE RATES
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela
May the 8th?
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela
your testimony?
AG EXHIBIT 10
Note: Fields, Angela
Note: Fields, Angela

Asst. Atty Gen. Chandler - witness Bulkley
American Water Works Company, Inc. Nasdaq Real Time Price
Currency in USD November 2018 - May 2019.
AG EXHIBIT 11
Note: Fields, Angela American Water Works Company, Inc. Nasdaq Real Time Price
Currency in USD 2008 - 2018.
Note: Fields, Angela Asst. Atty Gen. Chandler - witness Bulkley
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela Cross Continued.
POST HEARING DATA REQUEST
Note: Fields, Angela UPDATE OF FIGURE FIVE OF HER DIRECT.
Note: Fields, Angela Asst. Atty Gen. Chandler - witness Bulkley
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela Cross Continued.
Asst. Atty Gen. Chandler
Note: Fields, Angela I would like to mark this next exhibit as AG Exhibit 12 Chairman.
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela May I approach?
AG EXHIBIT 12
Note: Fields, Angela
Note: Fields, Angela

Asst. Atty Gen. Chandler - witness Bulkley
DOCKET NO. E-04204A-12 IN THE UNS ELECTRIC, INC. CASE IN
FRONT OF THE ARIZONA CORPORATION COMMISSION.
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela May I approach Chairman?
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3:02:19 PM

3:03:11 PM

3:04:30 PM

3:11:45 PM

3:11:51 PM

3:12:54 PM

3:12:59 PM

3:14:12 PM

3:19:19 PM

3:22:12 PM

3:22:22 PM
3:44:10 PM
3:44:11 PM

3:44:43 PM

3:44:48 PM

4:01:13 PM

4:01:22 PM

4:01:24 PM

4:01:29 PM

4:01:31 PM

4:02:46 PM

4:02:49 PM

4:02:59 PM

Asst. Atty Gen. Chandler
Note: Fields, Angela
AG EXHIBIT 13
Note: Fields, Angela
Note: Fields, Angela

I want to mark this as AG 13.

Asst. Atty Gen. Chandler - witness Bulkley
U.S. DEPARTMENT OF THE TREASURY 2012 DAILY TREASURY
YIELD CURVE RATE
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela Cross Continued.
Chairman Schmitt
Note: Fields, Angela Now don't tempt me Mr. Chandler.
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela Cross Continued.
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela May I approach Chairman?
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela This will be fourteen.
AG EXHIBIT 14
Note: Fields, Angela MINUTES OF THE FEDERAL OPEN MARKET COMMITTEE MARCH 19-
20, 2019
Note: Fields, Angela Asst. Atty Gen. Chandler - witness Bulkley
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela Cross Continued.
Chairman Schmitt
Note: Fields, Angela This is a good time to take a fifteen minute break anyway. So we'll
take our afternoon break until a quarter til four.
Session Paused
Session Resumed
Chairman Schmitt
Note: Fields, Angela Okay we are now back on the record before Mr. Chandler restarts
his cross examination [click on the link for Chairman Schmitt's
remarks.]
Chairman Schmitt
Note: Fields, Angela Okay Mr. Chandler proceed.
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela Cross Continued.
Asst. Atty Gen. Chandler - witness Bulkley
Note: Fields, Angela Thank you Ms. Bulkley that's all the questions I have Chairman. I
would like to move at this time to introduce all of AG's Exhibits up to
AG Exhibit 14.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Mr. Gardner?
Atty Gardner LFUCG - witness Bulkley
Note: Fields, Angela Cross Examination.
Atty Gardner LFUCG - witness Bulkley
Note: Fields, Angela That's all I had. Thank you.
Chairman Schmitt
Note: Fields, Angela
GC Pinney PSC - witness Bulkley
Note: Fields, Angela

Any objection Mr. Ingram?

Let them be filed into the record as marked.

Mr. Pinney?

Cross Examination.
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4:12:08 PM

4:12:11 PM

4:12:14 PM

4:14:45 PM

4:14:55 PM

4:26:13 PM

4:26:16 PM

4:26:19 PM

4:26:20 PM

4:26:22 PM

4:26:26 PM

4:26:58 PM

4:27:09 PM

4:27:56 PM

4:27:58 PM

4:28:03 PM

4:28:12 PM

4:43:28 PM

4:43:30 PM

4:44:15 PM

4:47:41 PM

4:47:44 PM

4:47:50 PM

4:49:02 PM

GC Pinney PSC - witness Bulkley
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Commissioner Cicero?
Vice Chairman Cicero - witness Bulkley
Note: Fields, Angela Cross Examination.
Vice Chairman Cicero - Asst. Atty Gen. Chandler
Note: Fields, Angela What did you identify this as?
Vice Chairman Cicero - witness Bulkley
Note: Fields, Angela Cross Continued.
Vice Chairman Cicero - witness Bulkley
Note: Fields, Angela Thank you. I have no more questions.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt

No further questions your honour.

Commissioner Mathews?

Note: Fields, Angela I have none.
Chairman Schmitt
Note: Fields, Angela Ms. Braun?

Atty Ingram Kentucky-American
Note: Fields, Angela And our next witness is John Wilde
Chairman Schmitt - witness Bulkley
Note: Fields, Angela You may step down, thank you, and you are excused.
Chairman Schmitt - witness Wilde
Note: Fields, Angela Swearing the witness in.
Atty Ingram Kentucky-American - witness Wilde
Note: Fields, Angela Direct Exdamination.
Atty Ingram Kentucky-American - witness Wilde
Note: Fields, Angela Mr. Wilde is available for cross your honour.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela I keep trying to give Justin a chance here.
Asst. Atty Gen. Chandler - witness Wilde
Note: Fields, Angela Cross Examination.
Atty Ingram Kentucky-American
Note: Fields, Angela May I interrupt for just a second Mr. Chandler?
Atty Ingram Kentucky-American - Asst. Atty Gen. Chandler
Note: Fields, Angela We anticipated that you would be asking some questions about Mr.
Wilde's rebuttal exhibits. So what we did just for the convenience of
the Commission was print out those exhibits. Do you mind if I pass
those out?
Asst. Atty Gen. Chandler - witness Wilde
Note: Fields, Angela Cross Continued.
Asst. Atty Gen. Chandler - witness Wilde
Note: Fields, Angela That's all the questions I have Mr. Wilde thank you. Thank you
Chairman.

Mr. McNeil Mr. Chandler?

Chairman Schmitt
Note: Fields, Angela

GC Pinney PSC - witness Wilde
Note: Fields, Angela

POST HEARING DATA REQUEST
Note: Fields, Angela
Note: Fields, Angela

Mr. Pinney questions?
Cross Examination.
GC Pinney PSC - witness Wilde

AN EXCEL SPREADSHEET SHOWING HOW THOSE ENTRIES ARE
MADE AT BOTH FEDERAL AND STATE.
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4:49:14 PM

4:49:58 PM

4:51:59 PM

4:56:00 PM

4:56:03 PM

4:56:07 PM

4:56:09 PM

4:56:10 PM

4:56:12 PM

4:56:15 PM

4:56:18 PM

4:56:22 PM

4:56:40 PM

4:57:50 PM

4:57:51 PM

4:57:57 PM

4:58:03 PM

4:58:05 PM

5:01:16 PM

5:01:17 PM

5:01:24 PM

5:01:29 PM

5:01:34 PM

5:01:37 PM

5:01:39 PM

GC Pinney PSC - witness Wilde
Note: Fields, Angela

POST HEARING DATA REQUEST
Note: Fields, Angela

Cross Continued.

THE COMMISSION STAFF WOULD LIKE IN EXCEL SPREADSHEET
FORM THAT WOULD SHOW THE CALCULATIONS OF THE REVENUE
REQUIREMENT IMPACTS FOR THE FOLLOWING: 1) [CLICK ON THE
LINK FOR REMARKS.]
Note: Fields, Angela GC Pinney PSC - witness Wilde
GC Pinney PSC - witness Wilde
Note: Fields, Angela
GC Pinney PSC - witness Wilde
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Atty Ingram Kentucky-American
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt - witness Wilde
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Call your next witness.
Chairman Schmitt - witness Mustich
Note: Fields, Angela Swearing the witness in.
Atty Ingram Kentucky-American - witness Mustich
Note: Fields, Angela Direct Examination.
Atty Ingram Kentucky-American - witness Mustich
Note: Fields, Angela Mr. Mustich is available for cross your honour.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
GC Pinney PSC - witness Mustich
Note: Fields, Angela
GC Pinney PSC - witness Mustich
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela I have nothing. Mr. Ingram?
Chairman Schmitt - witness Mustich
Note: Fields, Angela May this witness be excused?
Chairman Schmitt - witness Mustich
Note: Fields, Angela You may stand down sir and you are excused.
Atty Ingram Kentucky-American
Note: Fields, Angela

Cross Continued.

No further questions your honour.
Commissioner Cicero?
Commissioner Mathews?

I have none.

No redirect your honour.

May this witness be excused?

Sir you may stand down and you're excused.

Mr. McNeil it is your turn.

None from Lexington Fayette County?
Mr. Pinney questions?

Cross Examination.

No further questions your honour.
Commissioner Cicero?

Commissioner Mathews?

Our next witness your honour is Mr. Kurt Kogler.
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5:01:48 PM

5:02:00 PM

5:03:12 PM

5:03:14 PM

5:03:16 PM

5:03:19 PM

5:04:56 PM

5:05:00 PM

5:05:02 PM

5:07:22 PM

5:07:24 PM

5:07:26 PM

5:09:41 PM

5:10:07 PM

5:10:09 PM

5:10:11 PM

5:10:12 PM

5:10:15 PM

5:10:17 PM

5:10:20 PM

5:10:26 PM

5:10:40 PM

5:11:26 PM

5:11:29 PM

5:11:32 PM

5:11:39 PM

Chairman Schmtt - witness Kogler
Note: Fields, Angela Swearing the witness in.
Atty Ingram Kentucky-American - witness Kogler
Note: Fields, Angela Direct Examination.
Atty Ingram Kentucky-American - witness Kogler
Note: Fields, Angela Mr. Kogler is available for cross your honour.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Mr. Osterloh?
Atty Osterloh LFUCG - witness Kogler
Note: Fields, Angela Cross Examination.
Atty Osterloh LFUCG - witness Kogler
Note: Fields, Angela Okay thank you. That's all the questions I have.
Chairman Schmitt
Note: Fields, Angela
GC Pinney PSC - witness Kogler
Note: Fields, Angela
GC Pinney PSC - witness Kogler
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Commissioner Cicero questions?
Vice Chairman Cicero - witness Kogler
Note: Fields, Angela Cross Examination.
POST HEARING DATA REQUEST
Note: Fields, Angela Vice Chairman Cicero - witness Kogler
Note: Fields, Angela THAT GIVES THE MANAGEMENT PHILOSOPHY OF WHY THAT IS.
Vice Chairman Cicero - witness Kogler
Note: Fields, Angela I don't have any other questions.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt

Mr. McNeil questions?

Mr. Pinney, questions?
Cross Examination.

No further questions.

Commissioner Mathews?

Note: Fields, Angela I have none.
Chairman Schmitt
Note: Fields, Angela Mr. Ingram?

Chairman Schmitt - witness Kogler
Note: Fields, Angela

Chairman Schmitt - witness Kogler
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt - witness Willig
Note: Fields, Angela Swearing the witness in.

Atty Ingram Kentucky-American - witness Willig
Note: Fields, Angela Direct Examination.

Atty Ingram Kentucky-American - witness Willig
Note: Fields, Angela Mr. Willig is available for cross your honour.

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

May this witness be excused?
Okay. You may step down sir you are excused.

We may get one more.

Mr. McNeil?

You know your leaving didn't help much. He hasn't taken the bait
here.
Chairman Schmitt

Note: Fields, Angela Mr. Osterloh Mr. Gardner questions?
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5:11:42 PM

5:11:45 PM

5:14:55 PM

5:14:57 PM

5:14:58 PM

5:17:14 PM

5:17:16 PM

5:17:17 PM

5:17:19 PM

5:17:21 PM

5:17:23 PM

5:17:26 PM

5:17:39 PM

6:08:58 PM

6:08:59 PM

6:09:03 PM

6:09:17 PM

6:10:13 PM

6:10:15 PM

6:13:49 PM

6:14:05 PM

6:15:16 PM

6:15:17 PM

6:23:40 PM

6:23:48 PM

6:25:33 PM

Chairman Schmitt
Note: Fields, Angela
GC Pinney PSC - witness Willig
Note: Fields, Angela Cross Examination
Atty Ingram Kentucky-American - witness Willig
Note: Fields, Angela No further questions your honour.
Chairman Schmitt
Note: Fields, Angela Commissioner Cicero?
Vice Chairman Cicero - witness Willig
Note: Fields, Angela Cross Examination.
Atty Ingram Kentucky-American - witness Willig
Note: Fields, Angela I don't have any other questions.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Atty Ingram Kentucky-American
Note: Fields, Angela
Chairman Schmitt - witness Wilig
Note: Fields, Angela
Chairman Schmitt - witness Willig
Note: Fields, Angela You may step down and you may be excused
Atty Ingram Kentucky-American - witness Willig
Note: Fields, Angela This is a good time to take a break we will be in recess until 6:15.
Session Paused
Session Resumed
Chairman Schmitt
Note: Fields, Angela

Mr. Pinney?

Commissioner Mathews?
I have none.
No redirect your honour.

May this witness be excused?

We are back on the record and our next witness is Susan Lancho
correct?
Chairman Schmitt - witness Lancho
Note: Fields, Angela Swearing in of witness.
Atty Ingram Kentucky-American - witness Lancho
Note: Fields, Angela Direct Examination.
Atty Ingram Kentucky-American - witness Lancho
Note: Fields, Angela Ms. Lancho is available for the Commission's questions your honour.
Chairman Schmitt - witness Lancho
Note: Fields, Angela Low Income Assistance Questioning. H20 (Help 2 Others)
Chairman Schmitt - witness Lancho
Note: Fields, Angela Do you know if your program initially was a result of any activity or
settlement in a rate case?
Atty Ingram Kentucky American
Note: Fields, Angela I know I'm not a (inaudible) here, but I can answer your question a
little bit if you don't mind {click on the link for remarks.]
Chairman Schmitt
Note: Fields, Angela Alright thank you.
Chairman Schmitt - witness Lancho
Note: Fields, Angela Low Income Assistance Questioning Continued.
Chairman Schmitt - witness Lancho
Note: Fields, Angela I don't think I have any other questions. Anyone else?
Vice Chairman Cicero - witness Lancho
Note: Fields, Angela Low Income Assistance Questioning.
Vice Chairman Cicero - witness Lancho
Note: Fields, Angela I don't have anything else.
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6:25:35 PM

6:25:38 PM

6:27:24 PM

6:27:32 PM

6:28:19 PM

6:28:32 PM

6:31:05 PM

6:31:06 PM

6:31:09 PM

6:31:12 PM

6:31:13 PM

6:31:30 PM

6:31:34 PM

6:31:45 PM

6:32:37 PM

6:32:39 PM

6:32:46 PM

6:43:36 PM

6:43:37 PM

6:43:41 PM

6:45:10 PM

6:45:24 PM

6:55:00 PM

6:55:01 PM

6:55:11 PM

Chirman Schmitt
Note: Fields, Angela Anyone else?
Asst. Atty Gen. Chandler - witness Lancho
Note: Fields, Angela Vice Chairman Cicero - witness Lancho
Vice Chairman Cicero - witness Lancho
Note: Fields, Angela Let me ask a question while he is thinking. Have you ever turned
anyone away?
Vice Chairman Cicero - witness Lancho
Note: Fields, Angela I mean somebody that qualifies but there is no money left.
Vice Chairman Cicero - witness Lancho
Note: Fields, Angela That was I think a very much a humanitarian effort on Kentucky-
American Water Corp to take that approach. I congratulate them on
that.
Asst. Atty Gen. Chandler - witness Lancho
Note: Fields, Angela Low Income Assistance Questioning Continued.
Low Income Assistance Questioning Continued.
Note: Fields, Angela That's all the questions I have Chairman.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Anyone else?
Chairman Schmitt - witness Lancho
Note: Fields, Angela Thank you very much. We really appreciate it. And I'm sorry you
had to wait here all day.

Mrs. Vinsel any questions?

Mr. Ingram anything?

Chairman Schmitt
Note: Fields, Angela (Inaudible) call your next witness.
Chairman Schmitt - witness Baryenbruch
Note: Fields, Angela Swearing the witness in.
Atty Ingram Kentucky-American - witness Baryenbruch
Note: Fields, Angela Direct Examination.
Atty Ingram Kentucky-American - witness Baryenbruch
Note: Fields, Angela Mr. Baryenbruch is available for cross.
Chairman Schmitt
Note: Fields, Angela Mr. McNeil Mr. Chandler?
Asst. Atty Gen. McNeil - witness Baryenbruch
Note: Fields, Angela Cross Examination
Asst. Atty Gen. McNeil - witness Baryenbruch
Note: Fields, Angela That's all we have Chairman for now.
Chairman Schmitt
Note: Fields, Angela Mr. Gardner?
Atty Gardner LFUCG - witness Baryenbruch
Note: Fields, Angela Cross Examination.
Atty Osterloh LFUCG - witness Baryenbruch
Note: Fields, Angela I'm sorry may I approach?
Atty Gardner LFUCG - witness Baryenbruch
Note: Fields, Angela Cross Continued.
Atty Gardner LFUCG - witness Baryenbruch
Note: Fields, Angela That's all I have.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Mrs. Vinsel Mr. Pinney?

Commissioner Cicero?
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6:55:15 PM

7:07:24 PM

7:07:26 PM

7:07:28 PM

7:07:29 PM

7:07:31 PM

7:07:34 PM

7:07:39 PM

7:07:53 PM

7:08:01 PM

7:08:06 PM

7:08:45 PM

7:08:47 PM

7:08:49 PM

7:08:58 PM

7:09:37 PM

7:15:00 PM

7:15:03 PM

7:15:05 PM

7:15:08 PM

7:16:38 PM

7:17:22 PM

7:18:04 PM

7:18:16 PM

Vice Chairman Cicero - witness Baryenbruch

Note: Fields, Angela

Cross Examination.

Vice Chairman Cicero - witness Baryenbruch

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

I don't have anything else Chairman.
Commissioner Mathews?
I have nothing.

Mr. Ingram?

Chairman Schmitt - witness Baryenbruch

Note: Fields, Angela

May this witness be excused?

Chairman Schmitt - witness Baryenbruch

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Thank you. You may step down.

Ms. Braun?

Chairman Schmitt - witness Rungren

Note: Fields, Angela

Swearing the witnes in.

Chairman Schmitt - witness Rungren

Note: Fields, Angela

Please be seated.

Atty Braun Kentucky-American - witness Rungren

Note: Fields, Angela

Direct Examination.

Atty Braun Kentucky-American - witness Rungren

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

The witness is available for cross examination

Mr. McNeil?

Asst. Atty Gen. McNeil - witness Runger

Note: Fields, Angela

Cross Examination.

Asst. Atty Gen. McNeil - witness Runger

Note: Fields, Angela

Chairman may I approach?

Asst. Atty Gen. McNeil - witness Runger

Note: Fields, Angela

Cross Continued.

Asst. Atty Gen. McNeil - witness Runger

Note: Fields, Angela
Chairman Schmitt

Note: Fields, Angela
Chairman Schmitt

Note: Fields, Angela

That's all I have Chairman.
Mr. Gardner Mr. Osterloh questions?

Staff?

Asst. GC Vinsel PSC - witness Rungren

Note: Fields, Angela
POST HEARING DATA REQUEST
Note: Fields, Angela

Note: Fields, Angela

Cross Examination.

STAFF WOULD LIKE TO SEE AN ADDITIONAL UPDATED
PROJECTION FOR THE SHORT TERM INTEREST RATE USING THE
LIABLE RATE FOR MAY 15, 2019.

Asst. GC Vinsel - witness Rungren

Asst. GC Vinsel PSC - witness Rungren

Note: Fields, Angela
POST HEARING DATA REQUEST
Note: Fields, Angela

Note: Fields, Angela
POST HEARING DATA REQUEST
Note: Fields, Angela

Cross Continued.

THE ACTUAL INTEREST RATE WHEN THE DEBT TRANSACTION
CLOSED.

Asst. GC Vinsel - witness Rungren

Asst. GC Vinsel - witness Rungren
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7:19:11 PM

7:19:12 PM

7:19:15 PM

7:19:17 PM

7:19:19 PM

7:19:21 PM

7:19:24 PM

7:19:40 PM

7:19:58 PM

7:20:48 PM

7:20:50 PM

7:21:24 PM

7:21:26 PM

7:21:29 PM

7:22:50 PM

7:23:36 PM

7:23:40 PM

7:23:42 PM

7:23:44 PM

7:23:46 PM

7:23:48 PM

7:24:00 PM

7:24:16 PM

7:24:54 PM

Note: Fields, Angela REVISED EXHIBIT 37 SCHEDULE J 1, 2, 3, 4, AND MAYBE 5.
REVISED TO REFLECT A SHORT TERM INTEREST RATE AND THE
ACTUAL INTEREST RATE FOR THE SIXTEEN MILLION DOLLAR DEBT
ISSUANCE.
Asst. GC Vinsel PSC - witness Rungren
Note: Fields, Angela And that's it.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmiitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela I have no questions.
Chairman Schmitt - witness Rungren
Note: Fields, Angela May this witness be excused?
Chairman Schmitt - witness Rungren
Note: Fields, Angela You may step down sir and you may be excused.
Chairman Schmitt
Note: Fields, Angela Call your next witness.
Chairman Schmitt - witness Heppenstall
Note: Fields, Angela Swearing the witness in.
Atty Braun Kentucky-American - witness Heppenstall
Note: Fields, Angela Direct Examination.
Atty Braun Kentucky-American - witness Heppenstall
Note: Fields, Angela The witness is available for cross examination.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Staff?
Asst. GC Vinsel PSC - witness Heppenstall
Note: Fields, Angela Cross Examination.
POST HEARING DATA REQUEST
Note: Fields, Angela Asst. GC Vinsel PSC - witness Heppenstall
Note: Fields, Angela A COPY OF THE PROPOSED RATES IN WORD FORMAT.
Asst. GC Vinsel PSC - witness Heppenstall
Note: Fields, Angela Staff has no further questions.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela I have nothing. Ms. Braun?
Chairman Schmitt - witness Heppenstall
Note: Fields, Angela May this witness be excused?
Chairman Schmitt - witness Heppenstall
Note: Fields, Angela You may step down ma'am and be excused.
Chairman Schmitt - witness Pellock
Note: Fields, Angela Swearing in of witness.
Atty Braun Kentucky-American - witness Pellock
Note: Fields, Angela Direct Examination.
Atty Braun Kentucky-American - witness Pellock
Note: Fields, Angela The witness is available for cross examination.

Commissioner Cicero?

Commissioner Mathews?

Mr. McNeil Mr. Chandler?

Mr. Gardner Mr. Osterloh questions?

Commissioner Cicero?

Commissioner Mathews?
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7:24:57 PM

7:25:00 PM

7:25:05 PM

7:25:58 PM

7:30:20 PM

7:30:48 PM

7:30:55 PM

7:31:18 PM

7:31:33 PM

7:31:34 PM

7:31:46 PM

7:31:52 PM

7:33:40 PM

7:33:58 PM

7:34:10 PM

7:34:19 PM

7:34:26 PM

7:34:32 PM

7:36:50 PM

7:37:01 PM

7:37:03 PM

7:37:06 PM

7:40:48 PM

7:41:01 PM

Chairman Schmitt
Note: Fields, Angela Cross examination?
Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela Cross Examination.
Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela Chairman may I approach?
Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela Cross Continued.
POST HEARING DATA REQUEST
Note: Fields, Angela CLARIFY ON ALL OF THOSE?
Note: Fields, Angela Asst. Atty Gen. McNeil - witness Pellock
Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela Cross Continued.
Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela Chairman may I approach again?
Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela Cross Continued.
Atty Ingram Kentucky-American
Note: Fields, Angela
Atty Ingram Kentucky-American
Note: Fields, Angela
Atty Ingram Kentucky-American
Note: Fields, Angela Thank you.
Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela Cross Continued.
Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela Chairman may I approach again?
Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela Cross Continued.
AG'S EXHIBIT 15
Note: Fields, Angela Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela CASE NO, 2015-00418 EXHIBIT 37 SCHEDULE G PAGE 3 OF 10.
Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela Chairnan I would like to mark this as AG 15.
Chairman Schmitt
Note: Fields, Angela Let it be so marked.
Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela Cross Continued.
POST HEARING DATA REQUEST
Note: Fields, Angela Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela CLARIFY THE MOST RECENT NUMBER FOR FULL TIME EMPLOYEE'S.
Asst. Atty Gen. McNeil - witness Pellock
Note: Fields, Angela No further questions Chairman.
Chairman Schmitt
Note: Fields, Angela Questions?
Atty Osterloh LFUCG - witness Pellock
Note: Fields, Angela Cross Examination.
POST HEARING DATA REQUEST
Note: Fields, Angela

Mr. McNeil may I interrupt?

