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BEFORE THE TENNESSEE REGULATORY AUTHORITY 

RE: TENNESSEE-AMERICAN WATER COMPANY 

OASE NO. 

DIRECT TESTIMONY OF PAUL R. HERBERT 

Line 
No, 

1 Q. Please state your name and address. 

2 A. My name is Paul R, Herbert. My business address Is 207 Senate Avenue, 

J Camp Hill. Pennsyh^ania. 

.4 Q. By vi^om are you employed? 

5 A. I am employed by Gannett Fleming, Inc. 

6 Q. Please describe your position with Gannett Fleming, Inc. and bHefly state 

7 your general duttes and responsOjilit^. 

8 A. I am President of the Valuatton and Rate Diviston. My du t i ^ and 

9 responsibilities include the preparation of accounting and financial data for 

10 revenue requirement and cash working capital claims, the altocatton of cost of 

11 sen/ice to customer classrfications, and the design of customer rates in 

12 support of public utility rate filings. 

13 Q. Have you preser^ted testimony in rate proceedings before a regulatory 

14 agency? 

15 A. Yes. I have testified before the Pennsylvania Publto Utility Comnrusston, the 

16 New Jersey Boan:t of Public Utilities, the Public Utilities Gommissbn of Ohio, 

17 the Publto Service Commissicm of West Virginia, the Kentucky Public Servtoe 

18 Commission, ^ e Iowa State Utilfties Board, the Virginia State Corporatton 

19 Commfeslon, the Tennessee Regulatory Authority, the Callfomia Public 
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i Utilities Commisston. New Mexico Public Regulation Commission and the 

2 Missouri Public Servtoe Commission conceming revenua requirements, cost 

3 of sen/ice allocation, rate design and cash working capital claims, A list of 

A the cases in which I have testified is provided at the end of my direct 

s testimony. 

6 ' Q. What is your educational background? 

7 A- I have a Bachelor of Science Degree in Finance from tha Pennsylvania State 

8 University, University Park, Pennsylvania. 

9 Q. Woukl you please describe your professional aff^iattons? 

10 A . I am a member of the American Water Works Association and served as a 

11 member of the Management Committee for the Pennsylvania Section, i am 

12 also a member of the Pennsylvania Municipal Authorities Association, tn j 

13 1998. I became a member of the National Associatton of V^ te r Companies 

14 as well as a member of its Rates and Revenue Committee. 

15 Q. Briefly describe your woric experience. 

16 A. I joined the Valuaiton Division of Gannett Fleming Corddry and Carpenter, 

17 inc.. predecessor to Gannett Reming, Inc., in Sept^rtber 1977, as a Junior 

IS Rate Analyst Since then. 1 advanced through several posittons and was 

19 assigned the positton of M a n a ^ r of Rate Studies on July 1,1990, On June 

20 1,1994,1 was pronrK)ted to Vice President of the Valuation and Rate Division 

21 and on July 1.2007,1 was pronroted to my cunent position as President 

22 While attending Penn State, I was emptoyed during the summers of 

23 1972,1973 and 1974 by the United Telephone Systan - Eastern Group in its 

24 accounting department. Upon graduation from college in 1975, I was 



1 employed by Herbert Associates, Inc.. Consulting Engineers (now Herbert 

2 Rowland and Grubic, Inc.), as a fieW office manager until September 1977. 

3 Q. What Is the purpose of your testimony In this proceeding? 

4 A. The purpose of my testimony is to explain Tennessee^merican Water 

s Compan/s cost of senflce allocation study and proposed i^te design set 

6 forth in Exhibit No. PRH-1. 

7 COST OF SERVICE ALLOCATION 

3 Q. Briefly describe the purpose of your cost allocation study. 

9 A. The purpose of the stiKfy was to attocate the total cost of service, which Is 

10 the total revenue requirement, to the several customer dassrficaltons. In the 

11 study, the total costs were allocated to the residential, commercial, industrial, 

12 public authorities, sales for resale, private fire protectton and public fire 

13 protection classificat'ons in accordance with generally accepted principles 

14 and procedures. The cost of servtoe allocation results In indications of the 

15 relative cost responsibilities of each class of customers. The allocated cost 

16 of setvice is one of several criteria appropriate for conskleration in designing 

17 customer rates te produce the required revenues. The results of my 

18 allocation of the pro forma cost of service as of November 30, 2007, and 

19 proposed customer rates to produce the pro forma revenue requirement as 

20 of that date are presented in the study. 

21 Q. Ple£@e describe the method of cost altocatton that was used in your study. 

22 A. The base-extra capacity method, as described In 2000 and prior Water 

23 Rates Manuals published by the American Water Works Association 

24 (AWWA), was used to allocate the pro forma coste. Base-extra capadty is a 
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1 recognized method for allocating tiie cost of provkiing water service to 

2 customer classifications In proportion te the classifications' use of tiie 

3 commodity, facilities, and services. It is generally accepted as a sound 

4 method for allocating the cost of water sendee and was used by tiie 

5 Company In the Company's previous studies. 

6 Q. Please describe the procedure followed in the cost allocation study. 

7 A. Each identified classlticatton of cost in the pro fomna cost of sendee was 

ft allocated to the customer classtficattons through the use of appropriate 

9 factors. These allocations are presented in Schedute B on pages 8 tiirough 

10 14. The items of cost, which include operation and maintenance expenses, 

] 1 depreciation expense, taxes and income available for return, are identrtied in 

12 columns 1 and 2 of Schedule B. The cost of each item, shown in column 4, 

13 Is altocated to the several customer dasstfications based on allocation 

14 factors referenced in column 3. The development of the allocation tectors Is 

15 presented in Schedule C. I will use some of the larger cost items to illustrate 

16 the principles and considerations used in the cost allocation methodology. 

17 Purchased water, purchased electric power, treatment chemicals and waste 

18 disposal are examples of coste that tend to vary witii tiie amount of water 

19 consumed and are thus considered base costs. They are allocated to the 

20 several customer classifications in direct proportion to the average daily 

21 consumption of tiiose classiflcattons tiirough the use of Factor 1. The 

22 development of Factor 1 is shown in Schedule C on page 15. 

23 Other source of supply, water treatment and transmission costs are 

24 associated with meeting usage requirements in excess of the average, 



1 generally to meet maximum day requiremente. Coste of tills nature were 

2 altocated to customer classifications partially as base coste. proportional to 

3 average daily consumptton, partially as maxlnuim day extra capacity coste, 

4 in proportion to maximum day extra capacity, and. In the case of certein 

5 pumping stetions and transmission mains, partially as fh-e protection coste, 

6 tiirough the use of Factors 2 and 3. The development of the aflocation 

7 factors, referenced as Factors 2 and 3, is shown in Schedule C, on pages 15 

8 through 17. 

9 Coste associated with storage facilities and the capltel coste of 

10 distributton mains were allocated partly on the basis of average consumption 

11 and partly on the basis of maximum hour extra demand. Induding the 

12 demand tor tire protection service, because these tecilities are designed to 

13 meet maximum hour and fire demand requiremente. The development of 

14 the lectors, referenced as Factors 4 and 5, used tor these allocations Is 

15 shown in Schedute C, on pages 18 through 22. 

16 Factor 4, used to altocate distribution mains. Is based on the same 

17 volumes used in Factors 1 tiirough 3 except tiiat tiie consumption tor the 

18 larger industrial customers and sales tor resale dasstfications are exduded. 

19 This is to recognize that larger Industrial and sales tor resale customers are 

20 served primarily from larger mains. Fador 5, Altocatton of Storage Facilities, 

21 uses the same basic metiiodology as Factor 4, although Factor 1 volumes 

22 are used and the fire demand weighting is based on the storage capacity tor 

23 fire service as compared to the totel storage capacity. 
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1 Rre demand coste were allocated to public and private fire protection 

2 service in proportion to tiie relative potential demands on the system by 

3 public fire hydrants and private service lines as presented in Schedule G on 

4 page 38. 

s Coste associated witii pumping facilities and the operation and 

6 maintenance of mains were allocated on combined bases of maximum day 

7 and maximum hour extra capacity because these tedlities serve both 

8 functions. For pumping fadlities, the relative weightings of Factor 2 

9 (maximum day), Factor 3 (maximum day and fire) and Factor 4 (maxknum 

10 hour) were based on horsepower of pumps sendng maximum day, maximum 

11 day and fire and maximum hour functions. The develoi»nent of this 

12 weighted factor, referenced as Factor 6, Is presented on page 23. 

13 For operation and maintenance of. mains, tiie relative weightings of 

14 Factor 3 (maximum day and fire) and Factor 5 (maximum hour) were based 

15 on the footege of transmission and distribution mains. For cost ailocatton 

16 purposes, mains larger than 10-4nch were classified as serving a 

17 trensmisston function and mains 10-inch and smalter were dassified as 

18 sen/ir^ a distribution tonctton. The devetopment of this weighted factor, 

19 referenced as Factor 7, is presented on page 24. 

20 Coste assodated with meters were altocated to customer 

21 classlficattons In proportion to the capacity requiremente of the sizes and 

22 quantities of meters serving each classification. The devetopment of tiie 

23 factor for meters, referenced as Factor 10, @ presented on page 26. Factor 

24 11, Allocation of Sen^ices. was developed in a similar manner as Factor 10, 
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except that the relative unit cost per foot by sendee size was used in order to 

weight the number of s^vices by classification. Coste assocteted wltii public 

fire hydrante were assigned directiy to the public fire protection class (Factor 

21). 

Coste for customer accounting, biiiing and collecting were altocated 

on tiie basis of the number of customers for each dassification, and coste 

tor meter reading were altocated on the basis of metered customers. The 

development of these factors, referenced as Factor 12 and Factor 13, @ 

presented on page 30. 

Admintstnative and general costs were allocated on the basis of 

allocated direct coste, excluding those coste such as purchased water, 

power, diemlcals and waste disposal which require little administrative and 

general expense. The development of fectors tor this allocation, referenced 

as Factor 14, is presented on page 31. 

Annual depredation accmals were altocated on the basis of the 

function of the facilities represented by the depreciation expense tor each 

depredable plant account The original cost less depredation of utility plant 

in service was similariy altocated for tiie purpose of devetoping fectors, 

referenced as Factor 17, for allocating items such as income taxes and 

retum. The devetopment of Factor 17 is presented on pages 32 through 35. 

Factors 14 and 17, as well as Factors 8. 9, 15, 16 and 18, are 

composite allocation factors. These fectors are based on the result of 

allocating otiier coste and are computed Internally in the cost allocation 
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1 program. Refer to Schedule C tor a description of the bases tor each 

2 composite allocation fector. 

