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INTRODUCTLON 

Please state your name and business address. 

My name is William Steven Seelye and my business address is The Prime Group, 

LLC, 6001 Clayrnont Village Dr., Suite 8, Crestwood, Kentucky, 40014. 

By whom are you employed? 

I am a senior consultant and principal for The Prime Group, LLC, a firm located in 

Crestwood, Kentucky, providing consulting and educational services in the areas of 

utility marketing, regulatory analysis, cost of service, rate design and depreciation 

studies. 

On whose behalf are your testifying? 

I am testifying on behalf of Kentucky Utilities Company (“KIJ”). 

What is the purpose of your testimony? 

The purpose of my testimony is (i) to describe the proposed allocation of the revenue 

increases for KIJ’s electric operations; (ii) to support KU’s proposed rates; (iii) to 

discuss the revenue impact of modifying certain miscellaneous charges and customer 

deposit requirements, (iv) to sponsor the temperature normalization adjustment and 

year-end adjustment; and (v) to sponsor the fully allocated class cost of service study 

based on KU’s embedded cost of providing electric service for the 12 months ended 

October 3 1,2009. 

Please summarize your testimony. 

In developing its proposed rates in this proceeding, KU relied heavily on the results 

of the electric cost of service study. The Company’s fully allocated, embedded cost 

of service study for its electric operations was prepared using cost of service 

- 1 -  



9 

10 

11 

12 Q. 

13 

14 A. 

15 

16 

17 

18 Q. 

19 A. 

20 

21 

22 

methodologies that have been accepted by the Commission in previous rate cases. 

The purpose of this study is to determine the contribution that each customer class is 

making towards KU’s overall rate of return. Rates of return are calculated for each 

rate class. Based on the results of the cost of service study, KU is proposing to 

allocate its overall rate increase to rate classes so that the increase is both equitable 

and somewhat mitigates the rate subsidies that exist with the current rate structure. 

The proposed fixed unit charges are designed to more accurately reflect the fixed 

costs of providing electric service to each rate class. 

KTJ is proposing an electric temperature normalization adjustment in this 

proceeding to more accurately represent its revenue and expenses on a going-forward 

basis. The Company is also proposing a standard year-end customer adjustment. 

Are you supporting certain information required by Commission Regulations 

807 KAR 5:001, Section lO(6) (a)-(v)? 

Yes. I am sponsoring the following schedules for the corresponding Filing 

Requirements: 

0 Cost of Service Study Section 10(6)(u) Tab 40 

0 Period-End Customer Additions Section 10(7)(e) Tab 46 

How is your testimony organized? 

My testimony is divided into the following sections: (I) Introduction, (11) 

Qualifications, (111) Electric Rate Design and the Allocation of the Increase, (IV) 

Increase in Miscellaneous Service Charges and Deposits, (V) Pro-Forma Revenue 

Adjustments, and (VI) Electric Cost of Service Study. 
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11. QUALIFICATIONS 

Q. 

A. 

Please describe your educational background and prior work experience. 

I received a Bachelor of Science degree in Mathematics from the IJniversity of 

Louisville in 1979. I have also completed 54 hours of graduate level course work in 

Industrial Engineering and Physics. From May 1979 until July 1996, I was employed 

by LG&E. From May 1979 until December 1990, I held various positions within the 

Rate Department of LG&E. In December 1990, I became Manager of Rates and 

Regulatory Analysis. In May 1994, I was given additional responsibilities in the 

marketing area and was promoted to Manager of Market Management and Rates. I 

left LG&E in July 1996 to form The Prime Group, LLC, with another former 

employee of the Company. Since then, we have performed cost of service studies, 

developed revenue requirements and designed rates for over 150 investor-owned, 

cooperative and municipal utilities across North America. A more detailed 

description of my qualifications is included in Seelye Exhibit 1. 

Have you ever testified before any state or federal regulatory commissions? 

Yes. I have testified in over 50 regulatory proceedings in 11 different jurisdictions. 

A listing of my testimony in other proceedings is included in Seelye Exhibit 1. 

Please describe your work and testimony experience as they relate to topics 

addressed in your testimony? 

I have performed or supervised the development cost of service and rate studies for 

over 150 utilities throughout North America. I have also testified on numerous 

Q. 

A. 

Q. 

A. 
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4 

8 

9 

10 

11 

12 

13 

14 

1.5 

16 

17 

18 

19 

20 

21 

22 

occasions regarding the rates proposed by electric, gas and water utilities, including 

LG&E in its last rate case. In addition, I have testified on numerous occasions 

regarding year-end adjustments for gas and electric utilities, including LG&E, 

Kentucky Utilities Company, Delta Natural Gas Company, Westar Energy, Inc., 

Kansas Gas and Electric Company, Mobile Gas Company, Northern Neck Electric 

Cooperative, and Richmond Power Company. I have also testified on numerous 

occasions regarding temperature normalization adjustments for gas distribution 

utilities, including L,G&E and Delta Natural Gas Company. 

I have been developing models to measure the effect of temperature on 

hourly, daily and monthly sales for over 30 years. Throughout my career at LG&E 

and afterwards at The Prime Group, I have developed statistical models to measure 

temperature/load relationships, to evaluate extreme temperature conditions, to analyze 

price variability and risk, and numerous other applications in the utility planning 

process. I have worked regularly in this area for the last 30 years. I have developed 

the electric temperature normalization models for LG&E, Cajun Electric Power 

Cooperative, Inc., Southern Mississippi Electric Power Association, and Lee County 

Electric Cooperative. I also have experience working with the electric temperature 

normalization adjustments used for Westar Energy, Inc. and Kansas Gas and Electric 

Company. I have developed sales and load forecasts for numerous electric utilities 

using the statistical techniques for weather normalization described in my testimony. 

- 4 -  



1 III. 

2 

3 Q. 

4 

5 A. 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

ELECTRIC PIATE DESIGN AND THE ALLOCATION OF THE INCREASE 

A. 

Please summarize how KU proposes to allocate the electric revenue increase to 

the classes of service? 

KTJ relied on the results of the cost of service study to determine the methodology 

used to allocate the revenues to the classes of service. Because of significant 

differences among the class rates of return, KU did not increase each rate class by the 

same percentage, but rather, adjusted the percentage increase for each rate class in a 

manner that recognized differences between the class rates of return from the cost of 

service study. The Company is proposing a total revenue increase from sales to 

ultimate consumers of 1 1.49%. In recognition of differences in class rates of return, 

larger percentage increases are proposed for those classes with a rate of return from 

the cost of service study below the overall pro-forma rate of return; conversely, 

smaller percentage increases are proposed for classes with rates of return that are 

higher than the overall. 

AL,LOCATION OF THE ELECTRIC REVENUE INCREASE 

The following table shows the pro-forma class rates of return alongside the 

proposed percentage increase for each rate class: 

- 5 -  



1 

Actual Adjusted 
Customer Class Rate of Return 
Residential - RS 2.33% 
General Service - GS 9.24% 
All Electric Schools - AES 2.19% 
Power Service - Rate PS 
- 

- Primary 7.87% 
- Secondary 8.30% 
Time of Day Secondary - TODS 
Time of Day Primary - TODP 
Retail Transmission Service - RTS 
Fluctuating Load Service - FLS 

Total System 5.34% 

5.66% 
6.44% 
9.73% 
13.11% 

Lighting 9.34% 

2 

3 

4 

5 Q. 

6 

7 A. 

8 

9 

10 

11 

12 

13 

Proposed 
Increase 
13,54% 
10.06% 
13 .go% 

10.22% 
10.53% 
10.79% 
11.09% 
9.97% 
9.87% 
9.84% 
1 1.49% 

B. RESIDENTIAL ELECTRIC RATE INCRIF,ASE 

Is KU proposing to bring the rate components in residential electric rates more 

in line with the unit costs shown in the cost of service study? 

Yes. KTJ is proposing to increase the monthly residential basic service charge from 

$5.00 to $15.00 to bring it more in line with the customer-related costs identified in 

the cost of service study. Even considering this increase, the basic service charge will 

be less than the cost of service. The cost of service study indicates that the customer- 

related cost for the residential class is $19.86 per customer per month, so KIJ is 

proposing to increase the basic service charge in a direction that will more accurately 

reflect the actual cost of providing service. This cost is derived in Seelye Exhibit 2. 
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2 

3 A. 

4 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 Q. 

20 A. 

21 

22 

23 

Does the current monthly basic service charge of $5.00 adequately recover 

customer-related costs from residential customers? 

No. The current basic service charge of $5.00 per customer per month does not even 

recover all of the customer-related operating expenses, let alone any of the margins 

(return) that would normally be assigned as customer-related cost. Rased on calculations 

from the cost of service study, customer-related costs are $19.86 per customer per 

month; therefore, there is an under-recovery of $14.86 per customer per month through 

the basic service charge. When this under-recovery of $14.86 per customer per month is 

multiplied by the 5,041,200 customer months for the residential rate class during the test 

year, the result is $74,912,232 in fixed operating expenses and margins that are not 

being recovered through the basic service charge. When this amount is recovered 

through the energy charge instead, the result is about 1.21 cents per kWh of fixed 

operating expenses and margins collected through the energy charge (calculated as 

$74,912,232 / 6,171,949,620 kWh = $0.01214 per kWh). Thus, the basic service charge 

is $14.86 per customer per month too low and the energy charge is 1.21 cents per kWh 

too high. This recovery of fixed operating expenses and margins through the energy 

charge results in intra-class subsidies and does not provide the proper environment for 

energy efficiency and conservation. 

What are intra-class subsidies and how can intra-class subsidies be avoided? 

When one rate class subsidizes another rate class it is referred to as “inter-class 

subsidies”, but when customers within a particular rate class subsidize other customers 

served under the same rate schedule it is referred to as “intra-class subsidies.” The rate- 

making principle that should be followed to avoid intra-class subsidies is that, as much 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 Q. 

18 

19 

20 A. 

21 

22 

23 

as possible, fixed costs should be recovered through fixed charges (such as the basic 

service charge and demand charge) and variable costs should be recovered through 

variable charges (such as the energy charge). If fixed costs are recovered through 

variable charges, each kWh contains a component of fixed costs and customers using 

more energy than the average customer in the class are paying more than their fair share 

of fixed costs and margins, while customers using less energy than the average customer 

in the class are paying less than their fair share of fixed costs and margins. These fixed 

costs and margins should be collected through the billing units associated with the 

appropriate cost driver, and energy usage clearly is not the correct cost driver for fixed 

costs. The collection of fixed costs through the energy charge typically results in 

customers with above-average usage subsidizing customers with below-average usage. 

The collection of variable costs through fixed charges also results in an intra-class 

subsidy, with customers with below-average usage subsidizing customers with above- 

average usage. In order to eliminate this source of intra-class subsidies, KU wants to 

pursue a rate design that moves more in the direction of recovering fixed costs through 

fixed charges and variable costs through variable charges. 

What impact would recovering the increase through the basic service charge 

instead of increasing both the basic service charge and the energy charge have 

on the average customer? 

Given a specified increase for the class, the average residential customer would see the 

same increase whether all of the increase is recovered through the basic service charge 

or through an increase of both the basic service charge and energy charge. Ultimately, 

the proposed rate for any given class of customers is based on averages and any rate 
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1 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

design that is revenue neutral (i.e.y generates the same amount of revenue) would have 

no impact whatsoever on a customer with a usage equal to the class average. The impact 

on customer energy bills would be greatest at the extremes of very low energy usage and 

very high energy usage. The change would result in higher energy bills for low-usage 

customers, as the subsidy that they had been receiving was removed, and lower energy 

bills for high-usage customers as the subsidies that they had been paying were 

eliminated. 

Typically, who are the low-usage customers who would be paying higher energy 

bills once the subsidies were removed? 

For utilities such as KU, operating in a mixed service territory consisting of both 

urban and suburban customers, their low-usage customers tend to be loads like 

garages, workshops, outbuildings, vacation homes, hunting camps, and fishing 

camps, and for utilities such as Louisville Gas and Electric Company ("LG&E"), 

operating in an urban service territory, low usage customers tend to be loads like 

garages, workshops, outbuildings, and unusual service connections. All of these loads 

typically consume very few kilowatt hours during the course of a year and the usage 

is sporadic. However, the utility still incurs fixed costs in installing the minimum 

system requirements necessary to serve these loads. A rate design with a low basic 

Q. 

A. 

service charge and with a significant portion of fixed operating expenses and margins 

recovered through the energy charge would result in revenue that was insufficient to 

support the investment necessary to serve loads such as garages, workshops, 

outbuildings, vacation homes, and hunting cabins. Such a rate design would result in 

these customers being subsidized by the other customers who have above-average 

- 9 -  
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2 

3 

4 

5 

6 Q* 

7 

8 A. 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 Q. 

usage. A rate design with a low basic service charge and with a significant portion of 

the utility’s fixed operating expenses and margins recovered through the energy 

charge sends an improper economic signal to customers. It sends a signal that it is 

relatively inexpensive to provide the physical equipment necessary to provide service 

to customers, and this is definitely not the case. 

What would be the impact of a higher basic service charge and a reduced energy 

charge on low income customers? 

For low income customers to benefit from a rate design with a lower basic service 

charge and higher energy charge than the cost of service study indicates is 

appropriate, these customers would need to have an energy usage that is lower than 

the class average. Generally, this is not the case for low income customers. In 

working with utilities all over North America, it has been my experience that low- 

income customers tend to use more electric energy than the average. The housing 

stock in which many low income customers are living is relatively inefficient from an 

energy usage standpoint, so their energy usage is frequently above the class average. 

In 2008 KIJ collected sales data on customers who meet the state standards for 

participating in low income energy assistance programs (ccLIHEAP”). The average 

monthly usage for KU’s customers was 1,311 kWh per month while the average 

monthly usage for KU’s low income customers was 1’4 16 kWh per month. Thus, the 

typical low income customer would actually benefit from a rate design that had a 

higher basic service charge and a lower energy charge, as these customers, because of 

their higher usage, are currently helping to subsidize low usage customers. 

Would recovering the increase through the basic service charge rather than 
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through the energy charge send the wrong signals for energy conservation? 

No. In the 1970s and early 1980s conservation advocates would often argue in favor 

of higher energy charges and lower service charges as a way to encourage 

conservation. IJtilities in some of the more progressive jurisdictions, however, have 

moved away from that position. Many conservation advocates have realized that a 

more constructive approach is to try and align the interests of the customers and the 

utility in a way that encourages the utility to promote conservation rather than being 

penalized by it. In fact, KIJ and LG&E are currently doing more in the area of 

demand-side management, energy efficiency, and energy conservation than any of the 

other utilities in Kentucky. 