This is Exhibit 37 to Kentucky American's application Schedule G?

PROVIDE A DETAILED SCHEDULE OF RATE CASE EXPENSES AND
SUPPORTING DOCUMENTS THROUGH THE DATE OF THAT FILING?
Note: Fields, Angela Atty Osterloh LFUCG - witness Pellock
Atty Osterloh LFUCG - witness Pellock
Note: Fields, Angela Thank you Mr. Chairman those are all the questions I have.

Created by JAVS on 6/4/2019

- Page 20 of 23 -



7:41:05 PM

7:41:13 PM

7:42:50 PM

7:43:06 PM

7:43:32 PM

7:43:35 PM

7:43:36 PM

7:45:36 PM

7:45:40 PM

7:45:42 PM

7:45:43 PM

7:45:44 PM

7:45:52 PM

7:46:01 PM

7:46:06 PM

7:46:58 PM

7:47:06 PM

7:47:09 PM

7:48:12 PM

7:48:13 PM

7:48:19 PM

7:48:21 PM

7:48:24 PM

7:48:28 PM

7:48:37 PM

7:49:16 PM

Chairman Schmitt
Note: Fields, Angela
GC Pinney PSC - witness Pellock
Note: Fields, Angela Cross Examination.
Vice Chairman Cicero - witness Pellock
Note: Fields, Angela Have you included numbers in your forecast period?
GC Pinney PSC - witness Pellock
Note: Fields, Angela
GC Pinney PSC - witness Pellock
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Commissioner Cicero?
Vice Chairman Cicero - witness Pellock
Note: Fields, Angela Cross Examination.
Vice Chairman Cicero - witness Pellock
Note: Fields, Angela I don't have anything else.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Counsel?
Chairman Schmitt - witness Pellock
Note: Fields, Angela May this witness be excused?
Chairman Schmitt - witness Pellock
Note: Fields, Angela You may step down sir, and you are excused.
Chairman Schmitt
Note: Fields, Angela
POST HEARING DATA REQUEST
Note: Fields, Angela

Mr. Pinney questions?

Cross Continued.

No further questions from Staff.

Commissioner Mathews?

I have nothing.

Call your next witness.

THE DIFFERENCES RELATED TO THE CHANGE IN HOURS BETWEEN
THE FORECASTED YEAR AND THE BASE PERIOD.
Note: Fields, Angela Vice Chairman Cicero - witness Pellock
Chairman Schmitt - witness Sensabaugh
Note: Fields, Angela Swearing the witness in.
Chairman Schmitt
Note: Fields, Angela Counsel?
Atty Ingram Kentucky-American - witness Sensabaugh
Note: Fields, Angela Direct Examination.
Atty Ingram Kentucky-American - witness Sensabaugh
Note: Fields, Angela He's available for cross your honour.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Staff?
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt - witness Roach
Note: Fields, Angela

Mr. McNeil?

Commissioner Cicero?
Commissioner Mathews?

I assume you may be excused.
Next witness.

Swearing the witness in.
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7:49:25 PM

7:49:26 PM

7:50:21 PM

7:50:23 PM

7:50:26 PM

7:50:35 PM

7:50:48 PM

7:56:48 PM

7:56:49 PM

7:56:52 PM

7:56:55 PM

7:56:56 PM

7:56:58 PM

7:57:30 PM

7:57:31 PM

7:57:34 PM

7:57:37 PM

7:57:39 PM

7:57:54 PM
8:04:43 PM
8:04:44 PM

8:05:42 PM

8:06:14 PM

8:06:18 PM

Chairman Schmitt - witness Roach

Note: Fields, Angela

Please be seated.

Atty Braun Kentucky-American - witness Roach

Note: Fields, Angela

Direct Examination.

Atty Braun Kentucky-American - witness Roach

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

This witness is available for cross examination.

Mr. McNeil?

Asst. Atty Gen. McNeil - witness Roach

Note: Fields, Angela

Cross Examination.

Asst. Atty Gen. McNeil - witness Roach

Note: Fields, Angela

May I approach Chairman?

Asst. Atty Gen. McNeil - witness Roach

Note: Fields, Angela

Cross Continued.

Asst. Atty Gen. McNeil - witness Roach

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Thank you. That's all I have Chairman.
Mr. Gardner Mr. Osterloh?

Staff?

Commissioner Cicero any questions?

Commissioner Mathews?

Commissioner Mathews - witness Roach

Note: Fields, Angela

Cross Examination.

Commissioner Mathews - witness Roach

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt - witness Roach

Note: Fields, Angela

Chairman Schmitt - witness Roach

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Session Paused

Session Resumed

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

That's all I had.

I have nothing Counsel?

May this witness be excused?

You may step down and be excused.

Let's take a ten minute break before we start and I want to see
Counsel at the bench. And ask about the remainder of this evening
and tomorrow.

We are now back on the record and it is twelve minutes after eight
pm Kentucky-American has one more witness. And at the break
Counsel advised that [click on the link for Chairman Schmitt's
remarks.]

Is there anything else that Counsel would like to bring to the
attention of the Commission before we adjourn for the evening?

Does Counsel have any objection to those witnesses being excused?

Alright those identified witnesses are hereby permanently excused
from this proceeding
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8:06:42 PM

8:06:49 PM

8:07:09 PM

8:07:19 PM

8:07:29 PM
8:07:38 PM

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Session Paused
Session Ended

Does anybody have any objection to Mr. Rowe being excused now?
Well in that case Mr. Rowe is now excused as of this moment.
That's right they'll come in writing, and we will have a deadline. If
you don't get them in writing by the deadline, you are not required

to respond.

Is there anything else. If not then this hearing is adjourned until
nine o'clock in the morning.
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AG Exhibit 02 Direct testimony of Michael A. Miller Case No. 2006-00197

AG Exhibit 03 Post-Hearing Brief Case No. 2006-00197

AG Exhibit 04 Order from Case No. 2006-00197

AG Exhibit 05 Case No. 2015-00418 Rate Base Summary

AG Exhibit 06 Order from Case No. 2012-00520

AG Exhibit 07 Ordering Paragraph 9 Report Case No. 2007-00134

AG Exhibit 08 U.S. Department of the Treasury Daily Treasury Yield Curve Rates

AG Exhibit 09 U.S. Department of the Treasury Daily Treasury Yield Curve Rates

AG Exhibit 10 American Water Works Company, Inc. Nasdaq Real Time Price Currency In USD

AG Exhibit 11 American Water Works Company, Inc. Nasdaqg Real Time Price Currency in USD

AG Exhibit 12 Direct Testimony of Ann E. Bulkley on Behalf of UNS Electric, Inc. December 31, 2012
Docket No. E-04204A-12

AG Exhibit 13 U.S. Department of the Treasury Daily Treasury Yield Curve Rates

AG Exhibit 14 Minutes of the Federal Open Market Committee March 19-20, 2019

AG Exhibit 15 Exhibit 37 Schedule G in Case No. 2015-00418; Kentucky American Water Company

LFUCG Exhibit 01
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Motion to dismiss Case No. 2019-00041
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COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

THE JOINT PETITION OF KENTUCKY-
AMERICAN WATER COMPANY, THAMES
WATER AQUA HOLDINGS GMBH, RWE
AKTIENGESELLSCHAFT, THAMES WATER
AQUA US HOLDINGS, INC., AND AMERICAN
WATER WORKS COMPANY, INC. FOR
APPROVAL OF A CHANGE IN CONTROL OF
KENTUCKY-AMERICAN WATER COMPANY

CASE NO. 2006-00197

. o

DIRECT TESTIMONY OF ELLEN C. WOLF
June 5 2006
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17

18

19

Ql.

Al.

Q2.

Q3.

Q4.
Ad,

INTRODUCTION

Please state your name and business address.
My name is Ellen C. Wolf. My business address is American Water Works

Company, Inc., 1025 Laurel Oak Road, Voorhees, New Jersey 08054,

By whom are you employed and in what capacity?

I am employed by American Water Works Company. Inc. (“American Water™) as
Senior Vice President and Chief Financial Officer (“CFO™). As CFO, I have primary
responsibility for directing and coordinating all company financial objectives and

obligations.

Please describe your educational background.

I received a B.A. from Duke University and an MBA from the Wharton School of the

University of Pennsylvania.

Please briefly describe your professional background.

I began my career with the accounting firm of Deloitte Haskins & Sells. From 1987-
1999, I held various positions with increasing responsibility in corporate accounting.
finance, and business development for Bell Atlantic and several of its subsidiaries
including Bell Atlantic Enterprises International, Bell Atlantic Mobile. and

Bell Atlantic Corporation. From 1999-2003, I was employed by American Water as

Page 2
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[A]
R

[38)
V%)

Qs.

AS.

IL.

Q6.

Ab.

Vice President and CFO. Just prior to rejoining American Water, 1 served as

Senior Vice President and CFO of USEC, Inc., a global energy company.

What is the purpose of your testimony?

The purpose of my testimony is to describe the parties to the merger of Thames Water
Aqua U.S. Holdingg, Inc. (“TWAUSHI") with and into American Water and the sale
by Thames Water Aqua Holdings GmbH (“Thames GmbH")(a 100% owned
subsidiary of RWE Aktiengesellschafe(*RWE”)) of up to 100% of the shares of
common stock of American Water in one or more public offerings (“the
Proposed Transaction™), and to describe the initial public offering process. [ will
further demonstrate that after the Proposed Transaction American Water, and its
affiliate American Water Capital Corp. (“AWCC™), will continue to be in a position
to provide the necessary capital for Kentucky American and the other operating
subsidiaries comprising the American Water system to meet their commitment to

provide high-quality service to customers.

THE PROPOSED TRANSACTION

Please describe the Proposed Transaction.

The Proposed Transaction involves two steps. In a first step we will merge

TWAUSHI with and inte American Water, so that American Water is the surviving

- corporation. The merger will result in the consolidation of RWE’s American Water

related U.S. water assets (including U.S. water assets acquired by RWE through its
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acquisition of Thames Water plc) into American Water. Thereafter, Thames GmbH
will sell up to 100% of the common stock of American Water. The shares will be
sold through one or more public offerings to a broad group of investors, including
institutional and retail investors. It is the desire of Thames GmbH to sell 100% of the
shares in the initial public offering (“IPO™). However, depending upon market
conditions, Thames GmbH may initially sell less than 100% of the shares in the IPO.
In such case, the remainder of the shares will be sold in one or more subsequent
offering(s) as soon as reasonably practicable following the IPO. The IPO and any
subsequent public offerings will be conducted according to the rules for public
offerings mandated by the United States Seccurities and Exchange Commission
(*SEC™). The process for the PO and any subsequent public offering is substantially

the same. although the timeframe for subsequent public offerings is generally shorter.

As a matter of background, the key participants in an underwritten public offering are
the company n which the shares are being sold, referred to as the issuer (in this case,
American Water): the seller of the shares (in this case, Thames GmbH); and the
underwriters (the investment banks that purchase the shares from the seller and resell
them to the public). A more detailed description of the SEC and underwriting process
that will need to be followed in conducting the IPO and any subsequent offerings of

the shares is found in Section IV below.
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16

17

18

II1.

Q7.

AT.

Q8.

AS8.

Q9.
A9.

THE PARTIES

Please describe the background and business of RWE.

RWE is a stock corporation incorporated and existing under the laws of Germany.
RWE’s headquarters is in Essen, Germany. RWE is the parent company of a group
of companies principally engaged in the business of electric power generation,
trading, transmission and distribution of electric power; natural gas and crude oil
exploration and praduction as well as.natural gas transmission and distribution; and
water related services. RWE ranks among Europe’s leading integrated electricity and
gas companies. RWE’s regional focus stretches mainly from the UK. (o

Eastern Europe.

Please describe generally the business and background of Thames GmbH.

Thames GmbH is a corporation incorporated and existing under the laws of Germany,
with its headquarters in Essen, Germany. Thames GmbH is a wholly-owned
subsidiary of RWE. Thames GmbH is the intermediate holding company for most of
RWE’s water and wastewater operations. Thames GmbH owns 100% of the shares of

TWAUSHI. Thames GmbH does not have any employees of its own.
Please describe the business and purpose of TWAUSHI.

TWAUSHI is a corporation organized and existing under the laws of Delaware and

headquartered in Vporhees, New Jersey. It is the intermediate holding company for
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all of RWE’s water businesses in the U.S. and a wholly-owned subsidiary of

Thames GmbH and, in turn, the direct parent of American Water.

Q10. Could you please describe for us generally the business and background of
American Water?

A10. American Water is a Delaware corporation headquartered in Voorhees, New Jersey.
The principal business of American Water is the investment in and ownership of the
common stock of aperating water and-wastewater utility companies like Kentucky-
American Water Company ("Kentucky Ameriéan") that provide quality water and
wastewater services to millions of customers in the United States and three
Canadian Provinces. American Water, which is more than 100 years old. and its
subsidiaries today have approximately 6,000 employees and provide water,
wastewater and other water resource management services to a population of
approximately 18 million people in 29 states and in Canada. For nearly 60 years,
from 1947 until January 2003, American Water was one of the largest publicly-traded
water companies in the United States, with its shares listed on the New York Stock

Exchange.

QI11. Whatis the function of AWCC?
All. AWCC is a direct subsidiary of American Water. The primary function of AWCC is
to provide efficient cash management and debt funding for the operating subsidiaries

of American Water.
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18

19

Q12.

Al2.

IV.

Q13.

Al3.

Will AWCC continue to be a subsidiary of American Water after the conclusion
of the Proposed Transaction?

Yes. Since its inception in 2000, AWCC has been a subsidiary of American Water.
No change will take place in the corporate relationship between American Water and
AWCC or between AWCC and Kentucky American as a result of the Proposed

Transaction.

THE INITIAL PUBLIC OFFERING.{IPO”) PROCESS

Please describe the IPO process.

The first step in a public offering is the preparation and filing with the SEC of a
registration statement. The registration statement for this type of offering (called an
“initial public offering™ or “IPO,” because no shares of American Water are currently
publicly traded) is a lengthy document containing extensive information about the
issuer and the offering. This information includes, among other things, the issuer’s
audited financial statements, descriptions of its business, financial performance,
management and risk factors that investors may consider in deciding to buy the
shares. The primary portion of an SEC registration statement is the prospectus, which
is the document used to market the offering. The registration statement by law must
not contain any untrue statement of a material fact or omit to state any material fact
required to be stated therein or necessary to make the statements therein not
misleading. The registration statement must also lay out the principal risks involved

in investing in the issuer. American Water, Thames GmbH and the underwriters will
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all have liability under the federal securities laws with respect to the contents of the

prospectus.

Once an initial registration statement has been prepared, it will be filed with the SEC,
at which point it will become publicly available on the SEC’s web site. We do not
anticipate that this initial filing with the SEC will occur before late in 2006, when the
state regulatory approval process is well underway. The SEC will then review the
mitial registration statement. The SEC. will provide American Water with initial
comments on the filing within four to six weeké, at which point American Water will
file an amended registration statement addressing the SEC’s comments. (The
amended registration statement will also become immediately available on the SEC’s
web site.) The SEC may have further comments, in which case additional
amendments must be filed until all comments are resolved. This review and comment
process typically takes between two and three months from the time the initial

registration statement is first filed with the SEC.

After the principal SEC comments have been resolved and the state regulatory
approval process hgs been completed, the marketing process may begin. During the
marketing process, the underwriters will distribute a preliminary prospectus to
potential investors and schedule a “roadshow,” which is a series of group and one-on-
one meetings with prospective investors generally spanning approximately two to
three weeks. At these meetings, management of American Water will make

presentations about the company and answer questions. During the marketing
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Ald.

process, the underwriters solicit indications of interest from potential investors in
purchasing shares in the offering. Once the marketing process has been completed,
American Water will ask the SEC to declare the registration statement effective, and
the underwriters and Thames GmbH will agree on the price per share at which the

shares will be sold to the public.

As a technical matter, in an underwritten offering, the underwriters agree to buy the
shares from the seller (pursuant to the uaderwriting agreement) and then in turn agree,
usually within a matter of minutes, to resell theni to the prearranged purchasers. Both
the purchases by the underwriters and the subsequent sales are usually completed on
the same day, at the closing of the offering. The closing of the offering, at which the
purchases are settled, usually takes place three or four business days afier the pricing.
At settlement. shares are transferred directly imo‘the names of the investors. On the
date of closing,. the stock begins regular trading in the public market. In this case, the

shares are intended to be listed on the New York Stock Exchange.

Does RWE intend to sell a controlling interest in American Water to any single
entity?

RWE has no intention of permitting any person or entity to acquire a conirolling
interest in American Water through the Proposed Transaction. Consequently,
American Water is not requesting approval in any state for any individual or group to
acquire a controlling interest in American Water in either the IPO or subsequent

public offerings. The prospectus pursuant to which the shares will be sold in the [PO

Page 9



Q9]

(]

n

6

f—
th

16

17

18

19

20

V.

Ql15.

will include disclosure about the relevant statutory restrictions and the consequences

of a violation.

PURPOSE AND BENEFITS OF THE PROPOSED TRANSACTION

Why is RWE secking to divest itself of American Water and Kentucky
American?

RWE has revised its core business facus to be on the European power and energy
markets, where historically its roots lie. In the last two vears, in order to become a
more market-oriented and focused company, RWE had already divested non-core
activities such as its environmental business. In order to maintain its position among
Europe’s leading integrated electricity and gas companies, in response to fierce
competition, growing customer needs. and rising costs both for energy production
facilities and many other energy production inputs, RWE is forced to concentrate on
its power and energy markets. As a result of these developments, RWE's ability to
maintain its competitiveness in its core European businesses is proving far more
capital intensive than RWE could have predicted when it acquired American Water.
Consequently, RWE decided that it intends to sell the water operations of
Thames Water in the U.K. and to return American Water to its status as a U.S.
publicly-traded company. The Proposed Transaction will allow RWE to focus on its
core businesses in its home region, and more importantly for Kentucky American.
will allow American Water to focus on its U.S. water and wastewater systems and

customers.
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Can you describe a benefit of the Proposed Transaction to American Water, its
utility subsidiaries and customers?

Yes. The primary benefit of the Proposed Transaction will be to return American
Water to its status as a United States publicly-traded company, with all the
transparency and ready access to the U.S. public equity and debt capital markets that

such a status entails.

Please elaborate further on the bemefits that Kentucky American will derive
from American Water’s status as a publicly-tfaded company.

As a publicly-traded company, American Water will become subject to the federal
securities laws and regulations as well as the requirements of the stock exchange
where American Water’s common shares will be listed. Specifically, such laws and
regulations will impose obligations on American Water related to financial reporting.
accounting, internal controls, general business disclosure, corporate governance,
executive compensation reporting, issuance of securities and related financial and
business matters. American Water will be required to file annual, quarterly and
current reports (relating to certain business events) with the SEC, and certain
American Water investors will be required to make filings disclosing their
American Water shareholdings (including, under certain circumstances, the purpose
of acquiring such shareholdings). All financial information of American Water and
its subsidiaries will have to be reported in accordance with U.S. generally accepted
accounting principles (“GAAP”) and SEC regulations. The annual consolidated

financial statements of American Water will be required to be audited. In addition,
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all filings with the SEC will be made immediately available on the SEC’s web site,
not only to investors, but to the public at large. American Water will also be required
to comply with the extensive requirements imposed as a result of the federal
Sarbanes-Oxley legislation. These requirements relate to, among other things,
internal controls over financial reporting and an external audit of management
assessment of such controls, corporate officer certification of financial and other
information, corporate governance requirements, and enhanced and expedited

disclosure (particularly with respect to.certain financial information).

Will American Water’s status as a publicly-traded company benefit customers?
Yes. American Water's status as a publicly-traded company will increase the
accessibility and level of information available to customers with regard to
American Water and its subsidiaries. Customers will further benefit from the
confidence that American Water is subject to the rules and restrictions governing
public companies.  Customers will also have the opporunity to invest in

American Water through the purchase of its common stock.

Is Sarbanes-Oxley eompliance a result of the Proposed Transaction?

It is not a direct result of the Proposed Transaction. However, our implementation of
it will be accelerated as a result of the Proposed Transaction. Sarbanes-Oxley
comphiance is mandated for United States publicly traded companies. Also it
becomes a key area of interest for a number of state regulators. banks. financial

institutions and other sources of debt which also require Sarbanes-Oxley like controls
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on privately held companies. However, there are legal, accounting and other costs
inherent in compliance. These costs are required to be incurred by American Water
pursuant to federal law. Accordingly, American Water, like other utilities, will need

to recover these cosis in the future.

Are there other benefits related to being a public company that will be derived
from the Proposed Transaction?

Yes. As a publicly-traded company:=American Water will be able to raise capital
through its access to public equity and debt éapital markets in the U.S. Raising
capital to replace aging infrastructure and to comply with ever more stringent water
quality standards is a primary challenge facing the water and wastewater industry in
the U.S. The U.S. Environmental Protection Agency (“EPA™) estimates that up to
$1 trillion may be necessary for the industry to meet these challenges over the next
20 vears. American Water’s status as a publicly-traded company will help ensure that
American Water and its utility subsidiaries have ready, cost-effective capital available

to meet such needs.

Can you describe some of the other positive features associated with the
Proposed Transaction?

American Water will control its own destiny and no longer have to compete for
management attention and financial support with the other divisions within a large

international corporate structure that is focused on energy.
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Are there intangible benefits of American Water no longer being owned by a
foreign company?

Yes. American Water will be focused on the water and wastewater markets in the
U.S. and dedicated to maintaining a high level of service at just and reasonable rates.
Although American Water always considered its association with RWE (o be
positive, some parties, including some of our customers, have had concerns about
foreign ownership of their water company by a large foreign energy conglomerate.
Returning American Water to U.S. publicly-traded status with a U.S. focus will

alleviate any lingering concerns about foreign ownership

Do you expect a material change in American Water’s financial characteristics

after the Proposed Transaction?

No. There should not be a material change to American Water's financial

characteristics as a result of the Proposed Transaction. The proposed transaction will -
change our ownership structure from a. single shareholder to multiple shareholders,

and American Water will raise its financing capital in the public markets. Aside from

the merger of Elizabethtown Water Company and The Mount Holly Water Company

with and into New Jersey-American Water Company, Inc., we expect that there will

be no material changes in revenues or expenses, the balance sheet will remain solid,

there will be an ongoing emphasis on service and water quality. the role of
Kentucky American as a valued corporate citizen will continue, and the strong

commitment to investing the capital required to appropriately maintain operations

consistent with a fair regulatory treatment will be continued. Additionally, dividend
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payments to American Water will continue only when such dividends do not impair

Kentucky American’s ability to provide high quality service to its customers.

How will AWCC be impacted by the Proposed Transaction?

The impact on AWCC is two-fold: Currently, AWCC receives its debt from RWE.
RWE receives its capital from the European capital markets. In the future, the source
of any new capital for AWCC will be directly from the debt capital markets as
opposed to from RWE. AWCC will also need to refinance any debt with RWE that
matures after the Proposed Transaction. As of December 31, 2005, the total amount
of AWCC borrowings from RWE is $2,438,586.000 of which $2,030.286.000 will
become due under ordinary course of business terms and conditions between
June 2006 and June 2007. In addition. as of December 31, 2005 $408.300,000 of
long-term debt will be called by RWE. as allowed by the terms of the loans, prior to
its maturity.  Thirty-Eight Million Dollars ($38,000,000) of those long-term
borrowings provide funding to Kentucky American as of December 31, 2005. To the
extent required, a separate financing petition will be submitted to the Commission for

approval for any replacement financing.

Are there any other financing activities contemplated at AWCC?

Yes. Other then the refinancing which occurs in the ordinary course of business,
AWCC 15 in the .process of refinancing its short-term credit facilities with RWE,
which are in the process of being replaced with stand-alone AWCC shori-term credit

facilities.
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How will AWCC refinance its debt?

AWCC will again access the U.S. public and private debt capital markets to meet the
financing needs of the regulated utility subsidiaries of American Water. While
refinancing costs post transaction will vary according to market conditions, we are
seeing evidence that the capital debt market is very receptive to a publicly-traded,
post RWE ownership American Water. Of note, for the current replacement of the
$550MM RWE revolving credit facilityv-to AWCC, we have requested expressions of
interest for a new $800MM facility for AWCC. We received offers totaling more

than $2 billion at a cost roughly in line with the current RWE facility.

How will American Water be capitalized following the [PO?