3 Q. What was the source of the totel cost of sendee date set torth in column 3 of 

4 Schedule B? 

5 A. The pro fomna coste of servtoe were furnished by tiie Company, and are set 

6 torih in vartous Company exhibite. 

7 Q. Refer to Schedule C, pages 16 and 19, and explain fhe source of tite system 

8 maximum day and maximum hour ratios used in the development of fecfors 

9 referenced as Factors 2 ,3 and 4. 

10 A. The ratios vvere based on a review of historic Company date. The maximum 

11 day ratto of 1,45 tmies the averege day approximates the ratto of maximum 

12 dally send-out experienced by the Company in the last five years. The 

13 maximum hour ratio of 1.9 times the average hour was estimated based on 

14 the relattonship of system maximum hour ratios compared to sys^m 

1 s maximum day ratios for other similar systems. 

16 Q. What factors were conski^ed in estimating the maximum day extra capacity 

17 and maximum hour extra capadty demands used tor tiie customer 

la dassifications in tiie devetopment of Factors 2, 3 and 4? 

19 A. The estimated demands virere based on judgment whtoh consklered field 

20 studies of actual customer dass demands conducted tor other American 

21 Companies, field obsenations of tiie service areas of tiie Company, fiekl 

22 Studies of similar service areas, and generally-accepted customer ctess 

23 maximum day and maximum hour demand ratios. 

24 Q. Have you summarized the resuite of your cost allocation study? 

- 9 -



1 A. Yes. The resuite are summarized in columns f, 2 and 3 of Schedute A on 

2 page 6. Column 2 sete fortii tiie totel allocated pro fomia cost of service as 

3 of November 30, 2007, for each customer dassification Identified in column 

4 1. Column 3 presents each customer classification's cost responsibility as a 

s percent ofthe totet cost. 

6 Q. Have you compared these cost responsibilities with the proportionate 

7 revenue under l i s t ing rates tor each customs classification? 

8 A. Yes. A comparison of the allocated cost responsibilities and the peroentege 

9 revenue under existing rates can be made by comparing columns 3 and 5 of 

10 Schedule A. A similar comparison of the percentege cost responsibilities 

11 (relative cost of senrice) and tiie peroentege of pre tornia revenues (relative 

12 revenues) under proposed rates can be made by comparing columns 3 and 

13 7 of Schedule A , 

14 CUSTOMER RATE DESIGN 

15 Q. What are the appropriate fedors to be consklered in the design of the rate 

16 stmcture? 

17 A. In preparing a rate structure, one shoukJ conskfer the allocked coste of 

18 ' service, tiie impact of radical changes from the present rate structure, the 

19 understendability and ease of application of the rate structure, community 

20 and sodal infiuences, and the value of service. General gukiellnes shouki 

21 be developed witii management to determine tiie extent to which each of 

22 tiiese criteria Is to be incorporated in the rate stiucture to be designed, 

23 inasmuch as the pricing of a commodity or service is a functton of 

24 management 
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Did management discuss rate design gukiellnes with you? 

Yes. they did. The gukiellnes were to increase sen f̂ce charges and 

volumetric rates so tiiat each dass receives approximately tiie sanr̂  

percentege increase. In addition, tiie Company proposes to nr^rge the 

Lookout Mountein and Lakeview Tarifis into one Mountein Tariff and begin 

tiie process of merging Lone Oak and Suck Creek to tiie Mountein Tariff. 

Does tiie proposed rate design tollow these guidelines? 

Yes, it does. The revenues under proposed rates reflecte increases by class 

ranging ftTom 21.3% to 21.7%. with the exception of Otiier Water Utilities 

whtoh refieds one customer with no increase due to contract restricttons. 

Also, merging the mountein servtoe areas into one teriff reflects the similar 

service characteristtos of these areas. The terrfte for Lone Oak and Suck 

Creek will begin to merge to tiie Mountein Tariff by adopting the basto 

blocking stiucture while remaining revenue neutral 

Have you prepared comparisons of present and proposed rates for each 

classification and each rate zone? 

Yes. Schedule D on page 40 of the cost allocation study presente 

comparisons ofthe present and proposed rates. 

Does tills condude your direct testimony? 

Yes, it does. 
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TENNESSEE REGULATORY AUTHORITY 

COMMONWEALTH OF PENNSYLVANLi 

COUNTY OF CUMBERLAND 

BEFORE ME, the underdgned authority, duly commissioned and qualified in and forthe 

State and County aforesaid, personally came and appeared Paul R. Herbert, being by me first 

duly sworn deposed and said that; 

He is appearing as a witness on behalf of Tennessee-American Water Company before 

tiie Tennessee Regulatory Authority, and if present before tbe Authority and duly sworn, his 

testimony would set forth in die annexed tianscript consisting 13 of pages. 

MldAJ-
Paul R. Herbert 

Sworn to and subscribed before me 
th i s^day of Man* 2008, 

My commission expires ^ ^ /̂f-

f^ l^ t tya^WEALTHnF PENNSYLVANIA 

NoiaflalSeal 

Chavl f ^ Hufl^' ^ ^ ' ' * * * ' 
Ead PennsboiolV^) - Cumbeitend ^ i n l y 

MvCoirenl55fanBqafasFa^2D,2011 

Membor. Pannsylvaoiff Aaaoctetton ol Notortea 



TENNESSEE AMERICAN WATER COMPANY 

Chattenooga, Tenn^see 

COST OF SERVICE ALLOCATION STUDY 

AS OF NOVEMBER 30. 2007 

AND 

PROPOSED CUSTOMER RATES 

GANNETT FLEMING, INC. - VALUATION AND RATE DIVISION 

Harrisburg, Pennsylvania 



Gannett Fleming GANNETT FLEMING, INC. 
P.O. Box 67100 
Harrisbuig. PA 17106-7100 

Lacatkm: 
207 Senate AvuHie 
Camp Hill, PA 17011 

Office: (717) 7«S7211 
Fax: (717) 763-4590 
www.gannettfleiningxom 

March 6, 2008 | 

Tennessee American Water Company 
P.O. Box 6638 
Chattanooga, TN 37401 

Attention John S. Wateon 
President 

Gentiemen: 

Pursuant to your request, we have conducted a cost of service allocation study 
based on pro tomia revenue requiremente estimated for the test year ended November 30, 
2007, and have prepared proposed rete schedules designed to produce tiie pro torma 
revenue requiremente. 

The atteched report presente the resuite of the study, as well as supporting 
schedules which set tortii the deteiled cost allocation (^Iculations. Schedule A on page 6 
presente a comparison of the cost of service by customer dassification witii the pro forma 
revenues produced by each classification under present and proposed rates. 

Respectfully submiti:ed, 

GANNETT FLEMING. INC. 

A J >(9!LJLJC 
PAUL R. HERBERT 
President 
Valuation and Rate Division 

PRH/krm 

.A tradition ofTxceQknce 

http://www.gannettfleiningxom
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TENNESSEE AMERICAN WATER COMPANY 

COST OF SERVICE ALLOCATION STUDY 
AS OF NOVEMBER 30. 2007 

AND PROPOSED CUSTOMER RATES 

PARTI. INTRODUCTION 

PLAN OF REPORT 

The report sete forth the results of the cost of service allocation study as of 

November 30, 2007, prepared for Tennessee American Water Company. Part I. 

lntix)duction, conteins stetemente with respect to tiie basis ofthe study, the procedures 

employed, and a summary of tiie resuite of tiie study. Part II. Cost of Service by Customer 

Classification, presente deteiled schedules of the allocation of coste to customer 

dassifications. as well as tiie bases for tiie allocations. Part III, Proposed Customer Rates, 

sete forth the proposed rate stnjcture. 

BASIS OF THE STUDY 

The purpose of the study was to allocate coste to several customer classifications 

based on considerations of quantity of water consumed, variability of rate of flow, and coste 

assodated with metering, billing and accounting. The allocation study was based on 

recognized procedures for allocating the several categories of coste to customer 

classifications in proportion to each dassification's use of tiie tediities. commodities and 

services which enteil the totel cost of providing water service. 

ALLOCATION PROCEDURES 

The allocation stody was based on the Base-Exb^ Capacity Method for allocating 

coste to customar classifications. The metiiod is described in tiie 2000 and prior editions 



of tiie Water Rates Manual, published by ttie American Water Woriw Assodation, The four 

basic categories of cost responsibility are base, extra capacity, customer and fire protection 

coste. The following discussions present a brief description of these coste and tiie manner 

In which they were allocated. 

Base Coste are coste that tend to vary with tiie quantity of water used, plus coste 

assodated witii supplying, treating, pumping and distributing water to customers under 

average load conditions, witiiout the elemente necessary to meet peak demands. Base 

coste were allocated to customer dassifications on the basis of averege daily usage. 

Extra Capacity Coste are coste assodated with meeting usage requiremente in 

excess of the averege. They indude operating and capltel coste for additional plant and 

system capacity beyond that required tor average use. The extia capacity coste in this 

study are subdivided into coste necessary to meet maximum day exd^ demand and coste 

to meet maximum hour extra demand. The exti-a capacity coste were allocated to customer 

classifications on the bases of each dassification's maximum day and hour usage in excess 

of average usage. (Extra capacity coste related to fire protection are allocated directiy to 

tiie fire protection dassifications.) 

Customer Coste are coste associated with serving customere regardless of their 

usage or demand characteristics. Customer coste include the operating and capital coste 

related to metere and services, meter reading coste. and biiiing and collecting coste. The 

customer coste were allocated on the bases of tiie relative cost of meters and sen/ices, tiie 

number of meter readings and the number of bills. 

Fire Protection Coste are coste associated with providing the tedlities to meet tiie 

potential peak demand of fire protection service. Fire protection costs are subdivided into 



coste to meet Public Fire Protection and Private Fire Protection demands. Operating and [ 

capital coste for hydrante were assigned directiy to Public Fire Protection. The exti^ \ 

capadty coste assigned to fire protection service were allocated to Public and Private Fire 

Protection on the basis of tiie totel relative demands ofthe hydrante and fire service lines. 

RESULTS OF STUDY } 

The date summarized in Sdiedule A, "Comparison of Pro Forma Cost of Service | 

witii Revenues Under Present and Proposed Rates for tiie Twelve Montiis Ended 

November 30.2007." constitute tiie prindpal resuite of tiie allocation study. 

