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El i zab e t h 0 ’ Do line 1 1 
Executive Director 
Kentucky Public Service Cornmission 
21 1 Sower Boulevard 
Frankfort, KY 40602 

November 21, 2006 

P 

RE: AN EXAMINATION BY THE PUBLIC SERVICE COMMISSION 
OF THE ENVIRONMENTAL SURCHARGE MECH4NISM OF 

BILLING PERIODS ENDING JULY 31, 2003, JANUARY 31, 2004, 
JANUARY 31, 2005, JULY 31,2005, AND JANUARY 31, 2006 AND 

ICENTUCICY UTILITIES COMPANY FOR THE SIX-MONTH 

FOR THE TWO-YEAR BILLING PERIOD ENDING JULY 31,2004 
- CASE NO. 2006-00129 

Dear Ms. O’Donriell: 

Please find enclosed and accept for filing the original and ten (1 0) copies of a 
Motion for Leave to File Corrected Evidence and Brief and Motion for Informal 
Conference in the above-referenced matter. 

Kentucky Utilities Company (ccI<U”) is correcting the testimony of Robert M. 
Coiuoy, pages 3 and 4 of Attacliinent 1 to the Response to Staff Request for 
Information Dated April 25, 2006, Question 2, and the Joint Brief of I W  and 
Louisville Gas and Electric Company (“L,G&E”) to reflect a technical 
correction to IW’s and L,G&E’s under-recovered position. I W  is also 
including a redlined version of the testimony and Joint Brief identifying the 
corrections. 

Corrections to the under-recovered positon can be found on pages 3, 5 ,  and 9 of 
the Corrected Testimony and on pages 2, 4, and 5 of the Joint Brief as noted on 
the redlined version of each contained in the Attaclxnent to the Motion. The 
under-recovery position has changed from $254,652 to $1,597,499. KU is 
proposing to collect this aniount over the first 4 months after a Commission 
order in this proceeding as originally filed. We have also requested that an 
informal conference be scheduled on November 29, 2006, at 1 :30 p.m. with all 
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Director 
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parties to tlie case so that we can explain tliis correction and answer any related 
questions. We believe this would be an effective means to expedite resolution 
of tliis proceeding. 

Sliould you have any questions concerning the enclosed, please contact me at 
your convenience. 

Sincerely, 

Kent W. Blake 

Enclosures 

cc: Parties of Record 



In the Matter of: 

COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSI 

AN EXAMINATION BY THE PUBLIC SERVICE 
COMMISSION OF THE ENVIRONMENTAL 
SURCHARGE MECHANISM OF KENTUCKY 

BILLING PERIODS ENDING JULY 31,2003, 
JANUARY 31,2004, JANUARY 31,2005, 
JULY 31,2005 AND JANUARY 31,2006 AND FOR 

JULY 31,2004 

UTILITIES COMPANY FOR THE SIX-MONTH 

THE TWO-YEAR BILLING PERIOD ENDING 

NOV 2 12006 
P SERVl 
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) 
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MOTION FOR LEAVE TO FILE 
CORRECTED EVIDENCE AND BRIEF 

AND MOTION FOR INFORMAL CONFERENCE 

Pursuant to 807 KAR 5:001, Section 3(5),  K.entucky TJtilities Company (“KU”) hereby 

moves the Kentucky Public Service Commission (“Commission”) to issue an order granting 

leave to correct its testimony filed with the Commission. The corrected testimony, data response 

and brief are attached to and tendered with this motion. As grounds for its Motion for L,eave to 

File Corrected Evidence and Brief, KU states as follows: 

On June 19, 2006, KU submitted testimony and data responses that summarized, among 

other things, KU’s cumulative under-recovery through the April 2006 billing month. Further 

review of that evidence however shows that the under-recovery position KU previously 

presented in this case must be corrected. 

KU proposes to correct the calculation of its under-recovered position by eliminating the 

adjustment for the monthly true-up included in Column 5 of pages 3 and 4 to Attachment 1 to the 

Response to Staff Request for Information Dated April 25,2006, Question No. 3. The correction 

is necessary because total ECR revenues already reflect a monthly adjustment for the previously 

identified mismatch between allowed and collected revenues. The monthly true-ups were put in 



place as a means to mitigate the size of any over- or under-recovery positions prior to an ECR 

review proceeding and only affect the final calculation of the under-recovered position to the 

extent they modified amounts actually collected. During an ECR review proceeding, the actual 

over- or under-recovery position should be calculated as the amounts KU should have collected 

for these periods less the amounts KU did collect for these periods.] Because the billing factor is 

adjusted monthly, a subsequent adjustment in the review case is unnecessary. To do otherwise 

would essentially double count the monthly true-up as it is already reflected in the ECR revenues 

received fi-om customers and would result in KU collecting an amount other than what it was 

allowed to collect for the period under review. 

In Case No. 2003-002362, LG&E’s recovery position was determined by comparing 

collected revenues to revenue requirements restated for rate of return adjustments, prior period 

corrections and previous overhnder  collection^.^ KU, in the current ECR review cases, 

presented its under-collected position using the same methodology as previously used by LG&E 

in Case No. 2003-00236.4 

- 
’ “Retail E(m) Including All Adjustments” for all periods under review (Column 6 of pages 3 and 4 to Attachment 1 
to the Response to Staff Request for Information Dated April 25, 2006, Question No. 3), less the actual amounts 
collected for these expense months during the review periods via “Actual ECR Revenues” and “ECR Revenue 
Recovered Through Base Rates” (Columns 11 and 12 of pages 3 and 4 to Attachment 1 to the Response to Staff 
Request for Information Dated April 25,2006, Question No. 3) 

In the Matter o$ An Examination By The Public Service Commission Of The Environmental Surcharge Mechanism 
ofLouisville Gas And Electric Company For The Two-Year Billing Period Ending April 30, 20003, Case No. 2003- 
00236, Order (December 11,2003). 

In its previous ECR review proceeding, LG&E mistakenly calculated its under-recovery position to include the 
adjustment for the monthly true-up, resulting in LG&E collecting $141,951 less from its customers than it was 
authorized to collect. See In the Matter o$ An Examination By The Public Service Commission Of The 
Environmental Surcharge Mechanism of Louisville Gas And Electric Company For The Two- Year Billing Period 
Ending April 30, 20003, Case No. 2003-00236, LG&E Response to PSC July 31, 2003 Data Request No. 3, filed 
August 26,200.3; Attachment No. 1” 

KU however did not make a similar computation in its last ECR review proceeding because the true-up adjustment 
in the monthly ECR filing was established after the review period. See In the Matter ofi An Examination By The 
Public Service Commission Of The Environmental Surcharge Mechanism Of Kentucky Utilities Company For The 
Six-Month Billing Periods Ending January 31, 2001, July 31, 2002 and January 31, 2003 And For The Two-Year 
Billing Periods Ending July 31, 2000 and July 31, 2002, Case No. 2003-00068, Orders (October 17, 2003 and May 
4,2004) 

3 
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Subsequent to KU’s submission of all responses to requests for information, and as a 

result of its on-going process improvement initiative, the methodology for calculating the 

cumulative under-recovery position was reviewed in October 2006. During this review KU 

determined that the previously used methodology to determine the over-under collected ECR 

revenue position was inaccurate. 

The overhnder-recovery position is the difference between total recoverable ECR costs 

and total ECR revenues. Total ECR revenues are the sum of all ECR revenues collected through 

base rates and ECR revenues collected through the billing factor, for the entire period under 

review. Total ECR-recoverable costs are the total of all environmental costs incurred during the 

review period and recoverable through the ECR, represented by Jurisdictional E(m) on ES Form 

1 .OO (plus, as necessary, adjustments for prior periods or as approved by the Commission) in the 

monthly ECR filing forms. Total recoverable costs presented in the review case include the 

monthly jurisdictional E(m) - or revenue requirement - as filed with this Commission and billed 

to customers on a monthly basis, revised for: (1) allowed rates of return restated to reflect actual 

costs of debt for each six-month period and returns on equity as authorized by the Commission in 

Case Nos. 2003-00434 and 2004-00426; (2) revisions to recoverable ECR rate base; and (3) 

revisions to recoverable operating expenses. Total recoverable costs do not include the monthly 

true-up for over- or under-collection; the true-up impacts the revenue KU collects but does not 

impact the costs that KTJ incurs or is allowed to recover. 

As shown in the corrected testimony and schedule tendered herewith, KU incurred total 

ECR-recoverable costs of $8SY237,139, and collected total ECR revenues of $83,639,640. 

Therefore, KU has under-recovered $1,597,499 of recoverable ECR costs; and the testimony and 

schedule previously submitted in the Case must be corrected to reflect the accurate calculation. 

3 



KU's Corrected Joint Brief is changed to reflect the accurate values described in this motion and 

the corrected testimony and data response. 