American Water’'s goal is to have a debt to equity ratio in the range of 45% to 55%
debt and to 55% to 45% equity like components in its total capitalization structure.
Thus, American Water's Balance Sheet will include debt instruments, common
equity, and may include convertible debt, preferred stock and other instruments that
may be considered equity equivalents (none of which will result in a controlling
interest in the company). As is common practice in transactions such as this, the

exact composition af the balance sheet will depend on market conditions.

What will be the credit rating of AWCC after the Transaction, and what is the

impact of the transaction on the cost of capital to Kentucky American?
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A credit rating is the opinion of the credit rating entity of the overall general
creditworthiness of a company based on an analysis of relevant risks considering both
qualitative and quantitative factors. Among the qualitative factors that are considered
are a company’s competitiveness and growth prospects, the caliber of its
management, the industry’s fegulatory framework and how it applies to the company.
Quantitative analysis metrics frequently utilized include ratios such as Funds from
Operations to Total Debt, Pretax Coverage Ratios and Total Debt to Total Capital.

American Water’s strategy post transaction is to retain its senior management, which
have experience in the industry and with the various ratings agencies. Also, post
transaction, American Water's Debt to Equity structure will be similar to water

utilities which have Investment Grade ratings (Debt = 45-55%, Equity = 55-45%).

As I previously noted, a credit rating (and ultimately the costs of debt and capital), are
dependent on a multitude of factors, including Funds from Operations (FFO) metrics,
which themselves are a direct product of timely and fair treatment in the regulatory

process.
Given American Water’s plan for Debt to Equity levels at par with water utilities, and

assuming a rate of return similar to the average in the industry, we would not expect

to see a change in American Water's Cost of Capital.
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Please explain the Proposed Transaction’s impact on management of A merican
Water.

The senior management of American Water and of Kentucky American consists of
high-caliber executives with the experience and ability to operate water and
wastewater services. American Water’s board of directors and management team will
take the Company through the IPO process. and assure continued provision of safe
and reliable utility service during and after the IPO process. The highly qualified
local management team will continue to-aperate the local business. At the time of the
IPO, and thereafter, the board of directors of American Water will meet the
requirements for boards of public companies. The board will consist of experienced
individuals who. in the aggregate, possess the capabilities and experience appropriate
for the board of a large, publicly-owned multi-state water utility. Federal securities
laws and stock exchange rules also require, following completion of the Proposed
Transaction. that the board have a majority of independent directors and that the
audit, compensation and nominating committees consist entirely of independent

directors.

Will  the Propased Transaction affect the financial capabilities of
Kentucky American in any negative manner?

No. As a result of the Proposed Transaction, Kentucky American will continue 10 be
a wholly-owned subsidiary of American Water and will continue to have a financial

profile similar to that which currently exists. The activities of Kentucky American
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will remain the same, and the cash generated from operating activities will not be

impacted by the Proposed Transaction.

Q31. After the Proposed Transaction, will AWCC continue to access the debt capital
markets to loan funds to Kentucky American to finance its investments in its
water distribution network, and fund its working capital needs?

A3l. Yes. After the Proposed Transaction, AWCC will continue to support Kentucky
American under the provisions of the. Agreement for Services approved by this
Commission by an Order dated July 21, 2000, in Case 2000-189. There will be no
changes made to this agreement as a result of the Proposed Transaction. Through the
aggregation of borrowing requirements on both short-term and long-term debt,
Kentucky American and its affiliates can borrow amounts that will enable them to
obtain more advantageous terms than had they borrowed from the market
individually. Combined borrowing power increases the efficiencies of borrowing
operations and lowers the cost thereof (i.e., bank fees. legal fees, rating costs, SEC

registration costs, and others).

Q32.  Will American Water and AWCC be capable of supporting the financing needs
of Kentucky American after the Proposed Transaction?

A32. Yes. American Water will retain its solid balance sheet. American Water and
AWCC will have access to the Investment Grade Debt Markets and American Water
will have access to the Capital Markets as well. These markets provide sufficient

depth to cover the financing needs of Kentucky American but its enormous capital
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needs in the next five years can best be satisfied if it becomes a more attractive
financial investment. An average return of 4.0% for the last 3 years is not consistent
with a financial healthy company. Such a return makes it difficult and costly to raise

the capital necessary to serve the interests of the ratepayers and investors.

Q33. Are there anticipated changes in Kentucky American's rate structure
attributable to the reorganization?

A33. No. This transaction will have a minimal impact on Kentucky American.
Kentucky American will continue to operate under its current existing tariffs and rate
structure until such time as these tariffs and rate structure are modified in accordance

with established law and regulation.

Q34. Are there any anticipated changes in Kentucky American's capital structure?

A34. No, other than such changes that might occur in the ordinary course of business.

Q35. Are there anticipated changes in Kentucky-American's cost of service
attributable to the Proposed Transaction?

A35. No. The transaction is anticipated to have minimal impact on the cost of service of
Kentucky American. Changes in the cost of service after the Proposed Transaction
will be the result of changes in the general business and economic conditions in
Kentucky.

Q36. Does this conclude your direct testimony?

A36. Yes.
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Please state your name and business address.
Michael A. Miller, 1600 Pennsylvania Avenue, Charleston, WV, 25302.
What is your position with American Water Works Service Co.?

I am the Manager of Rates and Revenue for the Southeast Region of American Water
Works Service Company, Inc. In that capacity | also serve as the Treasurer/Comptroller
for Kentucky-American Water Company (“Kentucky American), Tennessee-American
Water Co., Virginia-American Water C(i.’ Maryland-American Water Co.,and V.P &

Treasurer/Comptroller of West Virginia-American Water Co. and Bluefield Valley

Water Works Co.

What are your responsibilities as manager rates and regulation for American Water

Works Service Co.?

I am responsible for the rate filings and other regulatory filings before the regulatory
commissions in Kentucky, Tennessee, Maryland, Virginia, Pennsylvania, and
West Virginia. 1 also oversee the preparation of budgets, forecasts, debt and equity
financings, and financial statements for the seven operating companies. I also work with

internal and external auditors in performance of their audits.

Please describe your professional education and experience.

My protessional education and work experience are attached to the testimony in

Appendix A.
Have you previously testified before state utility regulatory bodies?

[ have appeared on numerous occasions before the regulatory commissions in Kentucky,

Tennessee, West Virginia, and Virginia.
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Q6. What is the purpose of your testimony in this case?

A6. In my testimony, [ will address (1) Kentucky American’s current capital structure and
continued access to the capital market, (2) the impact of the Proposed Transaction on the
rates of Kentucky American’s customers, and (3) the current and future financial
performance of Kentucky American.

CAPITAL STRUCTURE

Q7.  Please describe Kentucky American’s capital structure?

A7. Kentucky American’s capital structure consists of common stock and equity. long and

short-term debt, and preferred stock. All of Kentucky American’s common stock is and
has been owned by American Water Works Company. Inc. (*American Water™). That
will not change as a result of the merger of Thames Water Aqua US Holdings, Inc.
(“TWAUSHI”) into American Water and the sale by Thames Water Aqua Holdings
GmbH of up to 100% of the shares of common stock of American Water in one or more

public offerings (*‘Proposed Transaction™).

Kentucky American has issued and outstanding long-term debt in the total principal
amount of $77,000,000 as of December 31, 2005. The long-term debt consists of
(i) third-party debt issued by Kentucky American in the capital markets, and (i) inter-
company debt of Kentucky American issued to American Water Capital Corp.
("AWCC™). AWCC is a direct subsidiary of American Water. As of December 31,
2005, Kentucky American’s long-term debt consisted of $23.500,000 in third party debt
and $53,500,000 in notes issued to AWCC. Kentucky American also had inter-company
short-term debt as of December 31, 2005 of $9,308.000. On June 12. 2007 $24.000,000

of the long-term debt to AWCC will mature in the normal course of business.
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American Water has utilized AWCC as its financing vehicle since before RWE'’s
acquisition of American Water. The purpose of AWCC is to borrow funds for the benefit
of American Water’s operating subsidiaries and then loan such borrowed funds to the
operating subsidiaries. The advantage of this financing structure is that it allows
Kentucky American, and all other American Water operating subsidiaries, to benefit from
the economies of scale associated with group-wide financings. Those economies of scale
include improving the borrowing power and reduced administrative costs. Those benefits
will remain once RWE divests of American Water since AWCC will remain the
financing structure for American Water post divestiture.

Describe any changes in Kentucky Amé:ichn’s debt structure, if any, as a result of

the proposed transaction?

The Proposed Transaction will have no impact on the third-party debt. As a result of the
Proposed Transaction, Kentucky American has $38,000.000 of inter-company long-term
notes that could be called depending on timing of the IPO. The short-term notes will also
need to be refinanced. Kentucky American will utilize AWCC to obtain the debt for this
refinancing. Kentucky American will file a separate petition for the refinancing if that is
required by the terms of the Order of the Commission approving the aftiliated

arrangement between Kentucky American and AWCC.

Will the proposed transaction result in any changes to Kentucky American’s equity

to capital ratio?

No. Kentucky American expects to maintain its equity ratio between 40-45% ot total
capital as it has historically done. As will be explained later in this testimony,
Kentucky American will require a major debt and equity investment over the next five
years to finance the planned capital investment, including the investment in the source of

supply solution mentioned by Mr. Rowe.
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Please explain how Kentucky American water will have the ability to provide

adequate, economical and reliable water service at just and reasenable rates.

Returning American Water to publicly-traded status will not impair the ability of
Kentucky American to provide adequate, economical and reliable water service at just
and reasonable rates. The Proposed Transaction makes American Water a publicly-traded
company that can be focused on providing water and wastewater services to the public in

. -

North America.

Will the rates of Kentucky American customers increase as a result of the proposed

transaction?

No. The proposed transaction will have no material impact on Kentucky American.
Any changes in the cost of service and rates after the Proposed Transaction will be the
result of changes in the general business and economic conditions. Any future change in
rates will occur only after modification of Kentucky American’s approved taritf in a

formal filing before the Commission.

KENTUCKY AMERICAN FINANCIAL POSITION

Q12.

Al2.

Q13.

Describe Kentucky American’s financial performance over the last five years?

The Company has struggled. [ have attached to this testimony Exhibit 1 that provides
historical financial infprmation for Kentucky American for the last five vears. The
Company has significantly underachieved its authorized ROE from 2001-2005. The

earnings were particularly bleak for 2004 and 2005.

What were the factors that drove earnings down in 2004 and 2005?



Al3.

The Company was precluded from filing a rate case before March 14, 2004 as a condition
to the Change of Control Filing in Case No. 2002-0018, Application For Approval of
the Transfer of Cantrol of Kentucky American Water Company to RWE
Aktiengesellschaft and Thames Agua Holdings GMBH. Before rates from the 2004

case became effective in December 2004, Kentucky American had not had an increase
since November 27, 2000 (as amended by the Commission Order dated May 9, 2001).
During this time Kentucky American constructed capital improvements in excess of
$60 million, experienced significant costs associated with additional security measures in
the post September 11, 2001 environment, and absorbed inflationary expense increases
including significant increases in emplofe? Beneﬁp costs. In addition, 2004 was a wet
year and the average usage per customer for 2004 was significantly below the historical

trends. All of the above lead to a very disappointing financial performance in 2004.

Kentucky American placed rates in effect, subject to refund on December 1. 2004
(approved by final Order of February 28, 2005). Under normal circumstances this should
have placed it in a position to achieve an ROE at or near the authorized ROE from that
case during 2005. However, it was unsuccessful in convincing the Commission that rate
recovery for the security expenses deferred from 2002-2004 was appropriate, or that rate
recovery for the transjtion costs to the national call and shared service centers was
appropriate. The Commission’s decision required Kentucky American to comply with
U.S. GAAP and write-off those expenses during 2005.  These write-offs totaled
$3.904.000 and were entirely borne by the Kentucky American’s shareholders even
though the customers fully benefited from the additional security costs during 2002-2004,
and the customers received the full benefit of the cost savings and cost-effective services
from the shared services functions. These write-ofts negated the impact of the 2004 rate
case on 2005 earnings. The shareholders have paid a hefty price regarding the rate filing
moratorium imposed on Kentucky American in the previous change of control

proceeding.
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Why is it important that Kentucky American remain financially strong?

Kentucky American fages unprecedented capital spending levels over the next five years.
It must maintain achieve financial results if it is to attract the necessary debt and equity
investment required to carry-out the major capital improvements that are required over
the next five years. Kentucky American has been assured that the capital investment will
be available for its construction plans, but as with any investment, the holder of that debt
and equity expects a fair and reasonable return on that investment commensurate with the
returns on investments of similar risk, such as, the other regulated subsidiaries of

American Water.

Please explain the capital investment needed over the next five years?

In addition to the normal recurring capital investment, Kentucky American expects 1o
invest $150 million between 2006-2010 to solve the source of supply deficit. To put this
in perspective. investment in the anticipated source of supply solution represents an
increase in capital spending of $69.076 million or 85% over the total of the previous five

years .

What other problems are presented by the anticipated investment in the source of

supply solution?

Without regular rate increases over this future construction period the earnings of
Kentucky American would be predominately driven by non-cash AFUDC. Clearly
capital investment of this magnitude comes with a substantial cost in rates. If no rate
increases were granted before completion of the project, the impact of the rate increase in

one case could constitute rate shock for the customers.

How will the company address the capital investment situation?
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Because of the unique situation of Kentucky American regarding its capital improvement
level, it plans to propose innovative rate making concepts for the Comrmission’s
consideration. Kentucky American is aware that step-rate increases tied to CWIP levels
have been included as rate base and embedded in rates at pre-determined timeframes
during construction in the certificate filings in other states. Our research has not
indicated any instance where the Commission has approved that type of rate recovery in

Kentucky, but it would be one method to consider.

Another option would be to include CWIP in rate base, without imputing AFUDC related
to that CWIP in above the line revenues. The CWIP (without AFUDC) would require
regular general rate filings to address the signiﬁcant_ CWIP associated with the multi-year

construction required for the source of supply project.

Would either of the two methods address the earnings and cash concerns related to

the unprecedented capital improvement plan?

Yes, either method would permit Kentucky American to place in rates the large CWIP
balances related to the source of supply project during construction of the multi-vear
project and permit it to maintain adequate earnings and interest coverage. In addition,
regular rate increases during the construction would permit a phased-in approach to rate
increases and avoid a significant rate shock to the customers if rate coverage for the
source of supply project were delayed until completion of the project. It will be critical
for Kentucky American to maintain reasonable earnings and adequate interest coverage
during the next five years if it is to attract the debt and equity investment required to

complete the capital improvement plan.

Does this conclude your direct testimony?

Yes.



Appendix A

Resume of Michael A. Miller

I received my B.S. degree in Accounting from West Virginia Tech in May of
1976, and my West Virginia Certified Public Accounting Certificate on February 2, 1987.

I joined the American Water Works Service Company - Southern Division
("Service Company") in July of 1976, and have held various positions in the American
Water System (“AWS”) for over 29 years. I served as a Junior Accountant in the rate
department until August 1977, at‘which timc.?‘;'as transferred to the Huntington Water
Corporation as Accounting Superintendent. 1 held this position until July 1978, when I
was transferred to the Southern Division Service Company as the Director - Budget
Procedures, which position I held until April 1981. At that time, I became Customer
Service Superintendent at West Virginia-American Water Company. In December 1981, I
became Assistant Director of Accounting for the Southern Region Service Company. I held
this position until August 1991, when I became the Business Manager at West-Virginia
American Water Company. On January 1, 1994, I was promoted to Vice President and
Treasurer at West-Virginia American Water Company. On April 1, 2000, 1 became an
employee of the Service Company as Vice-President and Treasurer for the Southeast
Region Companies located in West Virginia, Kentucky, Tennessee, Virginia, and
Maryland. In January 2002 I was also named the Comptroller for each of the five
Southeast Region Companies. In January 2004 my title was changed to Manager of Rates
and Regulation for the Southeast Region of American Water Works Service Company and
on May 16, 2006 I was given responsibility for the rates function for Pennsylvania

American.



Kentucky-American Water Company
Case No. 2006-00197

Direct Testimony of Michael A. Miller

MAM - Exhibit 1

(000) Omitted 2001
Net Income 6.473
Common Equity 60,997
Total Capitalization 150,115
ROE 10.61%
Authorized ROE 11.00%
Utility Plant Balance 249,932
Approved Rate Base 136,822
Capital Improvements 14,891
Cash from Operations 13.149
Cash Available for Construction 10,694
Cash Interest Coverage 3.50

Actual

2002 2003 2004 2005
5488 4,313 1,531 1.697
61,768 62,689 62.525 62.523
151.827 154318 152,163 153,484
8.88% - 6.88% 2.45% 2.71%
11.00% 11.00% 10.00% 10.00%
261177 274545 289329 315.488
136,822 136,822 156,262 156.262
13,863 14,602 17,143 20,425
14.162 11.326 8.126 11,075
12,999 11,864 10,932 12,227
3.87 3.45 2.60 2.99

Total

80.924
57.838

58,716
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INTRODUCTION

Kentucky-American Water Company (“KAWC”), Thames Water Aqua Holdings
GmbH (“Thames”), RWE Aktiengesellschaft (“RWE”), ﬂmes Water Aqua US
Holdings, Inc. (“TWAUSHI”) and American Water Works Company, Inc. (“American
Water”) (collectively the ‘;Joint Petitioners”) filed an Application/Petition (“Joint
Petition™) pursuant to KRS 278.020 seeking an order from the Kentucky Public Service
Commission (“Commission”) approving the change of control of KAWC which will
result from the merger of TWAUSHI and American Water and the sale of up to 100% of
the shares of American Water through an initial public offering (“IPO”) and subsequent
public offerings (the “Proposed Transaction”). Thereafter, RWE will no longer be the
ultimate owner of ail of the stock of American Water; instead, the stock will be held by a
broad group of investors, including institutional and retail investors, who will buy the
stock through the initial and any subsequent public offerings.

On August 14, 2006, the Commission issued an order in which it held that
approval of the Proposed Transaction is governed by the provisions of KRS 278.020(5),
which provides, “The commission shall grant its approval if the person acquiring the
utility has the financial, technical, and managerial abilities to provide reasonable service.”
(Emphasis added). It went on to advise the parties that it had the implied power to
consider whether the proposed transfer is consistent with the public interest and whether
conditions should be imposed. The evidence before the Commission establishes that the
requirements of KRS 278.020(5) and the public interest standard are met. The Joint

Petition should, accordingly, be approved without the imposition of any conditions.



It is beyond dispute that KAWC, supported by American Water, has the financial,
technical and managerial abilities to provide reasonable service to KAWC customers. In
addition, by virtue of being a publicly traded company, American Water will have access
to the Unites States capital markets and be subject to the provisions of the federal
securities laws, including the Sarbanes-Oxley legislation, which will provide for
transparency and the assurance of continued skillful management of American Water.
Therefore, KAWC’s already excellent service record will continue.

OVERVIEW OF THE PROPOSED TRANSACTION

The Joint Petition describes in detail the particulars of the Proposed Transaction
that prompted the initiation of this proceeding. In general, the sale of the common stock
of the parent corporation of KAWC constitutes an indirect change of control of KAWC
which requires Commission approval in accordance with KRS 278.020(5).

The Joint Petitioners are familiar to the Commission. RWE is a foreign
corporation organized and existing under the laws of the Federal Republic of Germany.'
Thames is a foreign corporation organized and existing under the laws of the Federal
Republic of Germany. It is a wholly-owned subsidiary of RWE and is the holding
company for most of RWE’s water companies, both in the United States and in several
foreign countries.” TWAUSHI is a Delaware corporation. It is a wholly-owned
subsidiary of Thames and the direct parent of American Water.> American Water is a
Delaware corporation with its principal office located in Voorhees, New Jersey. It owns

regulated operating subsidiaries in 18 states, including KAWC. *

! Joint Petition, [ 11.
2 Joint Petition, q 12.
3 Joint Petition, § 13.
4 Joint Petition, ] 14.



KAWC is a wholly-owned subsidiary of American Water. It is a Kentucky
corporation with its principal office and place of business located in Lexington,
Kentucky. It is engaged in the distribution and sale of water in Bourbon, Clark, Fayette,
Harrison, Jessamine, Scott, Woodford, Gallatin, Grant and Owen Counties. KAWC
owns, operates and maintains potable water production, treatment, storage, transmission
and distribution systems for the purpose of furnishing potable water for residential,
commercial, industrial and govemﬁentﬂ users in its service territory. It also owns,
operates and maintains collection, pumping and/or treatment systems for the purpose of
furnishing wastewater service for residential, commercial, industrial and governmental
users in its service territory.’

The Proposed Transaction consists of (i) the sale by Thames of up to 100% of the
shares of common stock of American Water and (ii) prior to the IPO, the merger of
TWAUSHI with and into American Water. The shares will be sold through one or more
underwritten public offerings to a broad group of investors, including institutional and
retail investors. Thames seeks to sell 100% of the shares in the IPO, but, depending on
market conditions, all of the shares may not be sold and the unsold shares will be sold in
a subsequent offering or offerings. The IPO and any subsequent offerings will be made
in accordance with the rules for underwritten public offerings mandated by the Securities

and Exchange Commission (“SEC™).6

The SEC’s function in this process is not to
approve the transaction,” but rather to provide guidance on the manner and scope of the

disclosure that is presented to potential purchasers of American Water stock.

> Joint Petition, q 15.
¢ Joint Petition,  16.
" Transcript of Evidence for Hearing dated August 16, 2006 (“TE”) at 70.



After completion of the Proposed Transaction, American Water will be a publicly
traded company and will no longer be an indirect subsidiary of RWE. It is anticipated
that American Water’s shares will be traded on the New York Stock Excha:ﬂge.8 The
board of directors of American Water will meet the requirements of boards of publicly
traded companies. It will consist of experienced individuals who, in the aggregate,
possess the capabilities and experience appropriate for the board of a large, publicly-
owned multi-state water utility holding company. In accordance with the federal
securities laws and stock exchange rules, the board of directors will have a majority of
independent directors and the audit, compensation and nominating committees will

®  American Water’s board of directors and

consist entirely of independent directors.
management team will take it through the IPO process and assure continued provision of
safe and reliable utility service during and after the IPO process. The highly qualified

KAWC management team will continue to operate the local business.10

PROCEDURE

On May 10, 2006, the Joint Petitioners advised the Commission of their intent to
apply for Commission approval of the Proposed Transaction. On May 11, 2006, the
Commission acknowledged receipt of the notice of intent and established this docket. On
May 17, 2006, the Office of the Attorney General of the Commonwealth of Kentucky
(“AG”) filed his Motion for Intervention. The Joint Petition was filed oﬁ June 5, 2006,
along with the direct testimony of Ellen C. Wolf, Michael A. Miller and Nick O. Rowe.
The Commission entered an order on the same day providing for electronic  filing

procedures in this case. On June 7, 2006, the Lexington-Fayette Urban County

8 Joint Petition, [ 23; Wolf Direct at 9.
? Joint Petition, q 31; Wolf Direct at 18.
10 Wolf Direct at 18.



Government (“LFUCG”) filed its Motion to Intervene. On June 19, 2006, the
Commission entered an order granting intervention to the AG and the LFUCG and an
order setting forth a procedural schedule for the case. On the same day, the Commission
entered an order directing the parties to brief the issue of whether KRS 278.020(5) and/or
KRS 278.020(6) should apply to the Commission’s consideration of the Proposed
Transaction. On June 26, 2006, the parties submitted their ibriefs on the subject and
submitted responses to the briefs on July 3, 2006. In the meantime, extensive discovery
was conducted by the Commission Staff and the Intervenors. On August. 14, 2006, the
Commission entered an order that advised all parties that KRS 278.020(5), and not KRS
278.020(6), is applicable to the Proposed Transaction.

In the meantime, on August 10, 2006, an informal conference was held for the
purpose of exploring the possibility of settling this case. The parties were unable to agree
to a settlement. On August 14, 2006, the AG filed the direct testimony of Scott J. Rubin
and J. Randall Woolridge.

The public hearing was held on August 16, 2006. The Commission provided an
opportunity for public comment, but none was offered. The following persons testified at
the public hearing: Nick O. Rowe, President of KAWC; Jens Gemmecke, Senior Project
Manager in the RWE Mergers and Acquisitions Department; John S. Young, Jr., Chief
Operating Officer of American Water; Ellen C. Wolf, Senior Vice President and Chief
Financial Officer of American Water; Michael A. Miller, Treasurer/Comptroller of
KAWC; Scott J. Rubin, attorney and consultant to the AG; and J. Randall Woolridge,
consultant to the AG. Following the hearing, the Joint Petitioners submitted responses to

the hearing data requests.