The problem with recovering fixed costs through the energy charge is that 

whenever customers take measures to conserve energy they reduce the amount of 

fixed costs recovered by the utility. In this situation, even though its revenues have 

been reduced by the efforts of its customers to conserve energy, none of the utility’s 

fixed costs have been avoided. What happens in this situation is that the utility’s 

earnings are reduced as a result of customers using less energy. This is exactly what 

has happened with natural gas distribution companies. As customers have installed 

more efficient furnaces, customer usage has gone down resulting in a corresponding 

reduction in revenues. The utility’s fixed costs, however, have remained the same or 

may have even gone up causing its earnings to go down. It is difficult for a utility to 

favor Conservation when it results in earnings deterioration. To align the interests of 

customers and the utility, regulators in some jurisdictions have moved toward a 

straight fixed-variable rate design for gas distribution utilities. A Straight Fixed 
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Variable rate design, or other forms of decoupling, help prevent the utility from being 

harmed by energy efficiency and conservation, and help to create an environment 

where the utility can work with customers to encourage greater energy efficiency. 

Even though KTJ is not proposing a Straight Fixed Variable rate design in this 

proceeding, it is important to point out that regulators in other jurisdictions have 

concluded that appropriately recovering fixed costs through the basic service charge 

removes disincentives for utilities to promote conservation. 

Would recovering more of the cost through the basic service charge rather than 

through the energy charge have the effect of stabilizing customers' monthly 

bills? 

Yes. Increasing the basic service charge will reduce the spikes that customers see in 

their bills during high usage months and cause customer bills to be somewhat more 

level throughout the course of a year. 

C. 

Please describe the Company's proposed changes to the large power rates. 

The Company is proposing to bill primary voltage customers (TODP and LTOD) on a 

kVA basis and to modify the time-of-day rate structure of TODS, TODP, LTOD, and 

Retail Transmission Service - RTS. 

Why is the Company proposing to bill primary voltage customers on a kVA 

basis rather than a kW basis? 

This is a continuation of the transition to kVA billing for large voltage customers that 

was begun in the Company's last rate case. In the rates that were approved in the 

LARGE CIJSTOMER TIME OF DAY RATES 
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1 Company’s last rate case (Case No. 2008-0025 l), KTJ began billing transmission 

voltage customers on a kVA basis. A kVA charge does a better job of reflecting the 

cost of providing service to transmission customers. The power that the Company 

actually delivers to its customers is better represented by kVA billing than by kW 

5 billing. In terms of generalized vectors, the power kVA supplied to the customer at 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

I 8  

19 

20 

21 

22 

any given interval includes both a real component kW and a reactive component 

~ 

kVar as follows: 

k V A = k W + k l / a r  

The Customer’s kW demand therefore represents only the real component of power 

-_. - 
k V  and does not capture the reactive component of the power kVar that must be 

supplied to the customer. The Company must provide both real and reactive power, 

and the generation and transmission system must be sized adequately to provide both 

components of power on an instantaneous basis. Billing the demand charge on a kVA 

basis properly charges the individual customers for the cost they impose on the 

system and thus sends a better price signal. Those customers that respond to the price 

signal by improving their power factor avoid additional charges. 

Billing on a kVA basis also avoids the necessity of including a power factor 

adjustment charge as a component of the rate. With the high cost of installing 

generation and transmission capacity, utilities are attempting to avoid these costs by 

more efficiently utilizing existing capacity through customer power factor 

improvements. KVA billing and power factor adjustment charges provide an 

economic incentive for customers to pursue power factor improvements. The industry 
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is becoming increasingly aware of the need to charge customers for departures from 

unity power factor on an instantaneous, peak-demand basis, especially customers with 

large motor loads. 

Why are time-of-day rates appropriate? 

TJsing rates that send the appropriate price signals, such as time-of-day rates, is one of 

the best ways of encouraging customers to manage their loads more effectively. KTJ and 

LG&E have had very positive experiences with time-of-day rates for large commercial 

and industrial customers. Time-of-day rates more accurately reflect the actual cost of 

providing service to customers. Production and transmission plant costs are designed to 

meet the maximum load requirements placed on the systems. Because loads vary 

significantly throughout the course of a day, the likelihood of maximum loads occurring 

during certain hours greatly exceeds the likelihood of maximum system loads occurring 

during other hours of the day. It is therefore reasonable from a cost of service 

perspective to recover the majority of the Company's fixed production and transmission 

costs through the application of demand charges that would only be applicable during 

Peak or Intermediate load periods. Time-of-day rates also send a better price signal to 

customers encouraging them to reduce their loads during Peak or Intermediate hours of 

the day - periods during which the Company must install new production and 

transmission facilities to meet load increases on the system. Time-of-day rates represent 

a standard ratemaking tool to encourage the efficient utilization of resources on the part 

of customers. Large industrial and commercial customers in particular can modi@ their 

operations to take advantage of the price signals provided by time-of-day rates. Because 

the large industrial and commercial loads are substantially larger than those of 
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residential and small commercial loads, utilities can experience significant load 

reductions through the implementation of time-of-day rates for large industrial and 

commercial customers. The changes the Company is proposing in this proceeding will 

significantly enhance the ability of large industrial and commercial customers to realize 

savings through reduction in peak demands. 

What changes is the Company proposing to make to the time-of-day rate 

structure? 

In an effort to shorten the peak period window for large commercial and industrial 

customers, the Company is proposing essentialIy to separate a single peak period, 

which covers a large number of hours during the day into two separate periods - a 

peak period and an intermediate period. The purpose of this change is to provide 

customers a much shorter peak period to enable them to shift load outside of the 

highest cost period. This is a response to suggestions that have been made by a 

number of commercial and industrial customers. A common complaint that large 

commercial and industrial customers have made about the Company's TOD rates is 

that the peak period encompasses too many hours for them to shift load outside of the 

peak period. They have indicated that they could do more to manage their load if the 

Company could reduce the peak period to eight hours or less, which is the length of a 

single shift for their operations. KIJ has therefore restructured the rate to respond to 

this request but to retain some safeguards in case the Company's system peak shifts 

away from its current patterns. 

Additionally, the Company is proposing to include May as a summer month in 

the TOD rates. Currently, the summer season includes the months of June through 
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September; however, the load patterns in May suggest that May has a summer load 

pattern rather than a winter load. Therefore, the Company is proposing to redefine 

the summer months to include May. 

Please describe the time-differentiated rate structure that will be used for Rate 

Schedule RTS, Rate Schedule TOD and Rate Schedule LTOD. 

The time-differentiated demand charges for TODS, TODP, LTOD and RTS will consist 

of a Base, Intermediate and Peak demand charge. The Base demand charge will be 

applied to the customer's maximum demand during the month, whenever it occurs. The 

Intermediate demand charge will be applied to the customer's maximum demand that 

occurs during the Intermediate period, and the Peak demand charge will be applied to 

the customer's maximum demand that occurs during the Peak period. These three 

demand charges are additive; that is, the Intermediate demand charge will be added to 

amount charged as Base demand, and the Peak demand charge will be added to the 

amount charged as Base and Intermediate demands. During the summer months, the 

Intermediate period is defined as the weekday hours between 1O:OO A.M. and 1O:OO 

P.M., and during the non-surnmer months the Intermediate period is defined as the 

weekday hours between 6:00 A.M. and 1O:OO P.M. During the summer months, the 

Peak period is defined as the weekday hours between 1:00 P.M. and 7:OO P.M., and 

during the non-summer months the Peak period is defined as the weekday hours 

between 6:OO A.M. and 12:OO Noon. It should be noted that the proposed Peak period 

is defined so that it will be encompassed entirely within the Intermediate period; and, 

likewise, the Intermediate period is defined so that it will be encompassed entirely 

within the Rase period, which consists of all hours during the month. Thus, the 
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Intermediate demand charge can be viewed as being layered on top of the Rase demand 

charge, and the Peak demand charge can be viewed as being layered on top of both the 

Rase and Intermediate demand charges. 

Why is the Company proposing a "layered" time-of-day demand charge rather 

than time-of-day demand charges that would apply respectively to a "peak" 

period, a "shoulder" period and an "off-peak" period? 

There are a number of reasons that KTJ is proposing a layered structure. The layered 

structure sends a strong price signal encouraging customers to reduce demands during 

, the Peak and Intermediate periods. If a customer taking service under Rate Schedule 

RTS reduces its Peak Period demand (but does not modify the Intermediate and Base 

Q. 

A. 

demands) then the customer will avoid $4.64 per kVA in demand charges per month. If 

a customer reduces both its Peak and Intermediate Period demands (but does not modify 

its Base demand) then the customer will avoid $7.73 per kVA in demand charges per 

month (Le. $4.64/kVA for the Peak demand and $3.09/kVA for the Intermediate 

demand). Therefore, KU's proposed rate structure will send a strong signal encouraging 

large power customers to reduce demands during both the Peak and Intermediate 

periods. Furthermore, the Company's proposed rate structure will not penalize 

customers that have significant off-peak demands. A rate structure consisting of 

demand charges that apply separately to "peak", "shoulder" and "off-peak" periods 

penalize high load-factor customers that have significant off-peak loads. KU's sister 

company, LG&E, has significant experience with implementing a layered time-of-day 

rate structure. A layered structure was first implemented by LG&E in the early 1980s. 

What LG&E has found from the implementation and use of this rate design for almost 
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30 years is that it has encouraged customers to shift demands off-peak without 

penalizing high load-factor customers with significant off-peak usage. Industrial and 

commercial customer reception of this type of design has been favorable. Because of 

the favorable experience at LG&E to a layered time-of-day rate structure, the same 

structure is being implemented at KU. A fix-ther benefit to implementing a layered time 

of day rate structure at KU is greater harmonization between the two utilities' tariffs. 

Additionally, a layered structure provides an almost seamless transition @om a 

standard rate structure consisting of a demand charge that applies to the customer's 

maximum monthly 1 5-minute demand 10 a time-differentiated structure. A customer 

will be rewarded by paying lower demand charges if it shifts its maximum demand away 

from the peak period or has already shifted its demand away from the peak period; 

however, the customer will not be penalized if it already has significant off-peak 

demands or if it increases its demand during the off-peak period. 

Why is the Company proposing to implement both a Peak and Intermediate 

Period rather than simply a single peak period that encompasses a longer period 

of time during the day? 

KU and LG&E have time-of-day rate structures for their large commercial and industrial 

customers that include a single peak period that encompasses a larger number of hours 

during the day. As mentioned earlier, a common complaint voiced by industrial and 

commercial customers is that the Peak Period is too long for customers to shift their 

loads outside of the Peak Period. The difficulty with simply shortening the peak 

window by a large number of hours is that any such reduction will increase the 

likelihood of the system peak falling outside of the designated Peak Period. By 
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implementing both a Peak and Intermediate Period during the weekday, the Company is 

attempting to provide industrial and commercial customers with greater opportunity to 

shift their demands away from the peak but without creating a significant exposure to 

the Company if the system peak occurs within the Intermediate rather than the Peak 

Period. In other words, KU is trying to balance its objective of providing its large 

commercial and industrial customers with a significant opportunity to realize savings by 

shifting demands away from the Peak Period while protecting the interests of other 

customers if the system peak falls outside of the designated Peak Period because of 

unusual weather patterns or other factors. 

How were the Peak and Intermediate Periods determined? 

The Peak and Intermediate periods were determined by analyzing the combined KIT and 

LG&E system loads during the peak day of each month of 2008. Again, the objective 

was to define a Peak Period that is as narrow as possible but will still likely encompass 

the system peak demand and to define the Intermediate Period so that it will almost 

certainly encompass the system peak demand during any given month. Specifically, the 

Companies' primary objective was to define the Peak Period so that it would include less 

than eight hours during the day. As mentioned earlier, certain customers, particularly 

manufacturing customers, have indicated a preference for having a Peak Period that 

could fall within an eight hour shift, so that it would be possible to arrange a two eight- 

hour shift operation around the designated Peak Period. The system loads used to define 

the Peak and Intermediate Periods are shown graphically in Seelye Exhibit 3 of my 

testimony. 
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D. LOW EMISSION VEHICLE RATE 

Is the Company proposing a Low Emission Vehicle LEV rate? 

Yes. The reasons for proposing this rate are discussed in the testimony of Mr. John 

W olfram. 

How is the rate structured? 

The L,EV rate is structured as a time-of-day rate in order to provide customers with 

low emission vehicles an opportunity to charge their vehicles during lower cost off- 

peak hours. The time periods are defined in accordance with the large power time-of- 

day rates. The pricing is structured to be generally consistent with LG&E's current 

Real Time Pricing pilot program, except that the L,EV rate does not include a critical 

peak pricing component. The LEV rate is designed to be revenue neutral with the 

Company's standard Residential Service Rate RS. In other words, when the time- 

differentiated unit charges for the proposed LEV rate are applied to estimated time- 

differentiated billing units for RS, the revenues are approximately equal to total RS 

revenues. 

E. CURTAILABLE SERVICE RIDER 

Please summarize the proposed changes to the Company's curtailable service 

riders. 

The Company currently has three curtailable service riders - CSRl, CSR2, and 

CSR3. CSRl provides for up to 200 hours of curtailment, includes a buy-through 

provision for curtailable service, and is restricted to customers receiving curtailable 

service as of May 12, 2004. One KU customer and two LG&E customers take 
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service under CSR1. CSR2 provides for up to 425 hours of curtailment, includes a 

buy-through provision, and is not restricted. No customers are currently taking 

service under CSR2, which provides slightly higher credits than CSR1. CSR3 

provides for up to 100 hours of curtailment, does not include a buy-through provision, 

and is restricted to customers taking service under Rate IS. The curtailable credits 

provided under CSR3 are significantly lower than the credits provided under CRS 1 or 

CSR2. Only one customer on the combined system takes service under CSR3 - an 

arc furnace load served by KTJ (“Arc Furnace”) that is the largest customer on the 

combined system. The three curtailable service riders were the result of negotiated 

settlements in the Companies’ last two rate cases. 

In this proceeding, K‘IJ is proposing to consolidate the three curtailable service 

riders into a single rider, which will be called Curtailable Service Rider CSR. The 

Rider will provide up to SO0 hours of total curtailment and will provide credits 

consistent with CSRl . TJnder the proposed CSR, the Company will have the right to 

request up to 100 hours of physical curtailment without buy-through and up to 400 

hours of curtailment with a buy-through option, where the customer can choose to 

either curtail its load or purchase buy-through power. The buy-through power will be 

priced at an automatic, formula-based price determined by multiplying an indexed 

cost of natura1 gas ($/MMBtu) by a specified heat rate (.01200 MMRtu/kWh) 

representative of the heat rate of a typical single-cycle combustion turbine. The 

Company will provide at least a 10 minute notice prior to curtailment. 

