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Jeff DeRouen, Executive Director State Regulation and Rates
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Frankfort, Kentucky 40602 JUN »01 2011 Robert M. Conroy
PUBLIC SERVICE by

June 1, 2011 COMMISSION F 502-627-3213

robert.conroy@Ige-ku.com

RE:  In the Matter of: The Application of Kentucky Utilities Company for
Certificates of Public Convenience and Necessity and Approval of Its

2011 Compliance Plan for Recovery by Environmental Surcharge
Case No. 2011-00161

Dear Mr. DeRouen:

Enclosed please find an original and ten (10) copies of Kentucky Utilities
Company’s (“KU”) Application and Testimonies in the above-referenced
docket.

This filing includes:

e KU’s Application,

e Statutory Notice,

e Certificate of Notice,

e Lonnie E. Bellar’s Testimony,

o John N. Voyles’s Testimony and Exhibits,

e Gary H. Revlett’s Testimony and Exhibits,

e Charles R. Schram’s Testimony and Exhibits,
e Shannon L. Charnas’s Testimony, and

e Robert M. Conroy’s Testimony and Exhibits.

The original and each copy of KU’s application and testimony contains a CD
holding an electronic copy of Exhibit GHR-1 through Exhibit GHR-4 and the
Appendices to Exhibit INV-2. These exhibits are provided electronically due to
the volume of the material.
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Mr, Jeff DeRouen
June 1, 2011

Should you have any questions concerning the enclosed, please do not hesitate
to contact me. If you receive any requests for copies of the attached
document(s), please refer the same to me directly; I will promptly provide such
copies upon request.

Sincerely,
Robert M. Conroy

cc: Hon. Dennis G. Howard
Hon. Michael L. Kurtz
Hon. Kendrick R. Riggs
Hon. Allyson K. Sturgeon
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COMMONWEALTH OF KENTUCKY

In the Matter of: JUN 01 2011
THE APPLICATION OF KENTUCKY UTILITIES) PUBLIC SERVICE
COMPANY FOR CERTIFICATES OF PUBLIC ) COMMISSION
CONVENIENCE AND NECESSITY AND )

APPROVAL OF ITS 2011 COMPLIANCE PLAN ) CASE NO. 2011-00161
FOR RECOVERY BY ENVIRONMENTAL )
SURCHARGE )

APPLICATION

Kentucky Utilities Company (“KU”), pursuant to KRS 278.020(1), KRS 278.183, and
807 KAR 5:001 Sections 8 and 9, hereby petitions the Kentucky Public Service Commission
(“Commission”) by application to issue an order granting KU Certificates of Public Convenience
and Necessity (“CPCN”) for the construction of Particulate Matter Control Systems to serve all
the generating units at the E.W. Brown Generating Station (“Brown™) and the Ghent Generating
Station (“Ghent™), and approving an amended compliance p.lan for purposes of recovering thé
costs of new pollution control facilities through its Environmental Surcharge tariff (“2011
Environmental Compliance Plan). These érojects are required to comply with the federal Clean
Air Act as amended (“CAAA”), the proposed Clean Air Transport Rule (“CATR”), the proposed
national emission standards for hazardous air pollutants (“HAPs Rule”), the Resource
Conservation and Recovery Act (‘RCRA”), and other environmental requirements that apply to
KU facilities used in the production of energy from coal, including the U.S. Environmental
Protection Agency’s (“EPA’s™) proposed regulation concerning the storage of coal combustion
residuals (“CCRs”). In support of this Application, KU states as follows:

1. Address: The Applicant’s full name and business address is: Kentucky Utilities

Company, One Quality Street, Lexington, Kentucky 40507. KU’s mailing address is Kentucky




Utilities Company c/o Louisville Gas and Electric Company, Post Office Box 32010, 220 West

Main Street, Louisville, Kentucky 40232.

2. Articles of Incorporation: A certified copy of KU’s current Articles of

Incorporation are on file with the Commission in Case No. 2010-00204, In the Matter of: Joint
Application of PPL Corporation, E.ON AG, E.ON U.S. Investments Corp., E.ON U.S. LLC,
Louisville Gas and Electric Company, and Kentucky Utilities Company for Approval of an
Acquisition of Ownership and Control of Utilities, filed on May 28,2010, and is incorporated by
reference herein pursuant to 807 KAR 5:001, Section 8(3).

3. KU is a public utility, as defined in KRS 278.010(3)(a), engaged in the electric
business. KU generates and purchases electricity, and distributes and sells electricity at retail in

the following Kentucky counties:

Adair Edmonson Jessamine Ohio
Anderson Estill Knox Oldham
Ballard Fayette Larue Owen
Barren Fleming Laurel Pendleton
Bath Franklin Lee Pulaski
Bell Fulton Lincoln Robertson
Bourbon Gallatin Livingston Rockcastle
Boyle Garrard Lyon Rowan
Bracken Grant Madison Russell
Bullitt Grayson Marion Scott
Caldwell Green Mason Shelby
Campbell Hardin McCracken Spencer
Carlisle Harlan McCreary Taylor
Carroll Harrison McLean Trimble
Casey Hart Mercer Union
Christian Henderson Montgomery Washington
Clark Henry Mubhlenberg Webster
Clay Hickman Nelson Whitley
Crittenden Hopkins Nicholas Woodford
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Request for Certificates of Public Convenience and Necessity

4. KU proposes to build a Particulate Matter Control System to serve each of the
three generating units at Brown and the four generating units at Ghent. Each Particulate Matter
Control System comprises a pulse-jet fabric filter (“baghouse™) to capture particulate matter, a
Powdered Activated Carbon (“PAC”) injection system to capture mercury, and a lime injection
system to protect the baghouse from the corrosive effects of sulfuric acid mist (“SAM”™). These
Particulate Matter Control Systems will be similar to the baghouse (including the SAM
mitigation and PAC injection systems) installed at Trimble County Unit 2 (“TC2”) as part of its
overall air quality control system (which the Commission approved as part of KU’s 2006 Plan).!

5. Statement of Need (807 KAR 5:001 § 9(2)(a)): In support of KU’s contention

that the public convenience and necessity requires the proposed construction of Particulate
Matter Control Systems to serve all units at Brown and Ghent, KU states that on March 16, 2011,
the EPA proposed the HAPs Rule to regulate certain emissions from coal- and oil-fired electric
utility steam generating units. The EPA is under a court order to finalize the HAPs Rule by
November 16, 2011. The proposed HAPs Rule standards establish numerical emission limits for
many hazardous air pollutants, particularly mercury, based upon the emissions reduction
currently achieved by the best-performing 12% of units. Barring an unprecedented intervention
by the President of the United States to grant a one-year-compliance extension, KU will have to
be in full compliance with the HAPs Rule no later than November 16, 2015 (assuming the final
rule is timely issued).

