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4 Q. Please state your name and business address. 

5 A. My name is Ltuic: Knllen. My business address is J. Kenned) and Associates. lnz, 

h ("Kennedy and Associ;~tes"). 570 Colonial Park Drive, Suite 305. Roswell. Georgia 

s Q. Have you previot~sly filed testimony in this proceeding? 

9 A. Yes. I ~ I - ~ V I O L I A I ~  fi1ed Direc~ Testimony. Additional Direct Tcl;rimony. Respol~ss to 

1 0  Amended Applications Testimony and Rsbu~tal Testimony regarding the Cump;mics' 

I I revenue requirements md the Companies' proposed alternate method of regulation. 

J. Kennedy and Associates, Inc, 
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What is the purpose of your Direct Rehearing Testimony? 

The purpose of my Direct Rehearing Testimony is ro address those issues the 

Commission has set For rehearing, specifically, certain issues related to [he 

implementation of [he ESM. [he Companies' proposal co allow them to request 

rnodikicarian of the class revenue allocations. the qumrilication OF the posr-test yem 

adjustmcncs to "nnnurzlize" off-system sales revenues and purchased power expense?;. 

and certain issues related to the removd af the environmental surcharge ("ECR") 

racemaking components from the base revenuc requiremen[. 

Please summarize your Direct Rehearing Testimony. 

The impItmentation of the ESM should hs on a jurisdictional raremaking basis. and as 

such. should lVeflect the Commission's prior md future Orders. This undrsrstnding 

should be setlecred directly in the Companies' ESM tariffs. However. the Comnlissinn 

shoulci ~u-ticulare rhc principles that i r  will apply regarding the application of its prior 

and fi~ti~re 0rcicl.s in order co minimize c ~ n f ~ ~ s i o n  and minimize [he dzmage [hat ma: 

he illflic~ed upon r-atepiiyers due to the Companies' ability to interpret the 

Commission's Orders in [heir implumencation of the ESM. Accordingly, I address [he 

principles chat the Comn~ission should articuli~te, the specific adjns~ments that KICC 

believes should he rel-lsctzd, and the adjustments that the Cornparlies have proposed he  

I-etlected. I also address the Companies' proposed ESM tariffs. 

I address ~ h r  Companies' proposal ro allow them to request modificarion of ihe class 

revenue nllocutiotls. I rscamrnend that rhe Commission rejecr rhis proposal. Thcz 

PI-oposcll is nor defined. unnecessary. and not rhe result of the Commissiotl's decisions 

J. Kenrzedy and Associates, Irzc 
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segxding the base rats reductions or the offering of an ESM. To the contrary, the 

Con~rnission already has decided rhe allocarion of the base rate reducrian on the basis 

of total revenues. Any revenue changes due to the opurarion of the ESM similarly 

should be allocated on the basis of total revenues. 

The Colnpanies- qunnrifications of off-system sales revenues and purchased power 

pus[-test year adjustmcnrs provided lo the Commission throuzh post-hesing dis~o\.e~.y 

responses md relied upon by the Ccsmrnission in its Orders? are improperly qu(u1rificd 

based i~port information currently available and may contain other errors thar lvill need 

to be identified through discot.ery by the parties. 

The Commission should not accept (he Companies' proposuls to modify rhc. 

,jurisdictionid allocation Fdctnrs utilized in the Commission's Orders for rhc remox-ill of 

rhe ECR rvate base md expense componenrs. However, KlUC now agrees rhax rhs 

Commission^s ndjustmenc to remove ECR revenues. as adjusred in responiz ro the 

Companies' blotion for Correction. should be utilized. Finally. the Companisj' 

qu:~ncil?carions of the sfkcrh of the Motion for Correction are incorrccc dus to errors i n  

the tax comp~~lcnts of the quantitications. Thus, even if the Comrnission accepts each 

its111 for which the Companies seek "corzection~" the Cominission should not rely up00 

the Campanics' qu;\nriticarions of these iterns. 

J.  Kerzliedy and Associnbes, brw, 
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11. ESNI IMPLEMENTATION 

What issues has the Commission set for rehearing reiated to the ESAI 

implementation now that the Companies have accepted the Commission's EShI? 

The Cornrnis.-;ion has set [wo issues h r  rehearing. First, the Commission has 

determined that it is nzcessaty "ro further invescigare which decisions need to be 

reflected in the ESM calculation and how that should be reflected in that calculatio~." 

Szcand, the Cornrnission hiis determined that it is necessary to address the EShI tariffs 

that %i l l  be irnplcmenred by the Companies pursuant to [he Commission'l; Orders. 

Do you agree that the effects of prior and hture Commission Orders should be 

reflected in the ESM calculations of earnings and earned return on common 

equity? 

Yes. However. thur general ugrezrnerlr should nor be misconsrrutd as agreement t h ; ~  

the Companies hc: alloursd [he unfi~rered opportunity ro implement rhcir interpretations 

of the. Commission-< prior Orders To the contrary, rht: Cornrnis.iion should articulars 

the pri~~cipizs 01- pidslincs i r  will employ in order to minimize conl'usion and to 

minimize any ncgati~s ratepayer impacts. 

What principles should the Commission employ? 

First. the Commission should employ tlie methodological framework from cnch 

Company's mast recent Commission Order, which inclucles a c;ornpuracion of 

capitalization. rarc bass. overall rare of return, and operatins income on n jurisdicrional 

basis. and i n  the case of LG&E, on m electric only basis. It also should remove all 

J. Ke~zrredy and Associates, Inc. 
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ECR ratemaking components i n  the same manner as the Commission deterniines is 

appropriate in its Orders on Rehearing in these proceedings. 