Why is the Company proposing to adopt the credits provided in CSRl as the 

basis for the proposed CSR? 
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When the credits set forth in CSRl were developed they were based on the estirnated 

carrying costs associated with a combustion turbine. In today’s economic 

environment, these credits significantly overstate the value of curtailable service. 

Currently, the Company can purchase capacity in the marketplace at a much lower 

cost than the value of the credits being provided to its curtailable customers. 

Furthermore, utilities are currently not purchasing combustion turbines. There have 

been reports over the past few years of independent power producers selling 

combustion turbines at distressed prices. In spite of the currently prevailing soft 

market for capacity, which may or may not be temporary, the Company concluded 

that it was appropriate to leave the credits for CSR at the current levels set forth in 

CSR1, which were determined in accordance with the avoided capacity cost of a 

combustion turbine. However, the Company is proposing to refine the provisions of 

the proposed rider so that they correspond more closely to the operational 

characteristics the Company would actually enjoy if it were to install combustion 

turbine capacity rather than providing customers with a credit for the right to curtail 

their load under CSR. In other words, the Company wants the provisions of CSR to 

mirror as much as possible the benefits that the Company would receive if it installed 

a combustion turbine. 

Specifically, the Company is proposing to increase the hours of curtailment to 

500 hours, which is more in line with the amount of hours that a new combustion 

turbine would be scheduled to operate. The Company is also proposing to require at 

least 100 hours of physical interruption without buy-through, which, again, is more 

consistent with the expectation that the Company would receive at least 100 hours of 
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physical power from a combustion turbine. Buy-through power would be indexed to 

the cost of natural gas, which is the primary fuel used in KIJ's combustion turbine 

units. Additionally, the Company would be able to request CSR customers to curtail 

their load within 10 minutes, which is consistent with the start-up time for a quick- 

start combustion turbine and is consistent with the requirement for using capacity as 

spinning reserves. 

Are there any other changes being proposed to CSR? 

Yes. The credit will only be applied during periods of the day when the Company is 

likely to need curtailable service. Specifically, the credit will be applied to the 

difference between (a) the Customer's measured maximum kilowatt demand during 

any 15-minute interval during the following time periods: (i) for the summer peak 

months of May through September, from 10 A.M. to 10 P.M, and (ii) for the months 

October continuously through May, from 6 A.M. to 10 P.M, and (b) the firm contract 

demand. The purpose of this change is to help ensure that the Company can actually 

curtail the load for which it is providing a credit. Specifically, curtailable service has 

minimal value to the Company if the curtailable load can only be called upon during 

the middle of the night or during weekends. It is not reasonable to provide a 

curtailable credit for load that is only present on the system during off-peak hours. 

This modification will prevent customers from receiving credits for both operating 

during off-peak hours under a time-of-day rate and receiving credits for strictly off- 

peak loads. 
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F. FLUCTUATING LOAD SERVICE 

What is Fluctuating Load Service? 

Fluctuating Load Service FLS (which is currently called "Industrial Service IS") is a 

rate schedule that is available to large loads that fluctuate significantly within short 

periods of time. Specifically, this rate schedule is available to loads that either 

increase or decrease 20,000 kVA or more per minute or 70,000 kVA or more in ten 

minutes. KTJ only has one customer served under this rate schedule: the Arc Furnace 

mentioned earlier in connection with the Curtailable Service Rider. The rate is 

currently called Industrial Service Rate IS, but the Company is proposing to change 

the name of the rate schedule to "Fluctuating Load Service" (Rate FLS) so as to 

provide a more descriptive name for the service and to avoid both internal and 

external confusion about the availability and nature of the service. As is currently the 

case for Industrial Service IS, the Company is proposing the same charges under both 

KU's and LG&E's Fluctuating Load Service rates. 

What changes is the Company proposing for the rate schedule? 

The rate currently consists of two categories of demand charges - Standard Load 

Charges that are billed on the basis of 15-minute integrated demands and Fluctuating 

Load Charges that are billed on the basis of the maximum demands measured on a S- 

minute integrated basis less the demands measured on a 15-minute integrated basis. 

Both components include an On-Peak and Off-peak Charge. The original purpose of 

this samewhat complicated formula, which was the result of a negotiated settlement, 

was to provide a simple average of demand charges billed on a 15-minute basis and 

demand charges billed on a 5-minute basis. The Company is proposing to simplify 
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the rate schedule by implementing the time-of-day rate structure described earlier in 

connection with Rate TOD, but with demands determined on the basis of 5-minute 

integrated demands as opposed to a complicated formula that considers both S-minute 

and 15-minute demands. 

Does the change in the billing from a 5-minute and 15-minute average to a 5- 

minute demand affect the proposed revenue attributable to the Arc Furnace? 

Q. 

A. The Company would allocate the same amount of revenue increase to FLS 

irrespective of the rate structure developed for the service. In other words, rates were 

developed to produce a specified revenue requirement for the Fluctuating Load 

Service based on the underlying billing determinants associated with the rate 

structure. In calculating the revenue at the proposed rate, the unit charges were 

applied to time-differentiated 5-minute demands to produce the revenue requirement 

for this single-customer rate class. Therefore, had a different rate structure been 

adopted, the pro-forma revenue after the increase would have been the same (within 

rounding) as currently proposed in this proceeding, except the unit charges, of course, 

would have been different. Consequently, neither the use of 5-minute demands nor 

the implementation of the new time-of-day structure affects the proposed test-year 

revenue for which the Arc Furnace is responsible. 

Q. Why is the Company proposing to apply the demand charges to 5-minute 

demands? 

Although it does not affect the proposed test-year revenue requirement allocated to A. 

the Arc Furnace, the use of 5-minute demands is designed to provide an incentive or 

inducement for customers served under this rate to manage their loads in a less 
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volatile manner. In other words, KU will be providing customers served under this 

rate, which currently only includes the Arc Furnace, with an inducement to manage 

spikes in their demands. 

Why is the Company adopting the time-of-day structure in Rate TOD for 

Fluctuating Load Service? 

As mentioned earlier, KTJ and LG&E are adopting a uniform time-day-structure for 

all demand-billed rates, which separates the current peak time period into two time 

periods to provide customers with greater opportunity to reduce or shift their Peak 

and Intermediate period demands. 

Was the fluctuating nature of the Arc Furnace's load taken into account in the 

cost of service study? 

No. All demand allocators in the cost of service study were measured on an hourly 

basis. Using hourly demands in the cost of service study likely understates the costs 

allocated to the Arc Furnace and thus overstates the rate of return for the Arc Furnace. 

Furthermore, the cost of service study did not identify any incremental load-following 

or regulation costs associated with serving the Arc Furnace. This is another area 

where the cost of service study likely understates the cost of serving the Arc Furnace, 

G. CONJIJNCTIVE DEMAND 

Was there a provision in the Settlement Agreement in KU and LG&E's last 

general rate cases to study Conjunctive Demand? 

Yes. Section 3.1 1 of the Settlement Agreement, Stipulation, and Recommendation 

("Settlement Agreement") stated that KTJ and L,G&E "agree to work with interested 
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parties to study the feasibility of measuring demand for generation service to multi-- 

site customers based on conjunctive demand, where 'conjunctive demand' herein 

refers to the measured demand at a meter at the time that the total demand of a multi- 

site customer's load, measured over a coinciding time period, has reached its peak 

during the billing period." 

Please explain what this means. 

Conjunctive demand is a form of aggregated billing, where the loads for a customer 

with multi-site accounts, such as a group of grocery stores or retail stores owned by a 

single corporate entity, are aggregated for purposes of billing a component of the 

utility's demand charge. 

Is aggregated billing allowed under the Commission's regulations? 

No. Section 9(2) of 807 KAR 5:041 states that, "The utility shall regard each point of 

delivery as an independent customer and meter the power delivered at each point. 

Combined meter readings shall not be taken at separate points, nor shall energy used 

by more than one (1) residence or place of business on one (1) meter be measured to 

obtain a lower rate." Thus any sort of aggregated billing would require a deviation 

that could only be authorized by a Commission Order upon a showing of good cause. 

Certainly, under 807 KAR 5:041, Section 22, the Companies and interested parties 

could request a deviation from this provision in order to allow for a form of 

conjunctive demand that is consistent with cost of service and ratemaking principles, 

pravided there is good cause for such deviation. 

Explain how Conjunctive Demand would be billed? 
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A. Perhaps an easy way to understand what the provision of the Settlement Agreement 

means is to consider four customers with two different demand profiles, referred to as 

Customer A, Customer €3, Customer C and Customer D. In this example, Customer 

A and Customer C share the same load characteristics for the month (Load Profile 1). 

Customer E3 and Customer D also share the same load characteristics (Load Profile 2) 

which is different from Customer A and Customer C. As a further simplifying 

assumption, suppose that the maximum monthly demands for ail four customers 

occur on the same day, which happens to be the same day during which the utility's 

monthly system peak occurs. The 1 S-minute peak-day loads for the four hypothetical 

customers are shown below: 
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Now suppose that Customer A is a warehouse and Customer B is a retail store owned 

by the same corporate entity. Therefore, Customer A and Customer B represent a 

single "multi-site customer'' according to Section 3.1 1 of the Settlement Agreement. 

Further, suppose that Customer C is also a warehouse and Customer D is a retail 

store, not owned by the same entity but separate individual entities. 

LJnder Section 3.1 1 of the Settlement Agreement, the Conjunctive Demand for 

Customer A and Customer R would be determined by aggregating (or "conjoining") 

the 15-minute loads for the two customers and applying the generation component of 

the demand charge to the maximum 15-minute demand from the aggregated loads, 

whereas the billing demands for Customer C and Customer D would continue to be 

determined individually, as follows: 
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For the multi-site customers, in this example, the Conjunctive Demand applicable to 

the production demand component would be 1,593 kW, whereas the billing demand 

for the two non-multi-site customers would continue to be 1,750 kW, even though 

their loads are identical. 

Could you provide hypothetical demand charge calculations for these four 

hypothetical customers without using Conjunctive Demand. 

Yes. Suppose that the utility's total monthly demand charge is $10 per kW as applied 

to each individual customer's maximum demand, which consists of a $6.50 per kW 

production demand component and a $3.50 per kW transmission and distribution 

demand component. With a standard non-coincident peak WCP) rate applied to each 

individual customer's demand, the demand charge billing for Customer A would be 

the same as the demand charge billing for Customer C. Likewise, the demand charge 

billing for Customer B would be the same as the demand charge billing for Customer 

D, as follows: 

Customer A (multi-site warehouse) 

Demand Charges = 1,000 kW x $10.00/kW = $10,000 

Customer C (non-multi-site warehouse) 

Demand Charges = 1,000 kW x $lO.OO/kW = $10,000 

Customer B (multi-retail retail store) 

Demand Charges = 750 kW x $lO.OO/kW = $ 7,500 

Customer D (non-multi-site retail store) 

Demand Charges = 750 kW x $IO.OO/kW = $ 7,500 
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Under this example Customer A (the multi-site warehouse) and Customer B (the 

multi-site retail store), together, would be billed demand charges of $17,500 for the 

month. Customer C (the non-multi-site warehouse) and Customer D (the non-multi- 

site retail store owned by sorne other individual entity), together, would be billed 

$1 7,500, the same amount as the two-multi-site accounts. 

What happens with Conjunctive Demand? 

With Conjunctive Demand, the 15-minute loads for the two multi-site customers 

would be aggregated and the production demand component would be applied to the 

maximum aggregated demand during the month, and transmission demand 

component would continue to be applied to the maximum demands for the individual 

accounts, as follows: 

Customer A and Customer B (multi-site customers) 

Production - 1,593 kW x $6.50/kW = $10,354.50 

Trans & Dist 1,750 kW x $3.50/kW = $ 6,125.00 

Total Customers A & B = $16.479.50 

Customer C and Customer D (non-multi-site customers) 

Demand Charges = 1,000 kW x $1 O.QO/kW = $10,000.00 

Demand Charges = 750 kW x $1 O.OO/kW = $ 7,500.00 

Total Customers C and D = $1 7,500.00 
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Therefore, under Conjunctive Billing, as defined in the Settlement Agreement, 

Customer A and Customer B, together, would pay $16,479.50 in demand charges, 

while Customer C and Customer D, together, with identical loads, would pay 

$17,500. Under the form of Conjunctive Billing as defined in the Settlement 

Agreement, the multi-site customers would realize a rate benefit (or rate disparity) of 

$1,020.50 without taking any action to modify their load patterns. In other words, the 

multi-site customers would receive a rate benefit through conjunctive billing of 

$1,020.50 compared to the two non-multi-site customers even though the cost of 

serving the multi-site customers is the same as the two non-multi-site customers. 

Do you believe that the type of Conjunctive Demand defined in the Settlement 

Agreement is consistent with sound cost of service and ratemaking principles? 

No. In a regulatory context, the term "fair, just, and reasonable rates" has taken on the 

meaning that the rates are cost based and non-discriminatory. The cost of serving 

Customers A and C in the example above would be the same, and the cost of serving 

Customers E3 and D would be the same. As can be seen from the example above, 

there is clearly an advantage to aggregating the loads of Customers A and B before 

applying the rates whenever there is diversity among the load patterns. Allowing 

loads to be aggregated before the rates are applied results in a lower bill. Allowing 

such load aggregation for multi-site accounts yet denying it for non-multi-site 

accounts could easily be regarded as discriminatory treatment. 

Would a full-scale implementation of the type of Conjunctive Demand as defined 

in the Settlement Agreement result in even greater disparities than shown in 

your example? 
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Yes. As more accounts are added the total amount of the rate disparities would be 

larger. 

Are there other forms of conjunctive billing that are more consistent with cost of 

service and ratemaking principles? 

Yes. Coincident peak CP demand billing can be viewed as a form of conjunctive 

billing, and can be applied on an aggregated basis so that it can be implemented as a 

full-fledged conjunctive billing approach. With CP demand rates, the production 

(and perhaps transmission) demand costs would be applied to the customer's demand 

at the time of the Company's system peak. CP demand rates are fully consistent with 

cost of service principles. An important consideration in the Companies' generation 

resource planning efforts is to plan the system so that it has adequate capacity to meet 

maximum system demands, which determine the time when CP demands are 

measured. In the Company's cost of service study, a significant portion of production 

and transmission demand-related costs are allocated on the basis of class 

contributions to CP demands. Therefore, conjunctive demands determined on the 

basis of multi-site customer's CP demands would be consistent with cost of service 

and ratemaking principles. However, because CP demands are additive (Le., because 

they are determined for loads at a particular point in time) CP billing will result in the 

same demand charges regardless of whether they are applied conjunctively or 

individually. 

Would the Company be willing to consider conjunctive billing if it is applied on 

a system CP basis? 
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Yes, as long as there are some restrictions. If the parties to this proceeding are 

interested in conjunctive demand based on the billing of production demand-related 

costs on the basis of system CP demands, the Company would be willing develop 

conjunctive rates along these lines for filing with the Commission as a pilot program. 