In addition, the lime injection components of the Brown Particulate Matter Control

Systems will help to meet the Title V SAM-emissions requirement for Brown that arose from an

" In the Matter of: The Application, of Louisville Gas and Electric Company for Approval of Its 2006 Compliance Plan for
Recovery by Environmental Surcharge, Case No. 2006-00208, Order at 19 (Dec. 21, 2006).




EPA enforcement action. Likewise, the lime injection components of the Ghent Particulate
Matter Control Systems will help to respond to certain EPA enforcement actions concerning
opacity and Prevention of Significant Deterioration rules concerning Ghent.
Building these Particulate Matter Control Systems is the most cost-effective means of
complying with the HAPs Rule, and will help to meet the EPA-imposed SAM-related emissions
restrictions at Brown and Ghent. |

6. Description of Proposed Construction (807 KAR 5:001 8§ 9(2)¢)): KU is

requesting a CPCN to construct a Particulate Matter Control System at each of the Brown and
- Ghent units (i.e., KU is requesting a total of seven CPCNs). (Particulate Matter Control Systems
are described in Paragraph 4 above.) Each Particulate Matter Control System qualifies as “new”
construction that requires prior approval from the Commission under KRS 278.020. The
Environmental Air Compliance Strategy Summary for Kentucky Utilities Company and
Louisville Gas and Electric Company, attached to the testimony of John N. Voyles as Exhibit
JNV-2, contains the engineering work papers related to this construction.

KU proposes to begin installing the Particulate Matter Control Systems at Brown in early
2012, and the work should be complete by the end of 2014 for Units 1 and 2, and mid-2015 for
Unit 3. KU proposes to begin installing the Ghent Particulate Matter Control Systems in mid-
2012, and the work should be complete by mid-2014 for Unit 1, late 2014 for Unit 2, and late
2015 for Units 3 and 4.

There are no utilities, corporations, or persons with whom the proposed new construction

is likely to compete.

7. Permits or Franchises (807 KAR 5:001 § 9(2)(b)): As discussed in the téstimony

of Gary H. Revlett, KU will submit to the Kentucky Natural Resources and Environmental




Protection Cabinet Division for Air Quality a request to modify existing Title V operating
permits to reflect the installation of the proposed Particulate Matter Control Systems at Brown
and Ghent. KU will file applications for Title V permit changes by this fall, and will file a copy
of the applications with the Commission when they are available. KU will also seek any

applicable construction permits.

8. Area Maps (807 KAR 5:001 § 9(2)(d)): The required area maps showing the
location where KU proposes to build each of the Particulate Matter Control Systems are attached

as Application Exhibit 2.

9. Financing Plans (807 KAR 5:001 § 9(2)(e)): The total projected capital cost of
these facilities at Brown is $344 million: $109 million for Unit 1, $118 million for Unit 2, and
$117 million for Unit 3.

The total projected capital cost of these facilities at Ghent is $691 million: $157 million
for Unit 1, $165 million for Unit 2, $191 million for Unit 3, and $178 million for Unit 4.

KU’s proposed financing of such costs is discﬁssed in the prepared direct testimony of
Lonnie E. Bellar.

10. Estimated Cost of Operation (807 KAR 5:001 § 9(2)(D): The estimated annual

cost of operations of the proposed construction is shown on page 2 of Exhibit INV-1 to Mr.
Voyles’s testimony.

11.  The HAPs Rule’s tight compliance deadline, the need to arrange construction
reasonably around unit outage schedules, and the high industry-wide demand to build similar
facilities resulting from the HAPs Rule all necessitate KU’s taking quick but carefully analyzed
action in response to these new requirements. KU therefore respectfully asks the Commission to

issue the requested CPCNs on December 1, 2011, to permit KU to obtain the best pricing



possible under the current market conditions and to attempt to obtain construction contracts that
will ensure the maximum timely compliance that is prudently and reasonably feasible.

Request for Approval of KU’s 2011 Environmental Compliance Plan for Recovery by

Environmental Surcharge

12.  This Application and supporting testimony and exhibits are available for public
inspection at each KU office where bills are paid. The Company is giving notice to the public of
the proposed assessment thi'ough its existing environmental surcharge tariff for the recovery of
the costs of 2011 Environmental Compliance Plan by newspaper publication and through a bill
insert in monthly billings to its customers. The Company is also posting this Application on its

website (http://www.lge-ku.com). An initial Certificate of Notice and Publication is filed with

this Application. A Certification of Completed Notice and Publication will be filed with the
Commission upon the completion of this notice.

13.  Pursuant to KRS 278.183, KU is “entitled to the current recovery of its costs of
complying with the Federal Clean Air Act as amended and those federal, state, or local
environmental requirements which apply to coal combustion wastes and byproducts from
facilities utilized for production of energy from coal in accordance with the utility's compliance
plan.”

14. KU is adding two new projects and amending another. The new projects will
enable KU’s Brown and Ghent Generating Stations to comply with the Clean Air Act and other
current and proposed environmental laws, regulations, and enforcement actions. The amended
project will allow the main CCR storage facility at Brown to comply with proposed new

regulations under the RCRA and other applicable laws and regulations. The environmental

regulations creating the need for these new and additional projects are specifically shown in the
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2011 Environmental Compliance Plan, which is attached to this Application (Application Exhibit

1) and to the testimony of Mr. Voyles as Exhibit JNV-1. Mr. Revlett’s testimony presents KU’s

evidence concerning the applicable regulatory requirements, and ‘Mr. Voyles’s testimony

explains how the pollution control facilities satisfy those regulatory requirements. The pollution

control projects included in the 2011 Environmental Compliance Plan are:

a.

Amendment to Project 29 (Brown CCR Storage Landfill): Convert the
main Brown Ash Pond from wet to dry storage;

Project 34 (Brown): Build Particulate Matter Control Systems for all units;
add separate SAM mitigation systems to Units 1 and 2 (a separate SAM
mitigation system is already being added to Unit 3, which was part of
KU’s 2009 Plan (Project 28));

Project 35 (Ghent): Build Particulate Matter Control Systems for all units;
add a separate SAM mitigation system to Unit 2 and modify the existing
separate SAM mitigation systems on Units 1, 3, and 4; and modify
systems on Units 1, 3, and 4 to expand the generating-unit-operating range
at which the selective catalytic reduction (“SCR”) systems on those units

can operate efficiently.

