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Kentucky Utilities Company ("KU") is a jurisdictional electric utility that generates, 

transmits, distributes, and sells electricity to consumers in portions of 77 counties in 

central , northern, southeastern , and western Kentucky. 1 Its most recent general rate 

increase was granted in Case No. 2014-00371 .2 

BACKGROUND 

On October 21 , 2016, KU filed a notice of its intent to file an application 

for approval of an increase in its electric rates based on a forecasted test year ending 

June 30, 2018. On November 23, 2016, KU filed its application , which included new 

rates to be effective January 1, 2017, based on a request to increase its electric 

revenues by $103.1 million, or 6.4 percent per year for the forecasted test period 

ending June 30, 2018, as compared to the operating revenues for the forecasted test 

period under existing electric rates.3 The proposed increase would raise the monthly bill 

1 See KU's Application, 1]2 for a list of the counties served. 

2 Case No. 2014-00371, Application of Kentucky Utilities for an Adjustment of Its Electric Rates 
(Ky. PSC June 30, 2015): 

3 Application, 11 6. 



of an average residential customer by $7.16, or 5.9 percent.4 The average KU 

residential customer consumes approximately 1,179 kilowatt-hours ("kWh") of electricity 

monthly.5 KU's application included requests for Certificates of Public Convenience and 

Necessity ("CPCNs") to implement an Advanced Meter System ("AMS") and a 

Distribution Automation system ("DA''). KU stated that the AMS project would involve 

replacing approximately 530,000 existing electric meters in its service territory with AMS 

meters, which have two-way communications and remote service switching 

capabilities.6 The estimated capital cost of the AMS project is $138.8 million.7 The 

estimated incremental operating and maintenance cost during the deployment phase is 

approximately $13.7 million.8 The deployment period was expected to begin in late 

2017 and to be completed by the end of 2019.9 KU also requested authority to 

establish a regulatory asset for the remaining net book value of the electric meters 

retired as a result of the proposed AMS project. 1° KU estimated that the amount of this 

regulatory asset would be approximately $26.9 million.11 In connection with the 

proposed AMS project, KU also sought deviations from certain regulations dealing with 

meter inspections and testing. 

4 �/�d �.�, �~� 7. 

5 /d. 

6 /d., 14. 

7 /d. 

8 /d. 

9 /d. 

10 /d., 1/33. 

11 /d. 
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According to KU, the proposed DA project involves the extension of intelligent 

control over electric power grid functions to the distribution system level. 12 The project 

will enable KU's distribution system to provide real-time information and allow for 

remote monitoring, remote control , and automation of distribution line equipment.13 For 

both KU and Louisville Gas & Electric Company ("LG&E"), KU's sister company, 14 the 

total capital cost of the proposed DA project is approximately $112 million.15 The 

project will be completed in approximately seven years. 16 Of the total capital 

expenditure, KU estimated $23 million to be incurred before the end of the forecasted 

test year on June 30, 2018.17 KU and LG&E (jointly "Companies") estimated the 

operations and maintenance ("O&M") expense related to the proposed DA project to be 

$6 million over the seven-year implementation period, $1.16 million of which will be 

incurred before the end of the forecasted test year.18 The DA project will affect 

approximately 20 percent of the Companies' circuits, 40 percent of the Companies' 

distribution line miles, and 50 percent of the Companies' customers. 19 

12 �/�d�. �, �~� 23. 

13 /d. 

14 LG&E has also filed a base rate application seeking, among other things, an increase in its 
electric and gas rates. That application is docketed as Case No. 2016-00371 , Electronic Application of 
Louisville Gas and Electric Company for an Adjustment of Its Electric and Gas Rates and for Certificates 
of Public Convenience and Necessity (Application filed Nov. 23, 2016). 

15 Application, �~� 30. 

16 /d. 

17 /d. 

18 /d., 1731. 

19 /d., 1723. 
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KU estimated that it will receive approximately $861 ,843 of jurisdictional 

reservation and termination fees in connection with agreements related to the refined 

coal production facilities at the Companies' Ghent, Mill Creek, and Trimble County 

Generating Stations.20 Pursuant to Case No. 2015-00264,21 KU has been record ing 

these proceeds as a regulatory liability and it now proposes to amortize this regulatory 

liability over three years.22 

Lastly, KU also submitted a depreciation study in support of its appl ication and 

requests that its proposed depreciation rates be approved. 

Pursuant to the Commission's December 13, 2016 Order, KU's new rates, which 

were proposed to become effective on January 1, 2017, were suspended for six 

months, up to and including June 30, 2017. The December 13, 2016 Order also 

established a procedural schedule, which provided for a deadline for filing intervention 

requests; two rounds of discovery upon KU's application ; a deadline for the fil ing of 

intervenor testimony; one round of discovery upon any intervenor testimony; and an 

opportunity for KU to file rebuttal testimony. 