Motion for Informal Conference 

Further, KU hereby moves pursuant to 807 KAR 5:001, Section 4(4), the Commission to 

schedule an informal conference on Wednesday, November 29, 2006 at 1:30 pm (Eastern time) 

to discuss the technical correction of its calculation of the under-recovery position and answer 

any questions. 

WHEREFORE, Kentucky Utilities Company respectfully requests that the Commission 

issue an order granting leave to file the tendered corrected testimony, data response and brief in 

this proceeding, and scheduling an informal conference for Wednesday, November 29, 2006 at 

1 :30 pm. 

Dated: November 2 1 , 2006 

Respectfully submitted, 

Stoll Keenon Ogden PLLC 
2000 PNC Plaza 
500 West Jefferson Street 
Louisville, Kentucky 40202-2828 
Telephone: (502) 333-6000 

Elizabeth L. Cocanougher 
Senior Corporate Attorney 
E.ON U.S. LLC 
220 West Main Street 
Post Office Box 32010 
Louisville, Kentucky 40232 
Telephone: (502) 627-4850 

Counsel for Kentucky Utilities Company 
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CERTIFICATE OF SERVICE 

The undersigned hereby certifies that a copy of the above and foregoing Motion was 
served, via United States mail, postage prepaid, to the following persons on the 21st day of 
November, 2006: 

Elizabeth E. Blackford 
Assistant Attorney General 
Office of the Attorney General 
Utility & Rate Intervention Office 
1024 Capital Center Drive, Suite 200 
Frankfort, Kentucky 40601-8204 

David F. Boehm 
Michael L. Kurtz 
Boehm Kurtz & Lowry 
36 East Seventh Street, Suite 15 10 
Cincinnati, Ohio 45202 

LOIJISVILLE 454391v.2 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

AN EXAMINATION BY THE PUBLIC SERVICE 
COMMISSION OF THE ENVIRONMENTAL 
SIJRCHARGE MECHANISM OF KENTUCKY 
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Please state your name, title, and business address. 

My riame is Robert M. Conroy. I am tlie Manager of Rates for E.ON U S .  Services 

Inc., which provides services to Lmisville Gas and Electric Company (“LG&E”) aiid 

Kentucky Utilities Company (“KU”) (collectively “tlie Companies”). My business 

address is 220 West Main Street, Louisville, I<entucky, 40202. A complete statement 

of my education and work experience is attached to this testimony as Appendix A. 

Have you previously testified before this Commission? 

Yes. I have previously testified before this Commission in proceedings conceiiiiiig 

the Companies’ file1 adjustinent clauses and environmental surcharge meclianisiiis. 

What is the purpose of this proceeding? 

The purpose of this proceeding is to review the past operation of the environmental 

surcharge IUJ billed during the five six-month billing periods ending J ~ l y  3 1 , 2003, 

January 3 1 , 2004, January 3 1 , 2005, July 3 1,2005 and January 3 1 , 2006, and tlie two- 

year billing period ended July 3 1 , 2004. Iri the Coinmission’s Order issued May 22, 

2006, tlie Commissioii granted KU’s motion to expand tlie c~ul-eiit 6-month review of 

KU’s eiivirorlrrieiital surcharge mecliaiiism to include the billing period from 

February 1, 2006 thmgli  April 30, 2006 and expand the scope of the current 2-year 

review of IW’s enviroiiinental surcliarge ineclianism to include tlie billing period 

from August 1 , 2004 tluougli April 30, 2005. Additionally, this proceeding 

determines the amount of environmental surcharge revenues to be incorporated or 

“rolled-into” base rates aiid the method for doing so. 

What is the purpose of your testimony? 

1 
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16 A. 
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Tlie purpose of my testimony is to review the operation of the eiiviroiuiieiital 

surcharge during the billing period Liiider review, discuss ICU’s proposed adjustinelit 

to the Enviroiuneiital Smcliarge Reveiiue Requirement based 011 the operation of tlie 

surcharge during that peiiod aiid explain how the eiiviroiuneiital surcharge factors 

were calculated during the period uiider review. Further, iiiy testimony will 

recornmend that the cuiriulative revenue requiremeiit for tlie twelve-niontlis eliding 

with the expense month of February 2005 be incorporated or “rolled-into” electric 

base rates and identify the policy issue for the Coiiunission’s decision associated with 

the two inethodologies for accomplishing the adjustment of ICTJ’s electric base rates. 

The testimony of William Steven Seelye, consultant and priiicipal for The Prime 

Group, LLC, presents an alteiiiative methodology for allocating the roll-in amounts to 

the various classes of service in a way that gives some recognition to the inter-class 

rate subsidies that ciiimxitly exist in I(TJ’s base rates. 

Please review the operation of the environmental surcharge far tlie five six- 

month billing periods and the two-year billing period included in this review. 

ICU billed an eiiviromeiital surcharge to its customers froiii February 1 , 2003 

through April 30, 2006. For purposes of the Commission’s examination in this case, 

tlie monthly KU eiiviroiviieiital surcharges are considered as the five six-moiith 

billing periods ended July 31, 2003; January 31, 2004; January 31, 2005; July 31, 

2005 and January 3 1,2006 (as extended to April 30,2006 by the Comninission’s Order 

issued May 22, 2006), as well as the sixth six-iiionth billing period eiidiiig July 31, 

2004 which is pai-t of the two-year billing period eliding July 3 I ,  2004 (as extended to 

February 28, 2005 by the Cormnissioii’s Order issued May 22, 2006). In each month 

2 
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13 

14 A. 

1s 

16 

17 

18 

19 

20 

21 

22 

of all of these periods, KTJ calculated the enviroiuiieatal surcharge factors by usiiig 

tlie costs iiicuired as recorded on its books and records for tlie expense months of 

Deceiiiber 2002 tlxough Febixary 2006. 

As a result of the operation of the environmental surcharge during the billing 

periods under review, is an adjustment to the revenue requirement necessary? 

Yes. KTJ experienced a cumulative uiider-recovery of $1,597,499 for the billing 

periods ending April 30, 2006. ICU’s coirected response to Question No. 3 of the 

Coinmission Staff Request for hifonnatioii sliows the calculation of tlie $1,597,499 

cumulative under-recovery. Therefore, ai1 adjustment to tlie reveiiue requirement is 

necessary to recoiicile the collection of past surcharge revenues with actual costs for 

the billing periods under review. 

Please explain the revisions to the retail jurisdictional revenue requirement 

(E(m)) caused by corrections to the monthly filing forms. 

While preparing tlie responses to tlie Coimnissioii Staff Request for Infoi-niation, KU 

deteiinined that depreciation expense, property tax expense, accmiulated 

depreciation, and accurnulated deferred iiicoine taxes were inisstated in previously 

filed monthly enviromneiital surcharge filiiig foixis. I<U is resubmitting a monthly 

calculation, with all revisions, of eiiviroimiental compliance rate base related to tlie 

Post-1994 Plan as an attaclment to the response to tlie Coinmission Staff Request for 

Information Question No. 3. The refiled, corrected rate base for each iiioiitli resulted 

in a decrease to cuinulative Retail E(m) of $1,098,917 as shown in IW’s aineiided 

response to Question No. 1 (b) of the Coinmission Staff Request for Infoiinatioii. 
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4 A. 
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1.5 

16 

17 

18 

19 

20 

21 Q. 

22 

23 A. 

Please explain why the adjustments to the retail jurisdictional revenue 

requirement (E(m)) should be made due to changes in the cost of pollution 

control long term debt. 

The adjustments are iiecessary to reflect tlie changes in tlie actual cost of pollution 

control long teiin debt that is used iii the deteiiniiiatioii of tlie retuni on eiiviroimeiital 

rate base associated with the 1994 Plan and are in compliance with tlie Commission’s 

Order in Case No. 2000-439. I<TJ detenniiied that changes in tlie actual cost of 

pollution coiitrol long teiin debt resulted in a decrease to cumulative Retail E(m) of 

$2,450,916 as shown in KU’s respoiise to Question No. l(a) of tlie Coiiuiiissioii Staff 

Request for Infoimation. 

Please explain why the adjustments to the retail jurisdictional revenue 

requirement (E(m)) should be made due to changes in the overall rate of return 

on capitalization. 

The acijustineiits are iiecessary to reflect tlie actual clianges in tlie overall rate of 

retuiii on Capitalization that is used in tlie determination of the return on 

enviroimeiital rate base associated with the Post 1994 Plans and are in coiiipliaiice 

with the Coiiiniission’s Order in Case No. 2000-439. I<U deteiinined that changes in 

tlie actual cost of long term debt and capital structure resulted in a decrease to 

cumulative Retail E(m) of $365,405 as shown in I<U’s aineiided response to Question 

No. l(b) of tlie Coinmission Staff Request for Informatioii . 

Is KU proposing any modifications to the operation of the environmental 

surcharge going forward? 

Not in this proceeding. 

4 



1 Q. 

2 

3 A. 

4 

5 

6 

7 

8 

9 

10 

11 Q. 

12 
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What kind of adjustment is KU proposing in this case as a result of the operation 

of the environmental surcharge during these billing periods? 