The total capital cost of these new projects to the Compliance Plan is estimated to be $1.1

billion.

As described in Robert M. Conroy’s testimony, KU proposes to report the SAM-sorbent-

O&M costs of Brown Unit 3’s separate SAM mitigation system (when it goes into service) as

part of Project 34’s SAM-sorbent-O&M costs. Similarly, KU proposes to report the SAM-




sorbent-O&M costs of Ghent Units 1, 3, and 4’s existing SAM mitigation systems as part of

Project 35°s SAM-sorbent-O&M costs.

15.

A detailed summary of the facts and compliance requirements supporting this

Application is set forth in the direct testimony and exhibits of the Company’s witnesses:

The testimony of Lonnie E. Bellar, Vice President, State Regulation and Rates,
presents an overview of KU’s environmental surcharge plan and supporting
testimony, and requests the recovery of an overall rate of return that includes a
10.63% return on common equity. His testimony also states the reasons KU is
seeking CPCNs for certain ECR projects, the reasons for requesting the projects
themselves, and how KU plans to finance the projects.

John N. Voyles, Vice President, Transmission and Generation Services, presents
testimony that describes the engineering and construction aspects of the projects
in KU’s 2011 Plan, and the operations and maintenance costs and savings for the
projects. Mr. Voyles sponsors the 2011 Plan and the Environmental Air
Compliance Strategy Summary for Kentucky Utilities Company and Louisville
Gas and Electric Company.

Gary H. Revlett, Director, Environmental Affairs, presents testimony discussing
the environmental regulations that necessitate KU’s 2011 Plan. Mr. Revlett
describes the pertinent statutes, rules, or regulations requiring KU to take action.
Charles R. Schram, Director, Energy Planning, Analysis and Forecasting, presents
testimony on the cost-effectiveness of the projects in KU’s 2011 Plan, and

presents as exhibits the cost-benefit studies KU performed.




16.

Shannon L. Charnas, Director, Accounting and Regulatory Reporting, presents
testimony affirming that the costs for which KU is seeking recovery through its
Environmental Surcharge tariff are not included in base rates, and describes the
accounting associated with the projects in KU’s 2011 Plan, all consistent with the
Commission’s prior orders.

Robert M. Conroy, Director, Rates, pl;esents KU’s proposed Electric Rate
Schedule ECR and corresponding monthly reporting requirements, and presents
testimony affirming that the calculation of KU’s environmental surcharge will
comply with all previous Commission Orders. Mr. Conroy also presents the
revisions to the monthly ECR reporting forms that KU proposes, and explains
why the revisions to the forms are appropriate. In addition, Mr. Conroy discusses
the bill impact on KU’s customers.

KU is proposing some minor clarifying changes to its Environmental Cost

Recovery Surcharge tariff, P.S.C. No. 15, Original Sheet No. 87, Adjustment Clause ECR, but no

substantive changes to the terms or conditions thereof. KU is filing its Environmental Cost

Recovery Surcharge tariff, attached as Application Exhibit 3, for the purpose of obtaining the

Commission’s approval of the recovery of the costs of 2011 Environmental Compliance Plan by

the proposed assessment through this tariff. In accordance with KRS 278.183(2), the ECR tariff

has an-issue date of June 1, 2011, and is proposed to be effective on December 1, 2011.

Therefore, bills issued on and after January 31, 2012, will reflect the revised environmental

surcharge beginning with the expense month of December 2011 (i.e., beginning with the expense

month six months after the filing of this Application).




WHEREFORE, Kentucky Utilities Company respectfully asks the Commission to enter
an order on December 1, 2011: (1) granting KU Certificates of Public Convenience and
Necessity to permit the construction of Particulate Matter Control Systems to serve all Brown
and Ghent units; (2) approving the new and amended projects to KU’s Compliance-Plan for
purposes of recovering the costs of the projects through the environmental surcharge mechanism,;
(3) approving the proposed environmental surcharge tariff for the recovery of the costs of 2011
Environmental Compliance Plan effective for bills rendered on and after January 31, 2012 (i.e.,
beginning with the expense month of December 2011); (4) approving the proposed ES monthly
filing forms; (5) approving the recovery of the overall rate of return requested herein, including
the return on equity therein; and (6) granting such other relief as KU may be entitled under law.

Dated: June 1, 2011 Respectfully submitted,

Mml&m

Kendrick R/ Riggs

W. Duncan Crosby 111

Stoll Keenon Ogden PLLC
2000 PNC Plaza

500 West Jefferson Street
Louisville, Kentucky 40202
Telephone: (502) 333-6000

Allyson K. Sturgeon

Senior Corporate Attorney

LG&E and KU Services Company
220 West Main Street

Louisville, Kentucky 40202
Telephone: (502) 627-2088

Counsel for Kentucky Utilities Company
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CERTIFICATE OF SERVICE

The undersigned hereby certifies that a true and correct copy of the foregoing Application
was served on the following persons on the 1st day of June 2011, U.S. mail, postage prepaid:

Dennis G. Howard 11 Michael L. Kurtz

Lawrence W. Cook Boehm, Kurtz & Lowry

Assistant Attorneys General 36 East Seventh Street, Suite 1510
Office of the Attorney General Cincinnati, OH 45202

Office of Rate Intervention
1024 Capital Center Drive, Suite 200
Frankfort, KY 40601-8204

(Lo Dt con

Counsel forKentucky Utilities Company




Statutory Notice



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

THE APPLICATION OF KENTUCKY UTILITIES)
COMPANY FOR CERTIFICATES OF PUBLIC )
CONVENIENCE AND NECESSITY AND )
APPROVAL OF ITS 2011 COMPLIANCE PLAN ) CASE NO. 2011-00161
FOR RECOVERY BY ENVIRONMENTAL )
SURCHARGE )

STATUTORY NOTICE

Kentucky Utilities Company (“KU™), by counsel, informs the Kentucky Public Service
Commission (“Commission”) that it is engaged in business as an operating public utility,
principally furnishing retail electric service within 77 counties throughout the Commonwealth of
Kentucky.

Pursuant to KRS 278.183, and as required, KRS 278,020(1), KU hereby gives notice to
the Commission that, on this 1st day of June 2011, it files herewith its application to issue an
order graﬁting KU Certificates of Public Convenience and Necessity for the construction of
baghouses with powdered activated carbon injection and lime injection systems at all Brown and
Ghent Units, and approving an amended compliance plan for purposes of recovering the costs of
new pollution control facilities through its Rate Schedule ECR.