STANDARD OF REVIEW

KRS 278.020 requires Commission review and approval of any change in or

1

transfer of control of a utility."! The issue of whether subsection 5 or subsection 6 of

KRS 278.020 or both apply to the Proposed Transaction arose early in the proceeding. In
its Order of August 14, 2006, the Commission decided that only subsection 5 applies and,
in so doing, stated:

The proposed transaction will result in a transfer of control,
but as presently described will not result in an “acquisition
of control” for purposes of KRS 278.020(6). Upon its
completion, RWE, the entity that currently controls
American Water and KAWC, will no longer control either
entity. As the proposed transaction results in the transfer of
RWE’s ability to control American Water and KAWC,
Subsection 5 is applicable. As there is no evidence that at
the proposed transaction’s completion any entity will
possess a sufficient quantity of American Water stock to
control American Water and thus KAWC, Section 6 is not
applicable at this time. "2

KRS 278.020(5) provides, in pertinent part, as follows,
“The commission shall grant its approval if the person
acquiring the utility has the financial, technical, and
managerial abilities to provide reasonable service.”

In its determination of the standard of review to be utilized in this proceeding, the
Commission considered and specifically rejected the contention of the LFUCG that the
filing of the Joint Petition herein was premature because the identity of the purchasers of
the American Water stock had not been established. In so ruling, the Commission said:

The Commission further finds no merit to LFUCG’s
argument that Commission review of the proposed

transaction is premature. Given the nature of the proposed
transaction, the identity of those persons acquiring

Y In the Matter of: Application for Approval of the Transfer of Control of KAWC Water Company to RWE
Aktiengesellschaft and Thames Water Aqua Holdings GmbH, Case No. 2002-00018, Order of May 30,
2002, at 6.

12 Order of August 14, 2006 at 8-9.



American Water stock will not be known until completion
of the transaction. ‘As the transfer of American Water stock
can lawfully occur only if the Commission grants its prior
approval to transfer, identification of the acquiring parties
before the Commission considers the proposed transaction
is not possible. Acceptance of LFUCG’s argument requires
us to hold that KRS 278.020(5) and KRS 278.020(6)
prohibit initial public offerings. LFUCG has offered no
argument or evidence to support the proposition that the
General Assembly intended this result when enacting either
section of KRS 278.020. (Footnote omitted.)"

Thus, in this case, the Commission must determine whether the party acquiring

14 Absent from

control has the requisite abilities to provide reasonable utility service.
subsection 5 of KRS 278.020 is the explicit requirement in subsection 6 that, in order to
be approved, the Proposed Transaction must be “consistent with the public interest.” The
Commission has noted its implied power to determine if the Proposed Transaction is in
the public interest and to impose conditions on the Proposed Transaction to ensure that it
will not adversely affect utility service."> However, to the extent that such implied power
may exist, it is clear that the Proposed Transaction is both in the public interest and will

not adversely affect utility service. Therefore, the imposition of conditions is not

necessary nor is it required by statute.

PROVISION OF REASONABLE UTILITY SERVICE

During the public hearing in this matter, Ellen C. Wolf, American Water Senior

Vice President and Chief Financial Officer, was asked the following question:

1d. at 9-10.

4 Case No. 2002-00018, Order of May 20, 2002, at 7.

15 The Commission addressed its implied powers under subsection 5 in its Order of August 14, 2006, by
stating that the Commission has always had the implied power to review and hear evidence on utility
transfers and went on to say, “[t]his implied power includes the authority to examine the effects of the
proposed transfer on the adequacy of utility service, to determine if the proposed transfer is in the public
interest, and to impose conditions upon the proposed transfer to ensure that it will not adequately affect
utility service.” Order of August 14, 2006 at 9, n. 14.



Is it your opinion that, after the IPO for the Proposed

Transaction as described in this Application, Kentucky-

American Water Company will still have the financial,

technical and managerial ability to provide reasonable

service in its territory‘?16
She answered unequivocally, “Yes, it is.”!” As set forth below, the evidence in this case
demonstrates beyond question that Ms. Wolf’s sworn testimony is correct.

The financial ability of American Water and KAWC is clearly sufficient to enable
KAWC to provide reasonable utility service and the consummation of the Proposed
Transaction will not diminish that ability. KAWC can finance its expenditures through
equity or debt financing. After the Proposed Transaction, American Water will remain
the source of common equity capital for KAWC. As such, KAWC will benefit from
American Water becoming a Sarbanes-Oxley compliant and publicly traded company
which will be able to access the United States equity markets.'® KAWC can also finance
part of its investments in the debt markets. KAWC has in the past, and can in the future,
issue debt instruments to third parties in the private debt markets.”” KAWC will also be
able to access the public debt markets through American Water Capital Corp.
(“AWCC”).‘20 AWCC borrows money for the benefit of American Water and its
regulated operating subsidiaries and then loans it to those companies at cost.! This

financing vehicle allows the operating subsidiaries, including KAWC, to benefit from

economies of scale associated with group-wide debt financing and lower administrative

“TE at 97.

17 1d.

18 Joint Petition, ] 38.
19 Joint Petition, § 25.
24

2 Joint Petition, § 26.



costs.”? American Water has used AWCC as a financing vehicle for several years,
predating the 2003 acquisition of American Water by RWE.>

While all inter-company financial relationships between RWE and American
Water and its subsidiaries will be terminated in connection with the Proposed
Transaction,>* KAWC, supported by American Water, will still have the financial ability
to provide reasonable service to its customers.”>  For example, as a publicly traded
company, American Water will have access to public debt and equity markets in the
United States,26 whereas RWE did not have access to such markets in the United States.”’
Moreover, American Water will no longer have to compete with RWE’s other affiliates
for management attention and financial support.28

American Water’s goal for its debt to equity ratio is 45-55% debt and 55-45%
equity and equity-like components.?‘9 Thus, given American Water’s plan for debt to
equity levels, and assuming a rate of return similar to the average in the industry, Ms.
Wolf does not expect a change in American Water’s cost of capital, other than due to
changes in the interest rate environment.>*  More broadly, no material changes to

American Water’s financial characteristics are anticipated as a result of the Proposed

214,
B4, '

24 The vast amount of any refinancing that will become necessary as a result of the Proposed Transaction is
for loans that have or will become due under ordinary course of business terms and conditions between
June 2006 and June 2007. Wolf Direct at 15.

% KAWC has filed a Verified Application with the Commission (Case No. 2006-00418) in which it seeks
approval for a continued relationship with AWCC and for contemplated long term financings through
December 31, 2007. The Verified Application states, in Paragraph 11, that the post-IPO short term debt
costs to AWCC will be less than they are currently.

2 Wolf Direct at 13; TE at 113. It is anticipated that AWCC will replace debt from RWE with debt from
public and private debt markets in the United States. Wolf Direct at 15-16.

“"TE at 108, 137.

*8 Wolf Direct at 14.

% Wolf Direct at 16.

% Wolf Direct at 17.



Transaction.”’ American Water’s commitment to investing the capital required to
appropriately maintain operations will continue.**
The KAWC financial profile will continue to be similar to that which currently

exists.>?

AWCC will continue to support KAWC under the present arrangement.>
American Water and AWCC will continue to support the financing needs of KAWC.»
Of course, any changes to the inter-company debt between KAWC and AWCC will, if
required, be subject to the approval of the Commission.*®

KAWC’s Treasurer and Comptroller, Michael A. Miller, testified that KAWC
will require major debt and equity investment over the next five years.37 While this
investment requirerhent is unrelated to the Proposed Transaction, it will need to be met.
As indicated above, American Water and AWCC will have the financial strength and
commitment to meet these requirements and KAWC’s customers’ service will not suffer
as a result of the Proposed Transaction.

« After the consummation of the Proposed Transaction, KAWC will continue to
have skilled technical employees on its staff and access to additional skilled employees at
American Water Works Service Company, Inc. (“the Service Company”), with whom it
has a contract that has been approved by the Commission. KAWC’s President, Nick O.

Rowe, testified that he does not anticipate that there will be any changes to the day-to-day

operations of KAWC as a result of the Proposed Transaction.*®

31 Id.
32 Id.

33 Wolf Direct at 18.

¥ Wolf Direct at 19.

33 Wolf Direct at 129-20.

36 Joint Petition, q 30.

37 Direct Testimony of Michael A. Miller (“Miller Direct”) at 3-4.
3 Direct Testimony of Nick O. Rowe (“Rowe Direct”) at 4.
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Recently, both of KAWC’s water treatment plants received national recognition

in the form of 5-year EPA Director Awards.”

KAWC’s Production Superintendent,
Dillard Griffin, has over 35 years of experience in managing the day-to-day operation of
its water and wastewater facilities, including oversight of water quality standards.*® Mr.
Griffin was instrumental in the EPA awards described above.! KAWC’s
Network/Distribution Superintendent, Fred White, has 30 years’ experience ranging from
the installation of new construction to managing distribution facilities.”” KAWC’s
Manager of Capital Project Delivery, Linda Bridwell, has 16 years’ experience in
managing capital programs and planning processes for infrastructure replacement.43

The Commission is well aware of the long-standing relationship between the
Service Company and KAWC and the technical expertise that the relationship provides
for the benefit of KAWC’s customers. The Service Company provides high quality
customer service, accounting, administration, engineering, financial, human resources,
information systems, operations, risk management, water quality and other services to
KAWC.* That relationship will not change as a result of the Proposed Transaction.

One of the reasons that the Commission found that RWE and Thames would have
the technical ability to provide reasonable service for the benefit of KAWC’s customers

was the sharing of Thames’ best practices with American Water and its affiliates.” That

sharing has, in fact, occurred. KAWC has instituted security procedures based on

3 Rowe Direct at 7.

40 Rowe Direct at 10.

41 Id.

42 Id.

43 1d.

* Joint Petition, q 39.

5 Case No. 2002-00018, Order of may 30, 2002, at 13.
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Thames’ experit:nce.“6 KAWC has adopted Event Management procedures that allow it
to anticipate and react to events, such as large main breaks, weather related incidents and
safety and security incidents, which may materially affect its business.”” KAWC has also
adopted the concepts of Tiered Safety policies, Comprehensive Health and Safety
Programs and Self-Certification which have contributed to improving health and safety
performance.48 While KAWC will no longer be a part of the RWE/Thames family of
companies after the consummation of the Proposed Transaction, the benefits gained from
having been a member of that corporate family will not disappear.49 That relationship
has helped KAWC enhance its technical ability to provide reasonable service. Those
enhancements have been added to the corporate knowledge base and that increased
knowledge will not disappear after the Proposed Transaction is consummated.

The Proposed Transaction will have no adverse impact on the managerial ability
of KAWC, supported by American Water, to provide reasonable service to KAWC’s
customers. In fact, once American Water becomes a publicly traded company, the
federal securities laws, including the Sarbanes-Oxley legislation, will enhance the
transparency of the management of American Water and enable regulators to assure
themselves that American Water’s management is complying with SEC and Sarbanes-
Oxley requirements. Those requirements are not currently applicable to American Water
since its shares are all currently held by RWE/Thames/TWAUSHI. As indicated above,
after completion of the IPO, a majority of the members of American Water’s board will

be independent directors and all members of the audit, compensation and nominating

46 Rowe Direct at 7.
47 1d.
814,
4 Rowe Direct at 8.
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committees will be independent directors.”® The board will consist of experienced
individuals who, in the aggregate, possess the capabilities and experience appropriate for
the board of a large, publicly-owned multi-state utility company.”’ The seasoned
management team at American Water will continue to have the background necessary to
run a large, publicly-traded water company.>*

KAWC will continue to be a subsidiary of American Water and will be operated
by KAWC’s skilled management under the supervision of KAWC’s board of directors.>
The experienced management of KAWC will continue to serve the customers and the
communities in which they live.>*

American Water is more than 100 years old. It and its subsidiaries have
approximately 6,000 employees and provide water, wastewater and other water resource
management services to approximately 18 million persons in 29 states and in Canada.*
For nearly 60 years, American Water was one of the largest publicly-traded water
companies in the United States. After the Proposed Transaction, American Water is
expected to be the largest publicly-traded water company in the United States.”® The
focus of the management and the owners of American Water will be totally devoted to
the water, wastewater and other water resource management services in the United States
and Canada after the consummation of the Proposed Transaction.”’ As the Commission
is aware, American Water had the financial, technical and managerial ability to provide

reasonable service for years prior to its acquisition by RWE. It has had such ability while

Z‘l’ Joint Petition, J 31; Wolf Direct at 18.
Id.

52 Joint Petition, q 40.

33 Joint Petition, ] 39.

54 Id.

55 Wolf Direct at 6.

36 Joint Petition, ] 35.

37 Joint Petition,  34.
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a member of the RWE family of companies. When American Water again becomes a
publicly-traded company, it will continue to have those abilities and KAWC will as well.

The LFUCG has offered no testimony in this proceeding, so at this stage, it is
impossible to know its position on whether reasonable utility service will be provided.
The AG has offered testimony that contains some criticism of American Water, but it is
not offered for the purpose of denying the Joint Petition. It is offered to support the AG’s
argument that the Commission should impose conditions on the approval of the Joint
Petition in order for it to be consistent with the public interest.

Thus, the evidence fully supports the conclusion that American Water and KAWC
will have the financial, technical and managerial ability to provide reasonable service to
KAWC’s customers after the consummation of the Proposed Transaction.

PUBLIC INTEREST

As indicated above, the Commission ruled in its August 14, 2006, Order herein
- that it has the implied power to determine if the Proposed Transaction is in the public
interest even though KRS 278.020(5) does not give it the explicit power to make such
determination. In 2002, when the Commission approved the transfer of control of
American Water and KAWC to RWE/Thames, it set forth the standard of proof necessary
to demonstrate that a transfer of control is in the public interest:

The Commission finds that any party seeking approval of a
transfer of control must show that the proposed transfer
will not adversely affect the existing level of utility service
or rates or that any potentially adverse effects can be
avoided through the Commission’s imposition of
reasonable conditions on the acquiring party. The
acquiring party should also demonstrate that the proposed
transfer is likely to benefit the public through improved
service quality, enhanced service reliability, the availability
of additional services, lower rates, or a reduction in utility

14



expenses to provide the present services. Such benefits,

however, need not be immediate or readily quantiﬁable.5 J

(Emphasis in original).
An examination of the evidence in this case and discussed herein demonstrates that the
Proposed Transaction is consistent with the public interest, is likely to benefit the public,
and, therefore, the Commission need not impose any conditions.

After the consummation of the Proposed Transaction, American Water will be a
company with a sound financial structure that is focused on the water and wastewater
business in the United States and Canada. It will be well-managed and will provide
benefits to both the customers and employees of KAWC.”® American Water will be
subject to the laws and regulations of the SEC and the stock exchange on which its shares
will be traded. Its operating subsidiaries will be subject to regulation by state utility
regulatory agencies, like the Commission, as well as state and federal environmental,
safety and employment regulatory agencies. Thus, not only will American Water and
KAWC and the other operating subsidiaries operate in a manner consistent with the
public interest, they are subject to the jurisdiction of regulatory agencies that will assure
such conduct.

There are several immediate benefits that the public will realize as a result of the
consummation of the Proposed Transaction. First, American Water will have access to

the public debt and equity capital markets in the United States.® Currently, RWE does

not have access to such markets, as the AG’s witnesses acknowledged during the public

38 Case No. 2002-00018, Order of May 30, 2002, at 7; Case No. 2002-00018, Order of July 10, 2002, at 9;
Affirmed in In the Matter of: The Joint Petition of KAWC Water Company; Thames Water Aqua Holdings
GmbH, RWE Aktiengesellschaft, Apollo Acquisition Company and American Water Works Company, Inc.
for Approval of a Change of Control of KAWC Water Company, Case No. 2002-00317, Order of
December 20, 2002, at 13.

¥ Joint Petition, § 34.

% Joint Petition, ] 38.

15



hearing.®® Moreover, American Water’s access to the United States public debt and
equity capital markets is a significant benefit when compared to what American Water
could face if it were forced to reﬁain a fourth tier sﬁbsidiary of a foreign corporation
which has refocused its core business on the European energy market.

Absent divestiture, RWE will be in the position of having to fund two highly
capital intensive industries (water and energy), including the European energy industry,
where rapidly evolving regulatory and market conditions will result in capital
requirements that are greater than anticipated at the time RWE acquired American Water.
Indeed, the AG’s witncés, Mr. Scott J. Rubin, stated, “I do not like the idea of keeping an
owner in placé that does not want to be there and is not willing to devote further capital to

the enterprise.”62

While RWE would_, of course, continue to provide capital necessary to
assure safe and reliable service, there would clearly be increased competition for scarce
capital funds which would increase constraints on the availability of capital for
discretionary purposes, such as growth, earlier implementation of efficiency
improvements, the rate of infrastructure replacement and the like. In addition, RWE’s
risk profile could change depending on developments in the European energy markets.
All of these challenges could adversely impact the cost of available capital.

Second, American Water will be subject to the SEC laws and regulations,
including the Sarbanes-Oxley legislation, and the rules of the stock exchange on which it

is traded.®* RWE is currently not subject to such laws, regulations and stock exchange

rules. The AG’s witness, J. Randall Woolridge, testified that, to the extent compliance

' TE at 108, 137.
¢ Direct testimony of Scott J. Rubin (“Rubin Direct”) at 21.
83 Joint Petition, § 37.
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with Sarbanes-Oxley enables American Water to attract capital at reasonable rates, it
“may be” beneficial to ratepayers.64
Third, KAWC’s customers will be able to invest in American Water and, thus,
have an ownership interest in the parent of their water supplier.‘55
Fourth, KAWC’s and American Water’s employees will be able to invest in
American Water.® Mr. Rowe testified at the public hearing as follows on that subject:
The employees are excited — I can tell you they are — by
that opportunity to purchase stock and, again, you know,
it’s something for a meter reader or someone in the field to
say, “You know, I'm part owner of this company.”
Whether it be large or small in nature, it really does, in my
mind, really changes the culture of the business, and that’s
what has made American Water strong over the years.67
Thus, the change in the ownership of American Water from private to public will have at
least four identifiable immediate benefits for the public.
In other areas, there will be no material adverse impact to KAWC’s customers as
a result of the Proposed Transaction. The Joint Petitioners will not recover the costs of
the Proposed Transaction from KAWC’s (or any operating subsidiary of American
Water) customers.®® KAWC will continue to honor its collective bargaining agreements
and there will be no adverse impact on KAWC’s employees or the employment level in
Kentucky as a result of the Proposed Transaction.” There will be no adverse impact on

KAWC’s rates or its policies with respect to customers, employees, operations, financing

or other similar matters. There will be no adverse impact on KAWC’s current investment

%4 TE at 137.

8 Joint Petition, § 42.

% Joint Petition, J 43.

7 TE at 36.

%8 Joint Petition, § 46; Rowe Direct at 6.
% Joint Petition, 9 44; Rowe Direct at 5.
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and capital programs.”’ KAWC does not contemplate any material changes in its income
statement, balance sheet, or financial position as a result of the Proposed Transaction.
There are no foreseeable adjustments to the book value of any of KAWC’s assets.”"
KAWC will continue to provide safe, adequate and reliable service as it is obligated to do
under state and federal law.”

American Water and KAWC will continue their contributions to state and local
economies and KAWC’s commitment to its local communities.”” This will include
KAWC’s significant contributions to civic, charitable and economic development
stewardship, including sponsorship in such programs as Bluegrass Pride, McConnell
Springs, the Audubon Society and Reforest the Bluegrass.”

KAWC’s customers will benefit from the Proposed Transaction because
American Water will no longer be a subsidiary of a multi-national energy-focused
corporation that has now decided to be primarily focused on a rapidly evolving European
energy market.” While American Water’s association with RWE has always been a
positive one, the Proposed Transaction will alleviate any lingering concerns some may
have about the foreign ownership of American Water.”® In fact, it is the intention of the
Joint Petitioners that no person or entity will obtain a controlling interest in American

7

Water through the Proposed Transaction.”’ Specific disclosures are planned for the

registration statement for the IPO to ensure that potential purchasers are aware that any

™ Joint Petition, ] 45.
! Joint Petition, J 46.
2 Joint Petition, ] 47.
7 Joint Petition,  48.
" Rowe Direct at 6-7.
5 Rowe Direct at 3-4.
76 Wolf Direct at 14; Rowe Direct at 6.
77 Joint Petition, J 50; Wolf Direct at 9.
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attempt to obtain a controlling interest in American Water will require compliance with
any applicable state law, including provisions related to changes of control.”®

A significant benefit that will result from the Proposed Transaction is the creation
of a greater degree of transparency of the operations of American Water and its
subsidiaries.” Transparency of operations and management decisions was shown in the
wake of Enron to be one of the most important characteristics of publicly traded
companies and is now required by federal legislation of corporate governance. During
the public hearing, Dr. Woolridge, testifying on behalf of the AG, acknowledged the
importance of this transparency and its resulting enhancement of the credibility of
management and that it may benefit both the shareholders of American Water and the
customers of its subsidiaries.*

When asked in his direct testimony if he believed that the Proposed Transaction is
consistent with the public interest under the Commission’s standard of proof set forth in
the 2002 cases, Mr. Rowe responded, “As I have stated, and am absolutely convinced, the
Proposed Transaction will not adversely affect the existing level of .water and wastewater
services and rates provided by KAWC. There are no known potential adverse affects on
KAWC from the Proposed Transaction.”®! (Emphasis in original). Ms. Wolf echoed Mr.
Rowe when she testified:

The primary benefit of the Proposed Transaction will be to
return American Water to its status as a United States
publicly-traded company, with all the transparency and

ready access to the U.S. public equity and debt capital
markets that such a status entails.®

8 Wolf Direct at 9-10.
7 Rowe Direct at 8.

8 TE at 138-139.

81 Rowe Direct at 9-10.
- 8 Wolf Direct at 11.
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CONDITIONS

The Joint Petitioners have requested the Commission to withdraw the conditions
and obligations imposed in Case No. 2002-00317.% In his direct testimony, Mr. Rowe
gave one of the reasons for the withdrawal of the conditions: neither RWE nor Thames
will have any affiliation with American Water or KAWC.® At the public hearing, Mr.
Rowe was asked if KAWC would continue its level of community activities even if no
condition requiring it to do so were imposed. He said:

Well, remember KAWC has been in existence for a number
of years and we were absolutely — we were, well before
conditions, we were supporting the community and we see
no change in that going forward.®

Later during the public hearing, Mr. Rowe was asked how the Commission could
enforce the Joint Petitioners’ statement that no transaction costs would be passed along to
ratepayers in the absence of a condition prohibiting such pass-through. He responded:

Well, I mean, let’s face it; after this hearing, or whenever,
we’re still regulated by this Commission. So, if we come
to agreement with this regulatory body that those
conditions are not necessary, then we’ll honor the direction
of the Commission, with or without a condition. I mean,
the regulatory oversight of this Commission doesn’t
change, in my mindset, whether we have a condition or do
not have a condition.*®

Mr. Rowe addressed the condition issue further as follows at the public hearing:

I think the company’s position has been, we don’t
think they [conditions] were necessary. We were operating
under the guides [sic] of this Commission and many other
regulatory agencies well before the conditions, and, you
know, the one thing I’d like to remind the parties here is
that, you know, we’re sitting in Frankfort, Kentucky.

8 Joint Petition, ] 52.
8 Rowe Direct at 9.
8 TE at 29.

8 TE at 32.
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We’re regulated by the Public Service Commission. Right

down the road here, we’re regulated by the Kentucky River

Authority and the Department of Environmental Protection.

None of those agencies go away. So, with or without

conditions, I believe our company’s viewpoint is we’re a

regulated entity and those entities have always had those

authorities, and this Commission does have, we recognize,

the ability to impose those conditions. We just don’t feel

they’re necessary.87
Certainly, no one questions the Commission’s jurisdiction over KAWC. Nor does
anyone question the Commission’s authority to regulate KAWC’s rates and to investigate
KAWC’s methods and practices to require it to “conform to the laws of [Kentucky], and
to all reasonable rules, regulations and orders of the commission not contrary to law.”8®
Those oversight and enforcement powers obviate the need for any conditions.

An examination of the Commission’s standard for the public interest inquiry in
light of the evidence in this proceeding confirms Mr. Rowe’s conclusion. The party
seeking approval of the transfer of control must show that the proposed transfer will not
adversely affect the existing level of utility service or rates.®® If that showing is made,
 then there is neither a need nor legal grounds for conditions, according to the second part
of that standard. Here, the proof is overwhelming that the Proposed Transaction will not
adversely affect the existing level of KAWC’s service or rates. Thus, conditions are

neither necessary nor required by statute.

THE ATTORNEY GENERAL'’S POSITION

The AG does not recommend disapproval of the Proposed Transaction’® He

alleges “problems” and proposes the imposition of conditions on the Commission’s

8 TE at 36-37.

88 KRS 278.040.

% Case No. 2002-00018, Order of May 30, 2002, at 7; Order of July 10, 2002, at 9.