The cost of service by customer dassification. shown to column 2 of Schedule A, is 

devetoped in Schedule B. "Allocation of Cost of Service to Customer Classifications for tiie 

Twelve Montiis Ended November 30. 2007". The allocation of tiie totel cost of service to 

the several customer dassifications was performed by applying tiie allocation tectors 

reforenced in column 3 to the cost of sen/ice by account In column 4, The bases of tiie 

allocation tectors are presented in Schedute C. 

DESIGN OF PROPOSED RATES 

The resuite of tiie cost of service allocation study were discussed witii Company 

management in order tiiat it be afforded tiie opportunity of performing Ite role in the design 

of proposed rates. The rate design guidelines developed during tiie discussion were to 

Increase service charges and volumetiic rates so tiiat each dassification receives 

approximately tiie same increase. 

In addition, tiie rates for Lookout Mountein and Lakevtew will be merged Into tiie 

proposed Mountein senrice area teriff. The terifte for Lone Oak and Suck Creek will begin 

a phase-in to tiie Mountein Tariff by adopting tiie same blocking structure in tiiis case. 

- 4 " 



The proposed rate structijre, as presented in Part III. Proposed Customer Rates, 

Schedule D, conslste of service charges by meter size and volumetric rates by class and 

service area. The revenues resulting from tiie proposed rate structure are shown in 

columns 6 and 7 of Schedute A, and reflect a ctoser alignment with the cost of service 

shown in columns 2 and 3. 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS 

FACTOR 1. ALLOCATION OF COSTS WHICH VARY WITH THE AMOUNT OF WATER 
CONSUMED. 

Factors are based on the pro fonna test year average dally consumption for each 
customer classification. 

Customer 
Classificafon 

Average Daily 
Consumption, 

too Cu. Fl. 
^location 

Factor 
(1) 

Resldent^i 
Commercial 
Industrial 
Other Put>lic Authority 
Other Water Utilities 
Private Fire Protection 
Public Fire Protection 

Total 

(2) 

12.206 
11,357 
8.616 
3.057 
4.119 

92 
178 

39.625 

(3) 

0.3081 
0.2867 
0.2174 
0.0771 
0.1039 
0.0023 
0.0045 

1.0000 

FACTOR 2. ALLOCATION OF COSTS ASSOCIATED WITH FACILITIES SERVING BASE AN 
MAXIMUM DAY EXTRA CAPACITY FUNCTIONS. 

Factors are based on ttie weighting of the factors for average daily consumption 
(Factor 1} and the factors derived from maximum day extra capacity demarid for each cu^omer 
classification, as follows: 

Customer 

(1) 

Residential 
Commercial 
Industrial 
Other Public Authority 
Other Water Utilities 
Private Fire Protectio 
Public Fire Protection 

Total 

Average Dafly 
Consumption 

Allocation 
Factor 1 

(2) 

0.3081 
0,2867 
0.2174 
0.0771 
0.1039 
0.0023 
0.0045 

1.0000 

Weightr^ 
Factor 

(3)=(2)x 
0.6897 

0.2125 
0.1977 
0.1499 
0.0532 
0.0717 
0.0016 
0.0031 

0.6897 

Maximum Day 
Extra Capacl^ 

Allocation 
Factor 

(4) 

0.382 
0.3198 
0.1348 
0.0861 
0.0773 

1.0000 

Weighted 
Factor 

(5)-(4)x 
0.3103 

0.1186 
0-0992. 
0.0418 
0.0267 
0.024 

0.3103 

Allocation 
Factor 

(6>«(3)+(5) 

0.3311 
0.2969 
0.1917 
0.0799 
0.0957 
0.0016 
0.0031 

1.0000 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFiCATIOI^S. cont. 

FACTOR 2. ALLOCATION OF COSTS ASSOCIATED WITH FACILITIES SERVING BASE AND 
MAXIMUM DAY EXTRA CAPACITY FUNCTIONS, cont. 

Cuslomer 
Classification 

(1) 

Residential 
Commercial 
Industrial 
Other Public Authority 
Other Water Utilities 

Subtotal 

Average Daily 
Consumption, 

lOOCu.Ft 
(2) 

12.206 
11.357 
8.616 
3,057 
4.119 

39^355 

Maximum Day 
Extra Capacity 

Factor* 
(3) 

1.0 
0.9 
0,5 
0.9 
0.6 

Rate of Flow. 
100Cu.Ft 

Per Day 
(4>=(2)x(3) 

12,206 
10,221 
4,30B 
2.751 
2.471 

31.958 

Allocation 
Factor 

(5) 

0.3820 
0.3198 
0.1348 
0.0861 
0,0773 

1.0000 

The weighting of the Actors is based on the maximum day ratio of 1.45, based on a 
review of maximum day ratios experienced during the period 1995 throusHi 2007. 

Average Day 
Maximum Day 
Extra Capacity 

Total 

Maximum 
DayRatb 

1.00 

0.45 

1.45 

Weight 

0.6897 

0.3103 

1.0000 

* Ratio of maximum day to average day minus 1.0. 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont 

FACTOR 4. ALLOCATION OF COSTS ASSOCIATED WITH FACILITIES SERVING BASE, 
MAXIMUM HOUR AND FIRE SERVICE FUNCTIONS. 

Customer 
Classiftcatlon 

(1) 

Residential 
Commercial 
Industrial 
Other Put)l(cAttthority 
Other Water UfilrU^ 

Average Hour 
Coi^umption, 

lOOCu.Ft 
(2) 

509 
473 
136 
127 

0 

Maximum Hour 
Extra Capadty 

Rats of Flow. 
100Cu.Ft 

Factor* PerHotB^ 
(3) (4H2)x(3) 

3.0 1.526 
2.8 1,325 
1.7 231 
2.8 357 
1.7 0 

Allocation 
Factor 

(5) 

0.4438 
0.3854 
0.0870 
0.1038 
0.0000 

Total 1J45 3.438, 1.0000 

The weighting ofthe factors is hased on the maximum hour ratio of 1.90 and the system 
demand for fire protection, as follows: 

Average Hour 
Maximum Hour Extra Capacity 

Subtotal 

Fire Protection 

Total 

Mawmum 
Hour Ratio 

1.0 
0.9 
19 

System 
Delivery, 

GPM 

27,985 
25.187 
53.172 

3.500 

Weight 

0.4938 
0.4444 
0.9382 

0.0618 

1.0000 

Ratio of maximum hour to average day minus 1.0. 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont 

FACTOR 5. ALLOCATION OF COSTS ASSOCIATED WITH STORAGE FACILITIES. 

Customer 
Classificdtion 

(1) 

Residential 
Commercial 
Industrial 
Other Public Authority 
Other Water UfilEties 

Total 

Average Hour 
Consumption, 

lOOCaFt 
(2) 

609 
473 
359 
127 
172 

1.640 

Maximum Hour 
Extra Capadty 

Factor* 
(3) 

3.0 
2.8 
1.7 
2.8 
1.7 

Rate of Flow, 
lOOCu.Ft 
Per Hour 

(4H2)X{3) 

1,526 
1.325 

610 
357 
292 

4.110 

Alfocation 
Factor 

(5) 

0.3713 
0.3224 
0.1485 
0.0868 
0.0710 

1.0000 

* Ratio of maximum hour to average day minus 1.0. 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CUSSIFICATIONS. cont 

FACTOR 5. ALLOCATION OF COSTS ASSOCIATED WITH STORAGE FACILITIES. 

The weighting of the factors is based on the ratio of the capacity required for a 6-hour 
demand of fire flow, as related to total storage capacity. 

Fire Protection Weight = 3500 GPM x 60 min. x 6 Hours = 0.0552 
22,806.000 Gallons Storage 

General Service Weight 1 - 0.0552 = 0.9448 

The w e i g h t of the average howiy consumption and maximum hour extra demand for 
general dervice is based on tbe maximum hour ratio, as foHows. 

Maximum 
Hour 
Ratio Percent Weight 

Average Hour 1.0 52.63 0.4973 

Extra Capacity 
Maximum Hour 0 ^ 47.37 0.4475 

Total 1.9 100.00 0.9448 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont 

FACTOR 7. ALLOCATION OF COSTS ASSOCIATED WITH TRANSMISSION AND 
DISTRIBUTION MAINS. 

Factors are based on tiie weighting of the factors for maximum day extra capadty 
and fire demand (Factor 3) and maximum hour extra capacity and fire demand (Factor 4) fbr 
each customer dassification, as follows: 

Customer 
Classification 

(1) 

Residential 
Commerdal 
Industrie^ 
Other Public Authority 
Other Water Utilities 
Private Fire Protection 
Public Fire Protection 

Total 

Maximi 
Extra Capa* 
Allocation 
Factors 

(2) 

0.3238 
0.2908 
0.1878 
0.0783 
0.0936 
0.0088 
0.0169 

1,0000 

jmDay 
city and Rre 

Weighted 
Factor 

(3H2)x 
0.1751 

0.0566 
0.0510 
0.0329 
0.0137 
0.0164 
0.0015 
0.0030 

0.1751 

Maximum Hour 
Extra Capacity and Rre 

Allocation 
Factor 4 

(4) 

0.3972 
0.3573 
0.0831 
0.0962 

0.0225 
0.0437 

- 1.0000 

Weighted 
Factor 

(6)=(4)x 
0.8249 

0.3277 
0.2947 
0.0685 
0.0794 

0.0186 
0,0360 

0.8249 

Allocation 
Factor 

(6)=(3)+(5) 

0.3843 
0.3457 
0.1014 
0.0931 
0.0164 
0.0201 
0.0390 

1.0000 

Tbe weighting of the Actors is based on the footage of transmission and dist ibu^n 
mains as set forth below: 

Footage of 
Mains 

Transmission Mains 

Distribution Mains 

Total 

1,180.594 

5,563,554 

6.744.148 

Weight 

0.1751 

0.8249 

1.0000 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, corrt. 

FACTOR 8. ALLOCATION OF TRANSMISSION AND DISTRIBUTION OPERATIONS AND 
SUPERVISION EXPENSES. 

Factors are based on the allocation of transmission and disfr^tion operation labor, 
asfoltows: 

Customer 
Classification 

(1) 

Residential 
Commercial 
Industrial 
Other Publ'ic Authority 
Other Water Utfliiies 
Private Fire Protecfem 
Public Fire Protection 

Transmission 
&Disbibution 

Operating 
Labor 

(2) 

$267,408 
112,526 
30,972 
24.541 
12.591 
2,934 
5,692 

Allocation 
Factor 

(3) 

0.5856 
0.2464 
0-0678 
0.0537 
0.0276 
0.0064 
0.0125 

Total 1.0000 

FACTOR 9. ALLOCATION OF TRANSMISSION AND DISTRIBUTION MAINTENANCE 
SUPERVISION EXPENSES. 

