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On October 29, 2015, Kenergy Corp. ("Kenergy") applied for a $2,563,807 

increase in retail electric service rates. The proposed rates reflect a 0.56 percent 

increase above total normalized test-year revenues. Excluding the direct served 

industrial revenues, the increase is 1 .93 percent. Kenergy states that the proposed 

increase is needed to offset a decline in revenues and an increase in costs it has 

incurred since its last rate increase. A review revealed that Kenergy's application did 

not meet the minimum filing requirements set forth in 807 KAR 5:001 Sections 4, 16, 

and 17, and a notice of filing deficiencies was issued on November 9, 2015. On 

November 13, 2015, Kenergy filed information to cure all deficiencies. Kenergy also 

requested two deviations from the Commission's fil ing requirements; one deviation was 

contained in Kenergy's application and the other was in a motion filed on November 12, 

2015 The Commission granted the deviations by Orders entered on November 16, 

2015, and November 20, 2015, respectively, and Kenergy's application was deemed 

filed as of November 20, 2015.1 

1 Based on a November 20, 2015 filed date, the earl iest date the proposed rates could be 
effective was December 20, 2015. 



Finding that an investigation would be necessary to determine the 

reasonableness of Kenergy's proposed increase, the Commission suspended the 

proposed rates for five months, up to and including May 19, 2016, pursuant to KRS 

278.190(2). 

On May 18, 2016, Kenergy notified the Commission of its intent to put into effect 

on May 20, 2016, the proposed rates set forth in its application. Kenergy's notice was 

made pursuant to KRS 278.190(2). By Order dated May 24, 2016, the Commission 

found that it was unable to complete its investigation within the suspension period and 

that Kenergy had complied with the statutory provisions to place the proposed rates into 

effect. The May 24, 2016 Order directed that Kenergy's proposed rates should be 

collected subject to refund and that Kenergy should maintain its records to allow it, the 

Commission, or any customer to determine the amounts to be refunded, and to whom, 

in the event a refund is ordered upon final resolution of this matter. 

BACKGROUND 

Kenergy is a consumer-owned rural electric cooperative corporation , organized 

under KRS Chapter 279, engaged in the distribution and sale of electric energy to 

approximately 55,800 member-consumers in the Kentucky counties of Breckinridge, 

Caldwell, Crittenden, Daviess, Hancock, Henderson, Hopkins, Livingston, Lyon, 

Mclean, Muhlenberg, Ohio, Union, and Webster. Kenergy has no electric generating 

facilities and purchases its total power requirements from Big Rivers Electric 

Corporation ("Big Rivers"). 

The Commission granted motions to intervene filed by the Attorney General of 

the Commonwealth of Kentucky, by and through his Office for Rate Intervention ("AG"), 
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and Kentucky Industrial Utility Customers, Inc. A procedural schedule was issued in 

this matter which provided for discovery upon Kenergy, intervenor testimony, discovery 

upon intervenor testimony, and a public hearing. Kenergy responded to four rounds of 

discovery from Commission Staff ("Staff'), two rounds of discovery from the AG, and 

two rounds of post-hearing requests for information issued by Staff. No intervenor 

testimony was filed. A public hearing was conducted on May 1 0, 2016. Responses to 

post-hearing information requests have been submitted by Kenergy. In addition, 

Kenergy filed a position statement on May 19, 2016, to which the AG responded on May 

27, 2016. 

TEST PERIOD 

Kenergy proposed, and the Commission has accepted, a historical 12-month 

period ended June 30, 2015, as the test period for determining the reasonableness of 

the proposed rates. In utilizing the historical test year, the Commission considered 

appropriate known and measurable changes. 

VALUATION 

Rate Base 

Kenergy determined a net investment rate base of $203,987,3492 based on the 

adjusted test-year-end value of plant in service and construction work in progress 

("CWIP"), the 13-month average balances for materials and supplies and prepayments, 

plus a cash working capital allowance, minus the adjusted accumulated depreciation 

and the test-year-end level of customer advances for construction. 