I W  is proposing that the cumulative under-recovery of $1,597,499 be recovered over 

the four months following the Commission’s Order in this proceeding. Specifically, 

KTJ recoiimends that the Commissioii approve tlie increase of tlie Enviroiuiiental 

Surcharge Revenue Requireirieiit by $399,375 per month for tlie first tlu-ee iiioiitlis, 

and $399,374 for the fonrtli rnoiith beginning in tlie first full billing month following 

tlie Coinniission’s Order in this proceeding. This method is coiisistent with the 

method of iinpleinentiiig previous over- or under-recovery positions in prior ECR 

review cases. 

What costs were included in the calculation of the environmental surcharge 

factors for the billing periods under review? 

The capital and operating costs iiicluded in the calculation of the eiiviroiuneiital 

surcharge factors for these billing periods were tlie costs iiicnn-ed each inontli by KU 

froin December 2002 through February 2006, as detailed in tlie attacluiieiit to 

Question No. 3 of the Conmission Staff Request for Infoimatioii, iiicorporating all 

required revisions. All capital and operating costs are for the pollution control 

projects identified in the Cornmission’s JUIY 19, 1994 Order in Case No. 93-465, tlie 

Co~mnission’s April 18, 2001 Order in Case No. 2000-439, the Commission’s 

February 11, 2003 Order in Case No. 2002-00146, and tlie Coinniissioii’s June 20, 

2005 Order iii Case No. 2004-00426. The enviroiunental rate base ainount and 

pollution control expenses are reasonable and accurate, and are based upon IW’s 

business records. 
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11 

12 

13 

14 A. 

1s 

16 

17 

18 

19 

20 

21 

22 

23 

The monthly eiiviroilrneiital surcharge factors applied during tlie billing 

periods under review were calculated consistent with tlie Commission’s 

determinations in ICU’s previous applicatioiis to assess or amend an enviroiuiieiital 

sucharge, as well as determinations made in previous review cases, most recently 

Case No 2003-00068. Tlie depreciation rates used to calculate tlie depreciation 

expenses were changed following the Commission’s approval of tlie new rates in 

Case No. 200 1-140. The monthly environmental surcliarge repoi-ts filed with tlie 

Conimission during this time reflect tlie various changes to the reporting foniis 

ordered by the Commission from time to time. 

Should the Commission in this case approve the incorporation inta KU’s base 

electric rates the environmental surcharge amounts found just and reasonable 

for the two-year billing period, as extended by the Commission’s Order issued 

May 22,2006, ending April 2005? 

Yes.  It is appropriate, at this time, to incorporate surcharge amounts fowd just and 

reasonable for tlie two-year billing period, as extended by the Commission’s Order 

issued May 22, 2006, eliding April 2005 into electric base rates. I W  reconiiiieiids that 

a surcharge amount of $23,73 1,3 13 be iiicorporated into base rates at tlie conclusion 

of this case. KTJ determined the roll-in amount of $23,73 1,3 13 using the base-cull-eiit 

methodology as proposed by Commission Staff arid ftirtlier recommends adoption of 

the base-current methodology to calculate tlie monthly enviroiunental surcharge 

factors going forward. The details of this inetliodology and tlie calculation of the 

amount are presented as attaclvnerits to KU’s response to Question No. 12 to the 

Commission Staff Request for Information. 
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1 Q. 

2 A. 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

What methodology should the Commission use to accomplish the roll-in? 

The Commission’s April 25, 2006 Order in this case at Data Request No. 12 states 

that “the surcharge factor reflects a percentage of reveiiue approach, rather than a per 

lcWh approach” and asks “talcing this into consideration, explain how the surcharge 

amount should be iiicorporated into KU’s base rates” and to provide any analysis that 

ICU believes supports its position. The Commission previously approved KU’s 

proposed roll-in methodology in Case No. 2003-00068’ as part of the approval of a 

written unanimous settlerneiit which spread the amount of the roll-in equally to every 

tariff subject to the eiivironmental surcharge. hi this proceeding, in response to the 

Cornmission’s inquiry, ICU is presenting the total reveiiue method and an alteiiiative 

methodology for allocating the roll-iii amounts to the various classes of service in a 

way that gives some recognition to the inter-class rate subsidies that currently exist in 

KU’s base rates. While either method will effectively incorporate the coi-rect amount 

of the surcharge revenues arid expenses into base rates, the appropriateness of either 

method is a policy question for this Commission. The evidence presented by Mr. 

Seelye clearly shows there are classes with high rates of retuni providing larger 

contributions to the companies operating income than those classes with low rates of 

retuni. In previous environmental surcharge proceedings, the Attoiiiey General and 

the Kentucky Industrial Utility Customers, represeiitiiig their respective interests, 

have advanced proposals for correcting inter-class subsidies or have challenged any 

such movements towards addressing inter-class subsidies. KU will be guided by the 

In the Matter of An Exainiization by the Public Sewice Conzinissioiz of tlw Enviroizinental Swcharge 
Meclzanisin oJKeiztticlv Utilities Coinpaizy for the Six-Month Billing Periods Endiizg Jantiary 31, 2001, July 31, 
2001, Janzraiy 31, 2002, and Janiraiy 31, 200.7 nnd,for the Two-Year Billing Periods Ending July 31, 2000 and 
July .31, 2002, Case No. 2003-00068, Order (October 17,2003). 

I 
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11 A. 

12 

13 

14 

15 

16 

17 Q. 

18 

19 A. 

20 
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22 Q. 

23 A. 

Commission’s decision in this case on whether the change in base rates associated 

with the ECR roll-in should be accomplished in a way that gives some recognition to 

the inter-class rate subsidies in current base rates. 

If the Commission accepts KU’s recommendation to incorporate $23,731,313 

into base rates, what will be the impact on KU’s revenue requirement? 

The incorporation of the recommended surcharge amounts into base rates will 

increase base rates and simultaneously reduce ECR revenues by an equal aniount. 

Therefore, there will be no impact on KU’s revenue requirement. 

What Base Environmental Surcharge Factor (BESF) is KU proposing to use for 

the amount rolled into base rates? 

KU calculated a new BESF, using base revenues for the 12 months ending February 

2006, of 3.21%. However, the actual BESF will be calculated using base revenues 

for the 12-month period ending with tlie inoiith preceding the montli in which the 

Cornmission issues an order approving the roll-in. The timing and method I<U will 

use to detenriiiie the final BESF is consistent with the Commission’s Order in Case 

NO. 2003-00068. 

What rate of return is KU proposing to use for all ECR Plans upon the 

Commission’s Order in this proceeding? 

As shown in the response to the Coinmission Staff Request for Iiifoimation Question 

No. 17, I<U is recoininending an overall rate of retuni of 11.52%, calculated using 

adjusted capitalization and the cui-reiitly approved 10.50% return on equity. 

What is your recommendation to the Commission in this case? 

KU makes tlie following recornrriendations to the Conmission in this case: 
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Tlie Commission approve the proposed increase to the Eiiviroiuneiital 

Surcharge Revenue Requirement of $399,375 in the first tlu-ee billing 

months and $399,374 in the fourth billing month following tlie 

Coinmission’s decision in this proceeding; 

The Commission should find envirormeiital Surcharge amounts for tlie 

two-year billing period ending April 2005 to be just and reasonable; 

The $23,731,313 should be approved to be tlie amount to be 

incorporated into base electric rates for bills rendered 011 and after tlie 

second full billing month following tlie month ill wliicli an order is 

received in this case; 

Tlie Coinmission should decide as a matter of policy wlietlier tlie 

Environmental Surcharge mechanism should be used to address tlie 

inter-class rate subsidies that cui-reiitly exist in KU’s base rates and 

based on that decision approve either tlie use of allocating tlie roll-in 

amount on the basis of class base rate revenues or a methodology that 

allocates tlie roll-in amount in a way that gives sonie recognition to tlie 

inter-class rate subsidies that currently exist in base rates; 

The Base Eiiviroiunental Surcharge Factor be reset to an amount based 

on tlie roll-in aniouiit and the most recent 12-month period available 

following the Conlmission’s Order in this proceeding; and 

Tlie rate of return on the Post-1994 Plan be established as 1 1.52%. 

Q. 

A. Yes. 

Does this conclude your testimony? 
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1 Q* 

2 A. 
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5 

6 

7 Q. 

8 A. 
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10 Q. 

11 A. 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 Q. 

Please state your name, title, and business address. 

My iiaine is Robert M. Conroy. I ain tlie Manager of Rates for E.ON lJ.S. Services 

Inc., wliich provides services to Louisville Gas and Electric Coiiipaiiy (“LG&E”) and 

Keiitucky Utilities Company (“IW“) (collectively “tlie Compaiiies”). My busiiiess 

address is 220 West Main Street, Louisville, IGxtucky, 40202. A coniplete stateineiit 

of rriy educatioii aiid work experieiice is attached to this testiiiioiiy as Appendix A. 