 In fact, the AG’s witness, Scott J. Rubin, “does not like the idea of keeping an owner in place that does
not want to be there . . . .” Rubin Direct at 21.
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approval of the Proposed Transaction allegedly to avoid the potentially adverse effects of
the “problems.” But his alleged “problems” have nothing to do with the Proposed
Transaction. Further, the alleged “problems” are unrelated to any RWE conduct. For
these reasons and others set forth below, the AG’s proposed conditions should be
rejected.

The AG’s witness, Scott J. Rubin, sets forth the alleged “problems” in his
testimony. He begins his discussion by quoting from minutes of Supervisory Board
meetings at RWE and attempting to divine from that limited information the reason for
RWE’s decision to divest American Water. He lists American Water’s “lackluster”
operating performance, American Water’s allegedly inefficient operations, including high
levéls of water loss, high capital requirements and allegedly ineffective manggement.gl

Rather than attempt to divine the intent of RWE based on selected portions of
meeting minutes from Germany, the Commission should turn to the Joint Petitioners’
filings in this proceeding, which make it clear that the decision to divest was the result of
a need for RWE to focus on its core energy market.” Nothing in the board minutes
contradicts this overridihg reason for divestiture and any comments contained in the
minutes should be viewed in that context.

The Commission has noted its implied power to impose conditions in this case.
Further, the Commission has noted that such power exists to ensure that utility service
will not be adversely affected. It is clear that conditions should not be used to remedy
perceived “problems” with one of the parties to the transaction that have nothing to do

with the transfer. The “problems” alleged by Mr. Rubin have nothing whatsoever to do

%! Rubin Direct at 8-12.
2 Wolf Direct at 10.
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with the Proposed Transaction and do not give rise to the need for any conditions to
address the situation.

One of the “problems” alleged by Mr. Rubin is a need by American Water and
KAWC for increased capital expenditures occasioned largely by aging infrastructure and
abnormally high levels of water loss.”> It is well known in the water industry that all
systems in the United States face high levels of capital expenditure now and in the future
to replace aging infrastructure. Many of the Joint Petitioners’ witnesses acknowledged
the expected increased level of capital expenditures.”® That is no reason to impose
conditions on the approval of the Proposed Transaction. As to the alleged high level of
water loss, Mr. Rubin acknowledged on cross-examination that KAWC’s level of
unaccounted for water in 2005 was only 13.6%.” He also agreed that the American
Water Works Association’s new M52 Manual states that it is not uncommon to find
unbilled water to be over 20% in older systems, like KAWC’s.*® Mr. Rubin’s conditions
relating to water loss are “solutions” in search of a problem that does not exist.

Mr. Rubin claims that American Water’s pension plans and OPEB obligations are
under funded and that this forms a basis for conditions to the approval of the Proposed-
Transaction.”” When tested on this unsupported conclusion, Mr. Rubin acknowledged
that he had no evidence that at any time American Water’s pension plan or its OPEB plan

failed to meet all governmental requirements.”®

%3 Rubin Direct at 8-10.

P4 See, for example, Miller Direct at 6.
% TE at 109.

% TE at 110-111.

7 Rubin Direct at 12-13.

% TE at 118.
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Using accounting standard FAS 87, Mr. Rubin defines the pension “funding ratio”
as the ratio of plan assets to the projected benefit obligation.”> However, this definition is
inconsistent with Mr. Rubin’s statements regarding the long-term funding of the plans.
Mr. Rubin’s measure of funding ratio is a snapshot measure of plan assets and obligations
under FAS 87. The appropriate measure of funding as required by law (for purposes of
determining the appropriate level of cash contributions to the pension plan) is based on a
long-term measure of assets and obligations. That long-term measure is derived from the
minimum funding rules set forth in the Employee Retirement Income Security Act of
1974 (“ERISA”). Mr. Rubin confuses the rules for determining the accounting cost of
the pension plan under FAS 87 and the rules for determining the minimum required
contribution under ERISA, the federal statute. The undisputed fact is that at no time
(either before or after the RWE acquisition) were the plans out of compliance with all
governmental requirements. Regardless of the measure used to determine funding status,
the funding of the plans is completely unrelated to the Proposed Transaction, and, thus, is
not a basis for the imposition of conditions.

Mr. Rubin complains that the IPO will not raise any capital for American
Water.'® Tt is true that the IPO is not being made for the purpose of raising capital for
American Water. It is being made for the purposes of allowing a controlling shareholder
to divest its holding in American Water and of allowing American Water to again be a
publicly traded company. This issue is a red herring.

Mr. Rubin argues that American Water might be harmed by the redemption by

RWE of its preferred stock in American Water. He also asserts, incorrectly, that the

% Rubin Direct at 12.
190 Rubin Direct at 14.
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preferred stock was issued illegally because he believes that it is guaranteed by American
Water’s operating subsidiaries, including KAWC.'"”! Mr. Rowe and Ms. Wolf testified
unequivocally that Mr. Rubin is incorrect in his belief that the preferred stock was
guaranteed by KAWC or any other American Water opefating subsidiary.'” Mr. Rubin
cannot change the fact that RWE has a legal and contractual right to redeem the preferred
stock in tﬁe manner contemplated by the Joint Petitioners.

The AG’s other witness, J. Randall Woolridge, devotes most of his testimony to a
rehash of the “problems” identified by Mr. Rubin. Many of Dr. Woolridge’s conclusions
about the performance of American Water since its acquisition by RWE are based on a

flawed comparison of American Water with Aqua America.'®®

A comparison of
American Water with Aqua America is a true “apples and oranges” comparison. Dr.
Woolridge acknowledged numerous differences between the companies' during cross-
examination at the public hearing.104 For example, he acknowledged that Aqua America
added at least three large utilities to its system since RWE acquired American Water, yet
he failed to examine the impact of those acquisitions on the growth of Aqua America’s
revenues, net income, rate base or number of customers.'%

Dr. Woolridge focuses his entire criticism of past activities on American Water
and RWE. He never mentions KAWC or whether these “problems” (which do not have

any connection with the Proposed Transaction) will have any impact on KAWC or its

customers. They do not. He also performs a “rough estimate of the impact of the

"' Rubin Direct at 18-21.

12 TF at 37, 62. See also, Joint Petitioners’ Response to Hearing Data Request No. 3.
1% Woolridge Direct at 9-11.

"% TE at 141-142.

1% TE at 141.
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divestiture on American Water’s cost of capital.”'  This “rough estimate
inappropriately becomc?s the basis for a proposed condition discussed below.

Mr. Rubin proposes to address his alleged “problems” by having the Commission
force RWE to pay 20% of the proceeds it receives in the IPO to American Water as a
condition to the Commission’s approval of the Proposed Transaction.'”” Mr. Rubin
supports his unjustified and inappropriate taking of a shareholder’s proceeds of the sale
of its stock by asserting that the 20% exit fee is “a way for RWE to make good on some
of the commitments it made when it acquired AWW — commitments that have not been
met, such as improving the safety, reliability and efficiency of service.”!%

Even if Mr. Rubin could factually support such claims regarding RWE’s alleged
failure to meet its “commitments,” which he cannot, conditions are only to be used to
mitigate any adverse effect of the proposed transfer of control, not as a means to assess
punitive damages for alleged past actions by a shareholder.

Mr. Rubin devotes three pages of his direct testimony to a currency hedge that
was utilized by RWE to its advantage.m9 Like its investment in American Water, RWE
took the entire risk of loss on the currency hedge and it should be allowed to retain the
benefits of that strategy. Indeed, Mr. Rubin acknowledged on cross-examination that he
did not expect the ratepayers of American Water to make good on any loss that RWE

may have experienced on the hedging transaction.' !

Mr. Rubin somehow inexplicably
morphs into the argument that an exit fee should be required because RWE will receive

funds from four different sources as a result of the Proposed Transaction.

1% Direct Testimony of J. Randall Woolridge (“Woolridge Direct™) at 12-13.
' Rubin Direct at 22.
108
Id.
1% Rubin Direct at 23-25.
10TE at 126.
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Mr. Rubin says that RWE will receive funds when its debt instruments are paid,
when its preferred stock is redeemed, when it sells American Water’s common stock in
the IPO and when it cashes out the hedging transaction.'’’ Even Mr. Rubin cannot deny
that RWE has a right to be paid monies it has loaned to American Water, or anyone else
for that matter. It has a right to redeem its preferred stock in accordance with its terms,
which is the case here. It has a right to receive the proceeds of the sale of common stock
that it owns. It has a right to benefit from a prudent hedging transaction for which it bore
all the risk. Mr. Rubin does not suggest that RWE’s receipt of monies from these
transactions is improper or unfair; only that it is a lot of money''? and that RWE should
be forced to share it.

Furthermore, the concept of an exit fee assessed against selling shareholders was
proposed by LFUCG in Case No. 2002-00018 and specifically rejected by the
Commission. The Commission set forth LFUCG’s suggestion as follows: “It further
suggests that the public interest requires American Water’s shareholders to share ‘the
enormous cash benefits’ created by the Proposed Transaction with KAWC
shareholders.”'"? The Commission responded:

We find no legal support for this proposition. Courts have
long recognized that ratepayers are not entitled to a share of
a portion of the proceeds of the sale of capital stock ‘simply
because they are the users of the service furnished by the
utility.” (citing Democratic Central Committee of D.C. v.

Washington Metropolitan Area Transit Comm’n, 485 F.2d
786, 805 (D.C. Cir. 1973)).'*

' Rubin Direct at 25.

He Interestingly, the calculation of the total “proceeds” by Dr. Woolridge was incorrect as he double
counted the proceeds from the redemption of the preferred stock. Confidential Transcript of Evidence of
Hearing dated August 16, 2006, at 9.

'3 Case No. 2002-00018, Order of May 30, 2002, at 9.

14 1d. The Commission also referenced Board of Public Utility Commissioners v. New York Telephone
Co., 271 U.S. 23, 32 (1926).
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The Commission based its conclusion on the concept that only the utility’s
shareholders bore the risk of the investment and they should not be required. to share a
portion of the proceeds of the sale of the stock with others. Here, American Water did
not bear any risk with respect to the value of its stock that was held by RWE. That risk
was borne solely by RWE. It is inappropriate, thereforé, to require RWE to pay an exit
fee of any amount for the right to sell its stock in American Water.

Presumably, Mr. Rubin’s recommendation of an exit fee seeks to protect the
interests of tﬁe ratepayers, as the AG is the statutory representative of the ratepayers.'!”
In support of this recommended condition, the AG must demonstrate by clear and
satisfactory116 evideﬁce that the ratepayers’ interests will be negatively affected by the
Proposed Transaction. As set forth herein, exactly the opposite is true.

As the Commission and courts have recognized, ratepayers are not entitled to a
share of the proceeds of the sale of capital stock “simply because they are the users of the
service furnished by the utility.” Recognizing this limitation, the AG does not
recommend that the ratepayers directly receive a portion of the proceeds. Instead, the AG
recommends limiting the amount of IPO proceeds that can be retained by RWE. The
stock sale from RWE to third-party purchasers will be at arms-length with the price being
set by the market. RWE, alone, bore all of the risks of stock ownership and, therefore, it
is entitled to retain all of the proceeds from the sale of stock under the Commission’s
precedent and the authorities cited herein.

The proposed exit fee (as well as the AG's proposals of a rate case adjustment

relating to cost of capital and a cap on the ability to recover Sarbanes-Oxley costs) invite

115 KRS 367.150(8)
116 KRS 278.340
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the Commission to step outside the bounds of its statutorily given authority. The
Commission has stated in this case that it may impose conditions to ensure that the
Proposed Transaction will not adversely affect utility service. But the AG's proposed
conditions are unrelated to the provision of service or the public interest. Rather, they are
penal in nature and would require the Commission to exceed its authority as proscribed

in South Central Bell Tel. Co. v. Utility Regulatory Comm'n, 637 S.W.2d 649, 654 (Ky.

1982).

The AG’s recommendation would amount to an “exaction” (in the form of an exit
fee) from RWE. An exaction is a concession made in order to receive a governmental
permit or approval. To benefit the Kentucky ratepayers, the Commission would require
RWE to give up its right to a portion of the IPO proceeds in exchange for the right to sell
its stock.

The conditioning of the grant of a permit (or other approval) on an exaction may
result in a regulatory taking claim.''” The doctrine was further explained by the United
States Supreme Court in Dolan: i
Under the well-settled doctrine of ‘unconstitutional
conditions,” the government may not require a person to
give up a constitutional right -- here the right to receive just

compensation when the property is taken for public use --
in exchange for a discretionary benefit conferred by the

7 See Nollan v California Coastal Commission, 483 U.S. 825 (1987). In Nollan, the Nollans applied for a
coastal development permit to demolish their existing beachfront bungalow and to replace it with a three-
bedroom house. 483 U.S. at 828. Finding that the construction of the new house would obstruct the
public's view of the seashore, the California Coastal Commission conditioned approval of the building
permit on the Nollans granting a lateral public easement over the beach portion of their property. Id. The
Supreme Court held that even though the Commission could have denied the building permit altogether, it
could not condition the grant of the permit on a concession by the property owners that lacked an "essential
nexus" to the justification for the prohibition. 483 U.S. at 837. Because allowing members of the public
already on the beach to walk along the Nollans' land would in no way address the barrier to visual access
created by the new house, the Commission's attempted exaction was a taking without just compensation.

18 Dolan v. City of Tigard, 512 U.S. 374 (1994).
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government where the property sought has little or no
relationship to the benefit.

In other words, under the Fifth and Fourteenth Amendments to the United States
Constitution,''® a business must be allowed to obtain a fair return on its property given
the risks. American Water, KAWC and the ratepayers of KAWC bear no risk in the
fluctuation or sale of shares in the IPO. The right to capital gains or losses from the sale
of the stock belongs to RWE. Furthermore, the exit fee sought against RWE bears no
“essential nexus” to the justification for it. The Proposed Transaction is not the cause of
the alleged “problems” Mr. Rubin identifies. Finally, the imposition of an exit fee would
establish bad precedent that could advefsely impact other utilities by chilling any desire
to invest in those utilities for fear of an arbitrary and unjustified penalty upon a sale of
that investment.

Next, Mr. Rubin proposes some additional conditions to address the concerns he
and Dr. Woolridge allege in their direct testimony. First, he proposes a rate case
adjustment for the next five years to the cost of capital to insulate KAWC’s customers
from the *“adverse effect” on American Water’s bond ratings from its divestiture from
RWE."® Such a condition is inappropriate for at least three reasons: (i) it is single issue
rate making in its most basic form; (ii) cost of capital must be examined in the context of
a rate case as of the time the rates will be in effect, not as of the time of a change of
control case; and (iii) it would be an uncopstitutional confiscation to artificially restrict

KAWC’s ability to recover a market based cost of capital, particularly when a market

19 The takings clause of the Fifth Amendment to the United States Constitution provides that private
property shall not “be taken for public use, without just compensation.” U.S. Const. Amend. V. The
takings clause is made applicable to the states through the Fourteenth Amendment. U.S. Const. Amend.
XIv.

120 Rubin Direct at 26.

30



based cost of capital has nothing to do with the Proposed Transaction. Finally, as
discussed above, the proposed adjustment is inappropriately based on Dr. Woolridge’s
“rough estimate.”'?! Utilities are not permitted to make rate case adjustments based on
“rough estimates” and the AG should not be permitted to do so, especially in the
unorthodox context of a change of control case.

Mr. Rubin also proposes two conditions relating to the reporting of information

about unaccounted for water.'**

KAWC currently provides the Commission information
on unaccounted for water and there is no need for additional reporting requirements
given KAWC’s performance set forth above.

Mr. Rubin proposes that all American Water or KAWC unregulated activities be
conducted through separate entities and specific methods for allocating the cost of
services provided by KAWC.'"” There is a thorough and sophisticated affiliate

124 that deal

transaction and cost allocation methodology set forth in Kentucky’s statutes
fully with both issues. Thus, there is no need for the condition proposed by Mr. Rubin.
Finally, Mr. Rubin proposes a cap of $1 million per year on Sarbanes-Oxley
compliance costs allocated to all of American Water’s regulated subsiditries.'” Like the
cost of capital adjustment above, this condition amounts to single issue ratemaking and is
an unconstitutional confiscation. Also, the rate making process entails a determination of
the reasonableness of proposed expenses; it is not appropriately made in a change of

control case. It need not be made in a vacuum; it should be made during a rate case

taking all elements of a utility’s cost of service into account.

12 Woolridge Direct at 12.
122

Id.
18 E.
124 KRS 278.2201, et seq.
125 Id.
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Mr. Rubin concludes his testimony with a list of the conditions imposed in Case
No. 2002-00317 that he believes should bé imposed here.'”® For the reasons set forth
herein, the conditions imposed in Case No. 2002-00317 are inapplicable as they were
designed for a different purpose and reflect facts that will no longer apply (such as
foreign ownership) after the Proposed Transaction.

CONCLUSION

The Joint Petitioners have demonstrated that American Water has the financial,
technical and managerial abilities to provide reasonable service to the customers of
KAWC. They have demonstrated that the Proposed Transaction will not adversely affect
the existing level of KAWC’s service or rates. They have demonstrated that the
Proposed Transaction is in the public interest and that conditions to the approval of the
Proposed Transaction are not necessary. Therefore, the Proposed Transaction should be

approved without conditions.

126 Rubin Direct at 26-30.
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CERTIFICATION

This is to certify that a true and accurate copy of the foregoing has been
electronically transmitted to the Public Service Commission on September 22, 2006; that
the Public Service Commission and other parties participating by electronic means have
been notified of such electronic transmission; that, on September 25, 2006, the original
and one (1) copy in paper medium will be hand-delivered to the Public Service
Commission, 211 Sower Boulevard, Frankfort, Kentucky 40601; and that on September
25, 2006, one (1) copy in paper medium will be served upon the following via U.S. mail:

Gregory D. Stumbo Leslye M. Bowman

David Edward Spenard David J. Barberie

Laura Rice LFUCG

Office of the Attorney General Department of Law

1024 Capital Center Drive, Suite 200 200 East Main Street
Frankfort, Kentucky 40601 Lexington, Kentucky 40507
david.spenard @ag.ky.gov Ibowman @lfucg.com
dennis.howard @ag.ky.gov dbarberi @lfucg.com
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Anthony G. Martin

P.O. Box 1812

Lexington, Kentucky 40588
agmlaw @aol.com

STOLL KEENON OGDEN PLLC
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Attorneys for Joint Péitioners
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:
THE JOINT PETITION OF KENTUCKY-AMERICAN )
WATER COMPANY, THAMES WATER AQUA )
HOLDINGS GMBH, RWE AKTIENGESELLSCHAFT, )
THAMES WATER AQUA US HOLDINGS, INC., ) CASE NO. 2006-00197
AND AMERICAN WATER WORKS COMPANY, INC. )
FOR APPROVAL OF A CHANGE IN CONTROL OF )
KENTUCKY-AMERICAN WATER COMPANY )

ORDER

Joint Petitioners' have applied to the Commission for approval of Thames Water
Aqua Holdings GmbH'’s (“Thames GmbH") sale of the common stock of American Water
Works Company (“AWWC”) to the public. The proposed transaction will effectively
transfer indirect control of Kentucky-American Water Company (“Kentucky-American”)
from its current owner to unknown persons. At issue is whether the proposed
transaction meets the requirements of KRS 278.020(5). Finding that, with the
imposition of conditions to protect the public interest, the proposed transaction meets
these requirements, the Commission approves the proposed transfer subject to certain
conditions.

PROCEDURE

On May 10, 2006, Joint Petitioners advised the Commission of their intent to

apply for Commission approval of Thames GmbH’s sale of its common stock of AWWC

' The “Joint Petitioners” are: Kentucky-American Water Company; American

Water Works Company; Thames Water Aqua US Holdings, Inc.; Thames Water Aqua
Holdings GmbH; and RWE Aktiengesellschaft.



and the merger of Thames Water Aqua US Holdings, Inc. (“TWAUSHI") with AWWC.
On May 11, 2006, the Commission established a docket to review the proposed
transaction and further established procedures for the electronic filing of documents and
pleadings in this docket. On June 5, 2006, Joint Petitioners filed their application.

On June 19, 2006, the Commission established a procedural schedule for this
docket and directed the submission of memoranda upon the applicability of KRS
278.020(5) and (6) to the proposed transaction. On August 14, 2006, after all parties
had submitted writfen memoranda, the Commission héld that only KRS 278.020(5) was
applicable to the proposed transaction.

The following parties have been granted leave to intervene in this proceeding:
Attorney General’s Office of Rate Intervention (“AG") and Lexington-Fayette Urban
County Government (“LFUCG”).

Following extensive discovery by the parties in this matter, the Commission held
a public hearing on August 16, 2006, at its offices in Frankfort, Kentucky. Testifying at
this hearing were: Nick O. Rowe, president of Kentucky-American; Jens Gemmecke,
Senior Project Manager in the RWE Mergers and Acquisitions Department; John S.
Young, Jr., Chief Operations Officer, AWWC; Ellen C. Wolf, AWWC Senior Vice
President and Chief Financial Officer; Michael A. Miller, Kentucky-American
Treasurer/Comptroller; J. Randall Woolridge, consultant; and Scott J. Rubin, attorney

and consultant.? Following the hearing, all parties submitted written briefs.

2 Although the Commission provided an opportunity for public comment at this
hearing, no members of the public appeared and presented comments.

-2 Case No. 2006-00197



THE PROPOSED TRANSACTION: AN OVERVIEW

Kentucky-American, a Kentucky corporation, owns and operates facilities that are
used in the distribution of water to the public in Bourbon, Clark, Fayette, Gallatin, Grant,
Harrison, Jessamine, Owen, Scott and Woodford counties. It also owns and o'perates
facilities for the collection and treatment of sewage for the public in Clark and Owen
counties. Itis a utility subject to Commission jurisdiction and regulation.®

AWWC, a Delaware corporation, and its operating subsidiaries employ
approximately 6,000 persons and provide water, wastewater and other water resource
management services to approximately 18 million persons in 29 states and Canada.
From 1947 until 2003, it was one of the largest publicly-traded water companies in the
United States and was listed on the New York Stock Exchange. It currently owns all
outstanding shares of Kentucky-American stock. [t neither conducts nor is authorized to
conduct business within the Commonwealth.

TWAUSHI, a Delaware corporation, is AWWC's direct parent company. It neither
conducts nor is authorized to conduct business within the Commonwealth. It owns
subsidiaries that provide water, wastewater services and other water resource
management services to approximately 18 million customers in 29 states and Canada.

Thames GmbH is a foreign corporation that is organized and exists under the
laws of the Federal Republic of Germany. It is a wholly-owned subsidiary of RWE
Aktiengesellschaft (“RWE”) and is the holding company for most of RWE's water

operations throughout the world. Thames GmbH owns all of the outstanding stock of

3 KRS 278.010(3)(d) and (3)(e); KRS 278.040(1).
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TWAUSHI.

It neither conducts nor is authorized to conduct business within the

Commonwealth.

In February 2003, after obtaining Commission approval, RWE and Thames
GmbH acquired AWWC’s outstanding stock and effectively obtained control of
Kentucky-American and all of AWWC'’s other operating companies.
acquiring AWWC and its operating subsidiaries, however, RWE chose to focus upon its

electric and natural gas operations and to divest itself of its water operations. One of

AWWC'’s witnesses testified as to RWE's reasoning:

RWE's planned divesture of its North American water operations involves two

steps. First, TWAUSHI will merge with and into AWWC. AWWC will be the surviving

corporation.

RWE has revised its core business focus to be on the
European power and energy markets, where historically its
roots lie. In the last two years, in order to become a more
market-oriented and focused company, RWE had already
divested non-core activities such as its environmental
business. In order to maintain its position among Europe's
leading integrated electricity and gas companies, in
response to fierce competition, growing customer needs,
and rising costs both for energy production facilities and
many other energy production inputs, RWE is forced to
concentrate on its power and energy markets. As a result of
these developments, RWE's ability to maintain its
competitiveness in its core European businesses is proving
far more capital intensive than RWE could have predicted
when it acquired American Water. Consequently, RWE
decided that it intends to sell the water operations of Thames
Water in the U.K. and to return American Water to its status
as a U.S. publicly-traded company. The Proposed
Transaction will allow RWE to focus on its core businesses
in its home region . . . .

This merger will consolidate all of RWE’s water-related assets in the

* Direct Testimony of Ellen C. Wolf at 10.
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United States into one entity.® Thereafter, Thames GmbH will sell up to 100 percent of
the common stock of AWWC. These shares will be sold through one or more public
offerings to a broad group of investors, including institutional and retail investors. If less
than 100 percent of the AWWC stock is sold in the initial offering, then subsequent
pubic offerings of AWWC stock will be conducted. The identities of the stock
purchasers will not be known until the public offerings are complete.