Factors are based on the allocatian of Ransmission and distribution maintenance labor* 
as follows: 

Customer 
Classification 

(1) 

Residential 
Commercial 
Industrial 
Other Public Authority 
Otiier Water Utifities 
Private Fire Protection 
Public Rre Protection 

Transmission 
& Distribution 
Maintenance 

Labor 
(2) 

$573,811 
303.819 
74.100 
73.859 
11.644 
34.825 

115,023 

Aflocation 
Factor 

(3) 

0.4835 
0.2559 
0.0624 
0.0622 
0.0098 
0.0293 
0.0969 

Total 1.0000 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, corrt 

FACTOR 10. ALLOCATION OF COSTS ASSOCIATED WITH METERS. 

Factors are based on the relative cost of meters by size as developed on the 
following page and summarized below: 

Customer 
Classification 

(1) 

Residential 
Commercial 
Indus^al 
Other Pubfic Authority 
Other Water Utilities 

Meter 
Equivalents 

(2) 

66.462 
21.179 
1,578 
3.971 

83 

Allocation 
Factor 

(3) 

0.7125 
0.2271 
0.0169 
0.0426 
0.0009 

Subtotal 93.273 1.0000 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR AUOCATING COST OF SERVICE TO CUSTOMER CLASSIRCATIONS. cont 

FACTOR 11. ALLOCATION OF COSTS ASSOCIATED WITH SERVICES. 

Factors are based on the relative cost of services by size as developed on tiie 
following page and summarized below: 

Cu^omer 
Classification 

(1) 

Residential 
Commercial 
Industiial 
Other Public Authority 
Other Water Utilities 
Private Rre Protection 

Subtotal 

Service 
Equivalents 

(2) 

66.870 
10,722 

309 
1.156 

11 
5.923 

83.991 

AOocation 
Factor 

(3) 

0.7841 
0.1277 
0.0038 
0.0138 1 
0.0001 i 
0.0705 1 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont 

FACTOR 12. ALLOCATION OF CUSTOMER ACCOUNTING COSTS. 

Factors are based on the number of bills by classification, as follows: 

Customer 
Classification 

(1) 

Residential 
Commerciat 
Industrial 
Other PubBc Autiiority 
Other Water Utilities 
Private Fire Protection 
Public Fire Protection 

Total 

Number of 
Bills 
(2) 

789.452 
109.244 

1.939 
8.830 

43 
4.760 

0 

914J6B 

Allocation 
Factor 

(3) 

0.8635 
0.1195 
0.0021 
0.0097 
0.0000 
0.0052 
0.0000 

1.̂ 1̂  

FACTOR 13. ALLOCATION OF METER READING COSTS. 

Factors are based on the nonibeT of meter readings by classification, as Ibllows: 

Customer 
Cl^sfTication 

(1) 

Residential 
Comn^rdal 
Industrial 
Otfier Public Authority 
Otiier Water Utilitfes 

Number of 
Meter 

Readings 
(2) 

789.452 
109.244 

1.939 
8.830 

43 

Allocation 
Factor 

(3) 

0.8681 
0.1201 
0.0021 
0.0097 
0.0000 

Total 909.508 1.0000 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS. corU. 

FACTOR 14. ALLOCATION OF ADMINISTRATIVE AND GENERAL EXPENSE. 

Factors are based on the allocation of operation and maintenance expanses excluding 
power and chemicais. as follows: 

Total 

Operation and 
Customer 

Classification 

(1) 

Residential 
Commercial 
Industiial 
Ottier Public Auttwrily 
Other Water UtHlties 
Private Fire Protection 
Public Fire Protection 

Mabitenance 
Bcpenses 

(2) 

$3,460,331 
1.471.238 

531.433 
336.402 
210,877 
69.265 

171.743 

Allocation 
Factor 

(3) 

0.5538 
0.2353 
0.0850 
0.0638 
0.0337 
0.0111 
0.0275 

1.0000 

FACTOR 15. AUOCATION OF LABOR REUTED TAXES AND BENEFITS. 

Factors are t)ased on the allocation of operation and maintonmca labor expensa. 
as follows: 

Customer 
Classification 

(1) 

Resident^! 
Commercial 
Industiial 
Other Public Autiiority 
Ottier Water Utilities 
Private Fire Protection 
Public Fife Protection 

Expense 
(2) 

$2,572,172 
1,254,197 

483,K6 
298.287 
193.833 
67,503 

189.069 

Allocation 

(3) 

0.5084 
0,2479 
0.0957 
0.0590 
0.0383 
0.0133 
0.0374 

Total $5.058,987 1.0000 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont 

FACTOR 16. ALLOCATION OF INTANGIBLE PLANT AND OTHER RATC BASE ELEMENTS. 

Factors are based on the allocation of utiltty plant in service less depreciation, fotfows: 

Customer 
Classitication 

Total 

UtiSty Plant in 
SerivceLess 
Depredation 

Reserve 
Allocation 

Factor 
(1) 

Residential 
Commercial 
Industrial 
Oher Public Autiiority 
Other Water UtiHties 
Private Fire Protection 
Public Fire Protection 

(2) 

$60,835,533 
39,8(^,472 
13,619,915 
10,069,415 
4.193.836 
2.633,077 
9.535.601 

(3) 

0.4330 
0.2819 
0.0969 
0.0717 
0.0299 
0.0187 
0.0679 

1.0000 

FACTOR 17. AUOCATION OF INCOME TAXES AND INCOME AVAILABLE FOR RETURN. 

Factors ara b^ed on the allocation of ori^nal cost rate base, as shown on tire 
following pages and summarized betow. 

Customer 
Classificatton 

(1) 

Residctntlal 
Commercial 
Indust^l 
Other PubHc Authority 
Other Water Utilities 
Private F ^ Protection 
Public Ftre Protection 

Total 

OrigfttalCost 
Rate Base 

(2) 

$51,809,866 
33,264,513 
12.652.428 
8,432,373 
4.499.138 
1,993,231 
7.229,973 

$119,881,522 

Alfocation 
Factor 

(3) 

. 0.4323 
Q2775 
0.1055 
0.0703 
0.0375 
0.0166 
0.0603 

1.0000 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont 

FACTOR 18. ALLOCATION OF OTHER REVENUES. 

Factors are based on the allocation of total cost of service. 

Custonier 
Classification 

(1) 

Residential 
Commercial 
IndustriErf 
Other Public Authority 
Other Water U t ^ e s 
Private Fire Protection 
Public Fire Protection 

Total Cost 
of Service 

(2) 

$19,806,885 
10,995,497 
4.411.673 
2.705.002 
1.708.301 

566.633 
1,907.172 

Affiocatlon 
Factor 

(3) 

0.4703 
0.2612 
0.1048 
0.0643 
0.0406 
0.0135 
0.0453 

Total $42.101.163 1.0000 | 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS 

FACTOR 19. ALLOCATION OF COSTS WHICH VARY WITH THE AMOUNT OF WATER 
CONSUMED IN THE LOOKOUT MOUNTAIN SERVICE AREA. 

Factors are based on the pro fomia test year average daily consumption for each 
customer classiflcatton. 

Ci^tomer 
Classification 

(1) 

Reskteritial 
Comnnercisri 
Other Publto Authority 

Total 

Average Daily 
Consumption. 

100Cu.Ft 
(2) 

749 
165 
35 

949 

Aiioca^on 
Factor 

(3) 

0.7892 
0.1739 
0.0369 

10000 

FACTOR 20. ALLOCATION OF COSTS WHICH VARY WITH THE AMOUNT OF WATER 
CONSUMED IN THE LAKEVIEW SERVICE AREA. 

Factors are based on the pro fonna test year average daily consumption fdr each 
customer classiflcatton. 

Customer 
Classification 

(1) 

R^ ld^^a l 
Commercial 
Other Public Authority 

Total 

Average Daily 
Consumption. 

100Cu.Ft 
(2) 

509 
73 
13 

595 

Altocation 
Factor 

(3) 

0.8555 
0.1227 
0.0218 

1.0000 

FACTOR 21. ALLOCATION OF COSTS ASSOCIATED WfTH FIRE HYDRAm-S. 

These costs are assigned directly to the public fire protection classification. 

Customer Allocation 
Classification Factor 

(1) <3) 

Public Fire Protection t .0000 
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TENNESSEE-AMERICAN WATER COMPANY 

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CUSSIFICATIONS. cont 

BASIS FOR ALLOCATION OF DEMAND^EUTED COSTS OF 
FIRE SERVICE TO PRIVATE AND PUBUC FIRE PROTECTION 

Restrictive 

Description 
(1) 

Private Fire Protection 
1 -Inch Fire Line 

1.5-Inch Fire Une 
2-Inch Rre Une 

2.5-Inch Fire Une 
3-Inch Fire Une 
4 -Inch Fire Ltoe 
6 -Inch Rre Line 
8-Inch Rre Line 

10-Inch Rre Une 
12-Inch Rre Une 

Total Private Fire Protection 

Diameterts) 
Squared 

(2) 

1 
2.25 

4 
6.25 

9 
16 
36 
64 

100 
144 

Number 
of Units 

(3) 

0 
1 

13 
1 
2 

83 
757 
299 

15 
19 

1,190 

Relative 
Demand 

(4H2)X(3) 

0 
2 

52 
6 

18 
1.37B 

27.252 
19,136 
1.500 
2.736 

52.031 

Allocation 
Factor 

(6) 

0.3399 

Publto Fire Protection 

4-172 inch. 3 way 

Total Public Rre Protection 

20.25 4.989 

4.989 

101.027 

101.027 0.6601 

Total Rre Protection Service 6.179 153.058 1.0000 
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OCCINT089-R1 
l o f H 

Data Extract for Cost of Service Studies 01/23/09 2:02 PM 

Line 
No. Description 

System Coincidental Operating Statistics 
1 
2 
3 
4 
5 
6 
7 
S 
9 
10 
11 
12 

Average Day Pumpage - mgd 
Maximum Day Demand - mgd 
Maximum Hour Demand - mgd 
Max Day/Average Day EUtio 
Max Hour/Average Day Ratio 
Maximum Day Allocation 

Base 
Maximum Day 

Maximum Hour Allocation 
Base 
Maximum Day 
Maximum Hour 

SPSPSB 

82.295 
121.177 
140.400 

L472 
1.706 

67.91% 
32.09% 

58.61% 
27.69% 
13.70% 

Champaign 

21.004 
33.320 
38.039 

1.586 
1.811 

63.04% 
36.96% 

55.22% 
32.38% 
12.40% 

Maximum Day Noncoincidental Customer Class Demands 
13 
14 
15 
16 
17 
IS 
19 
20 
21 
22 