Notice is further given that KU proposes to adjust its Rate Schedule ECR effective
December 1, 2011, for purposes of recovering the costs of 2011 Environmental Compliance Plan
by an increased assessment to customers’ bills beginning on January 31, 2012 in conformity with

the attached schedule.




Submitted to the Commission this 1st day of June 2011.

Respectfully submitted, M

Kendrick R.Riggs

W. Duncan Crosby III

Stoll Keenon Ogden PLLC
2000 PNC Plaza

500 West Jefferson Street
Louisville, Kentucky 40202
Telephone: (502) 333-6000

Allyson K. Sturgeon

Senior Corporate Attorney

LG&E and KU Services Company
220 West Main Street

Louisville, Kentucky 40202
Telephone: (502) 627-2088

Counsel for Kentucky Utilities Company




CERTIFICATE OF SERVICE

The undersigned hereby certifies that the original and ten copies of the foregoing
Statutory Notice was filed with the Kentucky Public Service Commission and a true and correct
copy of the same was served on the following persons on the 1st day of June 2011, U.S. mail,
postage prepaid:

Dennis G. Howard II Michael L. Kurtz

Lawrence W. Cook Boehm, Kurtz & Lowry

Assistant Attorneys General ‘ 36 East Seventh Street, Suite 1510
Office of the Attorney General Cincinnati, OH 45202

Office of Rate Intervention
1024 Capital Center Drive, Suite 200
Frankfort, K'Y 40601-8204

OJMMQW

Counsel for Kentucky Utilities Company




Kentucky Utilities Company

P.S.C. No. 15, First Revision of Original Sheet No. 87
Canceling P.S.C. No. 15, Original Sheet No. 87

Adjustment Clause ECR

Environmental Cost Recovery Surcharge

APPLICABLE
In ail territory served.

AVAILABILITY OF SERVICE
This schedule is mandatory to all Standard Electric Rate Schedules listed in Section 1 of the
General Index except CTAC and Special Charges, all Pilot Programs listed in Section 3 of the
General Index, and the FAC and DSM Adjustment Clauses.

RATE '
The monthly billing amount under each of the schedules to which this mechanism is applicable,
including -the fuel clause and demand-side management cost recovery mechanisms, shall be
increased or decreased by a percentage factor calculated in accordance with the following
formula.

Jurisdictional Environmental Surcharge Billing Factor = E(m)/R(m)

As set forth below, E(m) is the jurisdictional total of each approved environmental compliance plan
revenue requirement of environmental compliance costs for the current expense month and R(m) is
the revenue for the current expense month.

DEFINITIONS
1) Forall Plans, E(m) = [(RB/12) (ROR + (ROR - DR) (TR / (1 = TR))] + OE — BAS + BR

a) RBis the Total Environmental Compliance Rate Base.

b) ROR is the Rate of Return on Environmental Compliance Rate Base, designated as the
overall rate of return [cost of short-term debt, long-term debt, preferred stock, and
common equityl.

c) DR is the Debt Rate [cost of short-term debt, and long-term debt].

d) TR isthe Composite Federal and State Income Tax Rate.

e) OE is the Operating Expenses [Depreciation and Amortization Expense, Property Taxes,
Emission Allowance Expense and O&M expense adjusted for the Average Month
Expense already included in existing rates]. Includes operation and maintenance
expense recovery authorized by the K.P.S.C. in all approved ECR Plan proceedings.

f) BAS is the total proceeds from by-product and allowance sales.

g) BR is the operation and maintenance expenses, and/or revenues if applicable,
associated with Beneficial Reuse.

h) Plans are the environmental surcharge compliance plans submitted to and approved by
the Kentucky Public Service Commission pursuant to KRS 278.183.

2) Total E(m) (sum of each approved environmental compliance plan revenue requirement) is
multiplied by the Jurisdictional Allocation Factor and reduced by current expense month ECR
revenue collected through base rates to arrive at the Net Jurisdictional E(m).

3) The revenue R(m) is the average monthly base revenue for the Company for the 12 months
ending with the current expense month. Base revenue includes the customer, energy and
demand charge for each rate schedule to which this mechanism is applicable and automatic
adjustment clause revenues for the Fuel Adjustment Clause and the Demand-Side
Management Cost Recovery Mechanism as applicable for each rate schedule.

4) Current expense month (m) shall be the second month preceding the month in which the
Environmental Surcharge is billed.

Date of Issue: June 1, 2011
Date Effective: December 1, 2011
Issued By: Lonnie E. Bellar, Vice President, State Regulation and Rates, Lexington, Kentucky

-




Certificate of Notice



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION
In the Matter of:

THE APPLICATION OF KENTUCKY UTILITIES)
COMPANY FOR CERTIFICATES OF PUBLIC )

CONVENIENCE AND NECESSITY AND )

- APPROVAL OF ITS 2011 COMPLIANCE PLAN ) CASE NO. 2011-00161
FOR RECOVERY BY ENVIRONMENTAL )
SURCHARGE )

CERTIFICATE OF NOTICE AND PUBLICATION

Pursuant to the Kentucky Public Service Commission’s Rules Governing Tariffs effective
August 4, 1984, I hereby certify that I am Lonnie E Bellar, Vice President, State Regulation and
Rates, for Kentucky Utilities Company (“KU” or “Company”), a utility furnishing retail electric
service within the Commonwealth of Kentucky, which, on the 1st day of June 2011, will file an
application to issue an order granting KU Certificates of Public Convenience and Necessity for
the construction of baghouses with powdered activated carbon injection and lime injection
systems at all Brown and Ghent Units, and approving an amended compliance plan for purposes
of recovering the costs of new pollution control facilities through its Rate Schedule ECR as
required by KRS 278.183, and as applicable KRS 278,020(1).

In connection with its application, on the first day of June, 2011, KU will issue and file
its proposed Rate Schedule ECR, P.S.C. No. 15, First Revision of Original Sheet No. 87,
effective December 1, 2011, for purposes of recovering the costs of 2011 Environmental
Compliance Plan by an increased assessment to customers’ bills beginning on January 31, 2012,

and that notice to the public of the issuing of the same is being given as follows:




On the 1st day of June 2011, the same will be delivered for exhibition and public

inspection at the offices and places of business of the Company in the territory affected thereby,

to-wit, at the following places:

Barlow London
Campbellsville Maysville
Carrollton Middlesboro
Danville Morehead
Earlington Morganfield
Eddyville Mt. Sterling
Elizabethtown Paris
Georgetown Richmond
Greenville Shelbyville
Harlan Somerset
Lexington Versailles
Winchester

and that the same will be kept open to public inspection at said offices and places of business in
conformity with th¢ requirements of 807 KAR 5:011, Section 8.