An initial step in the proposed transaction is the preparation and filing of a
registration statement with the U.S. Securities and Exchange Commission (“SEC”").
This statement will contain AWWC’s “audited financial statements, descriptions of its
business, financial performance, management and risk factors that investors may
consider in deciding to buy the shares.” This statement will also set forth the principal
risks in investing in AWWC. The SEC will review and comment upon this statement.
AWWC must address these comments with amendments to the initial registration
statement.

Upon submission of a registration statement that is acceptable to the SEC,
AWWC, Thames GmbH, and the underwriters will market the stock issuance. Once this
marketing process is completed, AWWC will request the SEC to declare the registration
statement effective. The underwriters and Thames GmbH will then agree upon a price
per share at which the shares will be sold to the public.

When the public sale occurs, Thames will sell its shares of AWWC stock to the

underwriters who will then resell these shares to the subscribed purchasers. Both sales

> Joint Petition at [ 16.

® Direct Testimony of Ellen C. Wolf at 7.
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should occur within the same day. The closing of the stock offering will occur at the
settlement of purchases, which is expected to occur within 3 or 4 days of the pricing. At
settlement, shares are transferred directly to the investors. On the date of closing,
AWWTC'’s stock will begin regular trading on the New York Stock Exchange.

The proposed transaction will have no immediate or direct effect upon Kentucky-
American. None of its stock or debt is involved. No change in Kentucky-American’s
financial or management structure will occur.” As AWWC owns all of Kentucky-
American’s outstanding common stock, however, the initial public offering (“IPO”) of
AWWC stock will effectively transfer control of Kentucky-American when the IPO is
completed.

STANDARD OF REVIEW

KRS 278.020 requires Commission review and approval of any change in or
transfer of control of a utility. KRS 278.020(5) provides:

No person shall acquire or transfer ownership of, or control,
or the right to control, any utility under the jurisdiction of the
commission by sale of assets, transfer of stock, or otherwise,
or abandon the same, without prior approval by the
commission. The commission shall grant its approval if the
person acquiring the utility has the financial, technical, and
managerial abilities to provide.reasonable service.

KRS 278.020(6) provides in part:

No 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. Any acquisition of control without prior

7 Joint Petitioners’ Post-Hearing Brief at 13; Direct Testimony of Nick O. Rowe
at 4-5.

-6- Case No. 2006-00197



authorization shall be void and of no effect....The
commission shall approve any proposed acquisition when it
finds that the same is to be made in accordance with law, for
a proper purpose and is consistent with the public interest.

Subsections 5 and 6 are not dependent. Subsection 5 represents the

codification of the holding of Public Service Commission v. Cities of Southgate,

Highland Heights, 268 S.W.2d 19, 21 (Ky. 1954),2 and addresses the transfer of

ownership or control of a utility. Subsection 6 focuses more narrowly on the “acquisition
of control” of a utility. While a transaction that results in a transfer of control may trigger
both subsections, it does not necessarily do so.

The proposed transaction will result in a transfer of control, but as presently
described will not result in an “acquisition of control” for purposes of KRS 278.020(6).°
Upon its completion, RWE, the entity that currently controls AWWC and Kentucky-
American, will no longer control either entity. As the proposed transaction results in the
transfer of RWE’s ability to control AWWC and Kentucky-American, Subsection 5 is
applicable. As there is no evidence that at the proposed transaction’s completion any
entity will possess a sufficient quantity of AWWC stock to control AWWC, and thereby

Kentucky-American, Subsection 6 is not applicable at this time.

8 See also Public Service Commission v. City of Paris, 299 S.W.2d 811 (Ky.
1957); South Central Rural Tel. Co-op. Corp. v. Public Service Commission of Ky., 453
S.w.2d 257 (Ky. 1970).

o Control shall be presumed to exist if any individual or entity,

directly or indirectly, owns ten percent (10%) or more of the
voting securities of the utility. This presumption may be
rebutted by a showing that ownership does not in fact confer
control. . . .

KRS 278.020(6).

-7~ Case No. 2006-00197



While Subsection 6 is not applicable, the Commission’s review in this case is not
limited merely to the examination of the acquirer’s financial, technical, and managerial
abilities to provide utility service. As Kentucky’s highest court noted in Southgate, the
Commission has always possessed the implied power to review and hear evidence on
utility transfers, including the authority to examine the effects of the proposed transfer
on the adequacy of utility service, to determine if the proposed transfer is in the public
interest, and to impose conditions upon the proposed transfer to ensure that it will not
adversely affect utility service.'® KRS 278.020(5) codified this implied power."’

In reviewing Joint Petitioners’ application, the Commission must first determine if
the persons who are acquiring control of Kentucky-American have the requisite abilities
to provide reasonable utility service. Next, we must determine whether the proposed
transfer is consistent with the “public interest.”

The Commission has previously held that a proposed transfer is in the public
interest if it will not adversely affect the existing level of utility service or rates or that any

potentially adverse effects can be avoided through the Commission’s imposition of

% Southgate at 21 (“[W]here an existing utility proposes to sell its system, the
[Clommission, in order to carry out its responsibility, must have the opportunity to
determine whether the purchaser is ready, willing and able to continue providing
adequate service.”). See, e.q., Blue Grass State Tel. Co. v. Public Service
Commission, 382 S.W.2d. 81, 82 (Ky. 1964) (“The sole issue for [the Commission] to
decide was whether the operation of this system by Blue Grass was in the public
interest.”)

" See also KRS 278.280 (permitting the Commission to determine and fix the
just, proper, adequate, reasonable or sufficient practices, services and methods to
ensure the proper delivery of utility service).
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reasonable conditions on the acquiring party.’ The Commission has further required a
showing that the proposed transfer is likely to benefit the public through improved
service quality, enhanced service reliability, the availability of additional services, lower
rates, or a reduction in utility expenses to provide present services.” Such benefits,
however, need not be immediate or readily quantifiable.™

ACQUIRING PARTIES’ ABILITY TO PROVIDE
REASONABLE UTILITY SERVICE

Joint Petitioners argue that, upon completion of the proposed transaction, no
material changes will occur in Kentucky-American’s operation and that the provision of
service will be unaffected. They note that after the IPO, Kentucky-American will
continue to operate with its current employees and will continue to contract with
American Water Works Service Company (“AWWSC”) for additional services.
Kentucky-American currently employs directly or through AWWSC an experienced
engineering staff that has been nationally recognized.

They further note that AWWC will remain a source of equity capital for Kentucky-

American and that Kentucky-American will continue to be able to access the debt

2 Case No. 2002-00018, Application for Approval of the Transfer of Control of
Kentucky-American Water Company to RWE Aktiengesellschaft and Thames Water
Aqua Holdings GmbH (Ky. PSC May 30, 2002) at 7.

3 Case No. 2002-00317, The Joint Petition of Kentucky-American Water
Company, Thames Water Aqua Holdings GmbH, RWE Aktiengesellschaft, Thames
Water Aqua US Holdings, Inc., Apollo Acquisition Company and American Water Works
Company, Inc. for Approval of a Change of Control of Kentucky-American Water
Company (Ky. PSC Dec. 20, 2002) at 10.

' See, e.q., Case No. 2000-00129, Joint Application of NiSource, Inc., New
NiSource, Inc., Columbia Energy Group, and Columbia Gas of Kentucky for Approval of
a Merger (Ky. PSC June 30, 2000).

'® Direct Testimony of Nick O. Rowe at 4-6.
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market through American Water Capital Company (“AWCC”). Acting as the financing
arm of AWWC since 2000, AWCC borrows money for AWWGC and its operating
subsidiaries and then loans those monies to the operating subsidiaries at cost. This
arrangement enables each operating subsidiary to share any benefits from a greater
economy of scale.

Finally, Joint Petitioners assert that the management that is currently operating
Kentucky-American will continue to remain in place after the IPO of AWWC stock. They
further note that upon completion of the IPO, a majority of AWWC’s directors, and all
members of the audit, compensation and nominating committees of AWWC’s board of
directors will be independent directors.'”” “The seasoned management team at
American Water will continue to have the background necessary to run a large, publicly
traded water company.”®

LFUCG argues that, as the identity of those persons acquiring AWWC stock
through the IPO is currently unknown, the record is devoid of any evidence of their
ability to provide reasonable utility service.'® Given that the Commission lacks any

ability to assess and determine an unknown entity’s ability to provide reasonable utility

service, LFUCG argues, the General Assembly through its enactment of KRS

6 See Case No. 2000-00189, The Application of Kentucky-American Water
Company for Approval for Participation in Borrowing Program (Ky. PSC July 21, 2000).

" Direct Testimony of Ellen C. Wolf at 18.

'8 Joint Petitioners’ Post-Hearing Brief at 13.

% Although he devotes little attention to it, the AG also makes this argument.
See Office of Attorney General Post-Hearing Brief at 4 (“Given the identification of any

actual owner that will succeed RWE, there is no basis in the record for the premise that
the new owners will supply any financial, technical, or managerial expertise.”)
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278.020(5) clearly intended to prohibit the use of IPOs of stock to transfer ownership or
control of a utility.?® Accordingly, it argues, Joint Petitioners’ application should be
denied or, in the alternative, be held in abeyance until such time as AWWC files its
registration statement with the SEC.

The plain language of KRS 278.020(5) does not support LFUCG’s position. The
statute addresses transfers of control or ownership “by sale of assets, transfer of stock,
or otherwise, [emphasis added] ....” The use of the phrase “or otherwise” suggests
an intent on the General Assembly’s part to include all means of transfer of ownership
or control. The statute does not exclude IPOs.?!

The Commission acknowledges that lack of the acquiring party’s identity renders
any determination of that party’s abilities more difficult and less reliable. The proposed
transaction, however, assumes the issuance of stock to a broad range of the public and
does not envision any of the purchasing parties acquiring sufficient stock to direct the
utility’s management and activities. As a practical matter, these purchasers are

acquiring the stock as a passive investment and will rely upon the management already

20 | FUCG's Brief at 8-9. See also LFUCG’s Memorandum in Response to the
Commission’s June 19, 2006 Order at 3.

! We find no support for LFUCG’s assertion that the acquiring party must
personally demonstrate its ability to provide reasonable service. LFUCG’s Brief at 9
(“The express language of this statute is that the acquirer (and not AWW, for instance)
must demonstrate the abilities that the Kentucky legislature has determined are
required for such a transfer of ownership [emphasis added].”) KRS 278.020(5) merely
requires the Commission to determine if the acquirer has such abilities and, if it does, to
approve the transfer. See also Case No. 2002-00018, Order of May 30, 2002 at 11
(holding that KRS 278.020 “does not expressly require that a transferor or acquirer
apply for Commission approval nor does it prohibit a corporate subsidiary from doing so
on behalf of a corporate parent”).

-11- Case No. 2006-00197



in place to operate the utility. Should this change and one or more investors seek to
acquire “control” of AWWC, the requirements of KRS 278.020(6) would be triggered.

The Commission finds that an accurate assessment of the acquiring parties’
ability to provide utility service can be made through an examination of the abilities of
the management that is currently in place and will remain in place after the transaction
is completed.?? Based upon this examination, the Commission finds that, the acquiring
parties using the current management of AWWC and Kentucky-American, will have the
requisite abilities to provide reasonable utility service.

PUBLIC INTEREST ANALYSIS

Joint Petitioners argue that the proposed transaction will result in several benefits
for Kentucky-American’s ratepayers and the public at large. First, they point to
AWWC’s enhanced access to public debt and equity capital markets in the United
States. They note that RWE currently does not have access to such markets. This
access, they further note, “is a significant benefit when compared to what . . . [AWWC]
could face if it were forced to remain a fourth tier subsidiary of a foreign corporation
which has refocused its core business on the European energy market” and subject to
“increased competition for scarce capital funds which would increase constraints on the

availability of capital for discretionary purposes.’®

22 An acquirer's reliance upon existing management is not unusual and has
previously served as the basis for a determination of the acquiring party’s ability to
provide utility service. See, e.g., Case No. 2005-00433, The Joint Application of Nuon
Global Solutions USA, BV, Nuon Global Solutions USA, Inc., AIG Highstar Capital II,
LP, Hydro Star, LLC, Utilities, Inc. and Water Service Corporation of Kentucky for
Approval of an Indirect Change in Control of a Certain Kentucky Utility Pursuant to the
Provisions of KRS 278.020(5) and (6) and 807 KAR 5:001, Section 8 (Ky. PSC Mar. 8,
2006).

2 Joint Petitioners’ Post-Hearing Brief at 16.
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Second, Joint Petitioners note that, upon completion of the transaction, AWWC
will be “subject to the SEC laws and regulations, including the Sarbanes-Oxley
legislation, and the rules of the stock exchange on which it is traded.”®* They further
note that RWE is not currently subject to these laws. Joint Petitioners suggest that the
application of these laws will create investor confidence in AWWC and will better enable
it to attract capital at reasonable rates.

Third, Joint Petitioners assert that the proposed transaction will enable Kentucky-
American customers and Kentucky-American employees to invest in AWWC and thus
have an ownership interest in their water supplier or employer. Kentucky-American
officials testified that employee ownership of AWWC stock would strengthen employee-
employer relations and potentially improve employee produc;tivity.25

Joint Petitioners assert that there are no known potential adverse effects on
Kentucky-American from the proposed transaction.?® They note that none of the
proposed transaction costs will be recovered from Kentucky-American ratepayers;® that
Kentucky-American will continue to honor its collective bargaining agreements;?® that
Kentucky-American's rates, operating policies, and current investment and capital

programs will not change;?® and that Kentucky-American will continue its contributions

24 Id.
% Joint Petition at 9 23.
% Direct Testimony of Nick O. Rowe at 8.
27 Joint Petition at 1 46.

2 Direct Testimony of Nick O. Rowe at 8.

2 1d.
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and commitment to local communities.*® They expect no adverse change in either
AWWC or Kentucky-American’s cost of capital.’

The AG and LFUCG do not share this view. They find no significant benefits
resulting from the proposed transaction. LFUCG argues that the proposed transaction
will eliminate all purported benefits from RWE’s acquisition of AWWC, which included
access to Thames GmbH resources and expertise, a sharing of Thames GmbH’s best
operating practices, and greater availability to technical resources, capital markets, and
Thames GmbH'’s research and development programs.*?

The AG argues that the proposed transaction will increase AWWC's capital
costs. He notes 3 factors in support of his position: (1) Standard and Poor’s
downgrading its rating of AWWC’s debt to A- after the announcement of the proposed
transaction; (2) AWWC'’s need to refinance $2.65 billion of existing debt that RWE
currently holds; and (3) the effective conversion of $1.75 billion of AWWC preferred
stock, which RWE holds, to common equity.>®

The AG further argues that the proposed transaction will expose AWWC to
significant auditing and reporting costs associated with the Sarbanes-Oxley Act of

2002.%* Upon completion of the proposed transaction, AWWC will be a publicly traded

corporation and will be subject to the requirements of the Sarbanes-Oxley Act.

0 14,
31 Direct Testimony of Ellen C. Wolf at 17.

%2 LFUCG's Brief at 12-13,

3 Direct Testimony of J. Randall Woolridge at 12.

34 Pub.L. No. 107-204, 116 Stat. 745.
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Although AWWC estimates these costs at one million dollars annually after the first year
following the proposed transaction, the AG asserts that the financial cost of compliance
will be much greater. These costs, the AG suggests, will be pushed down to Kentucky-
American and its ratepayers.

The AG expresses great concern that the AWWC which RWE and Thames
GmbH leave behind will be a significantly weakened entity that faces major financial
challenges. He notes that AWWC's pension fund and other post-employment benefit
plans are currently underfunded by $277 million and $177 million respectively.®*® As
compared to an industry average of 90 percent, AWWC’s funding ratio was only 60
percent. Under a recently enacted federal law,*® this funding shortfall must be corrected
by 2015. The AG asserts that such a shortfall can only be corrected through higher
rates or delay of needed capital and maintenance expenditures.

In addition to addressing its pension fund shortages, AWWC will need to
maintain a high level of capital expenditure spending to upgrade and maintain its
existing utility plant to meet present and expected regulatory standards. The AG notes
that AWWC expects capital expenditures for maintenance to increase at a rate of 15
percent annually from 2011 through 2020. He further notes that AWWC’s capital
expenditure averaged close to $500 million over the past 3 years and its capital

spending is expected to markedly increase in the next 5 years.*’

% Direct Testimony of Scott J. Rubin at 12.
3% pension Protection Act of 2006, Pub. L. No. 109-280, 120 Stat. 780.

3 Direct Testimony of Scott J. Rubin at 10-12.
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Based upon our review of the record, we find few benefits from the proposed
transaction that will accrue to Kentucky-American ratepayers. We agree with the AG
and LFUCG that the proposed transaction will eliminate virtually all benefits that were to
have resulted from RWE’s acquisition of AWWC. It will eliminate Kentucky-American’s
access to world capital markets through Thames GmbH and RWE.*® It will end
Kentucky-American’s ability to draw upon Thames GmbH’s research and development
programs and its resources and expertise, including those in the critical area of
infrastructure security.>®

While the proposed transaction provides some benefits, these are of limited
value. Any benefit resulting from AWWC’s access to public debt and equity capital
markets in the United States occurs at the expense of AWWC’s access to foreign debt

and equity capital markets. Joint Petitioners, moreover, have failed to provide

% The result is likely to be higher capital costs. See Case No. 2002-00018,
Petitioners’ Post-Hearing Brief at 19-20 (citations omitted) (“[Slince RWE's bond ratings
are higher than American's, capital will be available at a cost lower than American's
cost. No longer confined to domestic markets, Kentucky-American will have access to
capital markets from around the world. This expansion of financial sources should bring
down Kentucky-American's cost of capital and position the Company to both grow and
enhance services.”).

% In his direct testimony, Mr. Rowe insists that Kentucky-American has benefited
greatly from its current relationship with Thames GmbH and that these benefits will
remain with the utility. Direct Testimony of Nick O. Rowe at 8-9. While nothing in the
record indicates that these benefits will disappear, the transfer of ideas, practices, and
experiences between AWWC and Thames GmbH will cease. In Case No. 2002-00018,
Kentucky-American asserted that this constant sharing of ideas would provide future
benefits long after the transaction had been consummated. See Case No. 2002-00018,
Joint Applicants’ Response to Attorney General’s Initial Requests for Information, ltem
118 (“Through the potential exchange of personnel and information that will result from
the merger, the management of KAWC will have access to this increased breadth of
experience. Over time, this exchange of information will result in more rapid application
of new methods and technologies to KAWC than KAWC would be able to effect without
the transaction.”)
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convincing evidence that access to domestic public debt and equity capital markets will
result in lower capital costs.

We find very limited value in the ability of Kentucky-American customers and
employees to invest in AWWC. While such ability may have a positive effect on the
utility’s relations with labor and the public, the record is devoid of any specific evidence
that it will produce greater employee productivity, reduce management-labor disputes,
or otherwise benefit the public or Kentucky-American’s ratepayers who do not choose to
invest in AWWC.

The Commission recognizes that enhanced regulatory review and scrutiny of
AWWC results from the proposed transaction. The SEC will again exercise regulatory
oversight of certain aspects of AWWC’s operations. Moreover, the reporting
requirements of federal securities laws and SEC regulations provide greater and timelier
access to information about AWWC’s operations to this Commission and the general
public. For Kentucky-American ratepayers, the benefit of such requirements is much
less significant. As this Commission and other state utility regulatory commissions have
imposed significant reporting requirements as a condition to RWE’s acquisition of
AWWC, most of the relevant information necessary for review and supervision of
AWWC’s regulated subsidiaries and AWWC's interactions with those subsidiaries is

already available. *°

0 Joint Petitioners contend that the applicability of the Sarbanes-Oxley Act and
the regulations of the New York Stock Exchange will enable AWWC to attract capital at
reasonable rates. While the Commission does not dispute this assertion, we find no
compelling evidence on this point. Moreover, while the overall effect of the Sarbanes-
Oxley Act on domestic public debt and equity capital markets may be a reduction in the
cost of capital, it is unclear whether this reduction would produce a lower cost of capital
for AWWC than remaining as a subsidiary of RWE.

-17- Case No. 2006-00197



The most compelling benefit from the proposed transaction is AWWC’s removal
from a large, multi-national entity that has operations in several different business
sectors and is no longer interested in the water industry. RWE has clearly chosen to
focus its resources and attention upon the European energy market. If Kentucky-
American and AWWC were to remain in such an organization, their capital and resource
requirements would likely be given lower priority than those sectors upon which RWE
has chosen to focus.*’ At a minimum, Kentucky-American would be less likely to
improve the quality of its service and meet the growing demand for water. At worst, it
might experience deterioration in the quality of its service and lack the resources to
make important infrastructure replacements. With AWWC as an independent entity,
Kentucky-American would be much better positioned to address its capital requirements
and to take the necessary actions to maintain and improve the quality of its service.

The record indicates that, upon completion of the proposed transaction, AWWC
will face significant capital expenditures to replace and improve the infrastructure of its
regulated subsidiaries. It also apparently faces a significant shortfall in its pension
funding. Concurrent with the proposed transaction, it must refinance its existing debt as
RWE and Thames GmbH divest themselves of any interest in AWWC. Prior to
completion of the proposed transaction, AWWC will undergo significant management
changes as the composition of its Board of Directors changes with the addition of
several independent members.*? Accordingly, we find that, in light of the lack of any

significant benefit that the proposed transaction will bring to Kentucky-American

“! The AG and LFUCG share this view. See, e.q., Direct Testimony of Scott J.
Rubin at 21; LFUCG Brief at 19.

42 Joint Petitioners’ Post-Hearing Brief at 4.
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ratepayers and the significant risk and uncertainty that it will create, the proposed
transaction is in the public interest only under the conditions described below and more
fully set forth in Appendix A to this Order.

CONDITIONS TO APPROVAL OF PROPOSED TRANSACTION

Based upon our review of the proposed transaction, we find that our approval
must be conditioned upon the inclusion of certain protections for Kentucky-American
ratepayers. Many of these conditions are similar to those placed upon our approval of
RWE'’s acquisition of AWWC and merely restate AWWC and Kentucky-American’s
existing obligations.

Service Quality

Our principal concern is the possible degradation of service quality after the
public offering. To ensure that the proposed transaction will not unduly disrupt
Kentucky-American’s operations or adversely affect the quality of its service, we have
expressly conditioned our approval upon Kentucky-American customers experiencing
no material adverse change in utility service as a result of the proposed transaction.*®

To guard against immediate and drastic changes in Kentucky-American’'s
management after the public offering of AWWC common stock, we have further
conditioned our approval upon retention of the current Kentucky-American management
for one year following completion of the IPO and required AWWC and Kentucky-

American to provide us with written notification of any changes in management

43 Appendix A, Condition No. 22.
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personnel.**  Similar conditions have been placed on reductions of non-management
employee positions.*®

The Commission has further imposed several conditions that restate and
emphasize Kentucky-American’s primary duty to provide reasonable utility service. The
provision of utility service must be Kentucky-American’s highest priority.*° Kentucky-
American will not be used as an employer or purchaser of last resort for employees,
assets, and products associated with any failed or troubled AWWC affiliated venture.*’
Kentucky-American and AWWC must adequately fund and maintain Kentucky-
American’s facilities to ensure their compliance with all state and federal requirements
and their ability to meet the current and future demands of Kentucky-American
customers.*®

We have also extended the requirement that we imposed in Cases No. 2002-
00018 and No. 2002-00317 for an annual report on Kentucky-American’s water quality
standards, number of water service interruptions, average employee response time to
water service interruptions, number of customer complaints, and customer inquiry
time.*® We will continue to use these reports as a tool to monitor the quality of

Kentucky-American’s service and detect any decline in that quality.

“ Appendix A, Conditions No. 12 and No. 13.
45 Appendix A, Condition No. 41.
6 Appendix A, Condition No. 18.
*’ Appendix A, Condition No. 17.
8 Appendix A, Condition No. 24.

49 Appendix A, Condition No. 23.
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Transaction Costs

Thames GmbH and AWWC expect to incur costs related to the proposed
transaction of $12 million and $11 million, respectively.5° The Commission finds that
Kentucky-American should not bear any of these costs. Joint Petitioners have
represented that none of the costs of the proposed transaction will be recovered from
Kentucky-American.”’ We have incorporated their representations into our conditions
for approving the proposed transaction® and have further required that no costs related
to early termination costs, retention bonuses or change in control payments resulting
from the proposed transaction will be allocated to Kentucky-American.®>  We have
further prohibited the payment for the redemption of AWWC’s preferred stock to be
recorded on Kentucky-American’s books.**

Local Control/Local Concerns

While the Commission recognizes that the proposed transaction is likely to
reduce the distance between Kentucky-American’s operations and its ultimate owners,
we are of the opinion that the public interest requires that Kentucky-American’s local
management have the necessary authority and autonomy to make decisions on a local
level. To ensure that Kentucky-American remains responsive and retains some

measure of local autonomy, we have required Kentucky-American to:

0 Joint Petitioners’ Response to Commission Staff's First Information Request,
Item 10(c) and (d).

51 Joint Petition at q 46.
2 Appendix A, Condition No. 3.
3 Appendix A, Condition No. 7.

% Appendix A, Condition No. 5.
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e Actively support economic development and social and
charitable activities throughout the areas in which it
serves.