The following parties were granted intervention in this proceeding: the Attorney 

General of the Commonwealth of Kentucky, by and through his Office of Rate 

Intervention ("AG"); Kentucky Industrial Utility Customers, Inc. ("KIUC"); Kroger 

Company ("Kroger"); Wai-Mart Stores East, LP and Sam's East, Inc. (jointly "Wai-Mart"); 

Kentucky School Boards Association ("KSBA"); Kentucky Cable Telecommunications 

20 /d., 11 39. 

21 Case No. 201 5-00264, Application of Louisville Gas and Electric Company and Kentucky 
Utilities Company Regarding Entrance into Refined Coal Agreements, for Proposed Accounting and Fuel 
Adjustment Clause Treatment, and for Declaratory Ruling (Ky. PSC Nov. 24, 2015). 

22 Application, 11 39. 
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Association ("KCTA"); Al ice Howell, Carl Vogel, and Sierra Club Uointly "Sierra Club"); 

BeiiSouth Telecommunications, LLC d/b/a AT&T Kentucky ("AT&T"); Community Action 

Council for Lexington-Fayette, Bourbon, Harrison, and Nicholas Counties, Inc. ("CAC"); 

Lexington-Fayette Urban County Government ("LFUCG"); and Kentucky League of 

Cities ("KLC"). 

Informal conferences ("IC") were held at the Commission's offices on April 12, 

13, and 17, 2017, which resulted in all of the parties to this matter, with the exception of 

AT&T and KCTA, reaching a settlement agreement in principle on all issues other than 

those involving the Companies' proposed Rate PSA - Pole and Structure Attachment 

Charges.23 On April 19, 2017, KU and LG&E filed a motion requesting leave to submit 

the written Stipulation and Recommendation ("First Stipulation") intended to address all 

of the issues, except for the proposed Rate PSA tariff, in the two respective rate cases. 

An additional IC was held on April 25, 2017, for the limited purpose of discussing and 

possibly resolving the issues associated with the Companies' proposed Rate PSA tariff. 

The Companies, KCTA, and AT&T were able to reach an agreement in principle for the 

resolution of all material issues pertaining to the proposed Rate PSA tariff . On May 1, 

2017, KU and LG&E filed a motion requesting leave to submit the written Second 

Stipulation and Recommendation ("Second Stipulation"), which addresses all of the 

issues related to the Companies' proposed Rate PSA tariff. 

The Commission held information sessions and public meetings for the purpose 

of taking public comments on Apri l 11, 2017, in Louisville, Kentucky, at Jefferson 

Community and Technical College; on April 12, 2017, in Madisonville , Kentucky, at 

23 The informal conferences were jointly held to discuss issues in the instant matter and to 
discuss issues related to the LG&E rate case, Case No. 2016-00371. 
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Madisonville Community College; and on April 18, 2017, in Lexington, Kentucky, at the 

Lexington Public Library - Northside Branch. 

A formal hearing was held on May 9, 2017, for the purposes of cross­

examination of all witnesses and for the consideration of the two stipulations.24 

Pursuant to a May 3, 2017 Order, the Commission required all of the Companies' 

employee witnesses as well as the Companies' consultant Steven Seelye, KIUC's 

witness Stephen Baron, and KSBA's witness Ronald Willhite to be present at the 

hearing.25 The May 3, 2017 Order provided the parties to this matter an opportunity to 

cross-examine any of the other witnesses and, accordingly, directed the parties to the 

two cases to submit written notice on or before May 5, 2017, setting forth the name of 

each witness that each party intended to cross-examine at the formal hearing.26 The 

May 3, 2017 Order noted that in the absence of a notice identifying witnesses whose 

attendance was not required by the Commission , the parties would be deemed to have 

waived cross-examination of those witnesses. None of the parties submitted a notice, 

and the only witnesses presented for cross-examination were those set forth above as 

named in the May 3, 2017 Order. 

KU filed responses to post-hearing data requests on May 26, 2017, and on June 

9, 2017. KSBA filed responses to post-hearing data requests on May 26, 2017. All the 

parties also filed post-hearing statements indicating they would not object to, or 

withdraw from, the First Stipulation, regardless whether all schools, including non-public 

24 See May 3, 2017 Order at 2. 

25 /d. at 3. 

26 /d. 
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schools, are included in the optional pilot program for schools as set forth in Article IV, 

paragraph 4.11 of the First Stipulation. On May 31, 2017, the AG , Sierra Club, CAC, 

LFUCG, Metropolitan Housing Coalition ("MHC"), Association of Community Ministries 

("ACM"), and Louisville/Jefferson County Metro Government ("Louisville Metro"),27 filed 

a joint post-hearing brief in the instant matter and in the LG&E rate case proceeding 

recommending approval of the Residential Basic Service Charge as set forth in the First 

Stipulation. On May 31 , 2017, KU, KIUC, and Kroger filed their respective post-hearing 

briefs recommending approval of the First and Second Stipulations. On June 1, 2017, 