Second, [he Commission should remove all recurring coscs which i t  has disallowed in 

prior Orders. includin$ those costs related ro [he Companies' unl~gulaced activities. 

charirable concrihucions, and advertising. 

Third. the Commission eithcr should remove. or defer and amortize. all ahnormi11 and 

nonrecurring costs over a cerrain dollar threshold. perhaps S1 million. beci~use tllzs2 

no]-nially are treated in chat nlnnner in base ratemaking proceedings, For example. in 

[his procrsding, the Commission effectively removed the Companies' shnrc OF the 

merger cosls frorn rest year operaring income. In addition. the Commission required 

thar Year 2000 complirmcz costs be deferred mci amorrized. Giwn this prior 

Cornmission treacmsnt of rhcsc rypes of abnormal and nonrecurring cost?;. the 

Commis:;ion should tvequire rh;~ 311 costs associared s i rh  [he atlnour~csd merger of 

Pat\"erGen and LGJtE Energy. or any other fu~ure merger-rsla~ed costs. be removed 

from the ESM earnings rmd return cornputncions for dle 3000 historic and subscqurnt 

test years u111zss the Commission nurhosizes some form of mremakins recowry of such 

costs irl  F~lturz i~~ergei- Ord~rs. 

Fourth. the Coinmisrion should not allow any posc-tesi ysar ad*justments. The E.Sh1 

will operate annually on n cfefinzd historic resr year basis md will  ,uzasure hisrnric rest 

year ovzrrnmings or unileremiin,os for sharing purposes. The ESM will not operate on 

the basis of a fcrcurr: test year. Any post rest year changes co the historic rest year 

ratemilking components necessarily will be captured in the next historic rest year EShl 

J. Ke~nzedy and Associates, Irzc. 
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filing. If the Commission does not prcclude posr-test year adjustments from the ESM 

Filings in  one year. there is a risk thar the Companies will not remove the actual 

expense from the nest year's ESM filing. which could msult in double recovery of 

certain costs. Tl~ns, rhs  Commission's adopcion of speciiic post test year adjustments. 

such 3s the ndjustmencs in chis proceeding for off-system sales revenues and purchased 

power expenses. should not be reflected i n  the Companies' ESM filings. 

Fifrh. the Con~mission should identify [he annualization adjustments [ h a  i t  will allow 

in the ESM filings. but should preclude any ndjustmencs thar have m undefined 

"future" impact on earnings rather than a "curenr" impact on earnings. For exampls. 

the Cczmpanies, i n  their Petition for Rehcarin~ and in their proposed ESM tariff 

language. seek an open-ended opportuniry to adjust '*revenues. elcpensts or both. in part 

or total. to be collecrzd or incurred thereufces differently than in rhs  period." This 

req~~cst effccrively seeks authorization for the Cornpanit.., to "interpret" [he 

Commission's prior ancl future Orders in any manner they sez tit. including [he 

introduction of any post-re.;~ yeu acljustmcncs rhs Companies may dsbise. Airho~igh 

cet-rnin :\nnualiznrion adj~isrments based upon aciual historic test year information ma 

be allo\~ed. no post-re.;[ year ucljusrrnents s h a ~ ~ l d  be allowed t'ot the reasons p~-evio~~<l; 

dtscri bed. 

Sixrh. all ~-eti~ncl arnoilncs for prior years accrued during the current hisroric rzsr year 

should bz removed from revenues. For exa~nple, i f  che Con~pan~es accsu~\ S 10 million 

for a retuncl liability related to prior years. the Companies 5ho~11d nat be able ro 

"'recaprul-s" 60% of that refund obligation through the ESM. 

J- Kertrzedy and Associates, Itzc. 
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Do you agree with the Companies' request to annualize the March 1, ZOO0 base 

rate reduction? 

Yes. Such an acljustmen~ i s  necessaly in order to avoid a "doublirlg UP'' of [he effccts 

of [he rari: reductions that already hate heen ordered by the Commission. 

Are there other revenue effects of the Commission's Orders in these proceedings 

that must be annualized, consistent with the annualization of the March 1, 2000 

base rate reduction'? 

Yes, First. the Commission also should require that [he Companies annualize the 

revenue cft'ects of the EPBR by increasing I-evcnues for chz 2000 test year by the 

amounL of the EPBR rate reducrions. This adjustrrlent for the EPBR rare reductions 

should include the bill reduction component of the EPBR unless the bill reducrion 

ruvtlnue effecr already is netted in the Companies' propased annuirlization of the March 

I .  2000 base rate reduction. The sfkcc of this prolorma adjustmen1 rvould increase rhr 

Companies' rrvcnucs and thereby inc~'e;~se their earnings. For- plilpossj of rheir ESLI 

filings. i t  nould be improper *and inconsistznt for the Companies not to remove the 

EPBR rate reductions while at the same rime annualizing the base rate reductions. 

Second. the Cornmission should require that the Companies annualize their FAC 

relrnues for Jr~nuuy and Febru21-y 3000. The annualization fur those t x o  months 

shoultl assume char rhc FAG revenues are equal to recoverrthlc fuel and pulqch;~sed 

po\\er expenses plus the effects of any FAC disallowances. Such profol~nn 

adjuscniencs ate necessary in order to mure  that the Companies and rarepayers are hcld 

harmless from any difrer-ences in rhe ratemiking effects of the EPBR versus the FAC 

J.  Ketznedy ajzd Associates, IIZC. 



for January and Fehruruy 2000- 

Third, the Commission should require the Companies co annualize their FAC revenues 

in March through December ZOO0 and subsequent historic tesr yeus in order to 

increase the FAC revenues for any disalln\v.vances ttxouph the FXC for costs that ;tre 

not recovzrahle either through che FAC or in bass sates. such as imprudence and cerrain 

or,her disullowancrs. Oths~-n;ise. the Cotnpaniss will be able simply to hhift the 

recovery forum for these disallowed costs and [hereby circumvent the intended el'fecxs 

of the Commission's FAG Orden. 