¢ Maintain a substantial level of involvement in community
activities, through annual charitable and other
contributions, on a level comparable to or greater than
the participation levels experienced prior to the proposed
transaction.

e Ensure that at least 40 percent of the members of its
board of directors are persons who reside within the area
that Kentucky-American serves and are not employees or
officers of AWWC or any AWWC affiliated entity.

We have further conditioned our approval upon Kentucky-American’s
headquarters remaining in Lexington and the utility’'s books and records remaining
within the state.®®> We have also conditioned our approval upon Kentucky-American
honoring all existing contracts and agreements with local governments and negotiating

renewal of those agreements in good faith.%

Sarbanes-Oxley Act of 2002 Compliance Costs

AWWC estimates that it will incur approximately $2 million to comply with the
Sarbanes-Oxley Act in the year following the proposed transaction and $1 million
annually thereafter.>” A portion of these costs will be apportioned to Kentucky-American

in accordance with its agreement with AWWSC. The AG proposes that Kentucky-

5 Appendix A, Condition No. 1.
%8 Appendix A, Condition No. 36.

%7 Joint Petitioners’ Response to Commission Staff’s First Information Request,
Item 3.
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American’s recovery of these costs through general rates be limited to an amount no
greater than Kentucky-American'’s pro rata share of $1.0 million of such costs.?®

While we find few benefits accruing to Kentucky-American’s ratepayers as a
result of AWWC being subject to the requirements of the Sarbanes-Oxley Act, we will
not place any specific restriction on Kentucky-American’s recovery of those costs
through the rate-making process. Such compliance costs may be a reasonable and a
necessary cost of providing utility service. We place Kentucky-American on notice,
however, that in any general rate proceeding in which it seeks recovery of any
Sarbanes-Oxley Act compliance costs, it must clearly demonstrate not only that these
costs were reasonably incurred but that Kentucky-American ratepayers receive a
specific and definite benefit from these costs. Generalities without specific empirical
support will not suffice.

Increased Capital Costs

Asserting that the proposed transaction will increase Kentucky-American’s capital
costs, the AG urges the Commission to condition our approval of the proposed
transaction on Joint Petitioners’ agreement that AWWC and Kentucky-American hold
Kentucky-American’s ratepayers harmless for 5 years for the proposed transaction’s
adverse effects on AWWC'’s cost of capital.*

In light of our general rate-making powers that permit the disallowance of any
unreasonable expenses, we find such condition to be unnecessary. In any general

rate-making proceeding in which substantial evidence is presented to demonstrate that

% AG Post-Hearing Brief at 10.

% Direct Testimony of Scott J. Rubin at 26.
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Kentucky-American is experiencing higher capital costs as a result of the proposed
transaction, the Commission may disallow the portion of such costs that are due solely
to the proposed transaction.®® The party seeking disallowance of any capital costs for
this reason must clearly demonstrate that the increased costs result directly from the
proposed transaction.

Capital Contribution

In light of AWWC’s significant need for capital in the upcoming years, the AG and
LFUCG urge that the proposed transaction be conditioned upon requiring Thames
GmbH to contribute to AWWC 20 percent of the proceeds of the public stock offering.
This required contribution, they argue, would improve AWWC’s credit rating, make
funds available for necessary capital expenditures, reduce the total amount of debt that
must be issued, and cover some of the initial costs associated with compliance with the
Sarbanes-Oxley Act. It would force Thames GmbH to “make good on some of the
commitments it [and RWE] made when it acquired AWWI[C].”®"

Characterizing this proposal as the assessment of an “exit fee,” Joint Petitioners
voice strong policy and legal objections. First, they contend that the purpose of the
proposed condition is improper as it seeks to penalize Thames GmbH and RWE for
their alleged failure to meet certain commitments made at the time of their acquisition of

AWWC.%? Conditions should only be used, they argue, “to mitigate any adverse effect

% The Commission places all parties on notice that our approval of the transfer
of control with conditions does not constitute a finding that all costs related to the
proposed transaction or that ultimately result from the proposed transaction are
reasonable.

®1 Joint Petitioners’ Post-Hearing Brief at 22.

62 Joint Petitioners’ Brief at 26.
-24- Case No. 2006-00197



of the proposed transfer of control, not as a means to assess punitive damages for
alleged past actions by a shareholder.”®® The proposed condition, the Joint Petitioners
assert, is unrelated to the provision of service. They further deny that Thames GmbH or
RWE have failed to meet any of their commitments.

Joint Petitioners also contend that the proposal constitutes an improper and
inappropriate taking of Thames GmbH’s proceeds. Citing previous legal precedent,
they assert that RWE and Thames GmbH solely bore the risk of their investment and
should not be required to share a portion of the proceeds with others. As AWWC did
not bear any risk with the value of its stock, they argue, it is not entitled to share in any
proceeds from the sale of its stock.

Joint Petitioners argue that the AG's proposal constitutes an exaction, a
concession made in order to receive a governmental permit or approval. In effect, the
proposal, if accepted, would require RWE and Thames GmbH to surrender 20 percent
of the stock sale proceeds to obtain Commission approval for the proposed transaction.
Such conditioning, they argue, may result in a regulatory taking and be prohibited by the
Federal Constitution.

While Joint Petitioners object to the AG’s assertion that AWWC's capital needs
are the result of poor planning or neglect, they acknowledge that “all [water] systems in
the United States face high levels of capital expenditure now and in the future to replace
aging infrastructure.”® They further note that this need alone is not a sufficient basis to

impose any conditions on the proposed transaction.

8 |d. at 26.

% Joint Petitioners’ Post-Hearing Brief at 23.
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While the Commission agrees that AWWC must have adequate capital if its
regulated subsidiaries are to provide adequate service, neither the AG nor LFUCG has
provided any legal authority to support this proposal nor have they explained how this
required level of capitalization was determined or identified RWE and Thames GmbH'’s
responsibility to provide it. Accordingly, we decline to accept this proposal.

The Commission is not unmindful of AWWC and Kentucky-American’s significant
capital needs. To the extent that RWE and Thames GmbH during their ownership of
AWWC failed to ensure adequate funding of AWWC's pension fund and other post-
employment benefit plans to prevent increases in the level of unfunded liabilities, they
must bear responsibility for such increases and should not be allowed to foist that
responsibility onto the shoulders of AWWC’s new owners and ultimately on the
ratepayers of AWWC's regulated utilities. As they divest themselves of their interests in
AWWC, RWE and Thames GmbH should be required to make the equity capital
infusions necessary to render AWWC's current pension funding ratio at the same level
that existed when they acquired AWWC.®® This condition is not an exaction but merely
eliminates the effects of a departing owner’s budgetary decisions, and is consistent with

that departing owner’'s commitments to this Commission at the time of the acquisition.

% Mr. Rubin testified that AWWC’s pension funding ratio was 77 percent as of
December 31, 2001 and was only 60 percent as of December 31, 2004. The record
does not contain any information regarding this level for the past 2 years. Any
contribution to restore AWWC'’s pension ratio to the December 31, 2002 level should be
computed using the pension funding ratios that existed on December 31, 2002 and
December 31, 2006.
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Avoiding Unauthorized Acquisitions of Control

While Joint Petitioners represent that they have no intention of permitting any
person to acquire control® of AWWC through the proposed transaction,®” the
Commission remains concerned that the proposed transaction could result in such
acquisition. KRS 278.020(6) requires that such acquisition be made only with prior
Commission approval. To prevent any violation of this statute, we condition our
approval of the proposed transaction upon AWWC's filing of a registration statement
with the SEC in connection with the proposed transaction that contains a clear
disclosure that no person may acquire control of AWWC without obtaining necessary
regulatory approvals pursuant to applicable state laws, including KRS 278.020. We
have further required that any agreements that Thames GmbH or AWWC have with the
transaction’s underwriters require the underwriters to report to AWWC and the
Commission all instances in which a person or entity has acquired directly or indirectly
10 percent or more of AWWC stock through the IPO.

Most Favored Nations Clause

The Commission finds that since AWWC has operating subsidiaries in numerous
jurisdictions, a “most favored nations clause” would ensure that Kentucky-American
ratepayers receive all of the benefits that RWE, Thames GmbH, and AWWC make
available to other jurisdictions. We find that the public interest requires our approval of
the proposed merger be conditioned upon RWE, Thames GmbH, AWWC, and

Kentucky-American extending to Kentucky-American ratepayers proportionate net

% For a definition of “control,” see supra note 9.

57 Joint Petition at { 50.

27- Case No. 2006-00197



benefits of each condition imposed by another state regulatory commission that will
benefit ratepayers in another jurisdiction.

Intervenor Proposed Conditions

The AG has proposed 47 conditions to be placed upon any approval of the
proposed transaction. Many of these conditions are similar to those that we placed
upon RWE and Thames GmbH’s acquisition of AWWC.®® Some of these have been
discussed previously in this Order and have been incorporated into those set forth in
Appendix A. Of the 47 conditions that the AG proposed, we have accepted 35
conditions in toto or with modifications.

The AG proposes that the Commission require Kentucky-American to adopt new
procedures to closely monitor lost water and to file quarterly water loss reports with the
Commission.®® He argues that such procedures would address one of the reasons for
Thames GmbH’s divesture of AWWC and bwould assist in resolving Kentucky-
American’s source of supply concerns. As Kentucky-American already must file a
report of its water loss with its annual report and as Kentucky-American's current water

0

losses do not appear excessive,’® we decline to impose this condition. We will,

% LFUCG also urges the Commission to apply the same conditions that we
attached to RWE'’s acquisition of AWWC. LFUCG Brief at 1 and 18.

% Direct Testimony of Scott J. Rubin at 26.

" For the calendar year ending December 31, 2005, Kentucky-American has a
water loss percentage of 13.1399 percent. See Annual Report of Kentucky-American
Water Company to the Public Service Commission of Kentucky for the Calendar Year
Ended December 31, 2005 at 35. The Commission’s regulations consider any water
loss in excess of 15 percent as unreasonable for rate-making purposes. See 807 KAR
5:066, Section 6.
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however, continue to monitor Kentucky-American’s water losses. If they worsen, we will
consider additional remedies.”

The AG further requests that all AWWC or Kentucky-American unregulated
activities’® be conducted through a separate corporate entity and that any services that
Kentucky-American provides be charged at no less than Kentucky-American’s fully
embedded cost.”® In light of existing statutory reétrictions on non-regulated utility
transac:a’t.ions,74 we find no need for this condition. We, however, continue to insist that
AWWC and Kentucky-American retain separate books for each corporate entity
operating within Kentucky and follow appropriate state cost allocation guidelines.”

The AG proposes that AWWC report to the Commission in writing on several
aspects of its operations.”® The Commission declines to accept these proposals. The
requested information will be available through filings that AWWC must make to the
SEC or easily obtained through the use of publicly available documents.

The AG also proposes that AWWC be required to appoint an agent in Kentucky

for the limited purpose of accepting service of process of any enforcement action that

" Our authority to order remedial action is independent of any condition to the
proposed transfer of control. See KRS 278.280(1).

2 The AG’s reference to unregulated activities presumably refers to Kentucky-
American’s operation of non-public utilities.  Kentucky-American has previously
operated water treatment and production facilities for several Kentucky municipalities.
These operations are not subject to Commission jurisdiction.

"3 Direct Testimony of Scott J. Rubin at 26.

™ See KRS 278.2201-.2219.

> Appendix A, Condition No. 14.

® These proposals are virtually identical to Conditions No. 31 and No. 34 that we
imposed in Case No. 2002-00317.
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the Commission may bring and to consent to the personal jurisdiction of Franklin Circuit
Court to hear and consider any legal action or proceeding that the Commission may
bring against AWWC to enforce the provisions of this Order.

We find these proposals unworkable and unnecessary. Kentucky law makes no
provisions for the appointment of an agent for the sole purpose of accepting service of
process for a Commission enforcement action. As AWWC is a party to this proceeding
and has sought relief from this Commission, it has already consented to the jurisdiction
of the courts of this Commonwealth for any action to enforce the provisions of this
Order.

MONITORING THE PROPOSED TRANSACTION

The AG urges the Commission to continue monitoring the proposed transaction
until its completion to ensure that ratepayers “will not be harmed by a change in the
transaction after any approval under this proceeding but subsequent to the actual
implementation of the plan.””” The Commission concurs with this proposal and has in
this Order directed Joint Petitioners to submit monthly written reports on the progress of
the proposed transaction and to file simultaneously with the Commission any
documents that they file with the SEC in connection with the proposed transaction.
These requirements will ensure that the Commission remains abreast of all
developments and can take any necessary actions to protect Kentucky-American’s

ratepayers.

" AG Post-Hearing Brief at 15.
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RELEASE OF RWE AND THAMES GmbH FROM PRIOR CONDITIONS

Joint Petitioners have requested that RWE and Thames GmbH be released from
all conditions set forth in our Orders of December 19, 2002 and January 21, 2003 in
Case No. 2002-00317 in which we approved RWE and Thames GmbH'’s acquisition of
indirect control over Kentucky-American. These conditions were intended to protect
Kentucky-American ratepayers and the public interest. Upon the completion of the
proposed transaction, at which time RWE and Thames GmbH will cease to hold any
beneficial interest, direct or indirect, in any class of securities of AWWC, these
conditions will no longer serve that purpose. At that time, RWE and Thames GmbH
should be released from the conditions set forth in those Orders.

SUMMARY

Having considered the evidence of record and being otherwise sufficiently
advised, the Commission finds that:

1. Kentucky-American owns and operates facilities that are used in the
distribution of water to the public in Bourbon, Clark, Fayette, Gallatin, Grant, Harrison,
Jessamine, Owen, Scott and Woodford counties and owns and operates facilities for the
collection and treatment of sewage for the public in Clark and Owen counties.
Kentucky-American is a utility subject to the Commission’s jurisdiction.

2. AWWC owns and controls Kentucky-American.

3. TWAUSHI currently owns all of AWWC's common stock.

4, Thames GmbH currently owns all of TWAUSHI's common stock.

5. By virtue of its ownership of TWAUSHI, Thames GmbH possesses indirect

control of Kentucky-American.
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6. Joint Petitioners propose to merge TWAUSHI and AWWC and then to
conduct a public offering of AWWC’s common stock. Upon completion of the proposed
transaction, Thames GmbH will possess less than 10 percent of AWWC’s common
stock and will no longer exercise direct control over AWWC or indirect control of
Kentucky-American.

7. The proposed transaction will result in a transfer of indirect control of
Kentucky-American and will require Commission approval.

8. The identities of those persons who will acquire AWWC’s common stock
are currently unknown and will not be known until completion of the public offering of
AWWC common stock.

9. Upon completion of the public offering and transfer of AWWC’s common
stock, the management that currently manages AWWC and Kentucky-American will
continue to be in place and will continue to manage those entities’ day-to-day
operations.

10. The current management has the managerial, technical and financial
abilities to provide reasonable utility service.

11.  As those persons who are acquiring AWWC common stock will continue
to use AWWC’s management immediately following the public offering, these persons
will possess the managerial, technical and financial abilities to provide reasonable utility
service.

12. The proposed transaction may have potentially adverse effects on the
quality of service that Kentucky-American provides and will be consistent with the public

interest only under the conditions set forth in Appendix A to this Order.
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IT IS THEREFORE ORDERED that:

1. The transfer of control of Kentucky-American resulting from the merger of
AWWC and TWAUSHI and the proposed public offering of AWWC common stock is
approved, subject to the conditions set forth in Appendix A of this Order.

2. The proposed transfer of control shall not proceed unless, within 20 days
of the date of this Order, the written acknowledgements on behalf of RWE, Thames
GmbH, TWAUSHI, AWWC, and Kentucky-American by each entity’s chief executive
officer that these entities each accept and agree to be bound by the commitments set
forth in Appendix A to this Order are filed with the Commission.

3. Within 10 days of the date of this Order, Joint Petitioners shall advise the
Commission in writing of the following:

a. AWWC'’s total liability for pension and other post-retirement benefit
plans as of December 31, 2002;

b. The fair value of AWWC'’s plan assets for pension and other post-
retirement benefit plans as of December 31, 2001;

C. The percentage of AWWC’'s pension and other post-retirement
benefit plans that was funded as of December 31, 2002;

d. AWWC'’s total liability for pension and other post-retirement benefit
plans as of December 31, 2006;

e. The fair value of AWWC’s plan assets for pension and other post-
retirement benefit plans as of December 31, 2006;

f. The percentage of AWWC’s pension and other post-retirement

benefit plans that was funded as of December 31, 2006;
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g. The amount of capital necessary to bring AWWC’s plan assets for
pension and other post-retirement benefit plans as of December 31, 2006 to the same
percentage level of funding that existed for AWWC'’s plan assets and other post-
retirement benefits as of December 31, 2002.

4, Within 10 days of the date of this Order, Joint Petitioners shall file with the
Commission the financial statements of AWWC for the calendar years ending
December 31, 2002 and December 31, 2006.

o AWWC shall not impair Kentucky-American’s capacity to meet its
obligations to provide adequate, efficient, and reasohable utility service.

6. Kentucky-American is prohibited from guaranteeing the debt of RWE,
Thames GmbH, TWAUSHI, AWWC, or any of their affiliates or subsidiaries without the
prior approval of the Commission.

7. Joint Petitioners shall file with the Commission a copy of the final decision
or order or other forms of regulatory notification regarding the proposed transfer of
control that each state regulatory authority with jurisdiction over the proposed IPO of
AWWC stock issues within 20 days of the issuance of such order or notification.

8. Kentucky-American shall include with its annual report to the Commission
a report in table format 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 year.

9. Kentucky-American shall report with its annual report to the Commission
its actual expenditure levels for economic development activities and civic and

charitable activities for the past calendar year.
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10.  AWWC and Kentucky-American shall comply with all reporting and filing
requirements set forth herein. Unless otherwise noted, all quarterly reports shall be filed
within 45 days of the close of the reporting quarter, and all annual reports shall be filed
by March 31 of the year following the reporting period.

11.  AWWC shall, at 6-month intervals, submit to the Commission written
reports on the actual cumulative costs of the proposed IPO of AWWC common stock
until all transaction costs have been incurred. These reports shall be for periods ending
June 30 and December 31 and shall be submitted within 45 days of the end of the
reporting period.

12.  On the last day of each month following the issuance of this Order and
continuing until the proposed transaction is completed, Joint Petitioners shall submit a
written report of current status of the proposed transaction. This report shall, at a
minimum, address Joint Petitioners’ progress in obtaining the approval of all state utility
regulatory commissions that must review the proposed transaction and the status of all
filings with the SEC.

13.  Should the Joint Petitioners receive any information or notice that a
person or persons have purchased or otherwise acquired 10 percent or more of
AWWC'’s common stock through the IPO, they shall advise the Commission in writing of
this information or notice within 72 hours of its receipt.

14.  Thames GmbH and AWWC shall in their agreements with all persons that
are underwriting the IPO of AWWC common stock require that those persons report to
AWWC and the Commission all instances in which a person or entity has acquired
directly or indirectly 10 percent or more of AWWC stock through the IPO and to identify

such persons or entities.

-35- Case No. 2006-00197



15.  Joint Petitioners shall simultaneously with each filing made to the SEC in
connection with the proposed transaction file with the Commission a copy of such filing.

16. At such time as RWE and Thames GmbH cease to have any beneficial
interest, direct or indirect, in any class of securities of AWWC, all terms and conditions
set forth in the Commission’s Orders of December 19, 2002 and January 21, 2003 in
Case No. 2002-00317 shall terminate.

17.  Within 10 days of completion of RWE and Thames GmbH’s transfer of all
interests in AWWC, they shall notify the Commission is writing that such transfer has
occurred.

Done at Frankfort, Kentucky, this 16™ day of April, 2007.

By the Commission

ATTEST:

s

Execntive Director
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APPENDIX A

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO. 2006-00197 DATED April 16, 2007

The proposed IPO of AWWC common stock and the transfer of indirect control of
Kentucky-American from TWAUSHI, Thames GmbH and RWE to unknown persons are

approved upon the following conditions:

1. Kentucky-American’s books and records will be maintained and housed in
Kentucky.
2, AWWC and Kentucky-American will not assert in any judicial or

administrative proceeding that the Commission lacks for rate-making purposes
jurisdiction over Kentucky-American’s capital structure, financing, and cost of capital.

3. Neither Kentucky-American nor its ratepayers, directly or indirectly, will
incur any additional costs, liabilities, or obligations in conjunction with Thames GmbH
and RWE’s divesture of AWWC.

4, AWWC and Kentucky-American will obtain Commission approval prior to
the transfer of any Kentucky-American asset with an original book value in excess of
$1 million or real property or real estate with a net original book value in excess of
$200,000.

. The payment for redemption of AWWC’s preferred stock will not be
recorded on Kentucky-American’s books.

6. RWE and Thames GmbH’s divesture of AWWC will not affect the
accounting and rate-making treatments of Kentucky-American’s excess deferred

income taxes.



7. No early termination costs, change in control payments, or retention
bonuses paid to a Kentucky-American or AWWC employee as a result of the proposed
transaction will be allocated to Kentucky-American or recovered from Kentucky-
American’s ratepayers.

8. Kentucky-American will not bear any costs incurred to comply with any
law, regulation, standard, or practice of the United Kingdom, Federal Republic of
Germany, or European Community necessary to complete the proposed transaction.

9. AWWC and Kentucky-American will not assert in any Commission
proceeding that Commission review of the reasonableness of any cost has been or is
preempted by any other governmental regulator.

10. The prospectus within the registration statement to be filed with the
Commission in connection with the proposed transaction will include a clear statement
that no person may acquire control of AWWC without obtaining necessary regulatory
approvals pursuant to applicable state laws, including KRS 278.020.

11. Thames GmbH and AWWC will require in their agreements with the
underwriters of the IPO of AWWC stock that the underwriters report to AWWC and the
Commission all instances in which a person or entity has acquired directly or indirectly
10 percent or more of AWWC stock through the IPO and to identify such persons or
entities.

12.  RWE and/or Thames GmbH will infuse equity capital into AWWC prior to
the proposed transaction sufficient to render AWWC’s pension funding ratio on

December 31, 2006 at the same level that existed on December 31, 2002.
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13.  For at least one year from the date of the IPO of AWWC stock, each of
Kentucky-American’s current corporate officers will continue in his or her current
position and perform his or her current duties unless he or she requests reassignment
or retirement, resigns on his or her own volition, is unable to continue to perform the
duties of that position due to some physical, mental, or civil disability, or has engaged in
some misconduct that requires his or her removal or reassignment.

14.  For at least one year from the date of the IPO of AWWC stock, AWWC or
Kentucky-American will notify the Commission in writing within 10 days of any changes
in Kentucky-American’s corporate officers and management personnel.

15. AWWC and Kentucky-American will retain separate books for each
corporate entity operating within Kentucky and will follow state cost-allocation
guidelines, as well as all applicable codes of conduct.

16.  Kentucky-American’s equity-to-capital ratio will be maintained between 35
to 45 percent. If the equity-to-capital ratio falls outside this range, AWWC and
Kentucky-American will hotify the Commission in writing within 30 days of this
development and will submit to the Commission a detailed plan of action to return
Kentucky-American’s equity-to-capital ratio to this range.

17. AWWC and Kentucky-American will notify the Commission in writing
within 30 days of any downgrading of the bonds of AWWC or any AWWC subsidiary
and will include with such notice the complete report of the issuing bonding agency.

18.  Kentucky-American will not be the employer or purchaser of last resort for
employees, assets, and products associated with any failed or troubled AWWC affiliate

or venture.
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19. Kentucky-American’'s utility operations will be Kentucky-American's
highest priority and will not be used to solely benefit non-utility affiliates.

20. If AWWC issues new debt or equity in éxcess of $100 million, it will notify
the Commission in writing 30 days prior to such issuance.

21.  Kentucky-American will file with its annual report to the Commission a
report of its dividend payments and other funds transfers to AWWC. This report will list
the date of each dividend payment or other funds transfer made to AWWC during the
calendar year, the amount of each payment, and the amount of net income available at
the time of each payment.

22. AWWC will semi-annually submit written reports to the Commission on the
actual cumulative costs of the proposed divesture. The reports should be for reporting
periods ending June 30 and December 31 and submitted within 45 days of the end of
the reporting period.