KSBA filed a separate post-hearing brief addressing the legality of the optional pilot 

school rate tariffs. KU and the AG filed their respective briefs on the pilot school tariff 

issue on June 2, 2017. KSBA and the AG contend that the school-related pilot tariffs do 

not violate KRS 278.035 because the proposed tariffs set forth a reasonable 

classification and would not be preferential , given the unique load characteristics and 

usage patterns of schools as compared to the other customers in their existing rate 

classes. The AG also pointed out that all public and private schools have similar load 

and usage characteristics making them a homogenous group, which made it reasonable 

to include in the pilot school tariff private schools that might wish to participate. The AG 

opined that "[a]s long as potential school participants to the pilot electric school tariffs 

are afforded equal opportunity to participate, the pilot electrical tariffs cannot be said to 

be 'preferential' within the meaning of KRS 278.035."28 Similarly, KU contends that the 

pilot school tariffs do not provide a publicly funded entity an entitlement to service under 

27 MHC, ACM, and Louisville Metro are parties only to the LG&E rate case, Case No. 2016-
00371 . 

28 AG's Post-Hearing Brief Regarding School Board Pilot Tariff at 7-8. 

-7- Case No. 2016-00370 



that rate , and that the pilot tariffs are a reasonable means of gathering data to 

determine whether such tariffs should be made generally available service offerings. 

KSBA, KU, and the AG all indicated that they did not object to modifying the First 

Stipulation to allow schools not covered by KRS 160.325, i.e., non-public schools, to 

participate in the pilot tariffs. 

FIRST STIPULATION 

The First Stipulation reflects the agreement of all of the parties to the two cases, 

with the exception of KCTA and AT&T, addressing all of the issues not related to pole 

attachments. A summary of the provisions contained in the First Stipulation is as 

follows: 

• KU agrees to withdraw the CPCN request to implement the AMS project 
and will initiate an AMS collaborative involving the Companies and all 
interested parties to these proceedings to discuss any concerns about 
AMS.29 

• KU will be issued a CPCN to implement the DA project. 

• KU revenue will increase by $54.9 million. 

• The stipulated level of revenue associated with the electric operations 
were adjusted by: 1) removal of AMS cost recovery; 2) reduction of 
Return on Equity ("ROE") to 9.75 percent; 3) revised depreciation rates; 4) 
revenues from refined coal agreements at Ghent; 5) updated five-year 
average for uncollectible debt expense; 6) use of an eight-year average of 
generator outage expenses, based upon four-years' historical expenses 
and four-years' fo recasted expenses; and 7) adjustment to construction 
work in progress capital slippage. 

• The agreed-to revenue allocation is set forth in Exhibit 4 of the First 
Stipulation. 

29 Because KU has agreed to withdraw its CPCN request to implement the AMS project, the 
company is also withdrawing its request to establish a regulatory asset for those electric meters that 
would have been retired as a result of the AMS project and the requests to deviate from certain 
regulations governing meter inspections and testing. See May 9, 2017 Hearing at 2:22:09. 
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• The Basic Service Charge will increase to $11.50 effective July 1, 2017, 
and to $12.25 effective July 1, 2018, for KU and LG&E Electric Rates RS, 
VFD, RTOD-Energy and RTOD-Demand. 

• Current CSR customers may choose between Option A and Option B. 

o Option A reflects the Companies' as-fi led proposition. 

o Option B reflects the following modifications to the existing CSR 
tariff: 

• credits for both Companies of $6.00 per kVA-month 
(primary) and $5.90 per kVA-month (transmission) ; 

• KU may request physical curtailment when more than ten of 
the utility's primary combustion turbines ("CTs") are being 
dispatched, irrespective of whether the utility is making off­
system sales. A CSR customer may avoid a physical 
curtailment by buying through at the Automatic Buy-Through 
Price. 

• KU and LG&E agree to add a voluntary sports-field-lighting rate schedule, 
Pilot OSL - Outdoor Sports Lighting Service, on a pilot basis limited to 20 
participants per company and will utilize a time-of-day rate structure. 

• KU and LG&E agree not to split their residential and general service 
electric energy charges into Infrastructure and Variable components as 
proposed. 

• KU and LG&E agree to file a study in their next rate cases regarding the 
impacts of 1 00 percent base demand ratchets for Rate TODS. 

• For customers with their own generation, for 60 minutes following a utility­
system fault, KU and LG&E agree to not use any demand data for a Rate 
TODP customer to set billing demand. 

• KU and LG&E agree to add an optional pilot tariff for schools subject to 
KRS 160.325. The Companies' pilot rate provisions will be available to 
new participants until the total projected revenue reduction is $750,000 
annually for each company, compared to the projected annual revenues 
for the participating schools under the rates under which the schools 
would otherwise be served. 

• KU and LG&E agree to file an application no later than December 31, 
2017, proposing a two-year extension of the School Energy Managers 
Program (from July 1, 2018, through June 30, 2020) with a proposed total 
annual level of funding of $725,000. 
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• KU and LG&E agree to fund a study concerning economical deployment 
of electric bus infrastructure in the Lexington area, as well as cost-based 
rate structures related to charging stations and other infrastructure needed 
for electric buses. 

• KU and LG&E agree to establish an LED Lighting Collaborative involving 
Louisville Metro, LFUCG, and any other interested parties to these 
proceedings. 