Do you agree with the Companies' request to reflect the sharing of merger savings 

with shareholders? 

Yes. I agree chac an ndjustrneslc is appropriate on a conceptual hasis. I t  ccould he 

appropriate to allom, [he Conipaniel; to include their retained share of merges sn~,ings -15 

an inc~.e;ise to operatins expenses in the manner allowed by t he  Commission in its 

0rdcr.s i n  these proceedings. Hofveber. the Companies have nor anicctl~~tsd rhd 

rne~hotlology for quantifying such an adjustmenr in the calendar years covered hy [he 

ESM in  [heir Peririon for Rehearing. The Conirnission should consider the l'tlct char: ths 

savings prqjections in  Case No. 97-300 were nor on a calendar year basis, h u t  rarher 

~ 2 1 ' ~  SI;IISC~ on LI ssrich nf 12 month period..; cornrncncinp wirh rhs consurnma~ion of [he 

merser. Thus .  the adju.itmenrs to reflect thoir retained shiue of merger savings S~OLIIJ .  

be four months of one 12 month savings period and eighc months of the next 12 month 

savings period. For s ~ a ~ n p l e .  the first 12 montll savinss period ran f ~ o m  May 1998 

through April 1999. The second 1.2 month savings period runs  from May 1990 throush 

J.  Ke~znedy and Associates, I ~ c .  
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April 2000. Accordingly, thc adjustment for [he 2000 historic Lest year sho~lld include 

4 nlanrhs of che second 12 month savings period and 8 months of thc: third 12 month 

savings period. The adjustment for [he subsequent historic tesc years should follow a 

similar partern, 

In nddicion, the Commission may wish to make cIe:u rhar rhc Companies are nor 

allowed to increase their common equiry capirulization by the unarnol-tized .shru&older 

porrrion of the costs to achieve merger saving,  an issue [.hat already has been decided 

by the Commission it its Orders in these procesdings. 

Do you agree with the Companies' request to adjust revenues in order to rernoLe 

the effects of ESM over or under recoveries? 

No. hecausu thz Comp;unizs did not describe in their Petition for Rehearing r h t  

rationale or the cornpurrltional basis underlying the claimed "need to adjust reytnues . . 

. to retlsct any ovur- or under- earnings." The Companies havz includcd a E3.A rrrm i r ~  

their proposed ESbf tilriffs. which thzv define as '&the Baltlrlcinp ;idjustrntnt n,hich 

reconciles my over- or under-collecrion of the R A  from the prior ncljus~mznr ex," 

The Cotnpanics will or should employ defe'erral accounring fbr  ESM over- or undsr- 

rcvenus collections. similar to thc deFsrrcd fuel accounting they employed i n  rhe p a t .  

and prestrmab[y will ctrnploy in the future, for the FAC over- or under-collecrions 

Thus. i f  the Cornpunici- proposal is related to ESM over- or under-revenue collections. 

there is no need for the Cr>mpanies to "adjusr revenues" because of their ability to 

utilize deferral accounting. Homevcr. i f  the Companies meant to refer to the "revenue 

adjustment." incli~ded as rhe RA te rm in their proposed ESM tariffs. then 1 agree that 

J. h'enrwdy a ~ t d  Associates, Inc. 
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1 1  Q- 

I:! A 

1; 

the effects of rhe ESM on the revenues should be removed from each historic rest year. 

If the ESM results in a rate reduction. then the Companies should be required to 

remove that effc'ct through a proforma adjusrrnent to increase revenucs. Withour such 

an adjustment. the effects of the earnings in one historic Lest yea improperly woi~ld be 

compounded into subsequenr hisroric test years. 

To the estent that the Companies are authorized to make adjustments to historic 

test year revenues and expenses, should the Commission also ensure that the 

appropriate related tax expense adjustments are made? 

Yes. The Commission should ensure rhnc a11 related income tax and other tax t r f ~ c t j  

are reflected through profomla adjustments- 

Have you reviewed the Companies' proposed ES$I tariffs? 

Yes. 1 have t-svicwsd rhc Companies' proposed ESM t,ulffs. iVIy conments, includin_r 

my recommendations. follow the format of the Companies' proposed tariffs. 

1 . The Con~panq '5 proposed vatiff I~\nguupft nowhere limits the application of [fie 

tru7fF for the "three year tern1 with the eamin,os sharing reflected on bills 

r?ndctscld tiom 3001 thr~ugh 200.5" that was specified in the Cornmission's 

Order. The [&iff lanpage should reflecr the limiced r.imc period spscificd irl 

the Commission's Order. 

J. Kenrleciy and Associates, IIIC. 
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AVAILABILITY OF SERVICE 

2. The Commission's Order did nor exclude the Curtailable Service Rider and 

Flood Wall Pumping. The Companies should be required to explain why siich 

exclusions ar~t appropriate. 

3. The Commission's Order dici not define the ER term id [.he manner proposed by 

the Companies. ER should be defined as the "actual" Kentucky rerail 

jurisdicrional sales revenue for the Current Rcponing Period. not the 

"sstirnaced" Kznrucky retail jurisdictional sales revenue for t lx Current 

Adjustmenr Year. The use of actual data eliminates the necessity to develop 

forecasts for the purpose of this adjusrrncnr: and is consistent w i ~ h  the use ot 

actual ~ o t d  Iaevenue?; for the ECR mechanism. 