I further certify that more than twenty (20) customers will be affected by said change by
way of an iﬁcrease in their bills, and that on the 13th day of May 2011, there was delivered to the
Kentucky Press Association, an agency that acts on behalf of newspapers of general circulation
throughout the Commonwealth of Kentucky in which customers affected reside, for publication
therein once a week for three consecutive weeks beginning the week of May 25, 2011, a notice
of the filing of KU’s application, a copy of said notice being attached hereto as Appendix A. A
certificate of publication of said notice will be furnished to the Kentucky Public Service
Commission upon completion of same pursuant to 807 KAR 5:011, Sections 8 and 15.

In addition, Kentucky Utilities Company will include a general statement explaining the
application in this case with the bills for its Kentucky retail customers during the course of the
Company’s regular monthly billing cycle beginning on May 31, 2011, a copy of said notice

being attached hereto as Appendix B.



A copy of the application will also be posted on Kentucky Utilities Company’s website

(http://www.lge-ku.com) beginning on June 1, 2011.

Fonnie E. Bellar
Vice President, State Regulation and Rates
Kentucky Utilities Company

220 West Main Street

Louisville, Kentucky 40202

Subscribed and sworn to before me, a Notary Public in and before said County and State,

L1 wbblrgess

INogary P ub%

this 31st day of May 2011.

My Commission Expires:

QI“IQO/)\

¥ |3
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APPENDIX A



NOTICE TO CUSTOMERS OF
KENTUCKY UTILITIES COMPANY

RECOVERY BY ENVIRONMENTAL SURCHARGE OF KENTUCKY UTILITIES
COMPANY’S 2011 ENVIRONMENTAL COMPLIANCE PLAN

PLEASE TAKE NOTICE that on June 1, 2011, Kentucky Utilities Company
(“KU”) will file with the Kentucky Public Service Commission (“Commission™) in Case
No. 2011-00161, an Application pursuant to Kentucky Revised Statute 278.183 for
approval of an amended compliance plan (“KU’s 2011 Environmental Compliance Plan”)
for the purpose of recovering the capital costs and operation and maintenance costs
associated with new pollution control facilities through an increase in the environmental
surcharge on customers® bills beginning January 31, 2012 under KU’s existing Electric
Rate Schedule ECR, also known as the environmental cost recovery surcharge.

Federal, state, and local environmental regulations require KU to build and
upgrade equipment and facilities to operate in an environmentally sound manner.
Specifically, KU is seeking Commission approval of Certificates of Public Convenience
and Necessity (“CPCN”) to construct new Particulate Matter Control Systems to serve all
units at the Ghent Generating Station in Ghent, Kentucky, and to serve all units at the
E.W. Brown Generating Station in Burgin, Kentucky, to comply with the national
emissions standards for hazardous air pollutants proposed by the U.S. Environmental
Protection Agency (“EPA”). The Particulate Matter Control Systems are also being
installed to comply with EPA-imposed sulfuric acid mist and opacity requirements.
Additionally, KU is seeking recovery of costs associated with these environmental
projects, which are necessary for compliance with the federal Clean Air Act, the federal
Resource Conservation and Recovery Act, and other current or proposed environmental
laws and regulations, and enforcement actions. These additional projects primarily relate
to installing Particulate Matter Control Systems to serve all units at the Ghent Generating
Station, installing Particulate Matter Control Systems to serve all units at the E.W. Brown
Generating Station, converting the main coal combustion residuals treatment basin at the
E.W. Brown Generating Station to a landfill and other pollution control facilities. The
capital cost of the new pollution control facilities for which KU is seeking recovery at
this time is estimated to be $1.1 billion. Additional operation and maintenance expenses
will be incurred for these projects and are costs that KU is requesting to recover through
the environmental surcharge in its application.

The impact on KU’s customers is estimated to be a 1.5% increase in 2012 with a
maximum increase of 12.2% in 2016. For a KU residential customer using 1,000
kilowatt hours per month, the initial monthly increase is expected to be $1.13 during
2012, with the maximum monthly increase expected to be $9.46 during 2016.

The Environmental Surcharge Application described in this Notice is proposed by
KU. However, the Public Service Commission may issue an order modifying or denying
KU’s Environmental Surcharge Application. Such action may result in an environmental
surcharge for consumers other than the environmental surcharge described in this Notice.

Any corporation, association, body politic or person may, by motion within thirty
(30) days after publication, request leave to intervene in Case No. 2011-00161. That
motion shall be submitted to the Public Service Commission, 211 Sower Blvd., P.O. Box




615, Frankfort, Kentucky, 40602, and shall set forth the grounds for the request including
the status and interest of the party. Intervenors may obtain copies of the Application and
testimony by contacting Kentucky Utilities Company at 220 West Main Street,
Louisville, Kentucky, 40202, Attention: Lonnie E. Bellar, Vice President, State
Regulation and Rates. A copy of the Application and testimony will be available for
public inspection on KU’s website (http:/www.lge-ku.com) and at KU’s offices where
bills are paid after June 1, 2011.
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Dear KU Customer:

To comply with existing and new federal environmental laws and regulations, KU must
continue to invest in additional pollution control facilities. Currently, KU is seeking
Kentucky Public Service Commission (“KPSC”) approval to build additional pollution
control facilities. Following KPSC approval, the actual costs associated with the
pollution control facilities would be passed on to retail customers through the existing
Environmental Surcharge billing factor. KU estimates that the initial impact would be an
increase in the environmental surcharge of $1.13 per month for a residential customer
using 1,000 kilowatt hours (kWh) per month. The announcement below is included to
comply with KPSC regulations regarding notice of tariff changes to customers. If
approved as filed, this change in rates will be included on customer bills no sooner than
January 31, 2012.

NOTICE TO CUSTOMERS OF
KENTUCKY UTILITIES COMPANY

RECOVERY BY ENVIRONMENTAL SURCHARGE OF KENTUCKY UTILITIES
COMPANY’S 2011 ENVIRONMENTAL COMPLIANCE PLAN

PLEASE TAKE NOTICE that on June 1, 2011, Kentucky Utilities Company
(“KU”) will file with the Kentucky Public Service Commission (“Commission”) in Case
No. 2011-00161, an Application pursuant to Kentucky Revised Statute 278.183 for
approval of an amended compliance plan (“KU’s 2011 Environmental Compliance Plan”)
for the purpose of recovering the capital costs and operation and maintenance costs
associated with new pollution control facilities through an inctease in the environmental
surcharge on customers’ bills beginning January 31, 2012 under KU’s existing Electric
Rate Schedule ECR, also known as the environmental cost recovery surcharge.