• KU agrees to increase its monthly residential Home Energy Assistance 
("HEA") charge from $0.25 per month to $0.30 per month, which will 
remain effective through June 30, 2021 . 

• KU and LG&E agree to commit to contribute a total of $1.45 million of 
shareholder funds per year, which will remain in effect through June 30, 
2021. These shareholder funds will be applied as follows: 

o From KU, $100,000 for Wintercare and $470,000 for HEA. CAC 
administers both programs. KU agrees that up to 10 percent of its 
total contributions to CAC may be used for reasonable 
administrative expenses. 

o From LG&E, $700,000 to ACM for utility assistance and $180,000 
for HEA. LG&E agrees that up to 10 percent of its total 
contributions to ACM may be used for reasonable administrative 
expenses. 

The First Stipulation results in the monthly bill of an average KU residential 

customer increasing by $4.20, or 3.49 percent. A summary of the impact of the First 

Stipulation on KU's revenue requirement is as follows. 

• Electric Operations . The parties agreed in the First Stipulation to reduce 
KU's requested revenue increase from $103.1 million to $54.9 million. 
The adjustments to KU's requested revenue requirement are discussed 
further below. 

A. Advanced Metering System . As previously discussed, KU 
requested that the Commission grant a CPCN to install AMS 
in its service territory. As part of the First Stipulation, the 
Companies agreed to withdraw their requests for the CPCN 
and to establish a collaborative to discuss the parties' 
concerns and seek to address them. In the test year, the 
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cumulative effect of the withdrawal of the CPCN on the 
revenue requirement of KU is a reduction of $6.3 mil lion. 

B. Return on Equity. The agreement to reduce the ROE to 9.75 
percent results in a decrease to KU's revenue requirement of 
$15.3 million. 

C. Depreciation. KU proposed to revise its depreciation rates 
based upon depreciation studies that were performed by 
John Spanos of the firm Gannett Fleming Valuation and 
Rate Consultants, LLC. The parties to the First Stipulation 
agreed to revise KU's proposed depreciation rates resulting 
in a revenue-requirement reduction of $14.7 million. The 
revised depreciation rates will also reduce KU's 
environmental cost recovery revenue requirement by $19.1 
million. The impact will be included in the environmental 
cost recovery filing made for the July 2017 expense month. 

D. KU Refined Coal Revenues. The First Stipulation reflects a 
$9.1 million reduction in KU's revenue requirement related to 
KU's contract proceeds from the Refined Coal project at the 
Ghent Generating Station. 

E. Uncollectibles Expense. KU proposed to use uncollectible 
factors based on using a five-year average of write-offs to 
revenues for the period 2011 through 2015. The First 
Stipulation uses an updated five-year period , 2012 through 
2016, to reduce KU's revenue requirement by $0.5 million. 

F. Normalize Generation Outage. KU proposed $90.201 mill ion 
in generation outage expense for the test year, which 
exceeded its five-year average of $77.384 million. In the 
First Stipulation, the parties agreed to use an eight-year 
average expense, four years of historical expenses, and four 
years of forecasted expenses. This approach reduces KU's 
revenue requirement by $1 .6 mil lion. 

G. Construction Work in Progress Capital Slippage. The First 
Stipulation reflects a slippage factor to el iminate over 
estimation in construction budgeting. The slippage factor 
reduces KU's requested revenue requirement by $0.7 
million. 
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• Stipulation Summary. The table below reflects the impact each 
Stipulation adjustment has on KU. 

Proposed Revenue Requirement 
Remove AMS 
9.75% Return on Equity 
Revised Depreciation Rates 
KU Refined Coal Revenues 
Uncollectible Expense 
Generator Outage Expenses 
CWIP Capital Slippage 

Stipulated Revenue Requirements 

KU 
$ 103.1 million 

(6.3) million 
(15.3) million 
(14.7) million 

(9.1) million 
(0.5) million 
(1.6) million 

___ (l..,;,.0_.7..L..) million 

$ 54.9 mi Ilion 

SECOND STIPULATION 

The Second Stipulation reflects the agreement of KU , AT&T, and KCTA as to the 

terms and conditions of KU's pole and structure attachment charges contained in Tariff 

PSA. The major substantive areas addressed in the Second Stipulation are as follows: 

• Agreement on KU's attachment charges for pole-top wireless facilities ;30 

• Agreement on KU's attachment charges for mid-pole wireless facil ities;31 

• Amendment of the terms and conditions set forth in KU's proposed Tariff 
PSA rate schedule .32 

ANALYSIS AND FINDINGS 

The Commission's statutory obligation when reviewing a rate application is to 

determine whether the proposed rates are "fair, just, and reasonable."33 While 

numerous intervenors with significant experience in rate proceedings and collectively 

30 Second Stipulation, paragraph 1.2. 

31 td. at paragraph 1.3. 

32 /d. at paragraph 1.4. 