Any such pilot program would need to include some restrictions on the rate, such as 

minimum load-factor and minimum individual load thresholds, in order to limit the 

revenue impact on the Company. Of course, customers would be responsible for any 

additional metering, billing and administrative costs associated with providing this 

service by paying a higher basic service charge. Again, for a system CP-based 

conjunctive demand rate, it would not be necessary to aggregate the loads for 

individual accounts; therefore, it would not be necessary for the parties to request a 

deviation from Section 9(2) of 807 KAR 5:041. 

H. OTHERRATES 

Is KU proposing any new lighting services in this proceeding? 

Yes. The Company is proposing to offer a fixture-only option for Contemporary 

High Pressure Sodium installations where multiple fixtures can be installed on a 

single pole. The support for this new rate offering is included in Seelye Exhibit 4. In 

allocating the proposed revenue increase to street lights and outdoor lights, the same 

percentage increase was applied to each light with the exception of mercury vapor 

and incandescent lights. Because mercury vapor and incandescent lights have been 

restricted for a number of years and are not being replaced, the Company is not 

proposing to increase the charges for these lights. 
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Other than the changes mentioned previously, is the Company proposing any 

other significant structural changes to its rates? 

No. However, in general, the Company is proposing to modify individual rate 

components to more accurately reflect the results of the cost of service study. For 

example, the Company is proposing to increase the basic service charge for General 

Service Rate GS, under which small commercial and industrial customers take 

service, from $10.00 to $20.00 per month to more accurately reflect the actual cost of 

providing service. 

I. SUMMARY OF ELECTRIC RATE INCREASES 

Have you prepared exhibits reconstructing KU's test-year billing determinants 

for the electric business and showing the impact of applying the new rates to 
t 

test-year billing determinants? 

Yes. The reconstruction of KU's electric billing determinants is shown on Seelye Exhibit 

5. The revenue increase by rate class is summarized on Seelye Exhibit 6. Seelye 

Exhibit 7 shows the impact of applying the current and proposed rates to test-year billing 

units. 

What revenue increase is KU proposing? 

KU is proposing an increase in test-year revenues of $135,266,941, which is calculated 

by applying the proposed rates to test-year billing determinants. This increase is slightly 

different from the revenue requirement increase of $1 35,285,293 shown in Rives Exhibit 
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8 because the number of decimal places in the proposed charges cannot be carried out 

far enough to yield the exact amount shown in Mr. Rives' exhibit. 

MISCEL,LANEOUS SERVICE CHARGES AND CUSTOMER DEPOSITS 

A. CABLE TV ATTACHMENT CHARGES 

Is the Company proposing to adjust the Cable TV Attachment charges? 

Yes. 

When were the charges last updated? 

The charges have not been updated since the mid-1980s even though the costs 

associated with this service have gone up significantly. 

How were the proposed charges for Cable Television Attachment Charges 

developed? 

In its Order in Administrative Case No. 251, the Commission prescribed a 

methodology for determining the attachment charges. The calculations proposed in 

this filing, as set forth in Seelye Exhibit 8, follow the guidelines established in 

Administrative Case No. 251 and also follow the methodology that was approved by 

the Commission in LG&E's Case No. 90-158. 

B. EXCESS FACILITIES RIDER 

Please describe the proposed changes to the Excess Facilities Rider. 

The Excess Facilities Rider applies to customer requests for service arrangements 

requiring equipment and facilities in excess of those the Company would normally 
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install. Examples of excess facilities would include requests for non-standard facilities 

such as emergency backup feeds, automatic transfer switches, redundant transformer 

capacity, and duplicate or check meters. The Company is proposing to modify the tariff 

so that the customer would have the option of either (i) requesting that KU incur the full 

cost of the equipment (including up-front equipment cost), in which event the monthly 

excess facilities charge would cover the expected carrying charges on the equipment, the 

estimated maintenance cost on the equipment, and the estimated cost of replacing the 

equipment if it fails prior to the service life of the facilities, or (ii) making an up-fiont 

payment to cover the cost of the facilities, in which event the monthly excess facilities 

charge would only cover the Company’s estimated maintenance cost on the equipment 

and the estimated cost of replacing the facilities if they fail prior to the expected service 

life of the equipment. Because estimated failure costs would be included in the charge 

for either scenario, KU would replace the equipment if it fails prior to the end of the 

specified service life under either option. The primary change that the Company is 

proposing in this filing is to replace the equipment if it fails rather than require the 

customer to replace the equipment. The Company has determined that agreeing to 

replace the facilities in the event of failure will reduce potential questions and possible 

litigation necessary to determine whether the Company or the customer is responsible 

for the equipment failure. TJnder the current proposal, the charge will include the cost of 

replacing the facilities. The Company will simply replace the facilities in the event of 

equipment failure and the monthly carrying charges paid by the customer will be 

updated to reflect the replacement cost. 

What are the proposed excess facilities charges? 
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Under the first option, in which the Company makes the up-front investment, the 

monthly charge would be 1.61 percent of the original cost of the facilities. Under the 

second option, in which the customer makes the initial up-front investment, the monthly 

charge would be 0.75 percent of the original cost of the facilities. 

How are the excess facilities charges calculated? 

For the first option, in which KU makes the up-front investment, the charge includes (i) 

the levelized carrying charges associated with both the original cost of the facilities and 

the present value of the expected replacement cost of the facilities, plus (ii) operation 

and maintenance expenses as a percentage of the original cost of the plant. The 

levelized carrying charge rate is calculated using an 8.32 percent cost of capital for the 

estimated 30-year recovery period for long-lived distribution property. The present 

value of the expected replacement costs is determined using an actuarial approach based 

on Iowa-type survivor curves, which are the survival frequency distributions developed 

by Iowa State {Jniversity that are used in depreciation studies for electric and gas utilities 

throughout the 1J.S. Specifically, the present value replacement cost is determined by 

calculating the replacement cost for each year based on the failure percentage given by a 

specified survivor curve, adjusted to reflect a three percent inflation factor and present 

valued using an 8.32 percat discount rate. A 30-year R-2 Iowa curve is used to 

determine the annual replacement percentages. This curve is typical of an Iowa curve 

that might be used for transformers and other distribution facilities. 

For the second option, in which the customer makes the initial up-front 

investment, the charge includes (i) the levelized carrying charges associated with the 

present value of the expected replacement cost of the facilities, plus (ii) operation and 
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maintenance expenses as a percentage of the original cost of plant. Therefore, under this 

option, the charge would not include the carrying charges associated with the initial cost 

of the facilities, but would include carrying charges on the present value of the 

replacement cost. 

For both options, the operation and maintenance component is determined by 

dividing (i) actual operation and maintenance expenses less purchased power expenses 

during the test year by (ii) electric plant in service as of the end of the test year. Cost 

support for the proposed excess facilities charges is included in Seelye Exhibit 9. 

C. METER PULSE CHARGE 

Is the Company proposing any changes to the meter relay pulse charge set forth 

in the electric tariff? 

No. Even though the Company could support increasing the meter pulse charge 

based on the cost of providing the service, the Company is not proposing to increase 

the charge at this time. The meter pulse relay service is a special service provided 

strictly at the option of the customer whereby the Company installs special equipment 

on industrial and commercial demand meters to provide customers a demand pulse so 

that they can better manage their demands. The charge was filed for the first time in 

the Company’s recent general rate case. The charge is somewhat understated because 

the costs were simply amortized over 5 years without any consideration for carrying 

costs and replacement. The proper calculation of a charge that includes carrying costs 

is included in Seelye Exhibit 10. The carrying charge methodology is consistent with 

the methodology shown in the Excess Facilities Rider, except the life of electronic 

Q. 

A. 
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metering equipment is much shorter than the type of long-lived utility property 

contemplated under the Excess Facilities Rider. However, due to the magnitude of 

the increase required to provide full recovery and because the charge was introduced 

only recently, the Company decided not to adjust the charge at this time. 

D. CUSTOMER DEPOSITS 

Is KU proposing any changes to its customer deposit requirements? 

Yes. The current residential deposit requirements are $1 35 for residential customers, 

and $140 for general service customers. The Commission’s regulations 807 KAR 

.5:00S, Section 7(b) state that, “The utility may establish an equal amount for each 

class based on the average bill of customers in that class. Deposit amounts shall not 

exceed two-twelfths (2112) of the average bill of customers in the class where bills are 

rendered monthly.. . .” Consistent with these regulations, KTJ could have supported 

higher customer deposit requirements for residential and general service customers. 

In order to harmonize the deposit requirements with those proposed for LG&E, KU is 

proposing deposit requirements of $160 for residential customers and $220 for 

general service customers. See Seelye Exhibit 1 1. 

PRO-FORMA REJVENUE ADJUSTMENTS 

A. ELECTRIC TEMPERATURE NORMALIZATION ADJUSTMENT 

Is KU proposing a temperature normalization adjustment for electric operations 

in this proceeding? 

Yes. 
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What is the purpose of making such an adjustment in a rate case? 

In a general rate case, service rates are set at a level that will provide the utility a 

reasonable opportunity to recover its costs on a going-forward basis, including a fair, 

just and reasonable return on investment. The underlying principle is that when rates 

go into effect as a result of a general rate case, those rates will represent a level of 

revenue that will allow the utility to recover its reasonably incurred costs on a going- 

forward basis. This principle holds regardless of whether a projected test year or a 

historical test year is used to set rates. When rates are based on a historical test year, 

pro-forma adjustments are made to test-year operating results so that revenues and 

expenses will be representative on a going-forward basis. This is the principle behind 

adjusting certain test-year operating results to reflect a going-forward level of 

expenses and revenues for things such as storm damage expenses, injuries and 

damages, and year-end levels of customers. (See Reference Schedules 1.2 1, 1.22, and 

1.12 to Rives Exhibit 1)  or annualizing other revenues and expenses (e.g., 

depreciation expense and wages and benefits expense) to reflect the full amount on a 

going forward basis. In this proceeding, the Company has made a number of other 

normalization adjustments to help ensure that the historical test year will be 

representative of costs and revenues on a going-forward basis. Normalization 

adjustments that are not supported by a sound statistical rnethodolofl and do not 

apply clear and obieckmeasures ,  but are ad hoc and results-oriented, are not used 

to adjust test year results. 

Why is it appropriate to make a temperature normalization adjustment in this 

proceeding? 
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Electric utility sales vary with temperature. As temperatures rise during the summer, 

more electric energy is used by customers to operate the compressors on their air- 

conditioners. Likewise, as temperatures go down in the winter, more electric energy 

is used by customers to operate electric furnaces and other space-heating appliances. 

Consequently, for any day during the summer or winter, KU's electric sales will 

increase and decrease as a result of changes in temperature. 

For electric operations, should revenues and expenses reflect a range of cooling 

and heating degree days representative of normal conditions? 

Yes. What is considered normal can be represented in a number of statistically valid 

ways. One methodology - the mean-value approach - is to represent normal degree 

days by calculating a 30-year average. Another methodology would be to establish a 

statistically determined range centered on the mean-value degree days. 

From a statistical perspective, a 30-year mean, or average, would represent a 

measure of the expected value for heating degree days. For a normally-distributed 

probability density function, the expected value of a random variable is equal to the 

mean value. Or stated more rigorously, the maximum likelihood estimator for a 

normally distributed random variable is equal to the sample mean value. (For 

example, see Robert V. Hogg and Allen T. Craig, Introduction to Mathematical 

Statistics, Third Edition, 1975, at 257.) Therefore, for LG&E's natural gas 

operations, the 30-year average heating degree days are considered to be 

representative of a going-forward level of heating degree days for purposes of 

determining test-year levels of revenues and sales. 
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1 This is a standard approach for normalizing natural gas revenues and 

2 expenses, and is also used in other jurisdictions to normalize electric revenues and 

expenses. Although it has accepted the mean-value methodology for calculating gas 3 

temperature normalization adjustments for many years, the Commission has 4 

5 expressed concerns about using the mean-value approach for electric temperature 

normalization. In its Order in Case No. 10064, the Commission stated as follows: 6 

The Commission is of the opinion that there is adequate evidence 
to suggest that a range of temperatures and not a specific mean 
temperature is a more appropriate measure of normal temperatures. 
As long as the temperature falls within these bounds then it is 
inappropriate to adjust sales for temperature. However, if the 
temperature falls outside those bounds then it is appropriate to 
adjust sales to the nearest bound. (Order in Case No. 10064, dated 
July 1, 1988, at 39.) 

7 
8 
9 

10 
11 
12 
13 
14 
15 

16 Therefore, an alternative to the mean-value approach, one which was suggested by 

the Commission’s Order in Case No. 10064 and is well-grounded by statistical 17 

theory, would be to determine a range of cooling and heating degrees days that would 18 

19 be considered normal. Instead of normal degree days being represented by a mean 

20 value, as is done in the gas temperature normalization adjustment, a bandwidth 

around the mean value could be established. Cooling degree days inside the 21 

22 bandwidth would then be considered normal, and cooling degree days outside the 

23 

24 

bandwidth - either high or low - would be considered abnormal or extraordinary, 

requiring a normalization adjustment to bring revenues and sales to within a normal 

range. A standard approach for establishing a normal range of a random variable is 25 

26 to determine a bandwidth of two standard deviations centered on the mean. The 

27 rationale for this approach is that for a normally-distributed (Gaussian) probability 
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density function, the random variable will fall within a range between one standard 

deviation above and one standard deviation below the mean value 68 percent of the 

time. More important for our purposes is the fact that a random variable will only 

exceed the two standard deviation bandwidth 16 percent of the time. Assuming that 

cooling and heating degree days are normally distributed, which is a standard 

supposition well-grounded in empirical research, only 16 percent of the time would 

temperatures be expected to exceed one standard deviation above or below the mean. 

Using cooling degree days in July as an example, how would the range for the 

temperature adjustment be determined? 

The following graph shows a normally-distributed probability density function for 

July based on a mean level of cooling degree days of 361 and a standard deviation of 

64. In this example, no temperature normalization adjustment would be made if the 

cooling degree days fall between 297 and 425 during July. If cooling degrees fall 

above 425 during a particular July then a temperature normaiization adjustment 

would be made to reduce sales to what they would have been if there actually had 

been 425 cooling degree days for the month. If cooling degree days fall below 297, 

then sales would be adjusted upward to what they would have been if there actually 

had been 297 cooling degree days for the month. 
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Q. Is the Company proposing to adjust revenues and sales to reflect the 30-year 

average level of cooling and heating degree days? 