Have you previously testified before this Commission? 

Yes. I have previously testified before this Coinrriissioii in proceedings coiiceiiiiiig 

tlie Compaiiies’ file1 adjustnieiit clauses and eiiviroimieiital surcharge iiiecliaiiisiiis. 

What is the purpose of this proceeding? 

The purpose of this proceeding is to review tlie past operation of tlie eiiviroimieiital 

surcharge I W  billed during tlie five six-nioiith billing periods eliding July 3 1, 2003, 

January 3 1 , 2004, January 3 1 , 2005, July 3 1, 2005 and January 3 1 , 2006, aiid the two- 

year billing period ended July 3 1 , 2004. In tlie Commission’s Order issued May 22, 

2006, tlie Coininission granted I(TJ’s inotiori to expand the current 6-inoiitli review of 

ICU’s eiiviroimental surcharge mechanism to iiiclude the billing period froiii 

Febi-uary 1, 2006 tlvougli April 30, 2006 aiid expand tlie scope of the curreiit 2-year 

review of IW’s eiivironmeiital surcharge iiiechanisiii to iiiclude tlie billing period 

from August I ,  2004 through April 30, 2005. Additionally, this proceeding 

deteniiiiies the amount of envirormieiital surcharge reveiiues to be iiicoiyorated or 

“rolled-into” base rates and the rnetliod for doiiig so. 

What is the purpose of your testimony? 
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1 A. 

2 
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10 

11 

12 

13 

14 Q. 

1.5 

16 A. 

17 

18 

19 

20 

21 

22 

23 

The purpose of my testimony is to review the operation of tlie environmental 

surcharge during tlie billing period under review, discuss KU’s proposed adjustment 

to the Eiiviroianental Surcharge Revenue Requirement based on tlie operation of tlie 

surcharge during that period and explain how the enviroivneiital swcliarge factors 

were calculated during tlie period under review. Fui-tlier, my testimony will 

reconanend that tlie cumulative revenue requirement for tlie twelve-montlis ending 

with tlie expense month of February 2005 be incorporated or “rolled-into” electric 

base rates arid identify tlie policy issue for the Cormnission’s decision associated with 

the two methodologies for accomplishing the adjustment of I<U’s electric base rates. 

Tlie testimony of William Steven Seelye, consultant and principal for Tlie Prime 

Group, L,L,C, presents an alternative niethodology for allocating tlie roll-in amounts to 

the various classes of service in a way that gives some recognition to tlie inter-class 

rate subsidies that currently exist in KU’s base rates. 

Please review the operation of the environmental surcharge for the five six- 

month billing periods and the two-year billing period included in this review. 

I<U billed an environmental surcliarge to its custorners froin February 1, 2003 

tluough April 30, 2006. For purposes of the Comiriissioii’s examination in this case, 

tlie monthly KU enviroimental surcliarges are considered as tlie five six-iiiontli 

billing periods ended July 31, 200.3; January 31, 2004; January 31, 2005; July 31, 

2005 and January 3 1, 2006 (as extended to April 30, 2006 by the Commission’s Order 

issued May 22, 2006), as well as tlie sixth six-niontli billing period ending July 3 1, 

2004 wliicli is part of tlie two-year billing period ending July 3 1, 2004 (as extended to 

February 28, 2005 by tlie Carmission’s Order issued May 22, 2006). Iii each montli 
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22 

A. 

Q. 

A. 

of all of these periods, KU calculated the eiiviroiuneiital surcharge factors by using 

the costs iiicurred as recorded on its books and records for the expense months of 

December 2002 through February 2006. 

As a result of the operation of the environmental surcharge during the billing 

periods under review, is an adjustment to the revenue requirement necessary? 

Yes. KU experienced a cumulative under-recovery of $&54+%21,597,499 for the 

billing periods ending April 30, 2006. ICU’s timeded corrected response to Question 

No. 3 of the Coinmission Staff Request for Infonnatioii shows the calculation of the 

$2-54442 1,597,409 cumulative under-recovery. Therefore, an adjustment to the 

revenue requirement is necessary to recoiicile the collection of past surcharge 

reveiiues with actual costs for the billing periods under review. 

Please explain the revisions to the retail jurisdictional revenue requirement 

(E(m)) caused by corrections to the monthly filing forms. 

While preparing the responses to the Coinrnissioii Staff Request for Infoiiiiatioii, I W  

determined that depreciation expense, property tax expense, accumulated 

depreciation, and accumulated deferred incoine taxes were misstated in previously 

filed monthly environmeiital surcharge filing foms. IW is resubmitting a monthly 

calculation, with all revisions, of environmental compliance rate base related to tlie 

Post-1994 Plan as an attachment to the response to the Coininissioii Staff Request for 

Tiifomation Question No. 3. The refiled, corrected rate base for each nioiitli resulted 

in a decrease to cumulative Retail E(m) of $1,098,917 as shown in KU’s amended 

response to Question No. 1 (b) of tlie Conmission Staff Request for hifoilnation. 
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1 Q* 
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4 A. 
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11 Q. 

12 

13 

14 A. 

1s 

16 

17 

18 

19 

20 

21 Q. 

22 

23 A. 

Please explain why the adjustments to the retail jurisdictional revenue 

requirement (E(m)) should be made due to changes in the cost of pollution 

control long term debt. 

The adjustments are necessary to reflect the changes in the actual cost of pollution 

control long term debt that is used in the deteniiiriatioii of the return on eiiviroimieiital 

rate base associated with the 1994 Plan and are in compliance with the Coinmissioii’s 

Order in Case No. 2000-439. KU deteiinined that changes in the actual cost of 

pollution control long term debt resulted in a decrease to cuiiiulative Retail E(m) of 

$2,450,916 as shown in I<U’s response to Question No. l(a) of tlie Coiiunissioii Staff 

Request for Ihfoiinati on. 

Please explain why the adjustments to the retail jurisdictional revenue 

requirement (E(m)) should be made due to changes in the overall rate of return 

on capitalization. 

The adjustments are necessary to reflect the actual changes in the overall rate of 

retimi on capitalization that is used in the determination of the retuiii on 

enviroimeiital rate base associated with the Post 1994 Plans and are in compliance 

with the Cornmission’s Order in Case No. 2000-439. IKJ deteiiniiied that changes in 

the actual cost of long teiin debt and capital structure resulted in a decrease to 

cumulative Retail E(m) of $365,405 as shown in IW’s amended response to Question 

No. 1 (b) of the Commission Staff Request for Information . 

Is KU proposing any modifications to the operation of the environmental 

surcharge going forward? 

Not in this proceeding. 
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16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A. 

What kind of adjustment is KU proposing in this case as a result of the operation 

of the environmental surcharge during these billing periods? 

KU is proposing that the cuinulative under-recovery of $254-&321,597,400 be 

recovered over the four months following tlie Conmission’s Order in this proceeding. 

Specifically, I<U recoinmends that the Coinmission approve the increase of the 

Eiiviroivnental Smcharge Revenue Requiremelit by $6$&&3 99,3 75 per month for 

thc first three ftrcff-months, and $399,374 for the fourth month beginning in tlie first 

full billing niontli following tlie Coinmission’s Order in this proceeding. This method 

is consistent with the metliod of implementing previous over-- or under-recovery 

positions in prior ECR review cases. 

What costs were included in the calculation of the environmental surcharge 

factors for the billing periods under review? 

The capital and operating costs included in the calculation of the enviroivnental 

surcharge factors for these billing periods were the costs iiicui-red each month by I W  

froin December 2002 through February 2006, as detailed in the attachment to 

Question No. 3 of the Commission Staff Request for Information, incorporating all 

required revisions. All capital and operating costs are for the pollution control 

projects identified in the Conimission’s July 19, 1994 Order in Case No. 93-465, the 

Coniinission’s April 18, 2001 Order in Case No. 2000-439, tlie Commission’s 

February 11, 2003 Order in Case No. 2002-00146, and tlie Coinmission’s June 20, 

2005 Order in Case No. 2004-00426. Tlie environmental rate base aniount and 

pollution control expenses are reasonable and accurate, and are based upon KU’s 

business records. 
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16 

17 

18 
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20 
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22 

23 

The nioiithly environmental surcharge factors applied during tlie billing 

periods under review were calculated consistent with tlie Commission’s 

detenniiiatioiis in KU’s previous applicatioiis to assess or amend an eiiviroimeiital 

surcharge, as well as deteiininations made in previous review cases, most recently 

Case No 2003-00068. The depreciation rates used to calculate the depreciation 

expenses were changed following tlie Commission’s approval of tlie new rates in 

Case No. 2001 -140. The inoiithly enviroimeiital surcharge repoi-ts filed with the 

Commission during tliis tinie reflect tlie various changes to the reporting foiins 

ordered by the Comnissioii fi-om time to time. 

Should the Commission in this case approve the incorporation into KU’s base 

electric rates the environmental surcharge amounts found just and reasonable 

for the two-year billing period, as extended by the Commission’s Order issued 

May 22,2006, ending April 2005? 