33 KRS 278.030(1 ). 
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representing a diverse range of customer interests have participated in this case, the 

Commission cannot defer to the parties as to what constitutes fair, just, and reasonable 

rates. The Commission must review the record , including the two stipulations, and 

apply its expertise to make an independent decision as to the level of rates, including 

terms and conditions of service, that should be approved. 

To satisfy its statutory obligation in this case , the Commission has performed its 

traditional ratemaking analysis, which consists of reviewing the reasonableness of each 

revenue and expense adjustment proposed or justified by the record, along with a 

determination of a fair ROE. 

FIRST STIPULATION 

Based upon its review of the First Stipulation, the attachments thereto, and the 

case record including intervenor testimony, the Commission finds that, with the 

modifications discussed below, the First Stipulation is reasonable and in the public 

interest. With those modifications, the Commission finds that the First Stipulation was 

the product of arm's-length negotiations among knowledgeable, capable parties and 

should be approved. Such approval is based solely on the reasonableness of the 

modified First Stipulation and does not constitute a precedent on any individual issue. 

Employee Retirement Plans 

KU maintains a Defined Dollar Benefit Retirement Plan for those employees 

hired prior to January 1, 2006 ("Pre 2006 DDB Plan").34 This plan was closed to new 

participants and was replaced with a Retirement Income Account ("401 (k) Plan") for 

34 See KU's response to Commission Staff's Fourth Request for Information ("Staff's Fourth 
Request"), Item 6. 
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those employees hired after January 1, 2006.35 All employees that were hired prior to 

January 1, 2006, are eligible to participate in both the Pre 2006 DDB Plan and the 

401 (k) Plan.36 KU contributes 100 percent of the Pre 2006 DDB Plan costsY KU also 

contributes to the 401 (k) Plan between 3 percent to 7 percenf38 of eligible employee 

compensation and $0.70 per dollar match for employee contributions up to 6 percent of 

the employee's eligible contribution.39 

The Commission finds that, for ratemaking purposes, it is not reasonable to 

include both KU's Pre 2006 DDB plan contributions and KU's matching contributions to 

the 401 (k) Plan for the following employee categories: exempt, manager, non-exempt, 

and officer and director personnel. The Commission chooses not to address similar 

401 (k) Plan company matching contributions for hourly and bargaining unit employees 

in this proceeding, as it is not within the Commission's authority to negotiate or modify 

bargaining agreements. The Commission will not make a distinction between 

represented and non-represented hourly groups at this time , but will instead provide an 

opportunity for KU to address these excessive costs for both employee classes prior to 

its next base rate case, as rate recovery of these contributions will be evaluated for 

appropriateness as part of its next base rate case . Employees participating in the Pre 

35 Refer to KU's response to Commission Staff's First Post-Hearing Request for Information dated 
May 12, 2017, Item 11 . Although throughout this proceeding, KU made references to two separate post-
2016 retirement plans, the Retirement Income Account and the 401 (k) Savings Plan, they are actually the 
same plan. 

36 /d. 

37 Response to Staff's Fourth Request, Item 6. 

38 The percentage contribution rate depends on the employee's years of service as of January 1 
of that year. 

39 Response to Staff's Fourth Request, Item 6. 
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2006 DDS Plan enjoy generous retirement plan benefits, making the matching 401 (k) 

Plan amounts excessive for ratemaking purposes. Accordingly, the Commission denies 

for recovery 401 (k) Plan matching contributions in the amount of $1 ,720,383 before 

gross-up. 

Return on Equity 

In its application, KU developed its ROE using the discounted cash flow method 

("DCF"), the capital asset pricing model ("CAPM"), the empirical capital asset pricing 

model ("ECAPM"), the utility risk premium ("RP"), and the expected earnings 

approach.40 Based on the results of the methods employed in its analysis, KU 

recommended an ROE range for its electric operations of 9.63 percent to 10.83 percent, 

including flotation cost.41 KU recommended awarding the midpoint of this range, 10.23 

percent, to maintain financial integrity, support additional capital investment and 

recognize flotation costs.42 Direct testimony regarding ROE was provided by the AG 

and KIUC, and was subject to discovery by the Commission Staff and all parties.43 Per 

paragraphs 2.2(8) and 3.2(8) of the First Stipulation, KU and the intervenors agreed 

that a ROE of 9.75 percent is reasonable for KU's electric operations. 44 The following 

table presents the recommended ROEs from KU and the interveners ar)d the methods 

used to support each parties' findings: 

40 Direct Testimony of Adrien M. McKenzie, CFA ("McKenzie Direct Testimony"), at 2. 

41 /d. , Exhibit No. 2, page 1 of 1. 

42 /d., at 5- 6. 

43 Walmart did not provide an ROE analys is, but pointed out that KU's proposed ROE was higher 
than natural trends, and that average ROE awards of vertically integrated utilities in 2015 and 2016 was 
9.76 percent. 