2 Kenergy's Response to Commission Staffs Post Hearing Data Request filed May 19, 2016 
("May 19 Response to Post-Hearing Request"), Item 5 at 3. 
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The Commission concurs with Kenergy's proposed rate base, with the 

exceptions that (1) working capital has been adjusted to reflect the pro forma 

adjustments to operation and maintenance expenses, and (2) accumulated depreciation 

has been adjusted to reflect the adjustment described herein. With these adjustments, 

Kenergy's net investment rate base for ratemaking purposes is as follows: 

Utility Plant in Service 
CWIP 
Total Utility Plant 
ADO: 

Materials and Supplies 
Prepayments 
Working Capital 

Subtotal 
DEDUCT: 

Accumulated Depreciation 
Customer Advances for Construction 

Subtotal 

NET INVESTMENT RATE BASE 

Capitalization and Capital Structure 

$296,499,454 
822.618 

$297,322,072 

$1,963,550 
886,575 

2,644,994 
$5,495,118 

$97,157,803 
2,528,970 

$99,686,773 

$203.130.417 

The Commission finds that Kenergy's test-year-end total capitalization for 

ratemaking purposes was $218,325,409.3 This capitalization consisted of $76,734,333 

in equitl and $141,591 ,076 in long-term and short-term debt. Using this capital 

structure, Kenergy's test year-end equity to total capitalization ratio was 35 percent. 

3 Kenergy's Response to Commission Staffs First Request for Information ("Response to Staffs 
First Request"), Item 5. 

4 Kenergy's equity balance for ratemaking purposes does not include generation and 
transmission capital credits. 
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REVENUES AND EXPENSES 

Kenergy proposes several adjustments to revenues and expenses to reflect 

current and expected operating conditions. The Commission finds that 11 of the 

adjustments proposed by Kenergy are reasonable and should be accepted without 

change. Those adjustments are shown in the following table: 

Description 
Normalize Revenues 
Normalize Purchased Power Costs 
Labor Overhead 
Vegetation management 
Depreciation - Distribution Plant 
Interest on long term debt 
Debt refinancing 
Non-operating margins - interest 
Non-cash capital credit 
Discontinued Geothermal sales 
Bad debt expense 

Adjustments 
$ 36,826,952 
$ 34,092,667 
$ 114,717 
$ 175,179 
$ 848,661 
$ 715,706 
$ (277,943) 
$ 63,919 
$ (14,998) 
$ (490) 
$ 33,563 

The Commission makes the following modifications to the remaining adjustments 

proposed by Kenergy: 

Amortization of Regulatory Asset 

Kenergy proposed to increase its revenue requirement by $388,4 725 to amortize 

a regulatory asset authorized by the Commission in Case No. 2015-00141 .6 In that 

case, the Commission approved Kenergy's request to establish a regulatory asset for 

the write-off of the undepreciated balance of electro-mechanical meters that were being 

replaced by an Advanced Metering Infrastructure ("AMI") System. Kenergy proposed 

that the regulatory asset be established at $3,884,717, and be amortized over ten years 

5 Application, Exhibit 5A at 20. 

6 Case No. 2015-00141 , Request of Kenergy Corp. for Approval to Establish a Regulatory Asset 
in the Amount of $3,884,717 Amortized over a Ten (10) Year Period (Ky. PSC Aug. 31 , 2015). 
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resulting in the proposed adjustment of $388,472. In its Order, the Commission 

determined that the amount of the regulatory asset should be based on the 

undepreciated balance of the electro-mechanical meters at the time of their 

replacement, which should be less than $3,884,717, due to the ongoing depreciation of 

the meters. Kenergy estimated that the final amount of the regulatory asset would be 

$3,570,3227 when the project was completed, which was expected to be by June 2016. 

Based on th is estimated regulatory asset amount, Kenergy's annual amortization 

expense would be $357,032 for a ten-year amortization period. 

In a similar situation in Case No. 201 1-00096,8 South Kentucky Rural Electric 

Cooperative Corporation ("South Kentucky") replaced electro-mechanical meters with 

AMI meters and proposed to amortize the resulting regulatory asset over five years. 

The Commission authorized South Kentucky to amortize the regulatory asset over the 

depreciable life of the AMI meters, which was 15 years. The Commission found that a 

utility's method of calculating depreciation rates (whole life or remaining life) should 

have no effect on the period of time over which a loss is recognized and paid for by the 

ratepayers. 

In this case, Kenergy's depreciation rates are based on the whole life method 

and the estimated life of its AM I meters is 15 years. Based on the above estimated 

regulatory asset amount of $3,570,322, Kenergy's annual amortization expense would 

be $238,021 for a 15-year amortization period. The Commission finds that the 

regulatory asset for the undepreciated cost of the electro-mechanical meters should be 

7 Kenergy's Supplemental Response to PSC 1-34c and PSC 3-14b, filed March 25, 2016. 

8 Case No. 201 1-00096, Application of South Kentucky Rural Electric Cooperative Corporation for 
an Adjustment of Rates (Ky. PSC May 11 , 2012) . 
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