Yes. It is appropriate, at this tinie, to incorporate surcharge amounts found just and 

reasonable for tlie two-year billing period, as extended by the Coinmission’s Order 

issued May 22, 2006, endiiig April 2005 into electric base rates. KU recoiiiinends that 

a surcliarge aiiiomit of $23’73 1’3 13 be iiicorporated into base rates at tlie conclusion 

of tliis case. KU determined tlie roll-in ainouiit of $23,73 1,3 13 using the base-current 

inetliodology as proposed by Corrmission Staff and further recoininends adoptioii of 

the base-cuirent metliodology to calculate tlie monthly environmental surcharge 

factors going foiward. The details of this inetliodology and tlie calculation of tlie 

amount are presented as attachments to KU’s response to Question No. 12 to tlie 

Coinmission Staff Request for Information. 
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1 Q. What methodology should the Commission use to accomplish the roll-in? 

2 A. 
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6 
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12 
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15 

16 

17 

18 

19 

20 

21 

The Commission’s April 25, 2006 Order in tliis case at Data Request No. 12 states 

that “the surcharge factor reflects a percentage of revenue approach, rather than a per 

ItWh approach” and asks “taking this into consideration, explain liow the surcharge 

arriouiit should be incorporated into ICU’s base rates” and to provide any analysis that 

KU believes supports its position. The Coinmission previously approved K1J’s 

proposed roll-in methodology in Case No. 2003-00068’ as part of the approval of a 

written unanimous settlement wliich spread tlie amount of the roll-in equally to every 

tariff subject to the environmental surcharge. In this proceeding, in response to tlie 

Commission’s inquiry, KU is presenting tlie total revenue method and an alternative 

iriethodology for allocating the roll-in amounts to tlie various classes of service in a 

way that gives some recognition to the inter-class rate subsidies that currently exist in 

KTJ’s base rates. While either method will effectively incorporate tlie correct amount 

of tlie surcharge reveiiues and expenses into base rates, the appropriateness of either 

method is a policy question for this Commission. The evidence presented by Mr. 

Seelye clearly shows there are classes with high rates of return providing larger 

contributions to tlie companies operating income than those classes with low rates of 

retuiii. In previous environmental surcharge proceedings, tlie Attoiiiey General and 

tlie Kentucky Industrial Utility Customers, representing their respective interests, 

have advanced proposals for correcting iiiter-class subsidies or have challenged any 

such movements towards addressing inter-class subsidies. I<U will be guided by tlie 

’ In the Matter of An Exaiizinatioiz by the Public Service Coininission of the Eizvironnzental Surcharge 
Mechaizisiiz of Kentucky Utilities Coinpaizy for the Six-Month Billing Periods Eizdiizg Jaiziraiy 31, 2001, July 31, 
2001, Jaiztraiy 31, 2002, a id  Jaizuaiy 31, 2003 arzdfor tlze Two-Year Billing Periods Eizding Jiily 31, 2000 niid 
.July 31, 2002, Case No. 2003-00068, Order (October 17,2003). 
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9 Q* 

10 

11 A. 

12 

13 

14 

1.5 

16 

17 Q. 

18 

19 A. 

20 

21 

22 Q. 

23 A. 

Commission’s decision in this case on whether tlie change in base rates associated 

with the ECR roll-in should be accoinplislied in a way that gives some recognition to 

the inter-class rate subsidies in current base rates. 

If the Commission accepts KTJ’s recommendation to incorporate $23,731,313 

into base rates, what will be the impact on KlJ’s revenue requirement? 

The incorporation of tlie recommended smcliarge amounts into base rates will 

increase base rates aiid siinultaneously reduce ECR revenues by an equal amount. 

Therefore, there will be no impact on KU’s reveime requirement. 

What Base Environmental Surcharge Factor (BESF) is KU proposing to use for 

the amount rolled into base rates? 

KU calculated a new BESF, using base revenues for the 12 months ending Febniary 

2006, of 3.21%. However, the actual BESF will be calculated using base revenues 

for the 12-11101itli period ending with tlie month preceding the month in which tlie 

Commission issues an order approving the roll-in. The tiiniiig and method I W  will 

use to determine the final BESF is consistent with the Cornmission’s Order in Case 

NO. 2003-00068. 

What rate of return is KU proposing to use for all ECR Plans upon the 

Commission’s Order in this proceeding? 

As shown in the response to the Conmission Staff Request for Information Question 

No. 17, KTJ is recommending an overall rate of retuiii of 11.52%, calculated using 

adjusted capitalizatioii and the currently approved 10.50% return on equity. 

What is your recommendation to the Commission in this case? 

I W  makes the following recommendations to the Coinmission in this case: 

8 



1 

2 

3 

4 

S 

G 

7 

8 

9 

10 

11 

12 

13 

14 

1s 

16 

17 

18 

19 

20 

21 

22 

23 

24 

The Coimnissioii approve the proposed increase to the Eiiviroimeiital 

Surcharge Revenue Requiremeiit of $399,37563464 in tlie first 

-&ti+ billing inoiiths and $399,374 in thc f‘oui-lh billiiir ni& 

following the Coiriinissioii’s decisioii in this proceeding; 

The Commission should fiiid eiiviroiiineiital sui-cliarge amounts for tlie 

two-year billiiig period ending April 2005 to be just and reasonable; 

The $23,731,313 should be approved to be the ainount to be 

incorporated iiito base electric rates for bills rendered on and after the 

second full billing inoiitli followiiig tlie rnoiitli iii which ail order is 

received in this case; 

The Conmissioii should decide as a matter of policy whether tlie 

Eiiviroiunental Surcharge iriecliaiiisrn should be used to address tlie 

inter-class rate subsidies that c~i1-1-eiitly exist iii KU’s base rates and 

based 011 that decisioii approve either tlie use of allocating the roll-in 

amount on the basis of class base rate revenues or a methodology that 

allocates the roll-in ainouiit in a way that gives some recognition to tlie 

inter-class rate subsidies that currently exist iii base rates; 

The Base Enviroimental Surcharge Factor be reset to aii ainount based 

or1 tlie roll-in ainouiit and the most recent 12-inoiitli period available 

following the Conunissioii’s Order in this proceeding; aiid 

The rate of retuni on the Post- 1994 Plan be established as 1 1.52%. 

Q. 

A. Yes. 

Does this conclude your testimony? 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

AN EXAMINATION BY THE PUBLIC SERVICE ) 
COMMISSION OF THE ENVIRONMENTAL ) 
SURCHARGE MECHANISM OF KENTUCKY ) 
UTILITIES COMPANY FOR THE SIX-MONTH ) CASE NO. 2006-00129 
BILLING PERIODS ENDING JULY 3 1,2003, 1 
JANUARY 31,2004, JANUARY 31,2005, ) 
JULY 31,2005 AND JANUARY 31,2006 AND FOR ) 
THE TWO-YEAR BILLING PERIOD ENDING ) 
JULY 31,2004 ) 

In the Matter of: 

AN EXAMINATION BY THE PUBLIC SERVICE ) 
COMMISSION OF THE ENVIRONMENTAL 1 
SIJRCHARGE MECHANISM OF LOUISVILLE GAS 

BILLING PERIODS ENDING OCTOBER 31,2003, 

) 

) 
AND ELECTRIC COMPANY FOR THE SIX-MONTH ) CASE NO. 2006-00130 

APRIL 30,2004, OCTOBER 31,2004, OCTOBER 31, ) 
) 2005, AND APRIL 30,2006, AND FOR THE TWO- 

YEAR BILLING PERIOD ENDING APRIL 30,2005 ) 

JOINT BRIEF OF KENTUCKY UTILITIES COMPANY AND 
LOUISVILLE GAS AND ELECTRIC COMPANY 

Kentucky Utilities Company (“KU”) and Louisville Gas and Electric Company 

(“LG&E”) (collectively, the “Companies”), for their Joint Brief, state as follows: 

I. INTRODUCTION 

The purpose of these proceedings is to review the past operation of the environmental 

surcharge KU billed during the five six-month billing periods ending July 31, 2003, January 3 1, 

2004, January 31, 2005, July 31, 2005 and January 31, 2006, and the two-year billing period 

ended July 3 1 , 2004. In the Commission’s Order issued May 22,2006, the Commission granted 

KU’s motion to expand the current 6-month review of KU’s environmental surcharge 

mechanism to include the billing period from February 1, 2006 through April 30, 2006 and 



expand the scope of the current 2-year review of KU’s environmental surcharge mechanism to 

include the billing period from August 1,2004 through April 30,2005. 

The purpose of these proceedings is also to review the past operation of the 

environmental surcharge LG&E billed during the six-month billing periods ending October 3 1, 

2003, April 30, 2004, October 3 1, 2004, October 3 1, 2005, and April 30, 2006 and the two year 

billing period ending April 30, 2005, as well as to determine the appropriate amount of 

environmental surcharge revenue to incorporate into base rates for both Companies through a 

“roll-in” of environmental costs and expenses. 