44 First Stipulation, at 5 and 9. 
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KU 

AG4S 

KIUC46 

FIRST STIPULATION 

Recommendation 

10.23% 

8.75% 

9.0% 

9.75% 

Methods 

DCF, CAPM,ECAPM, RP 

DCF, CAPM 

DCF, CAPM 

In the First Stipulation, all parties agreed that the revenue requirement increases 

for KU's electric operations will reflect a 9.75 percent ROE as applied to KU's 

capitalization and capital structure of the proposed electric revenue requirement 

increases as modified through discovery. As a result, use of a 9. 75 percent ROE 

reduced KU's proposed electric revenue requirement by $15.3 million .47 For the 

reasons discussed below, the Commission finds a ROE of 9.75 percent to be 

unreasonable and higher than required by investors in today's economic climate, and 

that this provision of the First Stipulation should be modified. 

While the Commission does not rely on individual returns awarded in other states 

in determining the appropriate ROE for Kentucky jurisdictional utilities, the Commission 

does find it reasonable to expect that other state commissions, each with its own 

attributes, evaluate expert witness testimony which uses the same or similar cost-of­

equity models as those presented by the parties participating in this rate proceeding, 

and reach conclusions based on the data provided in the records of individual cases. 

The Regulatory Research Associates ("RRA") reports introduced into the record of this 

45 Direct Testimony of Dr. J. Randall Woolridge at 67. 

46 Direct Testimony of Richard Baudino at 28. 

47 First Stipulation at 5. 
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proceeding48 summarize the conclusions reached by state utility regulatory 

commissions, including this Commission, with regard to reasonable ROEs and contain 

explanatory reference points as to individual circumstances, all of which are available to 

investors. To the extent that investors' expectations are influenced by such 

publications, and we believe they are, we also find it appropriate to use that information 

to put their expectations in context. In fact, in KU's rebuttal testimony, KU agreed that 

allowed ROEs by other state commissions provide a general gauge of reasonableness 

for the outcome of a cost-of-equity analysis.49 

The Commission takes notes of the fact that average annual ROE awards by 

state public service commissions for the last two years have ranged from 9.23 percent 

to 10.55 percent.S° Furthermore, the average authorized ROEs reported by RRA for the 

fourth quarter of 2016 was 9.6 percenP1 Authorized ROE data reported to investors by 

The Value Line Investment Survey for the specific firms in KU's proxy group indicates 

that state-allowed ROEs for those utilities were in a range of reasonableness of 9.00 to 

12.50 percentY 

In 2017, the economic environment has shown signs of relative improvement. In 

response to increased economic growth and low unemployment, the Federal Reserve 

increased interest rates in March and June 2017, and current outlooks, including 

comments from government agencies, show that investors anticipate additional interest 

48 See Rebuttal Testimony of Adrien M. McKenzie, CFA, at 11 . 

49 /d. at 10. 

50 /d. , Exh ibit 12. 

51 /d. at 13. 

52 /d. , Exhibit 13. 
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rate increases.53 KU's own model produces an ROE, less flotation costs and 

adjustments, to be in the range of 9.5 percent to 10.7 percent. 54 Even with the current 

uptick in economic conditions, the economy remains in an era of historically low interest 

rates and slow economic growth. Therefore, irrespective of the agreement by the 

parties that a 9.75 percent ROE is appropriate for KU, the Commission finds that a 

slightly lower ROE is a better reflection of current economic conditions and investor 

expectations. Based on the entire record developed in this proceeding, we find that 

KU's required ROE falls within a range of 9.20 percent to 10.20 percent with a midpoint 

of 9.70 percent. An ROE of 9.70 should be used for the purpose of base rate revenues 

and certain tariffs, as discussed later in this Order. 

This revision to the First Stipulation reduces KU's net operating income before 

income taxes by $969,324. 

Revenue Requirement 

As discussed above, the Commission finds the First Stipulation to be reasonable 

only by eliminating KU's 401 (k) Plan contributions for the following employee 

categories: exempt, manager, non-exempt and officer and director personnel, and by 

reducing the ROE from 9.75 percent to 9.70 percent. These modifications decrease the 

stipulated revenue requirement from $54,900,000 to $50,484,652 a decrease of 

$4,415,348, as calculated in the table below. 

53 /d. at 8. 

54 McKenzie Direct Testimony, Exhibit No. 2. 
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KU 
KU's 401 (k) Plan $ (1 ,720,383) 
ROE from 9.75% to 9.7% (969,324} 

Impact to Net Operating Income Before Taxes (2,689,707) 
Multiplied by: Gross up Factor 1.641572 

Revenue Requirement Impact (4,415,348} 
Increase per Stipulation 54,900,000 

Net Increase Granted by the Commission $ 50,484,652 

Residential Basic Service Charge 

The Commission believes an increase to the Residential Basic Service Charge is 

warranted, and we find the level of the Year 2 charge to be reasonable. We further find 

that the two-step increase to $11 .50 in Year 1 and to $12.25 in Year 2 is unnecessary. 

The total increase in the Residential Basic Service Charge of $1.50 is a modest 

increase from the current level, and the Commission sees no reason to complicate the 

issue by using a two-step method, which could generate confusion among KU's 

residential customers. The First Stipulation is therefore modified with respect to the 

Residential Basic Service Charge, and the Year 2 charge of $12.25 should be approved 

for service rendered on and after July 1, 2017. 