4. In addition. ER shot~ld be del?ned lo be consistent with the delinition of 

revenues utilized in  th? first pardgraph of this section of the turiff.. spsciiical1.c. 

all Kentucky jurisdictional revenues. inciudins [he FAC. the ECR. and rhe 

Merger Sureredit Rider: and to be consisrcnr with the exclusion of the 

Cur~ailitblt Senice Rider and Flood Wall Pumping under rhc Availability of 

Service sccrion of rhe tariff- if the Con~mission does not modify this exclusion 

provision. 11 is necessary to have a consistent dehition between the revenuts 

~irilizsd co compute the ESMF rind thc revcnues to which rhe ESMF will be 

applied. 

J, Ken~zicldy and Associates, IIX.  
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TFWIS A N D  CONDTTIONS 

5. There is no comprehensive sratement ihac the Earnings Shuin,o Mechanism wilt 

be cornp~ited on a Kentucky jurisdictional basis. Although the Cnmmission's 

Orders dts not specifically state thac i t  should be. there xe numerous reference2 

i n  the Commission's Orders co specific components thac should be compcited on 

u Kentucky jurisdictional bilsis. A comprehznsive sratemem sI~ould be 

included as paragrdph ](a) and the Company's proposed puagrdphs f (a)  

throush I (c) be shiftcted to I (h)  through 1 (d). 

6. Paragraph l (a)  of the Companies' proposed cariffs does nor cumplv wirh the 

Commission's Orders. The Companies' proposed langua~e scatcs rhat "The 

Earnings Sh'uing Mechanism will (a) exclude a11 Kentucky jurisdiction;ll 

revenues and expenses associated with the Kentucky Revail Fuel A?j~~strnenc 

Clause ;uld rhe Er~vironmental Surcharge." However. the Commi.;sion's Order 

states that "All revenues and expenses associated with rhe FAC 2nd the 

environmental surch;uge will be excluded in determining the return on equicq.." 

The difference is rhat the FAC and ECR revznues and expenses are nor 

exclirded from the ESM as ;I general principle. but mrher are specifically 

excluded in [he coniputation of the Company's jurisdictional e~m~ri rzr~~rn otl 

common equ iry. 

7. Pxragl-aph 1 (a) of the Companies' proposed c,uiI:Es shoi~ld be modified further to 

1-efcr to I-are base or capitalization in  addition ro the reference ro revenues and 

expenses associated wirh tile FAC 2nd ECR. Although [he Commission's 

Orders do not state rhar the ECR rate base or capitalization should hi: excluded 

J,  Kerzrzedy and Associates, Irzc. 



from the co~npularion of the return on common squi~y. ir is cle+ar that [his was 

the Commission's intent. based upon the derivation of the base revenue 

requirement in its Orders and rhe exclusion of rhe ECR revenues, expetlses. 

a d  capi@dizalh. from the base I-evenue rcquircments. 

8. Pal-;\graph ?(a) of this section of the Companies' proposeti trui6k represents ;I 

rnatesirtl and inappropriate rnodifica~iou co the Izlnpuu$e contained in the 

Commission's Order. The Companies' pl~posed tariffs state "Thsse 

calcularions will recognize current and future orders of the Commission rhat 

cause revenues. expenses or bath, i n  pnrr or in cntal. to be collected or incurred 

differently that1 in  the Chrrent Reporting Period." 1 agree rhur rhe Cornpanic;;' 

calculations should recognize che Commission's decisions i n  prior Orders. t h ~ .  

Order.5 in chess proceedings. and future Orders. to the exrent tllc Commission"s 

prior Orders we modified regarding the base revenue requirement. Howev~r. 

tilt Ianguqe in the Compnnies' proposed r~uift:.; would provide [he Companies 

unt'zrrercd opportunity to develop and incorporure proforrnu ~tdju~rmsi~rs bassci 

Lrpon thcir intztprerations and quant.ifcations of the effects ot posl [ssr year 

changes or annudizationslnormnlizarions of his~onc tesc year revenues iind 

expenses. Esscncially, the Companies' proposed 1;lng~iage wolrld shift the 

ratcrnaking decision process from thc Commission to the Companies. Such ;) 

real[ would not be acceptabl~'. 

I rscon~n~enil [hat [he cited language in the Companies' proposed rariffs be 

modified ro read simply: "These calculations will recognize current and furure 

orders of the Co~nmission." In addition. the Commission may wish to insert 

rhe L'ollowin~ phfilse: "All proforma adjusrmenrs made or which wtre not 

3. Kert~zedy and Associates, Irzc, 
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made by the Company to the per books amounts shall be subject ro the 

Commission's annual review. with [he net effecc of the Cornmissian's reviztr. 

and determination of the correct amounts to be reflected in thc subsequent tnle- 

wp rhrough the BA F;~ctor." 

9. Paragraph ?(a) of the Companies' proposed tariffs states that "Revenues will be 

adjusted for off-system sales . . . " This language does not comport with the 

Cummission's Orders, which state that "Revenues will be udjusred to include 

revenues from off-sysrem sales." The Commission's Orders clearly instrucc [he 

Companies "to include" revenues h r n  off-systzm sales. Thz Companies' 

propow"d~an_zuags is unnsctss;llily md improperly ambigi~ous as to how rhs 

adjt~srmet~t should be reflscted. 

J ,  Ketzrzed-y and Associates, Jtzc. 
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111. CLASS REVENUE ALLOCATIONS 

Please describe the Companies' request to modify the Commission's Orders in 

order to allow them the flexibility to present proposals "that would justif!- 

adjustments to the rate-of return for each class." 