The Companies submit that their under-collected amounts, proposed roll-in amounts, 

suggested roll-in methodologies, and rates of return are reasonable and supported by the record 

of these proceedings. The Companies therefore request that the Commission: 

a. Approve KU’s proposed increase to its Environmental Surcharge Revenue 

Requirement of $399,375 per month for the first three months, and $399,374 for the fourth 

month following the Commission’s decision in this proceeding, and likewise approve LG&E’s 

proposed increase to its Environmental Surcharge Revenue Requirement of $576,005 per month 

for the first six months and $576,006 per month for the next six months following the 

Commission’s decision in these proceedings; 

b. Find environmental surcharge amounts for the two-year billing period ending 

April 2005 to be just and reasonable; 

C. Find that LG&E should eliminate the expense reduction ordered in Case No. 

2002-00147 from its monthly ECR filings beginning with the expense month of July 1,2004; 

2 



d. Approve $23,731,313 (KIJ) and $8,669,729 (LG&E) to be the amounts to be 

incorporated into base electric rates for bills rendered on and after the second full billing month 

following the month in which an order is received in these cases; 

e. Decide as a matter of policy whether the Environmental Surcharge mechanism 

should be used to address the inter-class rate subsidies that currently exist in the Companies’ 

base rates and based on that decision approve either the use of allocating the roll-in amount on 

the basis of class base rate revenues or a methodology that allocates the roll-in amount in a way 

that gives some recognition to the inter-class rate subsidies that currently exist in base rates; 

f. Reset the Companies’ Base Environmental Surcharge Factors to amounts based 

on the roll-in amounts and base revenues from the most recent 12-month period available 

following the Commission’s Order in these proceedings; and 

€5. Establish the rate of return for KU’s Post-1994 Plan to be 11.52%, and the rate of 

return for LG&E’s Post-1995 Plan to be 11.23%. 

11. OVER- AND UNDER-COLLECTION 

A. KU 

KU billed an environmental surcharge to its customers from February 1, 2003 through 

April 30, 2006.’ For purposes of the Commission’s examination in this case, the monthly KU 

environmental surcharges are considered as the five six-month billing periods ended July 3 1 , 

2003; January 3 1 , 2004; January 3 1 , 2005; July 3 1 , 2005 and January 3 1, 2006 (as extended to 

April 30, 2006 by the Commission‘s Order issued May 22, 2006), as well as the sixth six-month 

billing period ending July 3 1 , 2004, which is part of the two-year billing period ending July 3 1 , 

’ In the Matter of an Examination by the Public Service Commission of the Environmental Surcharge Mechanism of 
Kentucky IJtilities Company for the Six-Month Billing Periods Ending July 31, 2003, January 31, 2004, January 31, 
200.5, July 31, 2005, and January 31, 2006, and for the Two-Year Billing Period Ending July 31, 2004, Case No. 
2006-00129, Direct Testimony of Robert M. Conroy (“Conroy KU”) at 2 (June 19,2006). 
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2004 (as extended to February 28, 2005, by the Commission’s Order issued May 22, 2006).2 In 

each month of all of these periods, KU calculated the environmental surcharge factors by using 

the costs incurred as recorded on its books and records for the expense months of December 

2002 through February 2006.3 

As a result of the operation of the environmental surcharge during the billing periods 

under review, KTJ experienced a cumulative under-recovery of $1,597,499 for the billing periods 

ending April 30, 2006.4 Therefore, an adjustment to the revenue requirement is necessary to 

reconcile the collection of past surcharge revenues with actual costs for the billing periods under 

review. 5 

KU proposes to recover over the four months following the Commission’s Order in Case 

No. 2006-00 129 the cumulative under-recovery of $1 ,597,499.6 Specifically, KU recommends 

that the Commission approve the increase of the Environmental Surcharge Revenue Requirement 

by $399,375 per month for the first three months, and $399,374 for the fourth month following 

the Commission’s Order in this pr~ceeding.~ This method is consistent with the method of 

implementing previous over- or under-recovery positions in prior ECR review cases8 

B. LG&E 

LG&E billed an environmental surcharge to its customers from May 1, 2003 through 

April 30, 2006.’ For purposes of the Commission’s examination in this case, the monthly LG&E 

Conroy KU at 2. 
Conroy KU at 2-3. 
Conroy KU at 3. KU’s response to Question No. 3 of the Commission Staff Request for Information shows the 

calculation of the $I ,597,499 cumulative under-recovery. The corrected versions of Mr. Conroy’s testimony and 
KU’s response to Question No. 3 were filed on November 21, 2006. ’ Conroy KU at 3. 

Conroy KU at 5. ’ Conroy KU at 5. 
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* COWOY KTJ at s. 
In the Matter of an Examination by the Public Service Cornmission of the Environmental Surcharge Mechanism of 

Louisville Gas and Electric Company for  the Six-Month Billing Periods Ending October 31, 2003, April 30, 2004, 
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environmental surcharges are considered as the five six-month billing periods ended October 3 1, 

2003; April 30, 2004; October 31, 2004; October 31, 2005 and April 30, 2006, as well as the 

sixth six-month billing period which is the final six month period in the two-year billing period 

ending April 30, 2005.’0 In each month of these periods, LG&E calculated the environmental 

surcharge factors by using the costs incurred as recorded on its books and records for the expense 

months of March 2003 through February 2006.’ 

As a result of the operation of the environmental surcharge during the billing periods 

under review, LG&E experienced a cumulative under-recovery of $6,9 12,066 for the billing 

periods ending April 30, 2006.12 Therefore, an adjustment to the revenue requirement is 

necessary to reconcile the collection of past surcharge revenues with actual costs for the billing 

periods under review. l 3  

LG&E proposes to recover over the four months following the Commission’s Order in 

Case No. 2006-00 130 the cumulative under-recovery of $6,9 12,066.14 Specifically, LG&E 

recommends that the Commission approve the increase of the Environmental Surcharge Revenue 

Requirement by $576,005 per month for the first six months and $576,006 per month for the next 

six months following the Commission’s Order in this proceeding. l5 This method is consistent 

October 31, 2004, October 31, 2005, and April 30, 2006, and for the Two-Year Billing Period Ending April 30, 
2005, Case No. 2006-00 130, Direct Testimony of Robert M. Conroy (“Conroy LG&E”) at 2 (June 19,2006). 

Conroy LG&E at 2. 
Conroy LG&E at 2. 
Conroy LG&E at 2. LG&E’s response to Question No. 2 of the Commission Staff Request for Information shows 

the calculation of the $6,9 12,066 cumulative under-recovery. The corrected versions of Mr. Conroy’s testimony and 
LG&E’s response to Question No. 2 were filed on November 21,2006. 
l 3  Conroy LG&E at 2-3. 

Conroy LG&E at 5 .  
l 5  Conroy LG&E at 5 I 
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14 
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with the method of implementing previous over- or under-recovery positions in prior ECR 

review cases.16 

111. THE ROLL-IN AMOUNTS ARE REASONABLE 

The evidence of record shows the roll-in amounts and Base Environmental Surcharge 

Factors (BESF) provided by KU and LG&E are reasonable. 

A. 

The Commission should approve the incorporation into KU’s base electric rates the 

environmental surcharge amounts found just and reasonable for the two-year billing period, as 

extended by the Commission’s Order issued May 22,2006, ending April 2005. KU recommends 

that a surcharge amount of $23,73 1,3 13 be incorporated into base rates at the conclusion of this 

case.17 KU determined the roll-in amount of $23,73 1,3 13 using the base-current methodology as 

proposed by Commission Staff and fbrther recommends adoption of the base-current 

methodology to calculate the monthly environmental surcharge factors going forward. * 
Although KU’s recommendation to incorporate $23,73 1,3 13 into base rates will increase base 

rates, it will simultaneously reduce ECR revenues by an equal a m o ~ n t . ’ ~  Therefore, there will be 

KU’s Roll-In Amount Is Reasonable 

no net impact on KU’S revenue requirement. ’O  

B. 