Optional Pilot Rates for Schools Subject to KRS 160.325 

At the formal hearing in this matter, the parties were requested to file post-

hearing briefs concerning the legality of the proposed school-related pilot rate tariffs, 

Rates SPS and STOD, with respect to the applicability of KRS 278.035, and to indicate 

whether they would object to the modification of the First Stipulation to include schools 

not covered by KRS 160.325. Briefs submitted by KSBA, KU, and the AG 
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acknowledged that the inclusion of non-public schools in the pilot tariffs would avoid a 

possible violation of KRS 278.035. All parties to this proceeding submitted statements 

indicating that they had no objection to modification of the First Stipulation to include 

non-public schools in the pilots. 

The Commission finds that the First Stipulation should be modified to include 

schools not covered by KRS 160.325. The inclusion of non-public schools would rectify 

any potential conflict with KRS 278.035 and would remove any element of preferential 

treatment of public schools that could be associated with the pilot tariffs. As previously 

stated, the pilot rate provisions will be available to new participants until the total 

projected revenue reduction is $750,000 annually for KU, compared to the projected 

annual revenues for the participating schools under the rates under which the schools 

would otherwise be served. The Commission notes that the parties to this proceeding 

agreed that the other ratepayers would assume the revenue shortfall resulting from the 

lower rates set forth in the pilot school tariffs. Therefore, the Commission will place a 

limit on the amount of time the pilot tariffs will be in effect and finds that the pilot tariffs 

should be effective for three years, or until KU files its next rate case, whichever is 

earlier. In the event that new base rates are not in effect by July 1, 2020, schools 

participating in the pilot tariffs should be returned to the tariffs under which they were 

formerly served. In addition, the Commission finds that KU should create a regulatory 

liability to record the difference between what the schools served under the pilot tariffs 

would have been billed under the pilot tariffs subsequent to July 1, 2020, and the 

amounts they are billed under the tariffs to which they are returned. The regulatory 

liability will be addressed in KU's next base rate proceeding. We further find that, within 
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30 days of the date of this Order, KSBA should file with the Commission the process by 

which KSBA will notify and select those schools, both public and non-public, that would 

be eligible to participate in the pilot tariffs. 

With regard to the data gathered from the schools participating in the pilot tariffs, 

the Commission finds that KU should file reports with the Commission, beginning six 

months from the date of this Order and every six months thereafter, which set out 

details concerning monthly load information, individually and in the aggregate, and 

indicating preliminary findings as conclusions regarding the schools' load characteristics 

are reached. In the event that a future proposal is made either to extend the pilot 

school tariffs or to make them permanent, this load information will be used to 

determine whether the schools' load characteristics justify a special rate classification . 

Collaborative Study Regarding Electric Buses 

Although this provision will be funded by shareholder contributions and the 

Commission does not oppose it, this type of provision pertaining to an unrelated 

business transaction should be negotiated separately between the individual parties and 

has no bearing on KU's rates as found reasonable herein based on the record of this 

case. It is therefore superfluous to this regulatory proceeding, contributes nothing to the 

reasonableness of the First Stipulation, and should be omitted from future ratemaking 

proceedings. 

LED Lighting and Electric Bus Study Collaboratives 

Pursuant to the provisions of the First Stipulation, KU commits to engage in good 

faith with Louisville Metro, LFUCG, and any other interested parties to this proceeding 

and the LG&E rate proceeding in a collaborative to discuss issues related to LED 
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lighting and electric bus infrastructure and rates. While the provisions limit participation 

to only those parties to the instant rate proceeding and the LG&E rate proceeding, the 

Commission finds that the collaboratives should also include the Kentucky Department 

of Energy Development and Independence, whose mission includes creating efficient, 

sustainable energy solutions and strategies. 

SECOND STIPULATION 

As mentioned previously, KU proposed certain changes to its pole attachment 

tariff in its application. KU currently offers the use of spaces on its poles for cable 

television attachments under Tariff CTAC, Cable Television Attachment Charges ("Tariff 

CTAC"). KU proposed to rename Tariff CTAC to Tariff PSA, Pole and Structure 

Attachment Charges ("Tariff PSA"), and to expand the tariff to include 

telecommunications wireline and wireless facilities' attachments, which are not currently 

covered under Tariff CTAC. KU also proposed to modify the rates, terms, and 

conditions of seNice for attaching wireline and wireless facilities to its poles. 