23.  Kentucky-American customers will experience no material adverse
change in utility service due to the divesture.

24. Beginning for calendar year 2007 and for the next 5 years thereafter,
Kentucky-American will include in its annual report to the Commission in table format a
report that shows each water quality standard, 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. AWWC and Kentucky-American will adequately fund and maintain

Kentucky-American’s treatment, transmission, and distribution systems; comply with all
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applicable Kentucky statutes and administrative regulations; and supply the service
needs of Kentucky-American customers.

26. At least 30 days prior to any planned reduction of 5 percent or more in
Kentucky-American’s workforce, AWWC or Kentucky-American will notify the
Commission in writing of the planned reduction and will include with such notice a
written study of the reduction’s expected effects on service and Kentucky-American'’s
plan for maintaining service quality at the reduced workforce level.

27.  AWWC will maintain Kentucky-American’s levels of commitment to high
quality utility service and will fully support maintaining Kentucky-American’s record for
service quality.

28.  Kentucky-American will continue to protect and safeguard the condition of
all of its watershed land holdings surrounding its reservoirs and well fields in Kentucky.

29. AWWC and Kentucky-American will actively support economic
development and social and charitable activities throughout the areas in which
Kentucky-American serves for as long as Kentucky-American continues to serve those
areas.

30. Kentucky-American will maintain a substantial level of involvement in
community activities, through annual charitable and other contributions, on a level
comparable to or greater than the participation levels experienced prior to the date of
the IPO of AWWC stock.

31. AWWC will maintain and support the relationship between Kentucky-

American and the communities that it serves.

-5- Case No. 2006-00197
Appendix A



32. At least 40 percent of the members of Kentucky-American’s Board of
Directors will be persons who reside within the area that Kentucky-American serves and
who are not employees or officers of AWWC or any AWWC affiliated entity.

33.  AWWC will hold all of Kentucky-American’s common stock and will not
transfer any of that stock without prior Commission approval even if the transfer is
pursuant to a corporate reorganization as defined in KRS 278.020(7)(b).

34. If any state regulatory commission imposes conditions on RWE, Thames
GmbH, TWAUSHI, or AWWC as a condition for its approval of the proposed divesture
and IPO of AWWC common stock and those conditions would benefit ratepayers in any
other jurisdiction, proportionate net benefits and conditions will be extended to
Kentucky-American ratepayers.

35.  Kentucky-American will retain its current name and will continue as a
corporation organized under Kentucky law.

36.  Kentucky-American’s headquarters will remain in Lexington, Kentucky.

37. AWWC and Kentucky-American will honor all existing Kentucky-American
contracts, easements, or other agreements with local governments, and will negotiate
with those local governments in good faith regarding the renewal of those agreements.

38.  Kentucky-American will not, for at least one year from the daté of the IPO
of AWWC common stock, eliminate any non-management or union employee positions.

39. AWWC and Kentucky-American will maintain a sound and constructive
relationship with those labor organizations that may represent certain AWWC or
Kentucky-American employees, will remain neutral respecting an individual’s right to

choose to be a trade union member, will continue to recognize the unions that currently
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have collective bargaining agreements with Kentucky-American, and will honor any

agreements with those unions.
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KENTUCKY-AMERICAN WATER COMPANY

Case No. 2015-00418

KAW_APP_EX37B_012916
Page 2 of 54

RATE BASE SUMMARY
AS OF APRIL 30, 2016 5
EXHIBIT 37, SCHEDULE B-1
Rate Base\[Exhibit 37 Schedules B1 - B8 8.31.2017.xlsx]Sch B-1
DATA: _X_ BASE PERIOD ___ FORECASTED PERIOD PAGE 1 OF 2
TYPE OF FILING: _X_ ORIGINAL __ UPDATED __ REVISED Witness Responsible L. Bridwelt
Supporting
Line Schedule
No. Rate Base Component Reference Base Period
1
2 Utility Plant In Service B-2 $648,948,902
3
4 Property Held for Future Use B-2.6 0
5
6 Utility Plant Acquisition Adjustments 0
7
8 Accumulated Depreciation B-3 {142,044,393)
9
10
11
12 Net Utility Plant In Service 506,904,509
i3
14
15 Construction Work in Progress 8-4 23,768,036
16
17 Working Capital Allowance B-5/W/P-1-13 3,946,000
18
19 Other Working Capital Allowance B-5&W/P-1-5 813,037
20
21 Contributions in Aid of Construction B-6 {58,104,260)
22
23 Customer Advances B-6 {13,644,640)
24
25 Deferred Income Taxes B-6 {73,841,186)
26
27 Deferred Investment Tax Credits B-6 {38,059)
28
29 Deferred Maintenance W/P-1-10 7,212,746
30
31 Deferred Debits W/P-1-11 1,407,974
32
33 Other Rate Base Elements W/P-1-12 1,229,349
34
35
36
37
38
39
40
41
42
43
a4
45 Jurisdictional Rate Base $399,653.506

AG Hearing Exhibit No.



DATA: ____ BASE PERIOD _X_ FORECASTED PERIOD
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EXHIBIT 37, SCHEDULE B-1

Rate Base\[KAWC 2018 Rate Case - Exhibit 37 Schedules B1 - 88.xlsx]Sch B-1
PAGE 2 OF 2

Witness Responsible: Melissa Schwarzell

Rate Base Component

Supporting
Schedule
Reference

. Endof 13 Month Avg

Period Forecasted
Amount Period Amount

[ = B
Homw\xmmawwppg

BB b DD DWW WWWWWWWWNNNNNNDNRNNRNNIERIERIR R |3 |3 |3
N HEWNPOWONOUAEWMNRLEOWOWDR NS WNRLROWOVRRNONGU RN

Utility Plant In Service
Property Held for Future Use
Utility Plant Acquisition Adjustments

Accumulated Depreciation

Net Utility Plant In Service

Construction Work in Progress
Working Capital Allowance

Other Working Capital Allowance
Contributions in Aid of Construction
Customer Advances

Deferred Income Taxes

Deferred Investment Tax Credits
Deferred Maintenance

Deferred Debits

Other Rate Base Elements

Jurisdictional Rate Base

B-2

8-2.6

WP -1-14

B-3

B-4

B-5/W/P-1-13

B-5& W/P-1-5

B-6
B-6
B-6
B-6
W/P-1-10
W/P-1-11

W/P-1-12

$810,058,267 $790,806,081
0 0
212,912 225,195

(206,300,148) (197,770,499)

603,971,030 593,260,778

4,645,017 7,859,210
3,754,000 3,754,000
807,789 807,789
(74,388,870} (73,319,577}
{14,266,894) {13,508,680)
{90,588,400) {90,721,671)
(6,175) (10,001)
12,345,613 11,816,493
1,170,141 1,198,681

(14,660) {14,660}

$447,428,590 $441,122,362
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION
In the Matter of:

APPLICATION OF KENTUCKY-AMERICAN )

WATER COMPANY FOR AN ADJUSTMENT ) CASE NO. 2012-00520

OF RATES SUPPORTED BY A FULLY )

FORECASTED TEST YEAR )

ORDER

Kentucky-American Water Company (“Kentucky-American”) has applied to adjust
its rates for water service to produce additional revenues of $12,317,702, or 15.05
percent, over forecasted operating revenues from existing water rates of $81,832,138. 1
By this Order, we establish rates that will produce an annual increase in revenues from
water sales of $6,904,134, or 8.25 percent, over adjusted forecasted revenues from
water sales of $83,642,642; deny Kentucky-American's request to establish a
Distribution System Improvement Charge and a Purchased Power and Chemical

Charge; and approve adjustments to Kentucky-American's nonrecurring charges.

BACKGROUND

Kentucky-American, a Kentucky corporation, owns and operates water
production and distribution facilities that provide water service to 124,344 customers in
Bourbon, Clark, Fayette, Gallatin, Grant, Harrison, Jessamine, Owen, Scott, and

Woodford counties, Kentucky.? It provides wholesale water service to Harrison County

' As required by KRS 278.192(2)(b), Kentucky-American submitted its base period update on
May 15, 2013, to report the actual results for the base period months that were originally forecasted. This
update contains corrections of certain errors and the “slippage” that result in a revised revenue increase
of $12,068,431, or $249,271 below the originally proposed increase.

2 Annual Report of Kentucky-American Water Company to the Public Service Commission for
the Calendar Year Ended December 31, 2012 at 5, 30.



Water Association, East Clark Water District, Peaks Mill Water District, Jessamine-
South Elkhorn Water District, and the cities of Georgetown, Midway, North Middletown,
Nicholasville, and Versailles.? It directly or indirectly provides potable water service to
approximately 490,000 persons.* Kentucky-American last applied for a rate adjustment
in 2010.°

Kentucky-American is currently organized into two divisions: Northern Division
and Central Division. The Northem Division consists of all facilities located in Gallatin,
Grant, and Owen counties, Kentucky. As of May 31, 2012, the Northern Division had
approximately 3,862 customers.t Kentucky-American’s remaining facilities compose the
Central Division. The Central Division has approximately 120,500 customers.

PROCEDURE

On November 29, 2012, Kentucky-American notified the Commission in writing of
its intent to apply for an adjustment of rates using a forecasted test period. On
December 28, 2012, it submitied its application. The Commission established this
docket and permitted the following parties to intervene in this matter: the Attorney
General of Kentucky (“AG”), Lexington-Fayette Urban County Govemment (“LFUCG"),
and Community Action Council for Lexington-Fayette, Bourbon, Harrison, and Nicholas

Counties, Inc. (“CAC").

®  |d at33.

*  See http:/iwww.amwater.com/kyaw/about-us/ (last visited Oct. 20, 2013).

% Case No. 2010-00036, Application of Kentucky-American Water Company for an Adjustment
of Rates Supported by a Fully Forecasted Test Year (Ky. PSC Dec. 14, 2010).

®  Case No. 2012-00096, Application of Kentucky-American Water Company for a Certificate of
Public Convenience and Necessity Authorizing Construction of the Northern Division Connection,
Kentucky-American's Response to Commission Staff's First Request for Information, ltem 33 (filed

July 23, 2012).
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On January 22, 2013, the Commission suspended the operation of the proposed
rates for six months and established a procedural schedule for this proceeding.
Following discovery, the Commission held an evidentiary hearing in this matter on
June 4-5, 2013, in Frankfort, Kentucky.” We also conducted a public meeting in
Lexington, Kentucky, on May 28, 2013 to receive public comment on the proposed rate
adjustment.  All parties submitted written briefs following the conclusion of the
evidentiary hearing.

On July 26, 2013, Kentucky-American notified the Commission of its intent to
place the proposed rates into effect for service rendered on and after July 27, 2013. In
response, we directed Kentucky-American to maintain appropriate records of its billing

to permit any necessary refunds.

" The following persons testified at the evidentiary hearing: Cheryl Norton, President, Kentucky-
American; Keith Cartier, Vice President of Operations, Kentucky-American; Scott Rungren, Financial
Analyst, American Water Works Service Company, Central Division; Melissa Schwarzell, Financial
Analyst, American Water Works Service Company, Central Division; Linda C. Bridwell, Manager Rates
and Regulation for Kentucky and Tennessee, American Water Works Service Company; Gary VerDouw,
Director of Rates, American Water Works Service Company, Central Division; Carl Meyers, Director of
Income Tax, American Water Works Company; David Baker, Vice President, American Water Works,
North East Division, and President, New Jersey-American Water Company; Paul R. Herbert, President,
Valuation and Rate Division, Gannett Fleming, Inc.; Stephen M. Rackers, Consultant, Brubaker and
Associates, Inc.; Brian Kalcic, Principal, Excel Consulting; William O’'Mara, Commissioner of Finance,
LFUCG; and Jack E. Burch, Executive Director, CAC. The following persons submitted written testimony
but did not appear at the evidentiary hearing: Lance Williams, Director of Engineering for Kentucky and
Tennessee, American Water Works Service Company; Lewis Keathley, Financial Analyst, American
Water Works Service Company, Central Division; Jermaine Bates, Rates Analyst, American Water Works
Service Company, Central Division; James H. Vander Weide, Professor of Finance and Economics, Duke
University, and J. Randall Woolridge, Professor of Finance, Pennsylvania State University. After the
hearing, Witnesses Meyers, Vander Weide, and Woolridge responded to written questions from
Commission Staff.
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ANALYSIS AND DETERMINATION

Test Period

Kentucky-American uses as its forecasted test period the 12-month period
ending July 31, 2014.2 lts base period is the 12-month period ending March 31, 2013.°
Rate Base

Kentucky-American proposes a forecasted net investment rate base of
$385,994,706." The Commission accepts this forecasted rate base with the following
exceptions:

Utility Plant in Service ("UPIS"). Keﬁtucky-American uses capital construction

budgets to determine its forecasted UPIS amount of $627,540,378."" Kentucky-
American separates its construction budgets into three categories: normal recurring
construction, construction projects funded by others,'? and major investment projects.

In prior rate proceedings, the Commission has adjusted forecasted UPIS to

reflect 10-year historical trend percentages of actual-to-budgeted construction

Application § 7.

® d.fs.

% Id.Ex. 37, Sch.B-1at 2.
" M

2 Contributions in Ald of Construction or Customer Advances, which are forms of cost-free

capital, fund these projects.
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spending.’® In support of our action, we have noted the imprecision of the budgeting
process:

Budgeting being an inexact science, it is imperative that the
historical relationship between the budgets and actual
results be reviewed to determine what projects Kentucky-
American is likely to have in service or under construction in
the forecasted period. A forecasted period does not
preclude the examination of historic data and trends but,
rather, compels their examination to test the historic to
forecasted relationships. Nor will an adjustment based on
the historical slippage factor have a devastating impact on
Kentucky-American's earmning potential. Such an adjustment
will have a minimal impact on revenue requirements by
eliminating a return on utility plant not in service during the
forecasted period due to delayed investment.'

These “slippage factors” thus serve as an indicator of Kentucky-American's accuracy in
predicting the cost of its utility plant additions and the time period during which new
plant will be placed into service.

Kentucky-American did not propose a slippage factor adjustment to its forecasted
construction budget in its application. In its base period update, however, it revised its
revenue requirement to reflect the effect of a slippage adjustment on its forecast.”

Applying a slippage factor for normal recurring construction and major investment

projects of 122.14 percent and 82.25 percent respectively to its capital construction

¥ See, e.g., Case No. 92-452, Notice of Adjustment of Rates of Kentucky-American Water

Company (Ky. PSC Nov. 19, 1993) at 8 - 11; Case No. 95-554, The Application of Kentucky-American
Water Company to Increase lts Rates (Ky. PSC Sep. 11, 1996) at 2 - 3; Case No. 97-034, The
Application of Kentucky-American Water Company to Increase lts Rates (Ky. PSC Sep. 30, 1897) at 3 - 7;
Case No. 2000-120, The Application of Kentucky-American Water Company to Increase Its Rates (Ky.
PSC Nov. 27, 2000) at 2 - 4; Case No. 2004-00103, Adjustment of the Rates of Kentucky-American
Water Company (Ky. PSC Feb. 28, 2005) at 3 - 4; and Case No. 2010-00036, Order of Dec. 14, 2010 at
4-7.

4 Case No. 92-452, Order of Nov. 19, 1993 at 9.

' Rebuttal Testimony of Linda C. Bridwell at 2; Base Period Update-Revised Ex. 37, Sch. B-2
at 2 (filed May 25, 2013).
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budgets,'® Kentucky-American calculated its forecasted UPIS to be $629,839,138, or
$2,298,760 greater than the original forecasted UPIS of $627,540,378." In support of
its use of a slippage adjustment above 100 percent, Kentucky-American refers to two
prior Commission decisions in which we allowed such reverse slippage adjustments.®
Although initially opposing the use of a reverse slippage adjustment,’® the AG
subsequently reversed his position and now supports Kentucky-American's proposed
adjustment. While having “qualms about the use of a slippage factor mechanism to
increase the Company’s revenue requirement,”?® the AG states that the slippage factor

served as “an effective regulatory device to correct . . . [Kentucky-American’s] former

" For the comparison of actual-to-budgeted construction spending for the 10-year period
ending December 31, 2011, see Kentucky-American's Response to Commission Staff's First Request for
Information, Item 11(a) (filed January 23, 2013). In its second discovery request, Commission Staff
calculated the slippage factors and requested that Kentucky-American apply those factors to all monthly
Recurring Capital Expenditure Projects expenditures beginning December 2009 through the end of the
forecasted test period. See Commission Staffs Second Request for Information, ltem 41 (filed
Feb. 6, 2013).

w Kentucky-American’s Response to Commission Staff's Second Request for Information, item
41, Schedule B-1 at 2.

'® Case No. 2010-00036, Order of Dec. 14, 2010; Case No. 2005-00042, An Adjustment of the
Gas Rates of the Union Light, Heat and Power Company (Ky. PSC Dec. 22, 2005).

¥ See AG's Response to Commission Staff's Request for Information, Item 26 (filed May 1,
2013) ("The Attorney General does not agree with or support the use of an adjustment consequent to a
pattern of underbudgeting. It removes an incentive for KAW [Kentucky-American] to accurately budget
and properly implement its capital construction program.”). In response to a discovery request, AG
witness Stephen M. Rackers states:

KAWC is in possession of all the information regarding its operations,
including the budgeting function and construction pragram. KAWC also
controls the timing and completion of the various construction projects.
As a result the risk of including the proper level of forecasted plant
should be borne by KAWC.

Therefore, the ratepayer protection of a slippage adjustment should not
also serve as a mechanism to increase revenue requirement due to
potential under budgeting. The incentive for KAWC to control cost is also
diminished by allowing a slippage adjustment to increase forecasted
construction.

AG's Response to Commission Staff's Request for Information, Item 28.

2 AG Brief at 4.
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‘pervasive pattern of overbudgeting for its construction. He noted that it “protects

ratepayers from overbudgeting and also properly serves to provide the utility with a
measure of protection (and risk management)."??

We find that a reverse slippage factor adjustment in this proceeding is
appropriate and consistent with our prior holdings. In Case No. 2010-00036, we noted
that the purpose of the slippage factor “is to produce a more accurate, reasonable, and
reliable level of forecasted construction.”®® The application of slippage factors in this
proceeding is consistent with that purpose. Accordingly, we find that Kentucky-
American's forecasted UPIS should be increased by $2,298,760 to reflect the
application of slippage factors for normal recurring construction and major investment

projects of 122.14 percent and 82.25 percent respectively.

Business Transformation (“BT") Program. American Water Works Company?®*

("AWWC"), Kentucky-American's parent corporation, is developing and deploying
several new, integrated information technology systems to manage the following core
functional areas of AWWC and its subsidiaries: human resources, finance and
accounting, purchasing and inventory management, capital planning, and customer and

field services.”® The project, which AWWC has named the “Business Transformation”

2,
2 Id. at5.

2 See Order of Dec. 14, 2010 at 7.
24 AWWC, a Delaware corporation, is the largest, investor-owned water and wastewater utility
company in the United States. Its 15 regulated subsidiaries currently provide water and wastewater
services in 16 states. AWWC currently owns all outstanding shares of Kentucky-American stock. See
http://www.amwater.com/About-Us/our-subsidiaries.htmi (last visited Oct. 23, 2013).

% Direct Testimony of Gary M. VerDouw at 36 - 37.
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(“BT") Program, is intended to replace legacy information technology systems, promote
greater efficiency, improve customer service, and increase employee effectiveness.?®
AWWC estimates the BT Program's total cost to be $320.3 million.?” It intends to
allocate this cost to each of its regulated utilities based on the percentage of their
customer counts to the overall AWWC regulated utility customer count.?® This method
of allocation is consistent with the terms of the 1989 agreement between American
Water Works Service Company and Kentucky-American.® AWWC projects an
allocation of $12,290,381 of total BT Program costs to Kentucky-American. According
to Kentucky-American Witness Gary VerDouw, this cost “equates to a cost of just over
$100 per Kentucky American customer, or approximately $10 per year per customer
based on the anticipated life of ten years for the BT assets.”® AWWC will have billed
Kentucky-American for its share of BT Program costs to Kentucky-American by 2014.%
Approximately $11,027,990 of Kentucky-American's forecasted UPIS is attributable to

BT Program assets.*

% |d. at 36.
7 |d. at 37.
8 |d. at 37, 46 - 47.

% Agreement between American Water Works Service Co. and Kentucky-American Water
Company (“Service Agreement”) (Jan. 1, 1989) (available at Kentucky-American's Response to
Commission Staff's First Request for Information, ltem 32). 9§ 2.4 provides: “All costs incurred in
rendering services to Water Company in common with similar services to other Water Companies which
cannot be identified and related exclusively to services rendered to a particular Water Company, shall be
allocated among all water Companies so served, or, in the case of costs incurred with respect to a
particular group of Water Companies, among the members of such group, based on the number of
customers served at the immediately preceding calendar year end.”

% Direct Testimony of Gary M. VerDouw at 37. Kentucky-American indicated that BT Program
assets have a ten-year useful life and should be depreciated over a ten-year period. /d. at 50 - 51.

9 |d. Ex. BT-1 at 1.

% Kentucky-American's Response to Commission Staffs Second Request for Information,
Item 41 at 122,
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The BT Program consists of three information systems: Enterprise Resource
Planning; Enterprise Asset Management; and Customer Information System. AWWC
deployed the Enterprise Resource Planning system in August 2012.** Deployment of
the remaining systems began in 2013.%*

LFUCG opposes inclusion of the BT Program assets into Kentucky-American's
rate base for ratemaking purposes.®® It argues that Kentucky-American has failed to
meet its burden of proof that the program is reasonable. More specifically, it notes the
absence of any Kentucky-American specific study regarding the program and the lack of
any study of possible alteratives to the BT Program.*®

Our review of the evidence indicates sufficient evidence to support inclusion of
the BT Program costs into UPIS. The evidence of record indicates that Kentucky-
American’s information infrastructure was approaching the end of its useful life and a
need to replace the system existed. Most of Kentucky-American’s information system
had been in service since the 1990s or the early part of the last decade.®” These
systems were not integrated and had limited functionality. They could not perform many

of the customer-service technology functions that the public has come to expect.®®

B 1d. at 43.

il -
* In his brief, the AG took no position on the BT program. In response to discovery requests,
AG Witness Rackers stated that without a cost-benefit analysis study that considered whether Kentucky-
American could have developed or purchased its own system that met its needs and cost less than $12
million, no determination could be made regarding the reasonableness of the BT Program costs. AG's
Response to Commission Staff's Request for information, ltem 20.

% LFUCG Brief at 5.

% Direct Testimony of Gary M. VerDouw at 38; Kentucky-American’s Response to Commission
Staff's Third Request for information, Item 25.

% These services include internet billing, appointments for repair calls, self-service inquiry and

ordering capabilities, and secure transfer of personal information.
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Some supporting software for these systems was no longer available. Moreover, while
the lives of some systems could be extended through system customizations, numerous
customizations would be required and would be expensive.*

The record further indicates that a reasonable and thorough review process was
used to determine the needs of AWWC's utilities and to procure the information
technology systems. AWWC performed a comprehensive study of its needs.*® It used
a competitive bidding and evaluation process to select its information systems and
system integrator. AWWC conducted “extensive analyses of potential service
providers, used competitive bidding processes to select key service providers and
negotiated ‘not to exceed’ fixed fee arrangements to ensure effective cost control.”!
Throughout the process it solicited and received comments and input from these
corporate stakeholders, including Kentucky-American officials.*

BT Program costs compare favorably to similar-sized customer-service
information system projects that other utilities in this state have undertaken. The cost of
the customer service portion of Kentucky-American's BT Program is approximately $30
per customer.*® In contrast, Louisville Water Company recently installed a customer-

care information system at a cost of $92 per customer. Louisville Gas and Electric

% Direct Testimony of Gary M. VerDouw at 39 - 40,

0 AWWC, American Water information Technology Infrastructure Comprehensive Planning
Study Report (“Comprehensive Planning Study Report’) (Voorhees, N.J. Apr. 13, 2010) (available at
Kentucky-American's Response to AG's First Request for Information, Item 168).

41
ltem 25.

42

Kentucky-American’s Response to Commission Staff's Third Request for Information,

Rebuttal Testimony of Gary M. Verdouw at 3 - 4.

®  The total cost of BT Program, not merely the customer-service technology portion, is
approximately $100 per customer. See supra note 30 and accompanying text.
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Company and Kentucky Utilities Company jointly installed a customer-care and billing-
information system project whose cost is roughly $68 per customer.*

While the record does not indicate any Kentucky-specific analysis of the BT
Program, Kentucky-American has identified several benefits that will inure to its
customers as a result of the BT Prograrh. These include:

(1) Optimizing material availability to field personnel, which
will enhance the quality and timeliness of field service; (2)
increasing efficiencies in recruiting process to minimize work
gaps and ensure continuity of service for customers; (3)
improving asset reliability and fewer unexpected outages by
optimizing reliability-centered maintenance programs; (4)
proactively communicatin<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>