No. IJnlike L,G&E's temperature normalization adjustment for natural gas sales, 

which adjusts base rate revenues to reflect the 30-year average, for electric 

operations, the Company is proposing a more conservative approach. Specifically, if 

heating and cooling degree days during a month are within plus or minus one standard 

deviation of the mean degree days for the month, then no adjustment would be made 

during that month. If heating or cooling degree days for a month are more than one 

standard deviation above the average for that month, then sales would be adjusted 

upward or downward to reflect the heating or cooling degree days at the top end of 

A. 
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the range. In other words if the degree days are above the top end of the range, they 

are not adjusted to the average but only to one standard deviation above the average. 

Likewise if heating or cooling degree days for a month are more than one standard 

deviation below the average for that month, then sales would be adjusted downward 

or upward to reflect the heating or cooling degree days at the bottom end of the range. 

This approach places constraints on the magnitude of the temperature 

normalization adjustment. First, a constraint is placed on the magnitude of the total 

revenue and expense adjustment because monthly normalization adjustments would 

only be made during months when cooling or heating degree days fall outside a 

particularly wide range of degree days. Second, the methodology would only adjust 

sales to one of the two end points of the degree day range. Thus, this approach would 

certainly result in lower revenue and expense adjustments than adjusting to the mid- 

point of the degree-day range (the mean value), as is done with LG&E's gas 

temperature normalization adjustment. 

Are there months during the year that would not be adjusted under this 

methodology? 

Yes, for most months no adjustments are required and there are many others when 

somewhat small adjustments are required. Seelye Exhibit 12 shows the following 

information for each month during the test year: (1) the 30-year average monthly 

WDD and CDD for the month, (2) the standard deviation for the monthly HDD and 

CDD for the 30-year period, (3) the upper and lower end of the HDD or CDD range, 

determined by subtracting or adding one standard deviation to the average HDD or 

CDD for the month, (4) the actual HDD or CDD for the month, (5) an indication of 
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whether the HDD or CDD is outside the bandwidth for the month, and (6) the amount 

by which the HDD or CDD is outside of the bandwidth. As can be seen from this 

exhibit, the only adjustments that would be required are for the months of July and 

October. July is 70 CDD cooler than the bottom end of the range; and October is 21 

HDD cooler than the top end of the range. 

How was the temperature relationship for electric sales determined during the 

test year? 

The Companies’ goal was to develop a well-formed linear regression model to 

measure the statistically significant temperature dependence on the kWh sales for the 

class of service being analyzed and, to use that model to measure the temperature- 

sales relationship. In a linear regression model, the expected value of the response 

variable (dependent variable) y would be related to a regressor (independent 

variables) XI , in the following manner: 

The parameter PO is called the intercept of the model and the parameter B provides the 

linear relationship between the response variable and the regressor identified in the 

model. For each month where CDDs or HDDs fell outside of the two standard 

deviation bandwidth, a rigorous parameter estimation process was followed for each 

class of service to develop a regression model to measure the impact of temperature 

on daily kWh sales. 

Is this the same model that was proposed in the Company’s last rate case? 
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proceeding is a simpler approach. In the last proceeding, primarily to address 

concerns raised by the Commission regarding prior temperature normalizatioris 

adjustments, the Company proposed a more complicated methodology consisting of 

multiple regression models evaluated using step-wise regression. The witness for the 

Attorney General, Glenn Watkins, criticized the Company’s proposed methodology 

for being too complicated. While Mr. Watkins opposed making a temperature 

adjustment as a matter of principle, he suggested that a single-variable model would 

be more appropriate if the Commission authorized a temperature normalization 

adjustment for electric operations. In data requests, the Staff also requested that the 

Company calculate the electric temperature adjustment using a simpler, single 

variable approach. For these reasons, the Company is proposing a simpler model in 

this proceeding. 

Is regression analysis a widely used statistical methodology? 

Yes. As explained in Douglas C. Montgomery, Elizabeth A. Peck, and G. Geoffrey 

Vinning, Introduction to Linear Regression Analysis, Fourth Edition, Wiley Series in 

Probability and Statistics, 2006: 

Regression analysis is one of the most widely used techniques for 
analyzing multifactor data. Its broad appeal and usefulness result from 
the conceptually logical process of using an equation to express the 
relationship between a variable of interest (the response) and a set of 
related predictor variables. Regression analysis is also interesting 
theoretically because of elegant underlying mathematics and a well- 
developed statistical theory. Successful use of regression requires an 
appreciation of both the theory and the practical problems that 
typically arise when the technique is employed with real-world data. 
... [alpplications of regression analysis are numerous and occur in 
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almost every field, including engineering, the physical and chemical 
sciences, economics, management, life and biological sciences, and 
social sciences. In fact, regression analysis may be the most widely 
used statistical technique. (Ibid., at xiii and 1 .) 

Although regression is a widely-used statistical technique, it is important that well- 

formed models be developed for purposes of performing an electric temperature 

normalization adjustment. The multiple regression models must be constructed in 

accordance with sound mathematical and statistical practices. 

Where were the daily kWh sales for each rate class obtained? 

The daily kWh sales for each rate class were obtained from census or sampled load 

research data. KTJ has census data (daily kWh readings for each customer) for Rate 

TODP, Rate RTS and Rate IS. Except for the lighting classes, which are not 

temperature sensitive, the Company has accurate load research data for all of the rate 

Q. 

A. 

classes. The load research data is designed to meet the accuracy requirements that 

were set forth in Section 133 of the Public Utilities Regulatory Policy Act (P'IJRPA). 

What statistical software package was used to develop the multiple regression 

models? 

SAS, which is a leading statistical software package, was used to perform statistical 

modeling. SAS incorporates a wide range of statistical and data analysis tools, 

Q. 

A. 

including regression modeling (linear, generalized linear, and non-linear), 

nonparametric analysis, operations research, and multivariate analysis. According to 

its 2007 annual report, there are over 43,000 university, business and government 

SAS installations. 

Q. What is an R-Square and why is it used in the parameter estimation process? 
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A. The term “R-Square” refers to the multiple coefficient of determination and is a 

measure of the proportion of the variation of the predictor variable (y) explained by 

the regressors (XI, x2, . . ., x,,) in a model. R-Square is the square value of the multiple 

correlation coefficient (R). Values of R-Square that are close to 1 .OO imply that most 

of the variation in the response variable is explained by the regression model. 

Generally, I would consider an R-Square above 0.60 as being adequate. 

What rate classes were not normalized because of the absence of statistically 

significant temperature sensitive sales? 

Obviously, the residential and commercial rate classes are the most temperature 

sensitive, and the large industrial and large industrial time-of-day classes less so. The 

rates classes (using the current rate designations) that were normalized include: (a) 

Rate RS, (b) Rate GS, (c) Rate AES, (d) Rate PS, and (0 Rate TOD-Secondary. 

Once the parameter estimates were determined how were they used to determine 

the normalization adjustment? 

In calculating the kWh sales for the normalization adjustment by class and by month, 

the parameter estimate for each applicable temperature variable (CDD65 and 

HDD65) from Seelye Exhibit 13 was applied to the difference between the actual 

value for the temperature variable during the month and the end-point of the two 

standard deviation range centered on the 3 0-year average value for the temperature 

variable to the extent the actual was not within the bandwidth, in which case no 

adjustment was made. These adjustments are shown on Seelye Exhibit 14. 

After the kWh sales adjustments were determined for each class, how was the 

revenue component of the adjustment calculated? 

Q. 

A. 

Q. 

A. 

Q. 
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A. The revenue adjustment was calculated by applying the kWh adjustment for each rate 

class to the energy charge applicable to the rate schedule. No attempt was made to 

normalize the demand charges of three-part rate schedules consisting of a basic 

service charge, energy charge and demand charge. The proposed temperature 

normalization procedure normalized kWh sales and not maximum individual 

demands. Had demands been normalized, the revenue adjustment would have been 

larger without materially changing the expense adjustment. The revenue component 

of the temperature normalization adjustment is calculated in Seelye Exhibit 15. 

How was the expense component of the adjustment determined? 

The expense component of the temperature normalization ad-justment was calculated 

by applying the kWh sales adjustment to the variable expenses per kWh during the 

test year. Variable expenses were determined using the FERC predominance 

methodology that was used in the Company’s embedded cost of service study, which 

will be discussed later in my testimony. The expense component of the temperature 

normalization adjustment is also calculated in Seelye Exhibit 15. 

Has the Commission ever considered an electric temperature normalization 

adjustment in a KU rate proceeding? 

Yes. Electric temperature normalization adjustments were considered in Case No. 

98-474 and in Case No. 8284, Case No. 8616, Case No. 8924, Case No. 10064, and 

Case No. 98-426, which were L,G&E rate proceedings. In each of these proceedings, 

the Commission denied the adjustment, noting that LG&E had failed to adequately 

support the adjustment. The Commission however continued to endorse the concept 

of normalization and expressed a willingness to consider temperature adjustments in 

Q. 

A. 

Q. 

A. 
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future rate proceedings. (See Commission’s Order in Case No. 98-474, dated January 

7,2000, at 70.) 

In Case Nos. 98-474 and 98-426, the Commission expressed concern that KU 

and LG&E had failed to file the supporting regression analyses, modeling and 

forecasting assumptions, and calculation details. The Commission also expressed 

concern about the use of 20-year average degree days rather than a 30-year average, 

noting that “previous electric weather normalization adjustments proposed in the 

LG&E rate cases were based on a 30-year average. The 30-year average is typically 

used in gas weather normalization adjustments.” (Ibid., at 74.) 

In Case No. 10064, the Commission expressed concern that LG&E did not 

construct a “confidence interval” for temperature adjustment purposes. On page 3 8 

of the Order, the Commission observed that LG&E “adjusted each month’s actual 

billing-cycle temperature-sensitive load to a mean determined temperature-sensitive 

load instead of to a temperatme-sensitive load determined by the boundaries of a 

range of acceptable values constructed around the mean.” (Order in Case No. 10064, 

dated July 1, 1998, at 38-39.) The Commission also expressed concern about the 

accuracy of the billing-cycle degree days used in the temperature normalization 

adjustment. Additionally, the Commission criticized LG&E’s adjustment because it 

did not rely on a regression model to adjust test-year sales and only analyzed one 

variable. (Ibid., at 42-43 .) Finally, the Commission stated: 

[I]f L,G&E desires to propose an electric temperature adjustment in 
fiture rate applications, it should develop a methodology that will 
accurately and appropriately match random effects of weather to 
electric consumption. Further, LG&E should provide adequate 
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support to verify the accuracy and appropriateness of any model 
presented. The Commission will require that L,G&E provide 
documentation, including adequate statistical analysis, sufficient to 
support the accuracy of the relationships in the methodology 
developed and submitted in subsequent rate cases. (Ibid., at 43.) 

7 The adjustments proposed by LG&E in Case Nos. 8284 and 8616 were developed 

8 without relying on any sort of statistical analysis. Temperature-sensitive load was 

estimated by first selecting a single month to calculate a base load level and then all 9 

10 sales during the summer months above that base load level were considered to be the 

11 temperature-sensitive load. The Commission rejected the methodologies proposed in 

those proceedings for obvious reasons. 12 

13 Q. Do you believe that the Commission’s concerns expressed in the previous rate 

cases have been adequately addressed in the Company’s filing in Case No. 2008- 14 

15 00251 and in this filing? 

Yes. All previous concerns expressed by the Commission have been thoroughly and 16 A. 

17 comprehensively addressed. 

Does the temperature normalization have the effect of increasing test-year 18 Q. 

19 operating income and thus lower the Company’s proposed revenue increase? 

20 A. Yes, the temperature normalization adjustment increases operating income and lowers 

the Company’s proposed rate increase in this filing. 21 

Do you recommend that this adjustment be made? 22 Q. 

Yes. I believe that it is appropriate to make an electric temperature normalization 23 A. 

24 adjustment. 

25 
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B. YEAR-END CIJSTQPMER ADJUSTMENTS 

Was an adjustment made to annualize for year-end customers for the electric 

business? 

Yes. The numbers of customers served at the end of the test period for the rate 

classes were higher than the average number of customers for the 13-month test 

period. The differences between the number of customers served at year-end and the 

average number for each rate class during the test period was multiplied by the 

average annual kWh usage per customer. The average usage for each rate class was 

then multiplied by the average revenue per kWh (including basic service charges, 

energy charges, demand charges and minimum bills), resulting in an upward 

adjustment to electric operating revenue of $9,724,872. 

The additional operating expenses associated with serving the higher number 

of customers and volumes were calculated by applying an operating ratio to the 

revenue adjustment. Consistent with the Commission’s practice, the operating ratio 

of 60.52 percent was determined by dividing operation and maintenance expenses, 

exclusive of wages and saIaries, pensions and benefits, and regulatory commission 

expenses, by base rate revenues calculated at the currently effective rates. When 

applied to the year-end revenue adjustment, the application of the operating ratio 

resulted in an upward adjustment to expenses of $5,885,824. 

The detailed calculations of the electric year-end customer adjustment to 

This adjustment is revenues and expenses are contained in Seelye Exhibit 16. 

included in Reference Schedule 1.12 of Rives Exhibit 1. 
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ELECTRIC COST OF SERVICE STUDY 

Did you prepare a cost of service study for KU's electric operations based on 

financial and operating results for the 12 months ended October 31,2009? 

Yes. I supervised the preparation of a jurisdictional, fully allocated, time- 

differentiated, embedded cost of service study for electric operations. The cost of 

service study corresponds to the pro-forma financial exhibits included in the 

testimony of Mr. Rives. The objective in performing the electric cost of service study 

is to determine the rate of return on rate base that KTJ is earning from each 

jurisdictional customer class, which provides an indication as to whether KtJ's 

electric service rates reflect the cost of providing service to each customer class. 

Did you develop the model used to perform the cost of service study? 

Yes. I developed the spreadsheet model used to perform the cost of service study 

submitted in this proceeding. 

What procedure was used in performing the cost of service study? 

The three traditional steps of an embedded cost of service study - functional 

assignment, classification, and allocation - were preceded by a jurisdictional 

separation study that allocated KU's total financial results to its four regulated 

jurisdictions. Additionally, the Kentucky jurisdiction cost of service was augmented 

to include a fourth step, assigning costs to costing periods. The cost of service study 

was therefore prepared using the following procedure: ( 1) costs were jurisdictionally 

assigned Cjurisdictionalized); (2) costs were functionally assigned (functionalized) to 

the major functional groups; (3) costs were then classified as commodity-related, 
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demand-related, or customer-related; (4) costs were assigned to the costing periods; 

and then (5) costs were allocated to the rate classes. Steps two through five are 

depicted in the following diagram, which assumes jurisdictional costs as the starting 

point (Figure 1). 
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Figure 1 

The following functional groups were identified in the cost of service study: (1) 

Production, (2) Transmission, (3) Distribution Substation (4) Distribution Primary 

Lines, (5) Distribution Secondary Lines (6) Distribution Line Transformers, (7) 
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Lighting, (1 0) Customer Accounts Expense, (1 1) Customer Service and Information, 

and (1 2) Sales Expense. 