Federal, state, and local environmental regulations require KU to build and
upgrade equipment and facilities to operate in an environmentally sound manner.
Specifically, KU is seeking Commission approval of Certificates of Public Convenience
and Necessity (“CPCN”) to construct new Particulate Matter Control Systems to serve all
units at the Ghent Generating Station in Ghent, Kentucky, and to serve all units at the
E.W. Brown Generating Station in Burgin, Kentucky, to comply with the national
emissions standards for hazardous air pollutants proposed by the U.S. Environmental
Protection Agency (“EPA”). The Particulate Matter Control Systems are also being
installed to comply with EPA-imposed sulfuric acid mist and opacity requirements.
Additionally, KU is seeking recovery of costs associated with these environmental
projects, which are necessary for compliance with the federal Clean Air Act, the federal
Resource Conservation and Recovery Act, and other current or proposed environmental
laws and regulations, and enforcement actions. These additional projects primarily relate
to installing Particulate Matter Control Systems to serve all units at the Ghent Generating
Station, installing Particulate Matter Control Systems to serve all units at the E.W. Brown
Generating Station, converting the main coal combustion residuals treatment basin at the
E.W. Brown Generating Station to a landfill and other pollution control facilities. The
capital cost of the new pollution control facilities for which KU is seeking recovery at
this time is estimated to be $1.1 billion. Additional operation and maintenance expenses
will be incurred for these projects and are costs that KU is requesting to recover through
the environmental surcharge in its application.




The impact on KU’s customers is estimated to be a 1.5% increase in 2012 with a
maximum increase of 12.2% in 2016. For a KU residential customer using 1,000
kilowatt hours per month, the initial monthly increase is expected to be $1.13 during
2012, with the maximum monthly increase expected to be $9.46 during 2016.

The Environmental Surcharge Application described in this Notice is proposed by
KU. However, the Public Service Commission may issue an order modifying or denying
KU’s Environmental Surcharge Application. Such action may result in an environmental
surcharge for consumers other than the environmental surcharge described in this Notice.

Any corporation, association, body politic or person may, by motion within thirty
(30) days after publication, request leave to intervene in Case No. 2011-00161. That
motion shall be submitted to the Public Service Commission, 211 Sower Blvd., P.O. Box
615, Frankfort, Kentucky, 40602, and shall set forth the grounds for the request including
the status and interest of the party. Intervenors may obtain copies of the Application and
testimony by contacting Kentucky Utilities Company at 220 West Main Street,
Louisville, Kentucky, 40202, Attention: Lonnie E. Bellar, Vice President, State
Regulation and Rates. A copy of the Application and testimony will be available for
public inspection on KU’s website (http://www.lge-ku.com) and at KU’s offices where
bills are paid after June 1, 2011. :
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KENTUCKY UTILITIES COMPANY
2011 ENVIRONMENTAL COMPLIANCE PLAN

Air Pollutant or Environmental Actual or g;?:; t(e?i) ('E;
Project | Waste/By-Product To Control Facility Generating Station Regulation / Regulatory Environmental Permit* | Scheduled Projected Capital
o * 5 .
Be Controlled Requirement Completion Cost ($Million)
29 Fly & Bottom Ash, | Coal Combustion Residual Storage Landfill . . Division of Waste Mgmt -
Amended Gypsum (conversion from wet to dry storage) Brown Station EPA CCR Regulations Landfill Permit 2014 $58.67 E)
Baghouse with Powdered Activated Carbon Brown Unit 1 2014 $109.22 (E)
NO,, SO;, Hg and Injection (shared Units 1 & 2, Unit 3); . Clean Air Act (1990), PSD Rules, EPA . .
34 Particulate Sulfuric Acid Mist Mitigation (Units 1 and Brown Unit 2 Consent Decree, and HAPS Tile V Permit 2014 $117.65 (E)
2) Brown Unit 3 2015 $116.92 (E)
Ghent Unit 1 2014 $164.21 (E)
Baghouse with Powdered Activated Carbon R 5 $164.55 (E
35 NO,, SO;, Hgand | Injection (All Units), SCR Turn-Down Ghent Unit 2 Clean Air Act (1990), HAPS, CATR, Tile V Permit 2012-2014 55 (E)
Particulate (Unit 1, 3, 4), Sulfuric A.c1d Mist Mitigation Ghent Unit 3 KRS Chapter 224, PSD Rules 2013-2015 $198.01 (E)
(All Units)
Ghent Unit 4 2014-2015 $184.76 (E)
$1,113.99

* Sponsored by Witness Revlett

Page 1 of 2




KENTUCKY UTILITIES COMPANY
2011 ENVIRONMENTAL COMPLIANCE PLAN

Air Pollutant or o
Project | Waste/By-Product Te Control Facility Generating Station Estimated Annual Operations and Maintenance Costs (Through 2020)
Be Controlled
2012 2013 2014 2015 2016 2017 2018 2019 2020
29 Fly & Bottom Ash, | Coal Combustion Residual Storage Landfill .
Amended Gypsum (conversion from wet to dry storage) Brown Station $ - - 2813772| § 2,898,185| § 2,985131| $ 3,074685| $ 3,166925 3,261,9331 § 3,359,791
. . Brown Unit 1 $ - - 2483343| $ 4809,135| § 4905317 $ 5003,424] § 5,103,492 5205,562] § 5,309,673
NO,, SO, Hg and Baghouse with Powdered Activated Carbon
34 ’;mi:;,m Injection (shared Units | & 2, Unit 3); Brown Unit 2 $ - - 5,052,836 $ 6871856] § 7,009293| S 7,1494791 § 7,292,469 7438318] § 7,587,085
Sulfuric Acid Mist Mitigation (Units | and 2)
Brown Unit 3 $ - - -1$ 4687,119|8 7,171,292 $ 7,314718| § 7,461,012 7,610232] § 7,762,437
Ghent Unit | $ - 2,730914| $ 12,899,794 $ 17,179,567| $ 17,523,158} $ 17,873,621 § 18,231,093 18,595,715| $ 18,967,630
Baghouse with Powdered Activated Carbon 3
' NO, SOy, Hgand | Injection (All Units), SCR Turm-Down (Unit Ghent Unit 2 $ 8,692 1,276,696 2,183,254 $ 12,112,005| § 12,354,245 $ 12,501,33? $ 12,853356] § 13,110,424] § 13,372,632
Pasticulate L.3.4) S“lﬁ‘“"“\a;dk’:;‘““""ga“"“("‘“ Ghent Unit 3 $ - 642,953 4721847| § 6363418 § 17,537,222 $ 17,887,966 § 18245725 § 18,610,640| § 18,982,853
Ghent Unit 4 $ - 3,578,918 5256715} $ 5848.876] $ 17,391,503| § 17,739,333| $ 18,094,120| § 18,456,002} $ 18,825,122

Page 2 of 2
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Kentucky Utilities Company
P.S.C. No. 15, First Revision of Original Sheet No. 87
Canceling P.S.C. No. 15, Original Sheet No. 87

Adjustment Clause ECR
Environmental Cost Recovery Surcharge

APPLICABLE
In all territory served.