The Commission should likewise approve the incorporation into LG&E’s base electric 

rates the environmental surcharge amounts found just and reasonable for the two-year billing 

period ending April 2005. LG&E recommends that a surcharge amount of $8,669,729 be 

LG&E’s Roll-In Amount Is Reasonable 

l6 Conroy LG&E at 6. 
l 7  Conroy KU at 6. 
l 8  Conroy KU at 6. The details of this methodology and the calculation of the amount are presented as attachments 
to KU’s response to Question No. 12 to the Commission Staff Request for Information. 
l9  Conroy KU at 8. 
2o Conroy KU at 8. 
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incorporated into base rates at the conclusion of this case.21 LG&E determined the roll-in 

amount of $8,669,729 using the base-current methodology as proposed by Commission Staff and 

further recommends adoption of the base-current methodology to calculate the monthly 

environmental surcharge factors going Although LG&E’s recommendation to 

incorporate the recommended surcharge amounts into base rates will increase base rates, it will 

simultaneously reduce ECR revenues by an equal amount.23 Therefore, there will be no impact 

on LG&E’s revenue requirement. 24 

C .  The Companies’ Base Environmental Surcharge Factors (BESF) Will Be 
Determined Using Latest Twelve Months within Issuance of KPSC Order 

The Companies calculated, and propose to use, a new BESF for KU, using base revenues 

for the 12 months ending February 2006, of 3.21%.25 The Companies likewise calculated, and 

propose to use, a new BESF for LG&E, using base revenues for the 12-months ending February 

2006, of 3.36%.26 However, the actual BESF will be calculated using base revenues for the 12- 

month period ending with the month preceding the month in which the Commission issues an 

order approving the r ~ l l - i n . ~ ~  The timing and method KU and LG&E will use to determine the 

final RESF is consistent with the Commission’s Order in Case No. 2003-00068?8 

IV. ROLL-IN METHODOLOGY 

The Commission previously approved the Companies’ proposed roll-in methodology as 

part of the approval of written unanimous settlements that spread the amount of the roll-in 

21 Conroy LG&E at 7. 
22 Conroy LG&E at 7. The details of this methodology and the calculation of the amount are presented as 
attachments to LG&E’s response to Question No. 11 to the Commission Staff Request for Information. 
23 Conroy LG&E at 8. 
24 Conroy LG&E at 8. 
25 Conroy KU at 8. 

Conroy LG&E at 9. 
Conroy KU at 8; Conroy LG&E at 9. 

28 Conroy ICU at 8; Conroy L,G&E at 9. 
27 
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equally to every tariff subject to the environmental ~urcharge.~’ In these proceedings, in 

response to the Commission’s inquiries, the Companies present two roll-in methodologies for the 

Commission’s consideration -- the revenue methodology and an alternative methodology for 

allocating the roll-in amounts to the various classes of service in a way that gives some 

recognition to the inter-class rate subsidies that currently exist in the Companies’ base rates. 

Though either method will effectively incorporate the correct amount of the surcharge revenues 

and expenses into base rates, the appropriateness of either method is a policy question for this 

Commission. In previous environmental surcharge proceedings, the Attorney General and the 

Kentucky Industrial Utility Customers, representing their respective interests, have advanced 

proposals for correcting inter-class subsidies or have challenged any such movements toward 

addressing inter-class s~bsidies.~’ The Companies will be guided by the Commission’s decision 

in this case on whether the change in base rates associated with the ECR roll-in should be 

accomplished in a way that gives some recognition to the inter-class rate subsidies in current 

base rates. 

See In the Matter of an Examination by the Public Service Commission of the Environmental Surcharge 
Mechanism of Kentucky Utilities Company for the Six-Month Billing Periods Ending January 31, 200, July 31, 
2001, January 31, 2002, and January 31, 2003, and,for the Two-Year Billing Periods Ending July 31, 2000, and 
July $1, 2002, Case No. 2003-00068, Order (October 17, 2003) (approving unanimous written settlement spreading 
amount of roll-in equally to every tariff subject to environmental surcharge); In the Matter ofan Examination by the 
Public Service Commission of the Environmental Surcharge Mechanism of Louisville Gas and Electric Company for 
the Two-Year Billing Period Ending April 30, 2003, Case No. 2003-00236, Order (December 11, 2003) (spreading 
amount of roll-in equally to every tariff subject to environmental surcharge). 

See, e.g., In the Matter of the Application of L#ouisville Gas and Electric Company for  Approval of Its 2004 
Compliance Plan for Recovery by Environmental Surcharge, Case No. 2004-00421, and In the Matter o f t h e  
Application of Kentucky Utilities Company for a CertiJicate of Public Convenience and Necessity to Construct Flue 
Gas Desulphurization Systems and Approval of Its 2004 Compliance Plan for Recovery by Environmental 
Surcharge, Case No. 2004-00426, Post-Hearing Brief of the Attorney General at 10-15 (May 31, 2005); In the 
Matter of the Application of Louisville Gas and Electric Company for Approval of Its 2004 Compliance Plan for 
Recovery by Environmental Surcharge, Case No. 2004-0042 1, and In the Matter of the Application of Kentucky 
Utilities Company for a CertiJicate of Public Convenience and Necessity to Construct Flue Gas Desulphurization 
Systems and Approval of Its 2004 Compliance Plan for Recovery by Environmental Surcharge, Case No. 2004- 
00426, Brief of Kentucky Industrial Utility Customers, Inc., at 3-19 (May 3 1,2005). 

29 
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A. The Revenue Method 

This first approach, quite familiar to the Commission because it is the methodology used 

in prior roll-in proceedings, would allocate the Companies’ roll-in amounts to the classes of 

service on the basis of base-rate revenues. “Base-rate revenues” are the revenues determined 

from the application of the company’s base rates to test-year billing units and therefore exclude 

the application of all surcharges or sircredits from other cost recovery mechanisms, such as the 

fuel adjustment clause. Such an approach would have no impact on any subsidies currently built 

into base rates. 

B. The Alternative Method 

As an alternative to simply allocating the roll-in amount on the basis of base rate 

revenues, the Companies also present an allocation methodology for the Commission’s 

consideration that would allocate the roll-in amount in a way that gives some recognition to the 

inter-class rate subsidies that currently exist in the Companies’ rates. Although there are a 

number of considerations in determining the level and structure of the rates that a utility should 

charge its customers, there are two basic principles of fairness used in designing utility rates that 

stand out above all of the others.31 The first principle of fairness is that customers should pay the 

costs that they impose on the system.32 It is generally recognized by both experts and non- 

experts alike that a utility’s rates should reflect the cost of providing service.33 The second 

principle of fairness is that all customers should pay their fair share of their utility’s margins (or 

31 In the Matter of an Examination by the Public Service Commission ofthe Environmental Surcharge Mechanism of 
Louisville Gas and Electric Company for the Six-Month Billing Periods Ending October 31, 2003, April 30, 2004, 
October 31, 2004, October 31, 2005, and April 30, 2006, and for the Two-Year Billing Period Ending April 30, 
2005, Case No. 2006-00130, Direct Testimony of William Steven Seelye (“Seelye LG&E”) at 8 (June 14,2006); In 
the Matter of an Examination by the Public Service Commission of the Environmental Surcharge Mechanism of 
Kentucky Utilities Company for the Six-Month Billing Periods Ending July 31, 2003, January 31, 2004, January 31, 
2005, July 31, 2005, and January 31, 2006, and for the Two-Year Billing Period Ending July 31, 2004, Case No. 
2006-00129, Direct Testimony of William Steven Seelye (“Seelye KU”) at 8 (June 14,2006). 
32 Seelye LG&E at 8; Seelye KU at 8. 
33 Seelye LG&E at 8; Seelye KU at 8. 

9 



operating income).34 Though it is sometimes necessary to consider the value of service and the 

competitiveness of service, the starting point in assessing the reasonableness of the rates to be 

charged by a utility is to evaluate the cost of service.35 

Designing rates that reflect the cost of providing service helps ensure that customers pay 

their fair share of the utility’s In other words, implementing cost-based rates helps 

ensure that one class of customers does not subsidize another class of customers.37 The 

Companies’ current base rates contain subsidies between various rate classes, as the tables that 

Rate Class 
Residential 
General Service 
Combined Light & Power 
Large CommAnd TOD 
Coal Mining Power 
Large Power Mine Power TOD 
All Electric School 
Water Pumping 
Street Lighting 
NAS 
Total 

follow 

Rate of Return 
2.42% 
8.67% 
12.01% 
8.32% 
15.68% 
12.72% 
7.43% 
2.74% 
3.76% 
16.24% 
6.33% 

34 Seelye LG&E at 8; Seelye KU at 8. 
35 Seelye LG&E at 8-9; Seelye KTJ at 8-9. 
36 Seelye L,G&E at 9; Seelye KU at 9. 
37 Seelye LG&E at 9; Seelye KU at 9. 
38 Table 1: Seelye KU at 4. Table 2: Seelye LG&E at 4. 
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Rate Class 
Residential 
General Service 
Rate LC 
Rate LC-TOD 
Rate LP 
Rate LP-TOD 
Special Contract 

Rate of Return 
3.45% 
1 1.98% 
10.00% 
8.04% 
1 1.52% 
6.08% 
3.72% 

Under the Companies’ proposed alternative methodology, the roll-in amount allocated to 

the customer classes under the revenue methodology would be adjusted by either a credit or 

charge depending on whether a class rate of return falls outside of a range of plus or minus 100 

basis points around the overall rates of return for KIJ and LG~zE.~’  For KU, customer classes 

with a rate of return falling between 5.33% and 7.33% would receive the revenue methodology 

allocation of the roll-in amount (i.e., the amount determined based on a base-rate allocation using 

the methodology applied in prior roll-in  proceeding^).^' In other words, customer classes with a 

rate of return between 5.33% and 7.33% will not receive a credit or charge to correct for the rate 

subsidies that exist in base rates.41 Likewise for L,G&E, customer classes with a rate of return 

falling between 5.36% and 7.36% would receive the revenue methodology allocation of the roll- 

in amount (Le., the amount determined based on a base-rate allocation using the methodology 