Did you use the same methodology in KU’s cost of service study as was used in 

LG&E’s electric cost of service study filed concurrently in Case No. 2009-00549? 

Yes, except that LG&E’s electric cost of service study does not include the initial step 

of jurisdictionalization. 

How were costs time differentiated in the study? 

A modified Base-Intermediate-Peak (“BIP”) methodology was used to assign 

production and transmission costs to the costing period.’ Using this methodology, 

production and transmission demand-related costs were assigned to three categories 

of capacity - base, intermediate, and peak. Base costs were determined by dividing 

the minimum system demand by the maximum demand. Intermediate costs were 

calculated by dividing the summer peak demand by the winter peak demand and 

subtracting the base component. Peak costs included all costs not assigned to base 

and intermediate components. 

Costs that were assigned as base, intermediate, and peak were then either 

assigned to the summer or winter peak periods or assigned as non-time-differentiated. 

Base costs were assigned as non-time-differentiated. Intermediate costs were pro- 

rated to the winter and summer peak periods in the same ratio as the number of hours 

~~ 

In Case No. 90-1 58,  the Commission found LG&E’s cost of service study, which utilized the modified BIP 
methodology, to be “acceptable and suitable for use as a starting point for electric rate design.” (Order in Case 
No. 90-158, dated December 21, 1990, at 58.) 

I 
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contained in each costing period to the total. Peak costs are assigned to the winter 

peak period. 

In applying the modified BIP methodology, what demands were used? 

Demands for the combined LG&E and KIJ systems are used to determine the costing 

periods and in determining the percentages of production and transmission fixed cost 

assigned to the costing periods. Since the two systems are planned and operated 

jointly it is important to develop costing periods and assign costs to the costing 

periods based on the combined loads for LG&E and KU. Developing the costing 

periods and allocation factors in the cost of service study do not result in any shifting 

in booked expenses of one utility to the other. LG&E’s cost of service study relied on 

LG&E’s accounting costs, and KIJ’s cost of service study relied on KIJ’s accounting 

costs. The modified BIP methodology simply affects how costs are assigned to the 

costing periods within the LG&E and KU cost of service studies. 

What percentages were assigned to the costing periods? 

Seelye Exhibit 17 shows the application of the modified RIP methodology. Using 

this methodology 43.25% of KTJ’s production and transmission fixed costs were 

assigned to the winter peak period, 21.86% to the summer peak period, and 34.89% 

as non-time-differentiated. While the Company used the RIP methodology as was 

used in the last several rate cases, these results differ from previous studies in that the 

maximum system demand occurred during a winter month rather than during a 

summer month, historically a more typical result. Since KTJ is a dual-peaking utility, 

the unusual cost of service results due to the winter system peak did not have a 

significant impact on the class rates of return. 
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As mentioned earlier, in preparing the cost of service study, the decision was 

made to use actual hourly system loads in the cost of service study rather than 

engaging is the complicated process of normalizing peak demands. This is consistent 

with the Company’s historical practice of using actual demands to determine 

allocation factors in the cost of service study. The normalization of peak demands, 

which would require normalization of hourly loads, would be an extremely difficult 

task. For this reason, the Company decided to prepare the electric cost of service 

studies without normalizing hourly loads for weather or other factors. 

Q. How were costs classified as energy related, demand related or customer 

related? 

Classification provides a method of arranging costs so that the service characteristics 

that give rise to the costs can serve as a basis for allocation. Costs classified as energy 

related tend to vary with the amount of kilowatt-hours consumed. Fuel and purchased 

power expenses are examples of costs typically classified as energy costs. Costs 

classified as demand related tend to vary with the capacity needs of customers, such 

as the amount of generation, transmission or distribution equipment necessary to meet 

a customer’s needs. Production plant and the cost of transmission lines are examples 

of costs typically classified as demand costs. Costs classified as customer related 

include costs incurred to serve customers regardless of the quantity of electric energy 

purchased or the peak requirements of the customers and include the cost of the 

minimum system necessary to provide a customer with access to the electric grid. As 

will be discussed later in my testimony, costs related to Distribution Primary Lines, 

Distribution Secondary Lines and Distribution Line Transformers were classified as 

A. 
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demand-related and customer-related using the zero-intercept methodology. 

Distribution Services, Distribution Meters, Distribution Street and Customer 

Lighting, Customer Accounts Expense, Customer Service and Information and Sales 

Expense were classified as customer-related. 

Have you prepared an exhibit showing the results of the jurisdictional 

separation, functional assignment, time-differentiation and classification steps of 

the electric cost of service study? 

Yes. Seelye Exhibit 18 shows the results of KU's jurisdictional separation and Seelye 

Exhibit 19 shows the results of the next three steps of the electric cost of service 

study, finctional assignment, time differentiation and classification. 

Please describe the allocation factors used in the electric cost of service study. 

The following allocation factors were used in the electric cost of service study: 

0 E01 - The energy cost component of purchased power 

costs was allocated on the basis of the kWh sales to 

each class of customers during the test year. 

PPWDA and PPSDA - The winter demand and 

summer demand cost components of production and 

transmission fixed costs were allocated on the basis of 

each class's contribution to the coincident peak demand 

during the winter and summer peak hour of the test 

year. 

NCPP - The demand cost component is allocated on 

0 

0 
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the basis of the maximum class demands for primary 

and secondary voltage customers. 

SICD - The demand cost component is allocated on the 

basis of the sum of individual customer demands for 

secondary voltage customers. 

C02 - The customer cost component of customer 

services is allocated on the basis of the average number 

of customers for the test year. 

C03 - Meter costs were specifically assigned by 

relating the costs associated with various types of 

meters to the class of customers for whom these meters 

were installed. 

YECust04 - Costs associated with lighting systems 

were specifically assigned to the lighting class of 

customers. 

YECust05 and YECustO6 - Meter reading, billing 

costs and customer service expenses were allocated on 

the basis of a customer weighting factor based on 

discussions with LG&E’s meter reading, billing and 

customer service departments. 

CustOS - The customer cost component is allocated on 

the basis of the average number of customers for the 
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test year. 

Yl%,Cust07 - The customer cost component is allocated 

on the basis of the year-end number of customers using 

line transformers and secondary voltage conductor. 

YECustOS - The customer cost component is allocated 

on the basis of the year-end number of customers using 

primary voltage conductor. 

In your cost of service model, once costs are functionally assigned and classified, 

how are these costs allocated to the customer classes? 

In the cost of service model used in this study, KTJ’s accounting costs are functionally 

assigned and classified using what are referred to in the model as “functional 

vectors”. These vectors are multiplied (using scalar multiplication) by the various 

accounts in order to simultaneously assign costs to the functional groups and classify 

costs. Therefore, in the portion of the model included in Seelye Exhibit 19, KU’s 

accounting costs are functionally assigned and classified using the explicitly 

determined functional vectors of the analysis and using internally generated 

functional vectors. The explicitly determined functional vectors, which are primarily 

used to direct where costs are functionally assigned and classified, are shown on 

pages 49 through 52. Internally generated functional vectors are utilized throughout 

the study to functionally assign costs on the basis of similar costs or on the basis of 

internal cost drivers. The internally generated functional vectors are also shown on 

pages 49 through 52 of Seelye Exhibit 19. An example of this process is the use of 
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total operation and maintenance expenses less purchased power (“OMLPP”) to 

allocate cash working capital included in rate base. Because cash working capital is 

determined on the basis of 12.5% of operation and maintenance expenses, exclusive 

of purchased power expenses, it is appropriate to functionally assign and classify 

these costs on the same basis. (See Seelye Exhibit 19, pages 9 through 12 for the 

functional assignment of cash working capital on the basis of OMLPP shown on 

pages 49 through 52.) The functional vector used to allocate a specific cost is 

identified by the column in the model labeled “Vector” and refers to a vector 

identified elsewhere in the analysis by the column labeled “Name”. 

Once costs for all of the major accounts are hnctionally assigned and 

classified, the resultant cost matrix for the major cost groupings (e.g., Plant in 

Service, Rate Base, Operation and Maintenance Expenses) is then transposed and 

allocated to the customer classes using “allocation vectors” or “allocation factors”. 

This process is illustrated in Figure 2 below. 
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Figure 2 

The results of the class allocation step of the cost of service study are included 

in Seelye Exhibit 20. The costs shown in the column labeled “Total System” in 

Seelye Exhibit 20 were carried forward from the functionally assigned and classified 

costs shown in Seelye Exhibit 19. The column labeled “Ref” in Seelye Exhibit 20 

provides a reference to the results included in Seelye Exhibit 19. 

What methodologies are commonly used to classify distribution plant? 

Two commonly used methodologies for determining demand/customer splits of 

distribution plant are the “minimum system” methodology and the “zero-intercept” 

methodology. In the minimum system approach, “minimum” standard poles, 

conductor, and line transformers are selected and the minimum system is obtained by 

pricing all of the applicable distribution facilities at the unit cost of the minimum size 

plant. The minimum system determined in this manner is then classified as customer- 
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related and allocated on the basis of the number of customers in each rate class. All 

costs in excess of the minimum system are classified as demand-related. The theory 

supporting this approach maintains that in order for a utility to serve even the smallest 

customer, it would have to install a minimum size system. Therefore, the costs 

associated with the minimum system are related to the number of customers that are 

served, instead of the demand imposed by the customers on the system. 

In preparing this study, the “zero-intercept” methodology was used to 

determine the customer components of overhead conductor, underground conductor, 

and line transformers. Because the zero-intercept methodology is less subjective than 

the minimurn system approach, the zero-intercept methodology is strongly preferred 

over the minimum system methodology when the necessary data is available. With 

the zero-intercept methodology, we are not forced to choose a minimum size 

conductor or line transformer to determine the customer component. In the zero- 

intercept methodology, a zero-size conductor or line transformer is the absolute 

minimum system. 

What is the theory behind the zero-intercept methodology? 

The theory behind the zero-intercept methodology is that there is a linear relationship 

between the unit cost ($/ft or $/transformer) of conductor or line transformers and the 

load flow capability of the plant, which is proportionate to the cross-sectional area of 

the conductor or the kVA rating of the transformer. After establishing a linear 

relation, which is given by the equation: 
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where: 

y is the unit cost of the conductor or transformer, 

x is the size of the conductor (MCM) or transformer (LVA), and 

a, b are the coefficients representing the intercept and slope, 

respectively 

it can be determined that, theoretically, the unit cost of a foot of conductor or 

transformer with zero size (or conductor or transformer with zero load carrying 

capability) is a, the zero-intercept. The zero-intercept is essentially the cost 

component of conductor or transformers that is invariant to the size (and load 

carrying capability) of the plant. 

Like most electric utilities, the feet of conductor and number of transformers 

on KU’s system is not uniformly distributed over all sizes of wire and transformer. 

For this reason, it was necessary to use a weighted regression analysis, instead of a 

standard least-squares analysis, in the determination of the zero intercept. Without 

performing a weighted regression analysis all types of conductor and transformers 

would have the same impact on the analyses, even though the quantity of conductor 

and transformers are not the same for each size and type. 

Using a weighted regression analysis, the cost and size of each type of 

conductor or transformer is, in effect, weighted by the number of feet of 
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installed conductor or the number of transformers. In a weighted regression 

analysis, the following weighted sum of squared differences 

i 

is minimized, where w is the weighting factor for each size of conductor or 

transformer, and y is the observed value and 9 is the predicted value of the 

dependent variable. 

Has the Commission accepted the use of the zero-intercept methodology? 

Yes. The Commission found L,G&E’s cost of service studies (both electric and gas) 

submitted in Case No. 2000-080 and Case No. 90-158 to be reasonable, thus 

providing a means of measuring class rates of return and suitable for use as a guide in 

developing appropriate revenue allocations and rate design. The Commission also 

found the embedded cost of service study submitted by The IJnion Light Heat and 

Power in Case No. 2001-00092, which utilized a zero-intercept methodology, to be 

Q. 

A. 

reasonable. 

Q. 

A. Yes. The zero-intercept analysis for overhead conductor, underground conductor, 

Have you prepared exhibits showing the results of the zero-intercept analysis? 

and line transformers are included in Seelye Exhibits 2 1 , 22, and 23. 

Please summarize the results of the electric cost of service study. 

The following table (Table 1) summarizes the rates of return for each customer class 

before and after reflecting the rate adjustments proposed by KU. The Actual 

Q. 

A. 
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1 

Customer Class 
Residential - RS 

Adjusted Rate of Return was calculated by dividing the adjusted net operating income 

Actual Adjusted Proposed 
Rate of Return Rate of Return 

2.33% 4.73% 

by the adjusted net cost rate base for each customer class. The adjusted net operating 

General Service - GS 
All Electric Schools - AES 

income and rate base reflect the pro-forma adjustments discussed in Mr. Rives’ 

9.24% 12.1 1% 
2.19% 4.57% 

testimony. The Proposed Rate of Return was calculated by dividing the net operating 

Power Service - Rate PS 
- Primary 

Time of Day Secondary - TODS 
Time of Day Primary - TODP 

- Secondary 

Retail Transmission Service - RTS 

income adjusted for the proposed rate increase by the adjusted net cost rate base. 

7.87% 10.81% 

5.66% 8.63% 
6.44% 9.67% 

8.30% 1 1.45% 

9.73% 13.26% 
Fluctuating Load Service - FLS 
Lighting 
Total System 

13.1 1% 1 3.3 1 Yo 
9.34% 11.13% 
5.34% 8.03% 

7 

8 Determination of the actual adjusted and proposed rates of return are detailed in 

9 Seelye Exhibit 20, pages 29-30 and pages 33-34, respectively. 

10 Q. Does this conclude your testimony? 

11 A. Yes, it does. 
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QUALIFICATIONS OF WILLIAM STEVEN SEELYE 

Summary of Qualifications 

Provides consulting services to numerous investor-owned utilities, rural electric cooperatives, 
and municipal utilities regarding utility rate and regulatory filings, cost of service and wholesale 
and retail rate designs; and develops revenue requirements for utilities in general rate cases, 
including the preparation of analyses supporting pro-forma adjustments and the development of 
rate base. 

Provides consulting services in the areas 
Employment 
Senior Consultant and Principal 
The Prime Group, LL,C 
(July 1996 to Present) 

of tariff development, regulatory analysis 
revenue requirements, cost of service, 
rate design, fuel and power procurement, 
depreciation studies, lead-lag studies, and 
mathematical modeling. 