The Second Stipulation includes the modifications proposed in the application, 

but also includes additional changes in the rates for pole space use and conditions of 

seNice for the placement of an attachment on KU's poles. As originally proposed, the 

Tariff PSA's rate schedule contained three charges: 1) an annual charge of $7.25 for 

each wireline pole attachment; 2) an annual charge of $0.81 for each linear foot of duct; 

and 3) an annual charge of $84.00 for each wireless facility attachment. AT&T and 

KCTA did not object to the charge for wireline and duct attachments, but did object to 

the annual charge for wireless facility attachments. KU estimated that wireless facilities 

occupy an average of 11 .5 feet on its poles, and calculated the $84.00 wireless facility 
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attachment charge based on the use of 11.5 feet of pole space at $7.2555 per foot of 

pole. AT&T and KCTA did not challenge the $7.25 per foot factor in the calculation , but 

argued that wireless facility attachments occupy far less pole space. The Second 

Stipulation provides for a charge of $36.25, based upon a wireless facility attached to 

the top of a pole using five feet of the pole- one foot for the antenna and four feet of 

clearance above the power space to maintain a safe working distance between the 

electric facil ities on the pole and the pole top antenna. The Second Stipulation also 

provides for rates for wireless facilities located mid-pole to be established on a case-by-

case basis through special contracts. This provision is based upon the lack of requests 

for mid-pole wireless facilities, which resulted in a lack of evidence upon which to base 

a uniform rate for mid-pole wireless facilities. 

Another modification is the requirement for a pole-loading study. As originally 

proposed, Tariff PSA required that a pole-loading study be submitted with each 

application as a safety and re liability measure. KCTA argued that requiring pole-loading 

studies for every application provides no appreciable safety or reliability benefit to KU, 

while unnecessarily increasing construction costs and preventing timely deployment of 

wireless facilities. The Second Stipulation provides that an attachment applicant may 

include a pole-load study with the application or, in the alternative , assert that a pole's 

condition does not warrant the need for a pole-loading study. To confirm the assertion, 

KU may perform a visual inspection of the pole to which the facility is proposed to be 

attached. If KU determines that a pole-loading study is needed, the attachment 

applicant has the option of conducting the pole-loading study itself or requesting that KU 

55 The Commission approved the rate of $7.25 per foot in Case No. 2014-00371 , Application of 
Kentucky Utilities Company for an Adjustment of Its Electric and Rates (Ky. PSC June 30, 2015}. 
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perform the study. The attachment applicant is responsible for the costs of any visual 

inspection or pole-loading study that KU performs. KU contends that the proposed 

revision to Tariff PSA does not sacrifice safety or system reliability. 

The Commission finds that the proposed Tariff PSA with the modifications 

agreed to in the Second Stipulation is reasonable and that the Second Stipulation 

should be approved in its entirety. 

OTHER ISSUES 

Rate Adjustment 

In setting the rates shown in Appendix 8 , the Commission maintained the basic 

service charges for each class that were included in the First Stipulation, with the 

exception that the Year 1 Residential Basic Service Charge was not approved as 

previously discussed, and is therefore not included. The reduction in KU's stipulated 

revenue increase as found reasonable herein was allocated to the energy charges of 

those customer classes for which revenue increases were proposed in the First 

Stipulation. The reduction to each class's proposed revenue increase was 

approximately in proportion to the increase set forth in the First Stipulation. 

Electric Vehicle Supply Equipment Calculation 

In response to a Post-Hearing Request for Information, KU provided a revised 

sheet showing the impact on the Electric Vehicle Supply Equipment ("EVSE"), Electric 

Vehicle Charging Service ("EVC"), and Electric Vehicle Supply Equipment ("EVSE-R") 

rates of using the 9.75 percent ROE in the capital structure. In light of the 9.70 percent 

ROE found reasonable herein, the Commission finds that the EVSE rates should be 

further revised to reflect the approved ROE. The Commission also finds that since the 
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EVSE, EVC, and EVSE-R rates are based, in part, on the General Service ("GS") 

energy rate , the rates should be updated for the change in the GS energy rate approved 

with this Order. The EVSE, EVC, and EVSE-R rates set out in Appendix B to this Order 

reflect both revisions. 

Solar Capacity Charge and Solar Energy Credits 

In response to a Post-Hearing Request for Information, KU provided a revised 

sheet showing the impact on the Solar Capacity Charge and Solar Energy Credits of 

using the 9. 75 percent ROE in the capital structure and under each of the corrected 

cost-of-service studies filed by KU in this proceeding. In light of the 9.70 percent ROE 

found reasonable herein, the Commission finds that the Solar Capacity Charge and 

Solar Energy Credits should be further revised to reflect the approved ROE. The 

Commission also finds that the Solar Energy Credits should be revised for Rate 

Schedules RS, VFD, RTOD-E, RTOD-0, AES, and GS using the average of the 

amounts provided in response to the post-hearing information request,56 but revised for 

the change in ROE and using the energy rates approved herein for Rate Schedules PS, 

TODS, and TODP. The rates set out in Appendix B to this Order reflect the revisions. 

Demand-Side Management ("DSM") 

In response to a Commission Staff Information Request, KU stated that upon the 

implementation of new base rates, the DSM Revenue from Lost Sales component of its 

DSM cost-recovery mechanism would change to zeroY The Commission finds that 

56 Response to Commission Staff's First Post-Hearing Request for Information dated May 12, 
2017, Item 6, Attachment KU-6-1 and Attachment KU-6-2. 

57 KU's response to Commission Staff's Second Request for Information, Item 10. 
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