Residential 
Commercial 
Large Commercial 
Industrial 
Large Industrial 
Other Public Authority 
Large Other Public Authority 
Other Water Utilities 
Large Other Water Utilities 
Raw Water (University of Illinois) 

205% 
175% 

155% 
140% 
180% 
180% 
190% 
190% 

215% 
190% 

135% 

165% 
165% 
185% 

165% 

Maximum Hour Noncoincidental Customer Class Demands 
23 
24 
25 
26 
27 
28 
29 
30 
31 

Residential 
Commercial 
Large Commercial 
Industrial 
Large Industrial 
Other Public Authority 
Large Other Public Authority 
Other Water Utilities 
Large Other Water Utilities 

255% 
200% 

170% 
150% 
190% 
190% 
210% 
210% 

265% 
205% 

140% 

170% 
170% 
190% 

Chicago 

13.205 
27.902 
39.940 
2.113 
3.025 

47.33% 
52.67% 

33.06% 
36.80% 
30.14% 

220% 
210% 
210% 
140% 

235% 

155% 

315% 
280% 
280% 
170% 

285% 

155% 

Lincoln 

2.373 
3.114 
3.937 
1.312 
1.659 

76.20% 
23.80% 

60.27% 
18.82% 
20.91% 

185% 
155% 

135% 

135% 

255% 
190% 

160% 

160% 

Pekin 

7.055 
10.353 
12.082 

1.467 
1.713 

68.14% 
31.86% 

58.39% 
27.30% 
14.31% 

220% 
185% 

145% 

190% 

280% 
210% 

160% 

205% 

Sterling 

1.632 
2.448 
3.581 
1.500 
2.194 

66.67% 
33.33% 

45.57% 
22.79% 
31.64% 

195% 
180% 

140% 

170% 

300% 
250% 

185% 

220% 

32 Raw Water (University of Illinois) 170% 



OCC INT a89-R1 
Page 2 of 11 

RS1.C. 
Page 2 of 10 

THE YORK WATER COWPANY 

SUMMARY OF OBSERVED MAXIMUM DAY AND HOUR RATIOS 
FROM 1976 AND 1977 FIELD STUOtES 

RESIDENTIAL 

Wilshire Hills 
Prospect Street 
Fayfleld 

CO^WERCIAL & PUBLIC 

Apartments 
Hotels 
Country Club 
Retail Stores 
Schools 
Hospital 

INDUSTRIAL 

Maximun) 
PAY R^tjp 

Z.O 
1.4 

z.s 

1.6 
1.9 
1.7 
1.7 
2.1 
1.5 

1.5 

Maximum 
m r Ratio 

3.0 
2.6 
6.3 

3.3 
4.6 
7.0 
3.0 
6.6 
2.9 

2.7 
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OCC INT 089-R1 
Page 3 of 11 

RSIc. 
Page 11 of 31 

PENNSYLVANIA-AMERICAN WATER COMPANY 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

RSIc, cont 

CUSTOMER CLASS DEMAND STUDY 

The purpose of the customer class demand study is to develop empirical bases for 

the maximum day and hour extra capacity factors used in the cost allocation study. The 

cunent study of customer demands is being conducted pursuant to the Plan for Conduc^g 

Further Customer Class Demand Studies submitted to the Pennsylvania Public ViMy 

Commission on April 29,1992. In accordance with the plan, this report sets forth the data 

obtained thus far in the study and the current conclusions of maximum day and hour ratios. 

Recording devices were installed at Sales for Resale customers in the Spring of 1992; 

at Commercial, Public and Industrial customers in the Spring of 1993; and at Residential 

customers in the Summer and Fall of 1993. 

The usage data have fcieen reviewed to detennine the maximum day and hour usage 

for each customer being monitored. The rr^ximum usage was divided by the customer's 

average usage during the year in which the maximum was recorded to determine ratios of 

maximum day and hour demand to average demand. These data are presented in the 

schedule which begins on page 14 of 31. 

Residential. The residential maximum day and hour ratios used in the most recent 

cost allocation study were 2.5 and 6.0, respectively. Maximum day and hour ratios used 

in studies of other water utilities which were based on empirical demands range from 2.1 

to 2.5 and 4.4 to 4.5, respectively. The observed maximum day ratios of selected clusters 

A-13 



OCC INT 089-R1 
Page 4 of 11 

RSIc. 
Page 12 of 31 

PENNSYLVANIA-AMERICAN WATER COMPANY 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

RSIc. cont 

of Pennsyh/ania-American residential custonr>ers range from 1.81 to6.60 and average 3.12. 

The observed maximum hour ratios range fix>m 4.88 to 19.64 and average 8.95. 

Based on the previous estimates and the current indications, a maximum day ratio 

of 2.5 is used in the allocation study. The ot>served maximum hour ratios continue to be 

higher than those experienced in other utilities ar>d confum the continued use of a 

maximum hour ratio of 6.0 for the purposes of the allocation study. 

Commercial and Public. The commercial and public maximum day and hour ratios 

used In the most recent study were 2.5 and 5.0. respectively. Maximum day ratios used 

in studies of other water utilities which were based on empirical demands range from 1.6 

to 2.0. The maximum hour ratios range from 3.3 to 3.8. The observed maximum day 

ratios of selected commercial and public customers range from 1.06 to 46.38 and average 

2.69 for commercial and 3.31 fbr public customers. The observed maximum hour ratios 

range from 1.18 to 128.43 and average 6.24 for commercial and 8.10 for public customers. 

Based on the previous estimates and the current indications, maximum day and hour 

ratios of 2.5 and 5.0, respectively, are used in the allocation study for both commercial and 

public customers. 

Industrial. The industrial maximum day and hour ratios used in the most recent study 

were 1,8 and 2.7. respectively. Maximum day and hour ratios used in studies of ottier 

water utilities which were based on empirical demands range from 1.5 to 11 and 2.5 to 2.7. 

A-14 



OCC INT 089-R1 
Page 5 of 11 

RS1c 
Page 13 of 31 

PENNSYLVANIArAMERIC^N WATER COMPANY 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

RSIc, cont 

respectively. The observed maximum day ratios of selected industrial customers range 

from 1.09 to 6.94 and average 1.78. The observed maximum hour ratios range from 1.43 

to 19.61 and average 2.82. 

The observed maximum day and hour ratios appear to confinn the continued use of 

a 1.8 maximum day to average day ratio and 2.7 maximum hour to average hour ratio for 

the industrial dass. 

Sales for Resale ̂ Otfier Water Utilitiesl. The maximum day and hour ratios of Sales 

for Resale customers vary widely depending on the customer's use of water, i.e., base 

load, peak load, or total load and, therefore, the class has been segregated into lower 

peaking, Group A customers and higher peaking, Group B customers. The obsen/ed 

maximum day ratios of selected Group A customers range from 1.04 to 7.17 and average 

2.76 and the maximum day ratios of selected Group B customers range from 5.68 to 67.19 

and average 11.41. Tlie observed maximum hour ratios of selected Group A customers 

range from 1.99 to 25.55 and average 7.10 and the maximum hour ratios of selected 

Group B customers range from 6.34 to 1,612.50 and average 21.54. Based on the 

observed maximum day and hour ratios of the selected Group A and Group B customers, 

maximum day and hour ratios of 2.0 and 5.0, respectively, are retained for Gn̂ up A 

customers and maximum day and hour ratios of 10.0 and 20.0, respectively, are retained 

for Group B customers in the allocation study. 
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OCC INT 089-R1 
Page7of11 

RS1c. 
Page2of24 

CUSTOMER CLASS DEMAND STUDY 

The purpose of the customer daes demand study is to develop empirical 

bases fbr the maximum day and hour extra capacity fiactors used in the cost 

allocation study. The study of customer demands is being conducted in 

accordance with the plans submitted by the Company to thePennsyh^ania Public 

Utility Commission during the course of the rats proceeding at Docket No. R-

9118d2. 

PrevkHis reports on the customer dass demand study were submttled as 

Exhibit No. 9 ^ in Docket No. R-00922476. and as part of Exhibit 1 ^ . 50-B in 

Docket Nos. R-00932868, R-0D953343 and R-00973952. The InRtal report sets 

forth desoiptions of the setoctkm of customers, the initial experience with data 

collectKNi in 1991, and the data ot>tained in 1992. Subsequent reiKHts induded 

the observed maximum day and hour use fbr each customer or group of 

customers being monftorsd durmg the 1992 through 1996 data collectkm periods. 

This report sets forth the data through the 1996 monitoring perkKf as 

shown in the schedule on pages 7 through 22 of this response. Data during each 

period were reviewed to determine the maximum day and hour use for each 

customer or group of customers being monitorsd. The maximum use was 

dh/kied by the average use for the year in whk:h the monitoring was performed to : ^ 

devetop indications of maximum day and hour ratks for the customer's 

dassrfteation. 

The customers and customer groups* i.e.; reskiential neighborhoods, were 

classified based on their revenue or billing category or. with reaped to reskienttal 
' - 1 

• • i . ' 

•ik 

V,1̂  

."Hii 

" I ' ' ! 
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annual use is between 60.000 and 70,000 gaOons. Similarly, commercial and 

public customers wars organized by revenue categories such as apartments, 

colleges, etc., and industrial oustomers were organizied based on their billir^ 

frequency, quarterly or mortthly. 

Average ratios were calculated fbr each c^agory and also are presented 

in the schedule on pages 7 through 22 of this response. The average rattos of 

the category for which empirical data were available, and estinnatad ratios for 

sbc reskiential categories representhg 3.49 percent of reskiential consumptton, 

are weighted to determine the composite ratios for the several dassHications in 

the schedule on pages 23 and 24 of thte response. 

nfK>st recent cost altocatbn study were 2.1 »td 4.5, respecth^ly. The maximimi 

day ratio used in studies of other vrater utilities which were based on empirical 

demands te 2.5 and the maximum hour ratk>s r a r ^ from 4.5 to 6.0. 