Assists utilities with developing strategic marketing 
plans and implementation of those plans. Provides 
utility clients assistance regarding regulatory policy 
and strategy; project management support for 
utilities involved in complex regulatory 
proceedings; process audits; state and federal 
regulatory filing development; cost of service 
development and support; the development of 
innovative rates to achieve strategic objectives; 
unbundling of rates and the development of menus 
of rate alternatives for use with customers; 
performance-based rate development. 

Prepared retail and wholesale rate schedules and 
filings submitted to the Federal Energy Regulatory 
Commission (FERC) and state regulatory 
commissions for numerous of electric and gas 
utilities. Performed cost of service or rate studies 
for over 130 utilities throughout North America. 
Prepared market power analyses in support of 
market-based rate filings submitted to the FERC for 
utilities and their marketing affiliates. Performed 
business practice audits for electric utilities, gas 
utilities, and independent transmission 
organizations (ISOs), including audits of production 
cost modeling, retail utility tariffs, retail utility 

Seelye Exhibit 1 
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billing practices, and IS0 billing processes and 
procedures. 

Manager of Rates and Other Positions 
Louisville Gas & Electric Co. 
(May 1979 to July 1996) 

Held various positions in the Rate 
Department of LG&E. In December 1990, 
promoted to Manager of Rates and 
Regulatory Analysis. In May 1994, 
given additional responsibilities in the marketing 
area and promoted to Manager of Market 
Management and Rates. 

Education 
Bachelor of Science Degree in Mathematics, University of Louisville, 1979 
54 Hours of Graduate Level Course Work in Industrial Engineering and Physics. 

Associations 
Member of the Society for Industrial and Applied Mathematics 

Expert Witness Testimony 

Alabama: Testified in Docket 28 10 I on behalf of Mobile Gas Service Corporation 
concerning rate design and pro-forma revenue adjustments. 

Colorado: Testified in Consolidated Docket Nos. 01F-530E and 01A-531E on behalf of 
Intermountain Rural Electric Association in a territory dispute case. 

FERC: Submitted direct and rebuttal testimony in Docket No. EL02-25-000 et al. 
concerning Public Service of Colorado’s fuel cost adjustment. 

Submitted direct and responsive testimony in Docket No. ER05-522-00 1 
concerning a rate filing by Bluegrass Generation Company, L,LC to charge 
reactive power service to LG&E Energy, LLC. 

Submitted testimony in Docket Nos. ER07-1383-000 and ER08-05-000 
concerning Duke Energy Shared Services, Inc.’s charges for reactive power 
service. 

Submitted testimony in Docket No. ERO8-1468-000 concerning changes to 
Vectren Energy’s transmission formula rate. 

Submitted testimony in Docket No. ER08-1588-000 concerning a generation 
formula rate for Kentucky IJtilities Company. 

Seelye Exhibit 1 
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Submitted testimony in Docket No. ER09-180-000 concerning changes to Vectren 
Energy’s transmission formula rate. 

Florida: Testified in Docket No. 98 1827 on behalf of Lee County Electric Cooperative, 
Inc. concerning Seminole Electric Cooperative Inc.’s wholesale rates and cost of 
service. 

Illinois: Submitted direct, rebuttal, and surrebuttal testimony in Docket No. 0 1-0637 on 
behalf of Central Illinois Light Company (“CILCO”) concerning the modification 
of interim supply service and the implementation of black start service in 
connection with providing unbundled electric service. 

Indiana: Submitted direct testimony and testimony in support of a settlement agreement in 
Cause No. 427 13 on behalf of Richmond Power & Light regarding revenue 
requirements, class cost of service studies, fuel adjustment clause and rate design. 

submitted direct and rebuttal testimony in Cause No. 43 1 1 1 on behalf of Vectren 
Energy in support of a transmission cost recovery adjustment. 

Submitted direct testimony in Cause No. 43773 on behalf of Crawfordsville 
Electric Light & Power regarding revenue requirements, class cost of service 
studies, fuel adjustment clause and rate design. 

Kansas: Submitted direct and rebuttal testimony in Docket No. 05-WSEE-98 1-RTS on 
behalf of Westar Energy, Inc. and Kansas Gas and Electric Company regarding 
transmission delivery revenue requirements, energy cost adjustment clauses, fuel 
normalization, and class cost of service studies. 

Kentucky: Testified in Administrative Case No. 244 regarding rates for cogenerators and 
small power producers, Case No. 8924 regarding marginal cost of service, and in 
numerous 6-month and 2-year fuel adjustment clause proceedings. 

Submitted direct and rebuttal testimony in Case No. 96-161 and Case No. 96-362 
regarding Prestonsburg 1Jtilities’ rates. 

Submitted direct and rebuttal testimony in Case No. 99-046 on behalf of Delta 
Natural Gas Company, Inc. concerning its rate stabilization plan. 

Submitted direct and rebuttal testimony in Case No. 99-176 on behalf of Delta 
Natural Gas Company, Inc. concerning cost of service, rate design and expense 
adjustments in connection with Delta’s rate case. 

Seelye Exhibit 1 
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Submitted direct and rebuttal testimony in Case No. 2000-080, testified on behalf 
of Louisville Gas and Electric Company concerning cost of service, rate design, 
and pro-forma adjustments to revenues and expenses. 

Submitted rebuttal testimony in Case No. 2000-548 on behalf of L,ouisville Gas 
and Electric Company regarding the company’s prepaid metering program. 

Testified on behalf of Louisville Gas and Electric Company in Case No. 2002- 
00430 and on behalf of Kentucky Utilities Company in Case No. 2002-00429 
regarding the calculation of merger savings. 

Submitted direct and rebuttal testimony in Case No. 2003-00433 on behalf of 
Louisville Gas and Electric Company and in Case No. 2003-00434 on behalf of 
Kentucky Utilities Company regarding pro-forma revenue, expense and plant 
adjustments, class cost of service studies, and rate design. 

Submitted direct and rebuttal testimony in Case No. 2004-00067 on behalf of 
Delta Natural Gas Company regarding pro-forma adjustments, depreciation rates, 
class cost of service studies, and rate design. 

Testified on behalf of Kentucky Utilities Company in Case No. 2006-00129 and 
on behalf of Louisville Gas and electric Company in Case No. 2006-00130 
concerning methodologies for recovering environmental costs through base 
electric rates. 

Testified on behalf of Delta Natural Gas Company in Case No. 2007-00089 
concerning cost of service, temperature normalization, year-end normalization, 
depreciation expenses, allocation of the rate increase, and rate design. 

Submitted testimony on behalf of Big Rivers Electric Corporation and E.ON U.S. 
LLC in Case No 2007-00455 and Case No. 2007-00460 regarding the design and 
implementation of a Fuel Adjustment Clause, Environmental Surcharge, IJnwind 
Surcredit, Rebate Adjustment, and Member Rate Stability Mechanism for Big 
Rivers Electric Corporation in connection with the unwind of a lease and purchase 
power transaction with E.ON U.S. LLC 

Submitted testimony in Case No. 2008-0025 1 on behalf of Kentucky Utilities 
Company and in Case No. 2008-00252 on behalf of Louisville Gas and Electric 
Company regarding pro-forma revenue and expense adjustments, electric 
temperature normalization, jurisdictional separation, class cost of service studies, 
and rate design. 

Submitted testimony in Case No. 2008-00409 on behalf of East Kentucky Power 
Cooperative, Inc., concerning revenue requirements, pro-forma adjustments, cost 
of service, and rate design. 
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Submitted testimony in Case No. 2009-00040 on behalf of Big Rivers Electric 
Corporation regarding revenue requirements and rate design. 

Submitted testimony on behalf of Columbia Gas Company of Kentucky in Case 
No. 2009-00 14 1 regarding the demand side management program costs and cost 
recovery mechanism. 

Nevada: Submitted direct and rebuttal testimony in Case No. 03-10001 on behalf of 
Nevada Power Company regarding cash working capital and rate base 
adjustments. 

Submitted direct and rebuttal testimony in Case No. 03-12002 on behalf of Sierra 
Pacific Power Company regarding cash working capital. 

Submitted direct and rebuttal testimony in Case No. 05- 10003 on behalf of 
Nevada Power Company regarding cash working capital for an electric general 
rate case. 

Submitted direct and rebuttal testimony in Case No. OS-I0005 on behalf of Sierra 
Pacific Power Company regarding cash working capital for a gas general rate 
case. 

Submitted direct and rebuttal testimony in Case Nos. 06- 1 1022 and 06-1 1023 on 
behalf of Nevada Power Company regarding cash working capital for a gas 
general rate case. 

Submitted direct and rebuttal testimony in Case No. 07-12001 on behalf of Sierra 
Pacific Power Company regarding cash working capital for an electric general 
rate case. 

Submitted direct testimony in Case No. Docket No. 08-12002 on behalf of 
Nevada Power Company regarding cash working capital for an electric general 
rate case. 

Nova Scotia: Testified on behalf of Nova Scotia Power Company in NSUARB - NSPI - P-887 
regarding the development and implementation of a fuel adjustment mechanism. 

Submitted testimony in NSUARR - NSPI - P-884 regarding Nova Scotia Power 
Company’s application to approve a demand-side management plan and cost 
recovery mechanism. 

Submitted testimony in NSUARB - NSPI - P-888 regarding a general rate 
application filed by Nova Scotia Power Company. 

Seelye Exhibit 1 
Page 5 of 6 



Submitted testimony on behalf of Nova Scotia Power Company in the matter of 
the approval of backup, top-up and spill service for use in the Wholesale Open 
Access Market in Nova Scotia. 

Submitted testimony in NSIJARE3 - NSPI - P-884 (2) on behalf of Nova Scotia 
Power Company’s regarding a demand-side management cost recovery 
mechanism. 

Virginia: Submitted testimony in Case No. PUE-2008-00076 on behalf of Northern Neck 
Electric Cooperative regarding revenue requirements, class cost of service, 
jurisdictional separation and an excess facilities charge rider. 

Submitted testimony in Case No. PIJE-2009-00029 on behalf of Old Dominion 
Power Company regarding class cost of service, jurisdictional separation, 
allocation of the revenue increase, general rate design, time of use rates, and 
excess facilities charge rider. 

Submitted testimony in Case No. PUE-2009-00065 on behalf of Craig-Botetourt 
Electric Cooperative regarding revenue requirements, class cost of service, 
jurisdictional separation and an excess facilities charge rider. 
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Cable TV Attachment barges 



KENTUCKY UTILITIES COMPANY 

Calculation Of Attachment Charges for CATV 

Average 
Installed Cost Pole Size Quantity Installed Cost 

m h t e d  Averaqe Bare Pole Cost as of 10/31/2009 

$ 186.61 
553.54 
407 96 

35' 93,558 $ 17,458,914 
40' 142,251 

235,809 
78,741,981 
96,200,895 

Three-User Poles 

142,251 $ 78,741,981 $ 553.54 
48,2 1 6,502 754.40 

126,958,484 615.81 

40' 
45' 63,914 

206,165 

Estimated 
Number of Weighted 

Attachments cost Two-User Pole Cog 

$407.96 x ,1224 Usage Space Factor = $49.93 
$ 49 93 x . I  884 Annual Carrying Charge = $9.41 30,517 $ 287,041 

Three-User Pole Cost 

$61 5 81 x ,0759 Usage Space Factor = $46.74 
$ 46.74 x .I884 Annual Carrying Charge = $8.80 11 8,345 1,041,948 

148,862 $ 1,328,990 

8.93 

Weighted Total 

Weighted Average Monthly Cost 

Seelye Exhibit 8 
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KENTUCKY UTILITIES COMPANY 

Calculation Of Annual Carrying Charge 

Proposed Rate of Return 
Depreciation - Sinking Fund 
Income Tax (1) 
Property Tax and Insurance 
Operation and Maintenance (Page 3) 

Total 

(1 ) Derived from rates of equity capital 

Capitalization Annual Composite 
Ratio Rate Rate 

Common 53.85% 11 "50% 6.19% 

8.32% 
0.54% 
3.63% 
0.22% 
6.13% 

Preferred 0.00% 
Total Equity 53.85% 

0.00% 

Composite Federal and State Income Taxes rate = 36.93% 

Income Tax = (0.3693/(1-0,3693) x 0.0619 = 3.63% 

18.84% 

0.00% 
6.19% 

Debt 46.1 5% 4.61 % 2.13% 
Total Capitalization 100.00% 8.32% 

. .  
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KENTUCKY UTILITIES COMPANY 

Operation and Maintenance Expenses for 
the 12 Months Ended October 31,2009 

(1) Labor Charged to 593001- Maint of Poles, Towers 
and Fixtures Subaccount 
- Tree Trimming 

$225,691 
635.1 16 

Total Labor 

Total Administrative and General Expenses 

Assiqnment of a Portion of A & G Expenses to Poles 

($860,808/$7’l,018,516) x $77,056,654 = $933,995 

Expenses Assiqned to Poles 

Maintenance of Poles, Towers, and Fixtures 
Subaccount 593001 

Tree Trimming of Electric Distribution 
Routes 593004 

A & G Expenses Assigned to Poles 
Total 

Adder to Annual Carwinq Charqes for 0 & M Expenses 

- $ 13,966,333 Expenses Assigned to Poles - 
227,809,902 Plant in Service - Account 364 

$860,808 

$71,018,516 

$77,056,654 

$ 342,914 

12,689,424 
$933,995 

$ 13,966,333 

6.1 3% 
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Kentucky Utilities 
Levelized Carrying Charge Analysis 

Capital Structure: 
Weighted Adjusted 

Percent Rate COC Tax Rate Rate 
Debt 46.15% 4.61% 2.128% 37.60% 1.33% 
Preferred Equity 0.00% 0.00% 0.000% 0.00% 
Common €qui$ 53.85% 11.50% 6.193% 

8.320% 

Tax Demeciation Table IMACRSI 

6.19% 
7.52% 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
31 

5 
20.000% 
32.000% 
19.200% 
11.520% 
11.520% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

I O  
10.000% 
18.000% 
14.400% 
11.520% 
9.220% 
7.370% 
6.550% 
6.550% 
6.560% 
6.550% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

15 
5.000% 
9.500% 
8.550% 
7.700% 
6.930% 
6.230% 
5.900% 
5.900% 
5.910% 
5.900% 
5.910% 
5.900% 
5.91 0% 
5.900% 
5.910% 
2.950% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

20 
3.750% 
7.21 9% 
6.677% 
6.177% 
5.713% 
5.285% 
4.888% 
4.522% 
4.462% 
4.461 % 
4.462% 
4.461 % 
4.462% 
4.461 % 
4.462% 
4.461 % 
4.462% 
4.461 % 
4.462% 
4.461% 
2.231 % 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
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Kentucky Utilities 
Levelized Carrying Charge Analysis 