The Companies habe requested that the Commissiotl modify its Orders in rhese cases 

in order to present silch proposals "either in connection with an annual review of the 

operation of the earnings sharing mcchrvlisrn or an unbundIin,n study." The Companies 

have not stated an1 specific proposal as to how the Cornmission's Orders should be 

modified. 

Do you agree that the Commission should modify its Orders? 

No. First. the Companies have mndc no specific proposal. The issuer of cost of 

service and [ariFE dcsipn. other ihan the base rate reduction. rhe ESM. and the EPBR, 

were nor raised h? Jny pill-ty in these proceedinzs. The Commission sliould nor 

probide any explici~ authoricy for [he Companies ro propose such changes e i ~ h r r  i n  

connection wilh its ESM filings or in connection with its tinbundling report or any 

I-elated proceedings. The requested explicit authority in conjuncrion with those filings 

is unnecessq and inappropri;lte ~ i v e n  the Commission-s decision to allocate rhe base 

revenue I-eductions on total revenues and givcn that rhs purpose for filing the 

citibundlin~ repon is "for inforn~azional purposes and a suggested rnerhodoio~y to 

acc~~ratsly deterrninz the gerlsration. rransn~ission. and distribution components of its 

rates." the latter dsscriprion provided by the Con~mission in its February 17. 1000 

J. Kennedy and Associates, iitc. 
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Order on Rehearing. Clearly, the issue of rare rebalmcing did ~:ot originate with the 

Commission's Orders in chese procesdin~s. 

Second, the Companies' requests For explicit authority to propose changes to class 

revenue allocarions apparently applies to all revenues, not just ESM rare changes. If 

the Commission provides such explicit authority, it virtually will ensure that the 

Companies will append rate rebalancing requests io one or more of their ESM filings or 

their unbundling repon filings. It is unlikely that the Companies wrsuld have requested 

such explicit authority if they htzd no incention of exercising it. Tile Commission 

should consider whether it wants either the ESM tllings or rhe unbundlin,o report 

filings. and any reIated proceedingsl burdened by rate rebalnncing issues 

J. Kennedy and Associates, Irtc. 



IV, QU.4NTIFICATlON OE' CERTAIN POST YEAR ADJUSTMENTS 

The Commission's Orders relied upon purchased power costs provided by the 

Companies in response to post-hearing discovery for the twelve months ending 

August 31, 1999 rather than for the actual 1998 historic test year. Were the 

amounts provided to r he Commission appropris te for purposes of quantifying the 

effect on the Companies' base revenue requirement? 

No. The Coinpanics simply i~rilized their gross cost of must ink? enersy purchases. 

less arnour-\ts resold into the spot markek, according to rheir response to Hearing 

Question Staff-15. The pal-tics have nor had an oppotruniry [hrough discovery or 

othcrwiss to obtain the support For this quantification. Nevel-rhtless. there appear bc 

cenain conceptual and computational problems with the Companies' quantifications. 

Firs[. i f  the Caniputlies' response ro Homing Sralf-15 is to be t.lriliz,ed for a posr-tesr 

vear purchasezl powei acljustn~snc. then then also should be a posr-rest year x.iiusrment 

to incrrtr\.;e fuel adjusrn~tnr clause revenucs by the amount of [lie cnergy churges that 

would have been recovered by each Company through tl~e fuel adjustment clause. The 

pu~post' of  these cases is to esrnblisk [he proper base revenue requirement on a goin: 

tbrhard b;t..;is. If rhe Companies are allowed co recovcr any -.must t;k" s n e r u ~  ... . 

purchastlrf pouer costs through the FAC in the fi~tl~re. thcn there will be a doubl? 

recovet? of such costs - once through base rarzs and again thro~i~h  the FAC. This is rl. 

very real issue. It has been KU's historic practice to claim that virt~rally all of its 

purchased power is made on an "ccanotnic dispatch basis" and thus fully reooverabltt 
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I thr0~13h the F.4C.I 
- - '  

3 - Second. the Companies changed their approach co the quanrification of a post-test year 

11 purchased power adjus[ment in Elcaring Staff-15 compared to Response Exhibit LEB- 

4 1 .  The Companies initially proposed nn "annualiracicrn" xijjustment based upon 1998 

3 actual purchased powcr demand and a projection of 2000 purchsed power demand call 

6 option prices as detailed on Response Exhibit LEB-I. At hearing. the Staff requested 

7 [hut Response Exhibit LEB-I be updated "in the some format" for actual purchases 

S rhrougll August 1999. 

"Q. Ok((jb. Mr. B ~ l l i r ~  the/ -r '~  a colrj)le of irejns of ~ltrrcr rt-e ~ l ~ ~ t l c l  l ik  JUL I  ro 
lmwrdr. 111 rcj2r-erzce ru yolir Ru.\porire Exhibir LEB- I .  LI ilicli sltoi\ r rile 
do~-il,lrtiorz qf! o u ~ -  rr~ljirsrnlrrzr to pu~-chosed porver e,.cyrnse. . . . 

A. The rc>p .rectiorl ~?f ' t l lnr  Edzihir s1rokr;s 1998 nct~ral prrrchases for rzntix*c locrd 
Chu volr provide. ~ I I  tlie .sunre fonnnr, the co~l~panirs' 1999 acncal p i ~ r c h a ~ e s J ? ~ ~ -  
11llril~c' 10~1d"for t /w 111oizt1z.~ ~ ~ J C I I I I I N I - , V  t l ~ t - o ~ ~ q l l  ill.ig~~.~f? 