AVAILABILITY OF SERVICE
This schedule is mandatory to all Standard Electric Rate Schedules listed in Section 1 of the
General Index except CTAC and Special Charges, all Pilot Programs listed in Section 3 of the
General Index, and the FAC and DSM Adjustment Clauses.

-

RATE '

The monthly billing amount under each of the schedules to which this mechanism is applicable,
including the fuel clause and demand-side management cost recovery mechanisms, shall be T
increased or decreased by a percentage factor calculated in accordance with the following

formula. :

Jurisdictional Environmental Surcharge Billing Factor = E(m) / R(m) T

As set forth below, E(m) is the jurisdictional total of each approved environmental compliance plan
revenue requirement of environmental compliance costs for the current expense month and R(m) is
the revenue for the current expense month.

DEFINITIONS
1) For all Plans, E(m) = [(RB/12) (ROR + (ROR ~ DR) (TR /(1 - TR))] + OE — BAS + BR

a) RB is the Total Environmental Compliance Rate Base.

b) ROR is the Rate of Return on Environmental Compliance Rate Base, designated as the
overall rate of return [cost of short-term debt, long-term debt, preferred stock, and
common equity].

¢) DR is the Debt Rate [cost of shori-term debt, and long-term debt].

d) TR is the Composite Federal and State Income Tax Rate.

e) OE is the Operating Expenses [Depreciation and Amortization Expense, Property Taxes,
Emission Allowance Expense and O&M expense adjusted for the Average Month
Expense already included in existing rates]. Includes operation and maintenance
expense recovery authorized by the K.P.S.C. in all approved ECR Plan proceedings. T

f) BAS is the total proceeds from by-product and allowance sales.

g) BR is the operation and maintenance expenses, and/or revenues if appiicable,
associated with Beneficial Reuse.

h) Plans are the environmental surcharge compliance plans submitted to and approved by T
the Kentucky Public Service Commission pursuant to KRS 278.183. T

2) Total E(m) (sum of each approved environmental compliance plan revenue requirement) ‘is
multiplied by the Jurisdictional Allocation Factor and reduced by current expense month ECR
revenue collected through base rates to arrive at the Net Jurisdictional E(m).

3) The revenue R(m) is the average monthly base revenue for the Company for the 12 months
ending with the current expense month. Base revenue includes the customer, energy and
demand charge for each rate schedule to which this mechanism is applicable and automatic
adjustment clause revenues for the Fuel Adjustment Clause and the Demand-Side
Management Cost Recovery Mechanism as applicable for each rate schedule.

4) Current expense month (m) shall be the second month preceding the month in which the
Environmental Surcharge is billed.

Date of Issue: June 1, 2011
Date Effective: December 1, 2011
Issued By: Lonnie E. Bellar, Vice President, State Regulation and Rates, Lexington, Kentucky
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COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

THE APPLICATION OF KENTUCKY UTILITIES )
COMPANY FOR CERTIFICATES OF PUBLIC )
CONVENIENCE AND NECESSITY AND )
APPROVAL OF ITS 2011 COMPLIANCE PLAN )
FOR RECOVERY BY ENVIRONMENTAL )
SURCHARGE )

CASE NO. 2011-00161

DIRECT TESTIMONY OF
LONNIE E. BELLAR
VICE PRESIDENT, STATE REGULATION AND RATES
KENTUCKY UTILITIES COMPANY

Filed: June 1, 2011
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Please state your name, position and business address.

My name is Lonnie E. Bellar. am the Vice President, State Regulation and Rates for
Kentucky Utilities Company (“Klj”). I am employed ey LG&E and KU Services
Company, which provides services to Louisville Gas and Electric Company
(“LG&E”) and KU (collectively “the Companies™). My business address is 220 West
Main Street, Louisville, Kentucky, 40202. A complete statement of my education and
work experience is attached to this testimony as Appendix A.

Have you previously testified before this Commission?

Yes. I have previously testified before this Commission in numerous proceedings,
including the Companies’ most recent base rate cases (Case Nos. 2009-00548 (KU)
and 2009-00549 (LG&E)) and environmental cost recovery compliance plan
proceedings (Case Nos. 2009-00197 (KU) and 2009-00198 (LG&E)).

What is the purpose of your testimony?

My testimony provides an overview of our other witnesses’ testimony, KU’s 2011
Environmental Compliance Plan (“2011 Plan”), our request for Certificates of Public
Convenience and Necessity (“CPCNs”) for facilities contained in the 2011 Plan, and
an amendment to KU Project 29 which was approved as part of KU’s 2009 Plan.! I
will also explain why KU is seeking environmental surcharge recovery of its 2011
Plan through the Environmental Cost Recovery (“ECR”) Surcharge tariff for bills
rendered on aed after January 31, 2012 (i.e., beginning with the expense month
December 2011), which will use the 10.63 percent return on common equity agreed

to in KU’s last rate case. I will also address the plan to finance the proposed

' In the Matter of The Application of Kentucky Utilities Company for Certificates of Public Convenience and
Necessity and Approval of Its 2009 Compliance Plan for Recovery by Environmental Surcharge (Case No.
2009-00197).
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construction of these facilities at the E.W. Brown Generating Station (“Brown”) and

the Ghent Generating Station (“Ghent”).

Overview of Testimony

Please provide an overview of the testimony of the witnesses supporting KU’s
application in this proceeding.