Capital Structure: 
Weighted Adjusted 

Debt 
Preferred Equity 
Common Equity 

- 
Amount Percent Rate COC TaxRate Rate 

$ 1,529,999 46.15% 4.61% 2.128% 36.93% 1.34% 
- 0.00% 0.00% 0.000% 0.00% 

1,743,493 53.85% 11.50% 6.1 93% 
$ 3,273,492 8.320% 

Tax Depreciation Table (MACRS) 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
31 

5 
20.000% 
32.000% 
19.200% 
11.520% 
11.520% 
5.760% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

10 
10.000% 
18.000% 
14.400% 
11.520% 
9.220% 
7.370% 
6.550% 
6.550% 
6.560% 
6.550% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

15 
5.000% 
9.500% 
8.550% 
7.700% 
6.930% 
6.230% 
5.900% 
5.900% 
5.910% 
5.900% 
5.910% 
5.900% 
5.910% 
5.900% 
5.910% 
2.950% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

20 
3.750% 
7.219% 
6.677% 
6.1 77% 
5.71 3% 
5.285% 
4.888% 
4.522% 
4.462% 
4.461 % 
4.462% 
4.461 % 
4.462% 
4.461 % 
4.462% 
4.461 % 
4.462% 
4.461 % 
4.462% 
4.461 % 
2.231% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

6.19% 
7.53% 
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xhibit 11 
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Kentucky Utilities Company 
Customer Deposit Requirements 

Residential Electric -- Rate RS 

(1) Proposed Revenue 

(2) Customer Months 

(3) Residential Deposit Requirement [ ( I )  / (2)] * 2 months 

(4) Proposed Deposit Requirement 

General Service -- Rate GS 

(5) Proposed Revenue 

(6) Customer Months 

(7)  General Service Deposit Requirement [(5) / (6)] * 2 months 

(8) Proposed Deposit Requirement 

$ 492,642,976 

5,019,241 

$ 196 

$ 160 

$ 179,366,989 

950,552 

$ 377 

$ 220 

Seelye Exhibit 11 
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Kentucky Utilities Company 
Regression Coefficients and Statistics 

Year Month Company Description Class HDD65 CDD65 R-sq T-stat 

2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 

1 1  KU 
12 KU 
I KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 
10 KU 
1 1  KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 
10 KU 
1 1  KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 
10 KU 
1 1  KU 
12 KU 
1 KU 
2 KO 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 

Residential 
Residential 
Residential 
Residential 
Residential 
Residential 
Residential 
Residential 
Residential 
Residential 
Residential 
Residen tial 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
AES 
AES 
AES 
AES 
AES 
AES 
AES 
AES 
AES 
AES 
AES 
AES 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 

1 
1 
1 
1 
1 
1 
1 
I 
1 
1 
1 
1 

100 
100 
100 
100 
I00 
100 
100 
100 
100 
100 
100 
100 
140 
140 
140 
140 
140 
140 
140 
140 
140 
140 
140 
140 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 

45081 6 
451601 
480663 
45841 0 
392701 
168895 

0 
0 
0 
0 
0 

147930 
3331 
41713 
36726 
32540 
29881 
14748 

0 
0 
0 
0 
0 

12973 
7899 
6890 
9442 
8687 
7088 
3080 

0 
0 
0 
0 
0 

4651 
-525 
-201 
-98 
-674 
-850 

-1 780 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 

565581 
597251 
56971 3 
627296 
51 7094 

0 
0 
0 
0 
0 
0 
0 

135036 
64296 
54330 
78435 
761 45 

0 
0 
0 
0 
0 
0 
0 

4930 
4986 
4331 
5354 
5433 

0 
0 
0 
0 
0 
0 
0 

71 03 
2880 
5003 
5868 

0.959 
0.936 
0.842 
0.920 
0.897 
0.560 
0.912 
0.632 
0.872 
0.91 7 
0.853 
0.740 
0.669 
0.799 
0.814 
0.879 
0.895 
0.864 
0.822 
0.873 
0.852 
0.951 
0.847 
0.932 
0.887 
0.794 
0.888 
0.91 1 
0.923 
0,844 
0.979 
0.754 
0.830 
0.958 
0.976 
0.797 
0.507 
0.830 
0.645 
0.753 
0.719 
0.837 
0.729 
0.570 
0.910 
0.927 

13.0 
18.2 
8.5 
16.9 
10.1 
4.4 
11.6 
6.8 
14.1 
17.4 
7.4 
3.9 
0.2 
6.7 
3.4 
5.6 
4.5 
2.3 
6.4 
6.5 
3.2 
8.4 
3.0 
2.4 
8.0 
7.2 
9.8 
12.0 
11.5 
4.4 
7.2 
5.6 
3.9 
5.7 
5.4 
3.3 
-1.2 
-0.9 
-0.2 
-2.5 
-5.2 
-7.1 
6.0 
3.3 
6.5 
18.3 
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Kentucky Utilities Company 
Regression Coefficients and Statistics 

Year Month Company Description Class HDD65 CDD65 R-sq T-stat 

2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 

9 KU 
10 KU 
11 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

10 KU 
11 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

10 KU 
11 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

10 KU 
11 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 

TOD-Secondary 
TOD-Secondary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
Large TOD 
Large TOD 
Large TOD 
Large TOD 
Large TOD 
Large TOD 
Large TOD 
Large TOD 

200 
200 
21 0 
21 0 
210 
21 0 
210 
21 0 
21 0 
21 0 
21 0 
21 0 
21 0 
210 
300 
300 
300 
300 
300 
300 
300 
300 
300 
300 
300 
300 
320 
320 
320 
320 
320 
320 
320 
320 
320 
320 
320 
320 
420 
420 
420 
420 
420 
420 
420 
420 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

6229 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

107259 
85164 

101 971 
I 0 1  242 
1 10276 

0 
0 
0 
0 
0 
0 
0 
0 

28676 
39409 
2941 1 
38691 

0 
0 
0 
0 
0 
0 
0 
0 
0 

0.831 

0.932 
0.884 
0.888 
0.971 
0.926 

0.902 
0.841 
0.951 
0.792 

6.4 

6.2 
5.7 
4.0 

12.9 
4.6 

3.5 
2.5 
4.8 
1.5 

Seelye Exhibit 13 
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Kentucky Utilities Company 
Regression Coefficients and Statistics 

Year Month Company Description Class HDD65 CDD65 R-sq T-stat 

2009 
2009 
2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 

7 KU 
8 KU 
9 KU 
10 KU 
11 KU 
12 KU 

1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 
10 KU 
I1 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

10 KU 

Large TOD 
Large TOD 
Large TOD 
Large TOD 
RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
Ind Serv - Trans 
Ind Sew - Trans 
Ind Serv - Trans 
Ind Sew - Trans 
Ind Sew - Trans 
Ind Sew - Trans 
Ind Sew - Trans 
Ind Serv - Trans 
Ind Sew - Trans 
Ind Serv - Trans 
Ind Sew - Trans 
Ind Sew - Trans 

420 
420 
420 
420 
600 
600 
600 
600 
600 
600 
600 
600 
600 
600 
600 
600 
620 
620 
620 
620 
620 
620 
620 
620 
620 
620 
620 
620 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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Kentucky Utilities Company 
kWh Adjustments 

Year Month Company Description 

2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 

2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2008 

2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 

2008 

2008 

11 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

10 KU 
11 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

10 KU 
11 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

10 KU 
11 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

10 KU 

Residential 
Residential 
Residential 
Residential 
Residential 
Residential 
Residential 
Residential 
Residential 
Residential 
Residential 
Residential 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
General Service 
AES 
AES 
AES 
AES 
AES 
AES 
AES 
AES 
AES 
AES 
AES 
AES 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 
TOD-Secondary 

Adjustment Adjustment 
Class (MWh) (MWh) 

1 0 0 
1 0 0 
1 0 0 
1 0 0 
1 0 0 
1 0 0 
1 0 0 
1 0 0 
1 0 39880 
1 0 0 
1 0 0 
1 -3107 0 

100 0 0 
100 0 0 
100 0 0 
100 0 0 
100 0 0 
100 0 0 
100 0 0 
100 0 0 

100 0 0 
100 0 0 
100 -272 0 
140 0 0 
140 0 0 
140 0 0 
140 0 0 
140 0 0 
140 0 0 
140 0 0 
140 0 0 
140 0 303 
140 0 0 
140 0 0 
140 -98 0 
200 0 0 
200 0 0 
200 0 0 
200 0 0 
200 0 0 
200 0 0 
200 0 0 
200 0 0 
200 0 350 
200 0 0 
200 0 0 
200 not weather sensitive in winter months 

100 0 3803 

Seelye Exhibit 14 
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Kentucky Utilities Company 
kWh Adjustments 

Adjustment Adjustment 
Year Month Company Description Class (MWh) (MWh) 

2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 

11 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

10 KU 
11 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

I O  KU 
11 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

10 KU 
11 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

I O  KU 

TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TO D-P ri mary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
TOD-Primary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Secondary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
PS-Primary 
Large TOD 
Large TOD 
Large TOD 
Large TOD 
Large TOD 
Large TOD 
Large TOD 
Large TOD 
Large TOD 
Large TOD 
Large TOD 
Large TOD 

270 
21 0 
210 
210 
210 
210 
210 
210 
210 
21 0 
210 
210 
300 not weather sensitive in winter months 
300 not weather sensitive in winter months 
300 not weather sensitive in winter months 
300 not weather sensitive in winter months 
300 not weather sensitive in winter months 
300 not weather sensitive in winter months 
300 0 0 
300 0 0 
300 0 71 38 
300 0 0 
300 0 0 
300 not weather sensitive in winter months 
320 not weather sensitive in winter months 
320 not weather sensitive in winter months 
320 not weather sensitive in winter months 
320 not weather sensitive in winter months 
320 not weather sensitive in winter months 
320 not weather sensitive in winter months 
320 not weather sensitive in winter months 
320 0 0 
320 0 2759 
320 0 0 
320 0 0 
320 not weather sensitive in winter months 
420 
420 
420 
420 
42 0 
420 
420 
420 
420 
420 
420 
420 
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Kentucky Utilities Company 
kWh Adjustments 

Adjustment Adjustment 
Year Month Company Description Class (MWh) (MWh) 

2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2008 
2008 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 

11 KU 
12 KU 
1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

10 KU 
11 KU 
12 KU 

1 KU 
2 KU 
3 KU 
4 KU 
5 KU 
6 KU 
7 KU 
8 KU 
9 KU 

10 KU 

RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
RTS 
Ind Sew - Trans 
Ind Sew - Trans 
Ind Sew - Trans 
Ind Sew - Trans 
Ind Serv - Trans 
Ind Serv - Trans 
Ind Sew - Trans 
Ind Serv - Trans 
Ind Serv - Trans 
Ind Sew - Trans 
Ind Sew - Trans 
Ind Sew - Trans 

600 
600 
600 
600 
600 
600 
600 
600 
600 
600 
600 
600 
620 
620 
620 
620 
620 
620 
620 
620 
620 
620 
620 
620 
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KENTUCKY IJTILITIES COMPANY 
Adjustment to Reflect Weather Normalized Electric Sales Margins 

12 Months Ended October 3 1,2009 

(1) (2) 
kilowatt-Hour 
Adjustment to 

(3) (4) 

Revenue 
HDD65 AND CDD65 Usage Energy Rate Revenue Adjustment Adjustment 

(2) * (1) (3)  

Residential Rate RS 36,773,000 0.06425 $ 2,362,665 $ 2,362,665 

General Service Rate GS 3,53 1,000 0.07485 $ 264,295 $ 264,295 

AI1 Electric School AES 205,000 0.06173 $ 12,655 $ 12,655 

Power Service PS 
Secondary 
Primary 

Time-of-Day Service TOD 
Secondary 
Primary 

9,897,000 $ 335,112 $ 335,112 
7,138,000 0.03386 $ 24 1,693 
2,759,000 0.03386 $ 93,420 

350,000 $ 
350,000 0.03386 $ 

0.03386 $ 

Large Time-of-Day Service LTOD 0.03386 $ 

Retail Transmission Service RTS 0.03386 $ 

Industrial Service IS 
Primary 
Transmission 

$ 
0.03386 $ 
0.02930 $ 

Total 50,756,000 $ 

Expenses (variable only) 50,756,000 0.02935 $ 

ADJUSTMENT TO NET OPERATING INCOME BEFORE TAXES 

NOTES: Seasonal Adjustments with Monthly Banding 

11,851 $ 11,851 
11,851 

- $  

- $  

2,986,579 $ 2,986,579 

1,489,506 $ 1,489,506 

$ 1,497,073 

Seelye Exhibit 15 
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Kentucky Utilities 
Base Fuel Cost and Variable O&M Expenses 
12 Months Ended October 31,2009 

ACCt Description 

512 Maintenance of Boiler Plant 
513 Maintenance of Electric Plant 
514 Maintenance of Misc Steam Plant 
544 Maintenance of Electric Plant - Hydro 
545 Maintenance of Misc Hydro Plant 
558 Duplicate Charge 

Total Variable Prod Expenses 

Total Sales 

Variable O&M Expenses per kWh 

FAC Base 

Total 

Test-Y ea r 
Expenses 

28,049,838 
9,932,918 
1,268,543 

85,854 
5,088 

39,342,24 1 

21,779,331,841 

0.001 81 

0.02754 

0.02935 

Seelye Exhibit 15 
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LOUISVILLE GAS AND ELECTRIC COMPANY AND KENTUCKY UTILITIES COMPANY 
Assignment of Production and Transmission Demand-Related Costs 
Based on the 12 Months Ended October 31,2009 

Combined System Demands 

Minimum System Demand 
Winter System Peak Demand 
Summer System Peak Demand 

Assignment of Production and Transmission 
Demand-Related Costs to the Costinq Periods 

Non-Time-Differentiated Capacitv Costs 

2,287 
6,555 
6,367 

1. Minimum System Demand 

2. Maximum System Demand 

3. Non-Time-Differentiated Capacity Factor (Line I/Line 2) 

4. Non-Time-Differentiated Cost (Line 3) 

Summer Peak Period Costs 

5. Maximum Summer System Demand 

2,287 

6,555 

0.3489 

34.89% 

6,367 

6. Intermediate Peak Period Capacity Factor (Line 5/Line2 - Line 3) 0.6224 

7. Winter Peak Period Hours 2,416 

8. Summer Peak Period Hours 

9. Total Summer and Winter Peak Period Hours (Line 7 + Line 8) 

I O .  Summer Peak Period Costs (Line 7lLine 9 x Line 6) 

1,308 

3,724 

21.86% 

Winter Peak Period Costs 

11. Peak Capacity Factor (1 .OOOO - Line 3 - Line 6) 

12. Winter Peak Period Costs (Line 11 + Line 8/Line 9 x Line 6) 

0.0287 

43.25% 

Seelye Exhibit 17 
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