A. YPS. \lqr C Y I I I  lk) tlinr." TE VoI. V. p. 297 (emphasis added). 

I S  The Companicc ~.cspondsd by replicating the 1998 actual purchases that hati been 

19 origin;~llq provided on Response Exhibil LEE- 1.  However. the Companies chanztd 

20 their approach to qur~n~ifying the post-test year adjustment. No longer \\as the 

2 1 qu~ln~it'icarion an "anni1ali7,;ltion" adjustmefir that 11tiIired the 1998 actual purchased 

3 2 power denland in conjtincrion with the actual 1999 dcmand call op~ion pi-ices. Rather. 

J. Kennedy alzd Associates, I~zc. 
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1 the Compimies jettisoned the entire concep[ of an mrluaIization acijustrr~ent and then 

3 substituted another definition of purchased power costs for native load based upon 

3 must take energy purchased power. The Companies' response to Hexing Staff- 1-15 \Val; 

.I. not an ~~pdnce of LEB-I "in the same fom~ar." It relied on a new methodology. This 

5 new methodology should be rejected. 

h Third. rhs Companies' change in approach is an attempt la shif~ cosrs from rhz 

7 Companies to their ratepayers in conrravencion of the rerms of rhs EPBR. which [\as 

implemented on July 2, 1999. Through the FCR componznr of [he EPBR. the 

Companies acccpred the risk O F  increased energy costs. including all or part of 

pur-chi~sesi power e~izrgy c o w  to [he exrenc those costs previously were rc.cove~.r:il 

~ h r a u ~ h  the FAC. Yet. rhc Companies now propose to recover. as an incr~a:~? to the 

bass revenue requirement. EPBR costs chat wers rheir responsibility. no t  rhc 

responsibility of [heir ratepayers. 

Fourth. rhc Companies apparently havc ssgrc$ared their purchased power costs into 

rhiee ctlte$orizs. The hrsr caregoly is the mrlst rake enersy cosrs retlected in  thsir 

proposed purchased power ndjustrnunrs. The second catesory is the "purchases' otYser 

againsr off-system sales reveniles i n  order to quantify their proposed off-s-sy.srern sales 

revenues adjustments. The t1.iirc.l catzsory is [he purchases retlecced in  rheir brokered 

sales margins. which [he Companies consider to be unregulart:d. Absent derailed 

discovrly regal-ding these allocation..; of purchased power costs to [he rhree caccgol-ies 

utilized by the Companies. the Cornparlies may be double counting czrtuin purchased 

power costs or orhenvise srr~~cruring [he allocations of rhese costs in order to maximize 

their base revenue requirements. This problem becomes even more acute oncz chz 

J. Kellnedy arid Associates, fire. 
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ESM st,ms. For example, if the Companies desired to deflate the earnings subjecr ro 

ESM sharing, they could allocate the Iowest cost purchased power to broksred 

transactions since rhe~e are considered by the Cornpanics to be unregulated. 

Finally. to [he exrent that  he Companies' purchased power reqi~irements were higher. 

during the twelve months ending August I999 due to hisher sales to narive load 

racepayzl-s. then [he increased revenues from those sales to native load rolepaycr.; 

should be utilized ro reduce [he post-test year purchased pouer adjustmtnr. The 

Company has assumed thar it received no revenue from increased native load sales. 

That sssumption appears to be false. Thus. such an adjustment is n e c e s s q  in order to 

avoid d o ~ ~ b l s  l.eco1e1-y of LI cost Fro~n rarepayers chat has been rccovsred already. ar 

Icnsc in part. thr~cc~h increased sales revenues from those same ratepayers. 

Is your review of the Company's purchased power adjustment quantified in 

response to Hearing Staff-15 complete? 

No. There may he other PI-oblcm.; with the Cornpimies' quantification..;. I t  nil1 bc 

necessary ro obtain additional information from the Colnpaniss through discove12 onct 

they file \heir Direct Rehearing Testimisny. 

The Con~mission's Orders relied upon ot'f-system sales revenues provided by the 

Companies in response to post-hearing discovery for the twelve months ending 

August 31, 1999 rather than for the actual 1998 historic test year. Were the 

amounts provided to the Commission appropriate for purposes of quantifying the 

et'fecl on the Companies' base revenue requirement? 

No. First. i t  is important co realize that chess proposed post-rest year adjustmenrs to 

off-system sales reveniles, as well as the post-tesr year adji~stments co pl~rchased power 

J. Kennedy and Associatts, Iric. 
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expenses, require the c~nwinding of the EPBR thu was in eff'ecr from July 2,  1999 

through Augusl 31. 1999 and the substit~~tion for the FAC that i tas  in effect prior to 

July I .  1999 and that will be in effect a ~ a i n  effective March 1. 7000. Thus, it i.?; 

essenri;~l to determine to w h x  extent. if any, chc fuel 2nd other enerzy costs 

(apparently. including "purchases") either would have bcen reco~ered ~hrough  he FAC 

ht\d it  heen in effect during July and August 1999 or was the r.csponsibilitg of the 

Companies during those two months. Only in this manner w i l l  dl sides of rhe 

"matching" equation properly be reflected in the bass revenue requirement, 

Given the ~natching requirement and the need to unwind rhe EPBR and replace ir. wirh 

the FAG. i t  is necessary to determine the appropriate level of purch;l.sed "energy" costs 

thar would have been rccovererl rhroush the Companies' respective FACs and thc 

appr-opri:lte level of "fuel" cosrs ~ s o c i a t e d  with the off-system sales that ~ b o u l d  h a l t  

been credited ro ratepayers through the FACs. Thc parties in this proceeding. orhzr 

than chs Companies. currenrly cannot nlnke these deterrnjnations based upon [he lack 

of undel*Iying curnputationul suppon to tbc Compimies' response ro Heariny Staff- 16 

Thus. KIUC reserve,.; [he right ro address rhcs? "matching" issues i n  Respun;? 