A-6 
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Page 8 of 11 

RSIc. 
Page 3 of24 

neighborhoods, the housing density and annual use. The monitoring results 

were organized in thte manner, inasmuch as data related to the proportkms of the 

customer ctassificatkMi represented by th»e otegories were available. For 

exsffnple, the Company prepares an analyste of consumptton in each of ite load 

control areas which indtoates the housing density, high, medium or tow, the 

number of reskiential customers and their annual consunr^itton. The 

neighlxvhoods were grouped according to housing density and annual 

I 
consumptton, e.g., medtom density housing wHh customers whose average :i| 

3 

Reskiential. The reskienttal nna)dmum day and hour ratios used in the i| 
!:̂  

Jl 
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Page 9 of 11 

RSIc. 
Pa^e4of24 

The obsen^ maximum day ratios of selected PhOadelphia Suburbaii 

reskiential neighborhoods range from 0.76 to 5.27. The ot>served maxknum hour 

ratk>8 range from 1.31 to 33.86. The average maximum day and hour ratios by 

reskiential neighborhood category rar^e from 1.23 to 3.87 and from 2.57 to 7.31, 

respecth/eiy. The weighted ratios, as shown In the schedute on page 23 of thte 

response, are 2.119 for maximum day and 4.508 fbr maximum hour. The 

weighted nrtaximum day and hour ratios of 2.1 and 4.5 confirm their continued 

use to the cost aflocation study. 

Commerdal and Pubic. The commerdal and pubfic maxknum day and 

how ratios used in the nwst rscent study were 2.0 and 3.8. respectively. 

Maximum day and hour ratios used in studies of olher water utiRties which were 

based on empkical demarKte range from 1.6 to 2.5 and 3.3 to 5.0, respectively. 

The ot)served maximum day ratios of seleded commerdal and publto 

customers range from 0.70 to 9.88. The observed maxknum hour ratios range 

firom 1.85 to 39.95. The average maxumim day and hour ratios by revenue 

category range from 1.28 to 6.36 and from 2.52 to 23.84, respectively. The 

upper end of each range represents data for a golf course. A review of the date 

indicates that the golf course would Hkely contribute to the peak day toad; 

however, ite peak hour occurs in the early moming and wouto noi occur at the 

same time as the peak hour of other commerdal and publto customers. 

Thus, the weighted maximum day ratio of 2.0, as shown in tiie schedute 

on page 24 of thte response, continues to t>e used for the commercial and public 

classlficaitons. It indudes the eftect of the golf oourse and te witiiin the range of 

1 

I 
I I 
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P i ^e5o f24 

ratios used to otiier studtes. The weighted maxknum hour ratio exduding tiie golf 

course date of 3.8 te matotatoed for use to the cost alocation study and ateo te 

withto the range of ratios used to otiier studies. 

The weighted ratios for commerdal and publto customers do not r ^^c i 

the initial date obtetoed in 1996 fbr sbc small commercial customers as shown to 

the schedute on page 18 of tote response. The ratios for the small customers are 

generally higher than the weighted ratios of the otiier commerdal and publto 

customers, htowever, toasmuch as limited date are avaHabte. no further imnease 

to ttie ratios for these dassifications te proposed. 

Industrtel. The industrial maximum day and hour ratios used to ttie most 

recent study were 1.7 and 2.7, re^3ective^. Maximum day ratios used to studies 

of otiier water utilities which were based on empirical demands range from 1.5 to 

1.8 for day and the maxknum hour ratio te 2.7. 

The observed maximum day ratios of selected industrial cu^omers range 

from 1.03 to 3.10. The observed maxknum hour ratios range from 1.43 to 6.25. 

The average maximum day ratios by biUing frequency are 1.68 and 1.73 and the 

weighted maximum day ratio te 1.69. The average maxknum hour ratios by 

biiiing frequency are 2.56 and 3.12 and tfie weighted maxknum hour ratto te 2.73. 

Based on the current estimates, estimates of other utilities and the 

observed ratios durtog 1992-1996; maximum day and hour ratios of 1.7 and 2.7, 

respectively, conttoue to be used to the altocation study. 

Sales to Ottier Water Utilities. The Sales to Ottier Water Utilities 

maximum day arul hour ratios used in tiie most recent cost altocation study were 

A-8 



OCC INT 089-R1 
Page 11 of 11 

RSIc. 
Page 6 of 24 

10.0 and 20.0, respectively, for ttie customers tocated in the Main Dhrteton. 

Maxknum day and hour ratios used to a study fbr snottier wator utility which were 

tasBd on enipktoal demands range from 2.0 to 10.0 for maximum day and 5.0 to 

20.0 Ibr maximum hour. The observed maxknum day ratios of selected resato 

customers range from 1.46 to 20.23. The observed maxknum tiour ratios range 

from 4.80 to 52.52. The maximum day and hour ratios for the Bristol Dh/teton 

customers to ttie last study were estimated at 1.5 and 2.0, rsspectively. 

As a result of aoqt^Htons stoce the last study, the Company has tost and 

gatoed Sales to Ottier Wister UtHlties customers. There are now several 

ci»tomers wkh relatively uniform demand charadertetics. These customers 

have been assigned maxkmim day and hour ratios of 1.50 and 2.00, 

respectively, and designated as Group A There also are several customers 

urfiose demand characteristics are less feworable. but collectively, not as high as 

tttB Mato DIvteton customers In the last study. Maxknum day and hour ratios of 

3.00 ffiid 5.00, respectively, have been ass^ned to tiiese customers, designated 

as Group B. 
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CHAIRMAN HUELSMANN: 

Okay, the record should reflect it is Wednesday, 

• it is"about 8:35, Ms. Bridwell you continue under 

oath and be sworn and Mr. Shepherd is asking 

questions at this point. 

MR. SHEPHERD: 

About to finish up, hopefully. Your Honor. 

The witness, LINDA BRIDWELL, having been 

previously sworn, testified as follows: 

CONTINUED CROSS EXAMINATION 

BY MR. SHEPHERD: 

Q MS. Bridwell, I just have a few more questions, 

really. One matter I would like to direct your 

attention to concerning some of the questions that 

we heard yesterday and the testimony yesterday 

about the acquisition of the wastewater treatment 

plant at Boonesboro. As the engineer in charge of 

Kentucky-American's process on issues, are you the 

engineer who has reviewed matters related to the 

wastewater treatment plant—-

A Some of them, yes. 

Q —at Boonesboro? 

A Yes. 
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MR. SPENARD: 

Yes, sir. 

CHAIRMAN HUELSMANN: 

Let's take a fifteen minute break and come back at 

five after ten. 

(OFF THE RECORD) 

CHAIRMAN HUELSMANN: 

We would like to break at 12:15 for an hour if 

that is acceptable to all of you, and if you want 

to bring in sandwiches there',s places to eat in 

the building and vending machines. So—okay. 

MR. INGRAM: 

Call Paul Herbert. 

CHAIRMAN HUELSMANN: 

Mr. Herbert. 

(WITNESS DULY SWORN) 

CHAIRMAN HUELSMANN: 

Have a seat sir. 

>- . 
a: 
O 
EL 
UJ 

CE: 

The. witness, PAUL HERBERT, having first been duly 

sworn, testified as follows: 

DIRECT EXAMINATION 

BY MRi. INGRAM: 

Q State your name, please, sir. 
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A Paul R. Herbert. 

Q Who do you work for? 

A I am vice President of Gannett Fleming valuation 

and Rate Consultants. 

Q Were do you work? 

A In Harrisburg, Pennsylvania. 

Q What do you do? 

A I prepare cost-of-service allocation, revenue 

requirement and rate design studies for water, gas 

and wastewater plants. 

Q Did Kentucky-American Water Company ask Gannett 

Fleming to assist it in this case with a cost-of-

service study? 

A Yes, it did-

Q Were you assigned that responsibility? 

A Yes, I was. 

Q Do you work for other American Water Works 

companies? 

A Yes I have. 

Q Have you filed direct and rebuttal testimony in 

this case? 

A Yes, I did. 

Q If I asked you the questions contained therein 

today, would you give me the same answers? 
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A Yes, I would 

Q Do you have corrections to make to your testimony 

or rebuttal testimony? 

A Just on my rebuttal testimony. I noticed when it 

was printed pages 2 through the end, at the top of 

the page, indicated my direct testimony and that 

should be corrected to say rebuttal testimony. 

MR. INGRAM: 

Thank you Mr. Herbert. I have no 

further questions at this time Your 

Honor• 

CHAIRMAN HUELSMANN: 

Mr. Spenard? 

CROSS EXAMINATION 

BY MR. SPENARD: 

Q Good morning Mr- Herbert. 

A Good morning. 

Q Mr. Herbert, with respect to your rebuttal 

testimony, page 2—do you have that in front of 

you? 

A Yes, I do. 

Q . It indicates with question 8, beginning on line 

16, do you agree with eliminating wastewater cost 
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from the cost-of-service? In looking at the 

response to this question, is it—will you confirm 

that it is your testimony that all sewer 

operations related cost should be removed from the 

cost-of-service used in determining the 

appropriate revenue requirement and rate design in 

this case? 

A Yes, I did. 

Q -Turning to page 3 o£ your. rebuttal testimony, 

lines 20 and 21. You state that Kentucky-

American's load research does not mention if the 

sample is statistically valid. Do you see that 

sentence? 

A Yes, I do-

Q I have had distributed the Response to Attorney 

General Data Request Number 1, question 11, and 

everyone should have a copy. Do you have that 

copy in front of you? 

A Yes, I do. 

Q And would you please turn to page 4 of 64 of this 

Response. And when I am identifying page 4 of 64 

I am looking at the upper right-hand corner. Do 

you have that in front of you? 

A Yes, I do. 
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Q Okay. Would you read the—would your read into 

the transcript of evidence the first sentence of 

the first paragraph of that introduction? 

A The first sentence of the first paragraph? 

Q Yes, sir-

A "During the summer of 1999, June, July, August and 

September, the Kentucky-American Water Company 

(KAWC) installed FloSearch devices on a 

representative-sample of customers in the 

commercial, other public authority (OPA), 

industrial and other water utility (OWU) customer 

classes in order to perform a customer class water 

demand study.** 

Q Yes, sir. And are you challenging this statement 

by the authors of the study? 

A Yes, I have—there is no supporting evidence as to 

that—how a representative sample were selected-

Q Well, do you have any information to indicate that 

the customers included in the study are not 

representative of• the customer classes from which 

they are drawn? .., 

A No, I don't. 

Q Okay. In your rebuttal testimony, page 3, lines 

21 to 23, you note a concern with weather patterns 
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affecting the results of the load studies. Do you 

see that? 

A Yes, I do. 

Q And, again, going back to the introduction on page 

4 of 64, the Response to Attorney General Data 

Request Number 1, question 11, the authors 

conclude in the last paragraph on that page that 

because of the weather conditions during the 

summer of 1999 their measured residential maximum 

day peaking factor of 1.65 should be increased to 

1.90; is that correct? 