In addition to my testimony, KU is presenting the testimony of five other witnesses in
this case in support of its application. These witnesses and the subjects of their
testimony are:

John N. Voyles, Vice President, Transmission and Generation Services, presents
testimony that describes the engineering and construction aspects of the projects in
KU’s 2011 Plan, and the operations and maintenance costs and savings for the
projects. Mr. Voyles sponsors the 2011 Plan and the Environmental Air Compliance
Strategy Summary for Kentucky Utilities Company and Louisville Gas and Electric
Company.

Gary H. Revlett, Director, Environmental Affairs, presents testimony discussing the
environmental regulations that necessitate KU’s 2011 Plan. Mr. Revlett describes the
pertinent statutes, rules, or regulations requiring KU to take action.

Charles R. Schram, Director, Energy Planning, Analysis and Forecasting, presents
testimony on the cost-effectiveness of the projects in KU’s 2011 Plan, and presents as
exhibits the cost-benefit studies KU performed.

Shannon L. Charnas, Director, Accounting and Regulatory Reporting, presents
testimony affirming that the costs for which KU is seeking recovery through its

Environmental Surcharge tariff are not included in base rates, and describes the
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accounting assoéiated with the projc;cts in KU’s 2011 Plan, all consistent with the
Commission’s prior orders.

Robert M. Conrdy, Director, Rates, presents KU’s proposed Rate Schedule ECR and
corresponding monthly reporting requirements, and presents testimony affirming that
the calculation of KU’s environmental surcharge will comply with all previous
Commission Orders. Mr.. Conroy also presents the revisions to the monthly ECR
reporting forms that KU proposes, and explains why the revisions to the forms are

appropriate. In addition, Mr. Conroy discusses the bill impact on KU’s customers.

2011 Environmental Surcharge Plan and Recovery

Please describe the 2011 Environmental Surcharge Plan KU proposes in this
proceeding.

The projects in KU’s 2011 Plan will serve Ghent and Brown. KU’s 2011 Plan
contains two new capital projects (along with their associated operating and
maintenance (“O&M”) expenses), as well as a modification to Project 29, which will
permit KU to convert the current Brown Main Ash Pond to a dry-storage landfill for
coal combustjon residuals (“CCRs”). (KU’s 2011 Plan is attached as Exhibit INV-1
to Mr. Voyles’s testimony.) Mr. Voyles’s testimony presents KU’s 2011 Plan,
describes the need for the new projects in the plan (as well as the need for Amended
Project 29), and provides the timeframe for construction of the projects. Mr.
Revlett’s testimony presents KU’s evidence concerning the applicable environmental
regulatory requirements and shows how the pollution control facilities in the 2011
Plan satisfy KU’s environmental obligations. Mr. Schram’s testimony provides
evidence as to the cost effectiveness of the projects and details the estimated capital

cost of $1.1 billion for the projects.
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Briefly, what are the environmental requirements giving rise to the projects in
the 2011 Plan?

These projects are required for KU to comply with the federal Clean Air Act as
amended (“CAAA?”), the proposed Clean Air Transport Rule (“CATR?”), the proposed
national emission standards for hazardous air pollutants (“HAPs Rule”), the Resource
Conservatioﬁ and Recovery Act (“RCRA”), and other environmental requirements
that apply to KU facilities used in the production of energy from coal, including the
U.S. Environmental Protection Agency’s (“EPA’s”) proposed regulation concerning
the storage of CCR.

Please describe Amended Project 29, which concerns the Brown Main Ash Pond.
While KU was in the process of expanding the Main Ash Poqd at the Brown
generating station, the EPA issued a proposed rule that, for the first time, would
regulate CCRs under RCRA. As Mr. Revlett’s testimony explains in detail, the
proposed rule would regulate the manner in which electric utilities may store CCRs.
Under the proposed rule, it is unlikely that the previously approved Project 29, which
expands the existing Main Ash Pond, will comply with the new CCR requirements.
To comply with the impending requirements, KU is seeking to amend the project to
convert the Main Ash Pond to a dry-storage facility. The expected capital cost of the
conversion is $59 million and will have associated O&M costs as shown on Exhibit
INV-1.

What are the components of Project 34, and why are they necessary?

Project 34 consists of adding Particulate Matter Control Systems to serve all three

Brown coal units. Each Particulate Matter Control System comprises a pulse-jet
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fabric filter (“baghousé”) to capture particulate matter, a P_owdefed Activated Carboﬁ
(“PAC”) injection system to capture mercury, and a limg injection system to protect
the baghouses from the. corrosive effects of sulfuric acid mist (“SAM”™). Project 34
also includes installing SAM mitigation equipment consisting of sorbent injection
systems on Brown Units I and 2 that are independent of the lime injection systems
associated with the baghouses. (There is already a SAM mitigation system being
installed oﬁ Brown Unit 3, which is part of the Selective Catalytic Reduction (“SCR”)
project the Commission approved as a part of KU’s 2009 Plan, that is separate from
the lime injection system that will be installed associated with the unit’s proposed
baghouse.”) These systems are necessary to meet the HAPs Rule’s mercury and
particulate emissions requirements. As Mr. Revlett’s testimony explains in more
detail, the SAM mitigation facilities are also necessary to meet the Title V SAM
emissions requirement for Brown that arose from an EPA enforcement action.

The total projected capital cost of these facilities is $344 million: $109 million
for Unit 1, $118 million for Unit 2, and $117 million for Unit 3. The projected annual
O&M cost of these facilities (for which KU is seeking recovery through its
environmental surcharge mechanism) is shown on the second page of Exhibit JNV-1
(an exhibit to Mr. Voyles’s testimony). .

The O&M amount for Brown Unit 3 is incremental to the amount already
approved for recovery through the eﬁvironmental surcharge mechanism for the unit’s
planned SAM mitigation system that is part of the Unit 3 SCR. The Commission

approved the Brown Unit 3 SAM mitigation system as part of KU’s 2009 Plan

> The Commission approved a SAM mitigation system as part of the scope of work on Project 28 for the
Brown Unit 3 SCR in Case No. 2009-00178.
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(Project 28). As.Mr. Conroy exﬁlains in his téstimony, KU proposes to report the
already-approved Unit 3 SAM mitigation system’s sorbent O&M costs as part of this
project’s SAM-sorbent-O&M costs.

What are the components of Project 35, and why are they necessary?

First, Project 35 includes modifications to various systems at Ghent Units 1, 3, and 4
to expand the operating range of the units at which their SCR equipmént can function
to reduce nitrogen compound (“NOx™) emissions. The proposed modifications are
required by the proposed CATR, which will impose stricter NOx emissions
requirements on KU and LG&E.

Second, Project 35 includes the addition of Particulate Matter Control-
Systems to s