Testimony once i t  has had the oppolzunicy to issue and review responses to disco~,rly. 

Second. as descrihed pi-cviously in the discussion regarcling the Companies' propnscd 

purcl~i~sed ndjustrnenrs. i t  is riot cIcar how the Companies c:ktegorizsd their purch:lsed 

posvel- expenses hetu'czn the purchased power expense for purposes of 1 ) t.heir. 

proposed post-tesr year purchased powsr adjustments. 2) the purchased power offsescrs 

to thcir proposed off-.systsm sales revenues adjustments. or 3) the pilrchasccl pox\-cr 

oftiers rz, their brokzrcd sales revznues. Thus, UUC also reserves the right to address 

the.se issues in Response Testimony once i t  has had the opponuniry co issue and i*e\,ie\t. 

J. Kerrnedy and Associates, Ittc. 
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responses to discovery. 

Third. it is not clear how the Companies quanrified the fuel, scrubber consumnbles. and 

"purchases" reflected on their response ta Flearing Staff-16 page 2, of 2. It isn't e\*en 

clear rhuc the Companies have utilized the same definition or cosrs for this line item in 

i t  utiliwd for a sirnilar line item on Response Exhibit LEB-2 because the Companies 

changed [he term "encrsy" to the term "purchases." For example. the Comp;lnizs now 

may have incIuded denland purchased power costs in this line item. KIUC reserves the 

right ro address these issues in Response Testimony once it has had the oppo~~unity to 

issue discovery and rsvicw the Companies' responses. 

Fourth. i~ is nar clear why there is tiny margin adjustrnsnr h r  the test cnerpy r.etlectc.d 

in the Companies' response to Hearing Sriff-16. To the extcnt that any of the r t h t  

generation was rt~overed through rhz FAC, or any of the test generation increased the 

FCR component of rhe EPBR and offset my EPBR rare reductions. [hen ratepayers 

should not he required ro pay again rhrouph n reduction to the off-system saIes 

1w.cnues recognized in the Companies' qunntit'icario~is of these posr tesr year 

udjusrm?nts. Although KlUC wirl cxplol-i: this issue thro~~gh ~ ~ S C O C Z ~ .  the p i l~~ies  

have had nu previous opponunity to i~lvesrigats this issue. 

Fifth. the Cornpanies appsru ru have Failed LO account for any "lost rnargir~s" due ro 

r lscr~~ici~j  usage during consrruction o f  thc Brown 6 and 7 unirs. Such "lost r t l ; l~-~inc"  

~vould huvs increased the off-system sales prsst-tzsr year annualization adjustment. 

Finally. to r h r  ssrent that off-system sales revenues were less due to inclxustd naiile 

load requirsnisnts and ncenues. then the Commission either shoilld rcflect proforma 

;~djusttnenrs to incrsasc revenues for the net increase in revenues from sales t o  nnt i l r  

Inad ratepayers ur reduce thc purch~ised power post-rest year adjustmsn[s in  the manner 

J. Ken~iedy iy~ld Associates, bzc. 
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1 that I described previously. Absent such adjustments. the Companies will be allowed 
-. .- 

2 co recover as a cost the post-rest year reductions in margins on off-system sales while a[ 

., 
J the jams time retaining the increased margins an native load salss. 

J. Kerztt edy and Associntes, Irzc. 



V. RERIIOVAL OF ECR RATEMAKING COMPONENTS 

Did the Commission's Order utilize the proper jurisdictional allocation Factors in 

order to remove the ECR investment and operating expenses from the Base 

ratemaking components? 

Yes. Concra~y w the il~ss~tions of the Companies in their Motion for Correction dated 

January 20. 3000. the Commission did not err in [he selection o f  rhe jurisdictional 

allocation f-ictors for the ECR capitalization and operating expense componenrs of'rhe 

ECR revenue rcquirsnlent ss detailed in Appendix B to the Commission's Order. The 

Company has illleged that the average of the ECR jurisdictional allocation lactor..; 

during the test year should bs applied to all ECR Lcvenue requirement component;.;. 

other than ECR revenues. 

The Company's claim t;ho~,lId be rejected far at Isnst two reasons. First. [he pulyosz of 

removing rhe ECR revenue requirement components is to disnggre$uts the aggregatt 

~~niounts inc1udt.d by rhs Companies in their revenue requirement cornpuc;~rion~ and. 

supporting cosr of scrvics srudy ( K U  only) relied upon by the Con~missio[~. the 

Con-rp~lnics, and 211 other parries. No pany displr~ed the alloca~ion factors developed b ~ "  

K U  in it.$ ~(1st of iic'l~icc stitdv tlsd \k i t h  the Commission in response to KIUC-3-33 

and utilized by all piuries or the 100% ,jurisdictional allocndon factors utilizcd b> 

LG&E. Thus. whcn the ECR rate base. capittllizucion. and aperaring expenses arc> 

removed from the a ~ g r e p t e  (base plus ECR) jurisdicrional nmc?unrs, the rerno\.al 

nceessitriIy [IILISI be on the s;LnIe jurisdictional basis as those w~outlts initiall? were 