A Yes, I did that by taking an average of those 

peaking factors and applying a 15% increase to 

that amount- If you took the peak number of 1,77 

times the same factor, you would get over 2 as the 

factor. 

Q Okay- Mr. Herbert, did Mr. Rubin use the 1.65 

figure or the 1.90 figure? 

A He used the 1.90 figure. 

Q Looking at; page 7 of 64 of this Response—are you 

there yet? 

A Yes, I am. 

Q Do the authors of the load study—excuse me—do 

the authors of the load research study also 
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conclude that because of weather conditions it 

would be appropriate to average the five highest 

peaking ratios for each class rather than just 

using the highest peak? 

A I believe they mention that but I don't 

ne.cessarily agree with that. 

Q Okay. And did Mr. Rubin rely on the averages of 

the five highest peaks rather than the single 

highest, peak?.- . . 

A I believe he did* 

Q So, Mr. Rubin's analysis is consistent with the 

advice of the study's authors, which reflects a 

recognition of 1999's particular weather 

conditions; is that correct? 

A For that specific part of the study. 

Q In your rebuttal testimony on page 3, lines 23 and 

24, you note that the Company's load study uses 

just one year of data, which might lead to 

inaccuracies. Do you see that sentence? 

A .: Yes-. 

Q. Do the authors of Kentucky-American's demand study 

recognize this? 

A I believe the authors menl:ion that further study 

is desirable. 
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Q Okay. Well, do the authors of Kentucky-American's 

demand study adopt any procedures to adjust for 

this fact? 

A I am not aware of any. 

Q Okay. Mr. Herbert, if you would turn to page 10 

of 64 in the Response and take a look at the third 

paragraph on that page. In that paragraph the 

authors state that the use of the average of the 

five highest peaks, rather than the single highest 

peak, also recognizes that the results for one 

particular year might not be representative. Is 

that the case? 

A That is what it says. 

Q Okay. 

A I don't necessarily agree with it. 

Q But the authors of the study recognize the 

shortfall you identify in your rebuttal testimony. 

Is that the case? 

A Sir, could you repeat the question? 

Q Yes, sir. The authors of the study recognize the 

shortfall that you identify in your rebuttal 

testimony/ is that the case? 

A Well, this is their way of addressing it, I would 

imagine• 
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So, this is the procedure they recommend to 

address that shortfall? 

well, it doesn't substitute providing more study 

in subsequent years. 

Mr. Herbert, did Mr. Rubin rely upon the author's 

adjusted results to adjust and reflect the average 

of the five highest peaks rather than a single 

peak? 

As previously noted on the residential 1.90 

factor, yes. 

Turning to page 4 of your rebuttal testimony, 

lines 23 and 24, you state that factors like the 

percentage of multi-family dwellings can affect 

average water use. Do you see that sentence? 

I am referring there to a response that Mr. Rubin 

supplied from a data request. 

Okay, well, can factors like the percentage of 

multi-family dwellings affect average water use? 

Multi-family dwellings would tend to reduce 

average residential use because of the lack of 

large lawns and outdoor use requirements. 

So, they can have an impact? 

They can, yes. 

Can they also affect peak water usage? 
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A I would say they would have a lesser impact on 

peak usage than single family residential homes. 

Q̂  Would you expect a multi-family dwelling like an 

apartment building to have a lower peak usage than 

that of a comparable number of single family 

detached dwellings? 

A Yes, I would. 

Q I'm sorry? 

A Yes, I would. But I would add to that that in 

many instances those types of customers are 

classified as coimaercial. 

Q Mr. Herbert, please turn to page 5 of your 

rebuttal testimony. Are you there? 

A Yes, I am. 

Q On line 8 you show a figure of 4,800 gallons per 

month for the average monthly residential usage 

for Pennsylvania-American water Company. Are you 

generally familiar with Pennsylvania-American's 

service territory? 

A Yes, I am. 

Q: . -Okay. Do you agree with Mr. Rubin's 

characterization that the utility services more 

than 100 separate communities in various portions 

of Pennsylvania? 

83 



A Yes. 

Q Now, is the 4,800 gallon per month for 

Pennsylvania-American from a particular portion of 

Pennsylvania-American's service area or is this a 

statewide average for Pennsylvania-American? 

A It is the statewide average. 

Q Does the average monthly consumption for 

Pennsylvania-American differ in various parts of 

its service area? 

A Yes, it does. 

Q Okay. And have you analyzed the reasons why it 

differs in the various parts of its service 

territory? 

A No, I have not-

Q Have you attempted to determine v^ich portions of 

Pennsylvania-American's service territories are 

most comparable to Kentucky-American? 

A No, I did not make that study. 

Q Mr- Herbert, on page 5, lines 14 and 15, you 

indicate that the differences in consumption are 

primarily related to outdoor and other non­

essential use. Do you see that statement? 

A Yes, I do. 

Q Would differences in household size account for 
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some of the differences in water usage as well? 

A Yes, it would but over—that averages out over the 

population. 

Q Mr. Herbert, what about the age of plumbing 

fixtures? 

A Well, that can have an affect on water usage. 

Q Okay. Mr. Herbert, would another factor that 

affects household consumption also be the amount 

of time that the housing unit is occupied during 

the day? 

A Absolutely. 

Q And what about the types of appliances in the 

home, do they affect water usage; for example, 

whether there is a dishwasher or whether there is 

a hot tub? 

A Sure. 

Q Moving to page 9 of your rebuttal testimony. On 

lines 1 through 3 you review Mr. Rubin's rate 

design recommendations and I believe that your 

first recommendation is pretty clear. Am I 

correct that you believe that the 5/8 inch 

customer charge should be increased but that the 

other customer charges should not change? 

A No, that is not my recommendation-
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Q Okay, what is your recommendation? 

A My recommendation is the proposed rates that 

accompany my original exhibit, increasing all 

service charges. 

Q Mr. Herbert, please turn to page 10 of your 

rebuttal testimony. In response to question 44, 

beginning on line 7—excuse me, question 44, 

beginning on line 7, should the existing service 

charges for the 3/4 inch and larger be reduced to 

equal the cost based rate? And your answer is no, 

at least your answer in part, no, I agree with Mr. 

Rubin that no rate should be decreased. Is that 

the case? 

A That is what it says. 

Q Okay. And you further state in that response, "I 

would not oppose a proposal to maintain the 

existing service charges for the 3/4 inch and 

larger." Is that the case? 

A That's what it reads. But—the last part of that 

is that "however I still recommend the service 

charges as originally filed because the proposed 

rates are not overly burdehsoime. *• 

Q And that is your recommendation? 

A Yes. 
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Q Okay. Again, going back to page 9, you agree with 

Mr. Rubin's third recommendation, is that right? 

A Yes, I do. 

Q Okay. Let's take a look at your positions on his 

second and fourth recommendations. Can you state 

for the record whether you agree with his second 

recommendation? 

A I agree with it and I did not increase any class 

more than twice the average. 

Q Do you agree with his fourth recoiunendation? 

A I can't agree with it in total. I would have to 

refer to the way I allocated the revenue 

distribution increase in my exhibit that I 

recommend. So, I don't believe I can agree with 

that blanket statement. 

Q Okay. Mr. Herbert, there is a difference between 

you and Mr. Rubin in terms of rate design 

principals; is that correct? 

A I believe so, yes. 

Q And you believe that the 5/8 inch customer charge 

should be increased, while nr. Rubin believes that 

it should remain unchanged; is that accurate? 

A That's accurate. 

Q Okay. Let's take a look at the exhibits that are 
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attached to your rebuttal testimony, specifically, 

let's go to Schedule 36-R-l. Are you there? 

A Yes, I am. 

Q This shows 4,335 one inch service lines were 

installed by Kentucky-American from 1997 through 

1999; is that the case? 

A Yes-

Q Okay. Let's take a look at Exhibit 36, which is 

from the filing-^requirements. Volume II of II, 

Schedule C. 

A Is this my original exhibit or my rebuttal? 

Q This is from the Kentucky-American Water Company 

forecasted test period ending November 30, 2001, 

Filing Requirements, Volume II of II. 

A I have it. 

Q Okay. Will you go to page 11 of 40 of Schedule C. 

A I have it. 

Q Okay. On this page it shows that Kentucky-

American has a total of 3,518 one inch service 

lines. Do you see that? 

A The Schedule you are referring to refers to 

meters. So, I would agree that it does, 3,518 one 

inch meters. 

Q Okay. Mr. Herbert, can you reconcile the 
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Q 

difference between the schedule that shows 3,518 

one inch service lines and the Schedule 36-R-l 

that shows 4,335 one inch service lines—excuse 

me, 3,518 meters for the one inch meter and 4,335 

one inch service lines? 

No, I can't reconcile it because you are comparing 

apples with oranges. The one inch service lines 

feed 5/8 inch meters. 

Okay. Mr. Herbert, is it the case that some of 

those one inch service lines are installed to 

serve two residential customers? 

Recently the Company has been installing service 

lines, one inch service lines, to serve two 

residential customers, but the vast majority of 

the customers on the system have single service 

lines—single three-quarter inch service lines. 

With respect to the customers who are being 

served—with respect to the service lines that are 

serving multiple customers, the service line cost 

is really one-half of the cost of the one inch 

service line; is that correct? 

The recent cost would be that way, yes-

Okay. Have you made the assumption that all 

residential 5/8 inch meters are served by separate 

39 



Q 

3/4 inch service line? 

Well, like I said just earlier, the—over— 

approximately 70 to 75%, or more, I don't have the 

exact figures, but most of the residential 

customers served prior to the late 1980s are 

served through a single three-quarter inch service 

line. 

Your assumption for your cost-of-service is that 

all residential 5/8 inch meters are served by a 

separate 3/4 inch service line. Is that the case? 

Yes, I included any residential customer with a 

5/8 inch meter as being served through a three-

quarter inch service line. 

Okay. Your Schedule 36-R-l utilizes a $459 amount 

as the cost for installing a service line^—excuse 

me, this schedule uses $459 as the cost for 

installing a service line to serve a 5/8 inch 

residential meter; is that the case? 

That is what this exhibit shows, but I did not use 

that information to develop my service line factor 

allQcation- - . 

Just focusing on this particular schedule, the 

$459 average cost figure actually overstates the 

actual average cost for installing a service line; 
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is that correct? 

A To make the—probably the correct comparison, by 

size, on this schedule, you would need to include 

about 75% of the $459 cost and about 25% of half 

of the $470 as being representative of the total 

population of customers served by a 5/8 inch 

meter, residential customer. 

Q Okay. Let's take a look at your Revised Exhibit 

36, in particular. Schedule H, which is right at 

the end of that exhibit. Do you have that in 

front of you? 

A Yes, I do. 

Q Looking at the top of Schedule H, did you reflect 

difference in meter reading costs by meter size 

when you developed the $1.26 per month for meter 

reading cost? 

A The $1.26 is the average cost. Down below and 

under column 7 I reflected the difference for 

meter reading costs by size. 

Q With respect to the portion at the top of that 

-schedule, do you reflect it in the number of 

metered customers, the $1.26 amount, is that 

reflected? Do you reflect that difference in that 

amount? 
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A I don't understand your question. 

Q You indicate that you reflect the difference in 

column 7 and I am curious as to whether you 

reflect that difference—or that difference is 

reflected in the amount that appears in the cost 

per unit per month, column 5, above, the $1.26 

amount? 

A I lowered the unit cost for meter reading for the 

5/8 inch size to reflect the change in the meter 

reading allocation that I included in my revised 

exhibit, when you take that $1.23 times the 

number of bills, you recover the allocated portion 

of meter reading costs being allocated to the 5/8 

inch customers. That is how I got the $1.23. And 

then when you apply the remaining unit cost for 

meter reading times all of the bills, by size, you 

recover the total meter reading cost of 

$1,508,581. 

Q Thank you. Mr. Herbert, in developing the 3/4 

inch service equivalents on the top of this page, 

did yoxi change the figure 106,742 from your 

original study? 

A No, because I did not change the basis for my 3/4 

inch service line allocation. 
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Q MX, Herbert, is it the case that you did not 

change the ratios to account for differences in 

service installation costs? 

A could I hear that again? I'm sorry. 

Q Yes, sir. Is it the case that you did not change 

the ratios to account for differences in service 

installation costs? 

A I did not, in my Revised Exhibit 36-R, I did not 

change the basis for allocating the 3/4 inch 

service line costs. 

Q Mr. Herbert, did you consider meter installation 

costs in developing the 5/8 inch meter equivalence 

that you used on Schedule H? 

A No, I only considered the cost of the meter. 

Q Mr. Herbert, in your rebuttal testimony you reject 

Mr. Rubin's inclusion of meter installation cost 

in the equivalent service ratio calculation; is 

that the case? 

A That is correct. 

Q Mr. Herbert, did you use meter installation cost 

j.n; developing either the equivalent meter ratios 

or the equivalent service ratios? 

A No, I did not. 

Q Mr. Herbert, do you assume that the meter 
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installation costs are directly proportional to 

the cost of the meter itself? 

A It is much more^ closely follows the cost of the 

meter rather than the cost of the service line. 

Q So, for your study, is your assumption that the 

installation costs are directly proportional? 

A The assumption in my study is that they are 

directly proportional to the cost of the meter. 

Q And just so I am clear, you did not revise either 

the meter or service equivalency ratios to account 

for the service installation cost; is that 

correct? 

A That is correct. 

MR. SPENARD: 

At this stage we have no further 

questions for Mr. Herbert. 

CHAIRMAN HUELSMANN: 

Mr. Barberie? 

MR. BARBERIE: 

I have no questions for this witness. 

CHAIRMAN HUELSMANN: 

Mr- Shepherd? 

MR. SHEPHERD: 

No questions. 
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CHAIRMAN HUELSMANN: 

Mr. Hendricks? 

MR- HENDRICKS: 

Yes, sir, I have a few questions. 

CROSS EXAMINATION 

BY MR. HENDRICKS: 

Q Mr. Herbert, how are you doing today? 

A Fine, thank you. 

Q My name is Doug Hendricks, I am on Committee 

Staff. I have just a few questions for you-

First one I want to start with is could you 

explain again why you didn't include service 

installation costs? 

A I did use service—I used—let me start over. 

Excuse me. In the allocation of service line 

costs I used costs from a construction manual that 

indicated the relative cost of installing service 

lines by size. I did not include meter 

installation costs into that analysis because it 

is not appropriate. 

Q Why isn't it appropriate? 

A Because I am allocating service line costs, not 

meter installations. Meter installations is in a 
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separate account. 

Q I want to refer to your direct testimony, I am 

looking at question 18 which is on page 8. Let me 

know when you get that page-

A I have it. 

Q On page 9 you mention some of the studies that you 

reviewed, could you just tell me why you decided 

to use field studies from Pennsylvania? 

A Well, I indicate that the demand study results . 

from the Kentucky-American study were rather 

limited and because of that I rely on more 

extensive studies that my firm has conducted in 

Pennsylvania as a basis for making those 

judgments. AWWA Manual M-1 suggests that you 

should use as much information as available to 

make those judgments. 

Q Did you look at studies from any other states 

besides Pennsylvania? 

A No, I did not. 

Q Why didn't you? Is it because you focused on the 

ones that your firm had already done? 

A I am more familiar with the way those studies were 

conducted and have more faith in those results-

Q You may have already answered this question but I 
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will ask you again. Can you explain for us why 

the Pennsylvania studies were similar enough to 

Kentucky-American'is situation for you to consider 

them. 

A Well, I think the most convincing comparison is to 

look at the average residential usage between the 

Philadelphia Suburban residential class and the 

Kentucky-American residential class, are within a 

hundred gallons per month of each other. That to 

me is an indication of similar reaidentiai water 

use. 

Q Of the studies that your firm had performed 

previously, were the ones that you relied on the 

only ones that were similar, in your opinion, to 

Kentucky-American? 

A Well, I relied more heavily on the Philadelphia 

Suburban results, because I am more familiar with 

that, that particular service area as being quite 

similar to, I think, the Lexington area. 

Q And that is based on? 

A My observations. 

Q Okay. I want to turn to page 10 of your direct 

testimony, I am looking at question 25. 

A I have it. 
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Q In that—in your response to that question you 

mention some general guidelines that should be 

developed with management. Are those guidelines 

the ones that you have set forth in your response 

to question 26? 

A Yes. 

Q Who did you work with at Kentucky-American to 

dete3n&ine these guidelines? 

A Primarily Coleman Bush and. Ed Grubb-

Q Could you just describe for me how you all went 

about making the decision that these were the 

guidelines that you were going to rely on? 

A Well, I visited the Company's offices back in, I 

believe, early i^ril and had some preliminary cost 

allocation results at the time and we talked about 

these different aspects of rate design. 

Q Okay- The tap fees that are proposed by Kentucky-

American include automatic meter reading costs; is 

that correct? 

A That is beyond the scope of my testimony. 

Q I want you to refer to Mr, Rubin's testimony, 

actually one of his exhibits, it is Exhibit SJR-2, 

page 6. 

A I have it. 
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Q Okay, thanks. Now, do you agree with—well, go to 

page 6. I didn't tell you which page to go to. 

A ' Page 6 of 8? 

Q Yes, sir. 

A I have it now. 

Q I always helps to know which page you are going to 

go to, doesn't it? Do you agree with his 

allocation factors used to allocate meter reading 

costs? -̂ 

A Yes. I revised my exhibit to reflect his analysis 

of meter reading requirements. 

Q Do you agree that maximum day and maximum hour 

ratios that are used in the AWWA Manual, as shown 

in the guidelines, are not meant to be used in 

setting customer class ratios for all utilities? 

A Why—I don't view them as standard ratios that 

should be used regardless of any other 

information, I only relied upon them to—as a 

validity check on the judgments that I had 

included from the other information. 

. MR. HENDRICKS: 

That's all we have right now. 

CHAIRMAN HUELSMANN: 

Mr. Ingram? 
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MR. INGRAM: 

Just a couple 

REDIRECT EXAMINATION 

BY MR. INGRAM: 

Q Mr. Herbert, is your recommendation for the rate 

design of Kentucky-American's requested revenue in 

this case contained in your rebuttal exhibits? 

•Â - No,, it is not. It is just in my original exhibit. 

Q Do you believe that there is required in the 

design of rates an application of opinion? 

A In the design of the rate? 

Q Yes, in the allocation of costs, do you believe 

opinion enters into the allocation of costs? 

A Judgment enters into that. 

Q Judgment, opinion? 

A Yes. 

Q How many demand studies have you been involved in 

for your company? 

A Primarily the two major studies that have been 

ongoing since the early ^90s for the Pennsylvania-

American Water.Company and the Philadelphia 

Suburban Water Company* 

Q How many cost-of-service studies have you been 
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involved in? 

A Oh, my. Probably at least a hundred. 

MR. INGRAM: 

That's all I have. Thank you Your 

Honor. 

CHAIRMAN HUELSMANN: 

Mr. Spenard? 

MR. SPENARD: 

we have no further questions. 

CHAIRMAN HUELSMANN: 

Mr. Barberie? 

MR. BARBERIE: 

NO questions Your Honor. 

CHAIRMAN HUELSMANN: 

Mr. Shepherd? 

MR. SHEPHERD: 

I have just a couple Your Honor. And I apologize, 

I should have asked these on the first round. 

RECROSS EXAMINATION 

BY MR- SHEPHERD: 

Q Are you familiar with the involvement that your 

firm had with relation to the Kentucky-American 

Water Company's Bluegrass Water Project, or the 
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pipeline from Louisville to Lexington? 

A No, I am not aware. That is a separate division 

of our company. 

Q You weren't involved in that work? 

A No, I was not. 

Q Okay. And, so, you are not familiar with the 

expenditures that the Company has indicated were 

made from Gannett Fleming for the Bluegrass Water 

Project? That is something that is outside the 

scope of your engagement? 

A Yes, that is outside of the scope. 

MR. SHEPHERD: 

Okay. 

CHAIRMAN HUELSMANN: 

Mr. Hendricks? 

MR. HENDRICKS: 

No questions. 

CHAIRMAN HUELSMANN: 

Mr. Ingram? 

MR. INGRAM: 

No, Your Honor. 

CHAIRMAN HUELSMANN: 

Mr. Spenard? 
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MR. SPENARD: 

No, sir. 

CHAIRMAN HUELSMANN: 

And Mr. Barberie? 

MR. BARBERIE: 

Nothing. 

CHAIRMAN HUELSMANN: 

May this witness be excused? 

MR. INGRAM: 

Yes, Your Honor. That is the case in chief for 

the applicant. 

CHAIRMAN HUELSMANN: 

The applicant rests? I guess would be an 

appropriate— 

MR. INGRAM: 

That is the word that we use, I don't think that I 

get to rest. But that is the word. 

CHAIRMAN HUELSMANN: 

Case submitted. My understanding is that the 

Attorney General wants to change the order of 

witnesses; is that correct? 

MR. SPENARD: 

Yes, sir. 
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