J. Kenrzedy nrrd Associates, Ilzc. 
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included. 

Second. the Companies' approach effectively ~vould nullify the Commission's decisions 

in Case Nos. 95-060 and 94-3-32 to jutisdiction;lIly illlacate the ECR revenue 

requirements on the basis of total revenues. The nullification would occLIr because rhe 

ECR revenue requirements allocated to ocher jurisdicrio~~s (including off-system sales, 

[hen would be panially reca~ered thror~~h the Kenlucky remil base revenue 

rsqniremenr If the ECR revenue requirement componenrs are not relnoved ac the same 

jurisdictional level at which they art: included in the aggregate (bxe  plus ECR) revenue 

requirernznc. but rnrhrr at the lower ECR jurisdictional allocation factors proposed by 

the Cornprmy- then rhe difference in rhe rwu jul.isdic:tional allocation approiiches wiI1 be 

retained as a higher Kentucky retail base revenue requirement. Thits, there tvould he xn 

incrsinen~tll ECR revenue rsquiremrnt iniproperly recovered throuzh the base levenus  

I-equirernent. Such a result should be rejected because ir clearly is contradicrory to rhc 

Commission's ECR-jurisdictional allocation methodology. 

The Con?rnission should nor be misled by the Conlpanies' improper attempt to tnhancc. 

their base revenlie r~qilirements and to circun?vent the clearly stated intent of thz 

Cornmission in rhe ECR proceedings Ln require off-sysrcm scllc.;; and other 

jurisdicrional s;~les to hear ;l poccion of the Cor~?p;lnies' ent'ironmen~al costs. 

Did the Commission err in the quantificatiofi of the ECR revenues removed from 

the base revenues? 

J,  Ke~zizedy and Associates, I m .  
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No, excepr. for the jurisdicdond allocation Fdctor, which now ha< been conectcd by the 

Commission. I have reconsidered rhis issue and now agree thar: the Cornmi..;sion 

properly quantified the ECR revenues removed from rhz base revenues far the test 

year 

Do you have any ftlrther comments regarding KU's Appendix A Schedule KU-6? 

Ycs. KU has incorrectly cornpured the income tax effects of the Conunission's alleged 

errors in its Appendix A Schedule KU-6. First, the Company did not correcrlv 

compute linz 3 on  his schedule ~lnder the "PSC 0rder" column. The amount should be 

positive S I .885.637. computed by multiplying rhe amount on tlie "Total Operatins 

income Adjustmenrl;" line times the 40.36157~ federal and state income [ax rare times 

nzsutivz I .  The Company incorrectly urilized the income tax adjustment stated on 

page 89 of rhe Comrnissian's Order. which was computed based on ALL adjusrments 

to operarins income. not just the ECR adjusrnlrnts. Alrhoush the Company nude  this 

error- i t  did not h;tvs an cft'ecr on the Company's quancificarirsn of the Cornrnissinn's 

alleged errors because [he Company ignorcd this amourlr in its derivation of  the arnounl 

on [hut line in the "Correcrion to PSC Older" colunm. 

Second, the Canipanq did nat correctly conlpute line 4 on this schzdulc ilnder rhe "PSC 

Order" column. The amocrnt sho~lld he negiarive S3.465 million. con~pnred by 

n~~~ lc ip ly ing  [he Commission's ECR capitalization adjustment (before jurisdicrional 

allocation) of SI 48.370 nlillion iirnes [he 5.85% EECR inrerest rate rimes the 40-6323 

federal and srnte income t i n  rats time negati~~c 1. The Company incorrectly utilized the 

income tax interest synchtonizntion adjusrrnen~ stared on pase 98 of the Cornmission's 

J, Kennedy and Associates, IIZC. 



Order, which was compured based on ALL acI.usrrnents to the debt cornponenr of 

capitalizarion. nor jusr the ECR adjustmenrs. 

Do you have any further carnments regarding LG&E's Appendix A Schedule 

LC;&E-7? 

Yes. Similar to Kli .  L G k E  has incorrectly cornpuled the income ras dficrs of ~ h s  

Cummissinr~'s allcsed errors in its Append'ix. A Schediile LG&E-7 First. the Cornptln~ 

did nor correctly compute line 3 on this schedule under the "PSC Order" column. The 

amount should he positive S 1.372 cornpu'ted by nlultiplying [he amount on [he "Toral 

Opei-clriiq Income Acj~j~lstmznrs" line times the 40.3625% Sedcral and stace income rax 

r;uz rimes negative L .  The Conlpany incorrectly utilized the income [ax ndjustrnenr 

s~atecl OR page 90 of the Commission's Order, which was computed based on ALL 

ilcljusrn~t.nts to operating income, nor just the ECR ndjusmsnrs. Although ths 

Corhpnny made this error. i~ did not have an effect on (he Compnny's quan[il~crt[ion of 

the Commission's nileged errors because the Company i_rnared [his arnnurlr in ir.; 

derivation of ths  amount on rhat line in the "Correction to PSC Order" column. 

Second. thz Company did not conectly compute line I on this schedule ~inder the "PSC 

01-dry" column. The amount should be negative $0.231 million, computed b? 

J. Kennedy and Associuiates, IIZC. 



multiplying [he Commission's ECR capitalization adjustment (assuming 100% 

jurisdictional allacarian) of S9.7 19 million times the 5.60'30 ECR interest rate limes the 

40.6325 federal and state income tax rare time negative 1. The Company incorrectly 

utilized the income tax inrerest synchronization adjustment stated an page 90 of the 

Comnlission's Order. which was computed based on ALL, adjustments co the debt 

component of capiralizarion. not ~ U S C  the ECR adjustments. 

Does this complete your Direct Rehearing Testimony? 

Ycs 

J, Kennedy and Assocktes, I~rc. 