Special Contract 
Special Contract 

Total 
Lighting 

39 Seelye KU at 10; Seelye LG&E at 10. 
40 Seelye KU at 10. 
41 Seelye KU at 10. 

4.33% 
6.19% 
3.45% 
6.36% 
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applied in prior roll-in  proceeding^).^^ In other words, customer classes with a rate of return 

between 5.36% and 7.36% will not receive a credit or charge to correct for the rate subsidies that 

exist in base rates.43 If a class rate of return is within plus or minus 100 basis points of the 

overall rate of return then the service rates can be considered to reasonably reflect the cost of 

providing service.44 

For all customer classes with rates of return above the range - i.e., above 7.33% for KU 

and 7.36% for LG&E -- the revenue methodology roll-in amount would be adjusted downward 

by a credit amount which lowers the roll-in amount that would otherwise be allocated to the 

customer class.45 For all customer classes with rates of return below the range - i.e., below 

5.33% for KU and 5.36% for LG&E -- the revenue methodology roll-in amount would be 

adjusted upward by a charge amount which increases the roll-in amount that would otherwise be 

allocated to the customer class.46 Under the alternative methodology for KU, $5,173,724 of the 

total roll-in amount of $23,73 1,3 13 would be used to correct the subsidies that currently exist in 

base rates.47 The $5,173,724 correction for KU would be allocated as a credit to those rate 

classes with rates of return above 7.33% based on the total amount of subsidy above this 

threshold rate of return paid by each customer class.48 Similarly, the $5,173,724 correction 

would be allocated as a charge to those rate classes with rates of return below 5.33% on the basis 

of the total subsidy below 5.33% received by each customer class.49 Likewise for LG&E, under 

the alternative methodology, $2,005,940 of the total roll-in amount of $8,669,729 would be used 

42 Seelye LG&E at 10. 
43 Seelye L,G&E at 10. 
44 Seelye KU at 10; Seelye LG&E at 10. 
45 Seelye KU at 10; Seelye LG&E at 10. 
46 Seelye KU at 1 1; Seelye L,G&E at 11. 
47 Seelye KTI at 1 1. 

Seelye KU at 1 1. 
49 Seelye KIJ at 1 1. 
48 
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to correct the subsidies that currently exist in base rates.50 The $2,005,940 correction for LG&E 

would be allocated as a credit to those rate classes with rates of return above 7.36% based on the 

total amount of subsidy above this threshold rate of return paid by each customer class.51 

Similarly, the $2,005,940 correction would be allocated as a charge to those rate classes with 

rates of return below 5.36% on the basis of the total subsidy below 5.36% received by each 

customer class.52 The amount used to correct the subsidies would thus be allocated to the 

affected rate classes in a symmetrical manner based on the amount of subsidy paid or the amount 

of subsidy received. 

The amounts used to correct subsidies ($5,173,724 for KU, $2,005,940 for LG&E) were 

determined so that no rate class would receive less than 25 percent of the roll-in amount that the 

class would otherwise receive if the roll-in were allocated on the basis of base-rate 

In other words, when the subsidy-correction amount is allocated on the basis of annual subsidies 

paid by those rate classes above 7.33% for KU and 7.36% for L,G&E, the roll-in amounts for 

none of the classes are below 25% of the roll-in amount that would otherwise be allocated to the 

class using the revenue meth~dology.~~ This requirement would ensure that each class will bear 

a significant responsibility for the rolIed-in costs, even though the cost of service study would 

suggest that some classes should not bear any responsibility for the costs based on the current 

level of subsidies. 

The amounts used to correct subsidies also have the advantage of being sufficiently small 

that, though they serve to move in the direction of mitigating subsidies, they comport with the 

LG&E’s Response to Second Data Request of Commission Staff, Dated June 29,2006, Question No. 3 .  50 

51 LG&E’s Response to Second Data Request of Commission Staff, Dated June 29, 2006, Question No. 3 ;  Seelye 
LG&E at 1 1. 
52 LG&E’s Response to Second Data Request of Commission Staff, Dated June 29, 2006, Question No. 3 ;  Seelye 
LG&E at 1 1. 
53LG&E’s Response to Second Data Request of Commission Staff, Dated June 29,2006, Question No. 3 ;  Seelye KU 
at 1 1 ; Seelye LG&E at 1 1. 
54 Seelye KU at 1 1 ; Seelye LG&E at 1 1. 
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ratemaking axiom of grad~a1ism.j~ No part of this proposal should result in a “rate shock,” but 

the proposal is nonetheless a step toward alleviating the significant subsidies between certain of 

the Companies’ rate classes. 

The Companies are aware of no statutory or regulatory obstacles to the approval and 

implementation of this alternative proposal. The Companies suggest that it may serve as a 

gradual means of correcting significant subsidies currently embedded in the Companies’ base 

rates. Nevertheless, the Companies will be guided by the Commission’s decision in these cases 

on whether the change in base rates associated with the ECR roll-in should be accomplished in a 

way that gives some recognition to the inter-class rate subsidies in current base rates. 

C. Rate Design: No Part of Roll-In Should Re Recovered Through Customer 
Charge 

Also, under either roll-in methodology, the Companies should not recover any part of the 

roll-in amount through a customer charge. For schedules containing both energy and demand 

charges, the roll-in amount will be recovered through the demand charge; and for schedules 

containing an energy charge but no demand charge, the roll-in amount will be recovered through 

the energy charge.56 For lighting rates consisting of a charge per fixture, the roll-in amount 

allocated to the lighting rates would be recovered through the charge per fixture, as in prior roll- 

ins.j7 Except for the lighting rates, the Companies’ recommended approach would represent a 

departure from prior r~ll-ins.~* In prior roll-ins the amounts allocated to each rate class were 

assigned to all components of base rates (customer charge, energy charge and demand charge, as 

55 Attachments to KU’s Response to Second Data Request of Commission Staff, Dated June 29,2006, Question No. 
3 ;  Attachments to LG&E’s Response to Second Data Request of Commission Staff, Dated June 29, 2006, Question 
No. 4. 

Seelye KU at 14; Seelye LG&E at 14. 
57 Seelye KU at 14; Seelye LG&E at 14. 
58 Seelye KU at 14; Seelye LG&E at 14. 
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applicable) on a pro-rata basis.59 The Companies’ approach to converting the roll-in amount into 

unit charges is consistent with cost of service principles.60 

V. RATE OF RETURN 

Calculated using adjusted capitalization and using the currently approved 10.50% return 

on equity, the Companies recornmend an overall rate of return of 1 1.52% for KU61 and an overall 

rate of return of 11.23% for L G ~ L E . ~ ~  The Companies believe that these overall rates of return, 

based upon the currently allowed 10.50% rate of return on common equity for the environmental 

surcharge, are reasonable if not conservative. 

The 10.50% rate of return was approved by the Commission in Case Nos. 2004-00421 

and 2004-00426 on June 20,2005, and became effective with the July 2005 billing month. Since 

the Cornmission’s Orders on June 20,2005, long-term interest rates have increased, as evidenced 

by the performance of 10- and 20-year Treasury bonds, A-rated utility bonds, and Aaa-rated 

corporate bonds for the period January 2005 through May 2006.63 The Value Line Quarterly 

Economic Review forecasts that these increases in long-term interest rates will continue.64 

The authorized 10.50% rate of return on common equity is also consistent with recently 

authorized returns by this Commission and across the country. The April 5 ,  2006, issue of 

Regulatory Research Associates Regulatory Focus shows that the average rate of return on 

59 Seelye KU at 14; Seelye LG&E at 14. 
Go Seelye KTJ at 14-15; Seelye LG&E at 14-1.5. 
61 Conroy KU at 8. See KTJ Response to the Commission Staff Request for Information Question No. 17. 
G2 Conroy LG&E at 9. See LG&E Response to the Commission Staff Request for Information, Question No. 16. 
63 See KU Response to Information Requested in Appendix B of Cornmission’s Order Dated April 25,2006, No. 1 1, 
Attachment 1; LG&E Response to Information Requested in Appendix B of Commission’s Order Dated April 
25,2006, No. 10, Attachment 1. 
G4 See KU Response to Information Requested in Appendix B of Commission’s Order Dated April 25,2006, No. 1 I, 
Attachment 2; LG&E Response to Information Requested in Appendix B of Commission’s Order Dated April 
25,2006, No. 10, Attachment 2. 
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common equity authorized for electric and gas utilities during the first quarter of 2006 averaged 

10.4% and 10.6%, re~pectively.~~ 

Thus, the Companies conclude it would be reasonable, and somewhat conservative, to 

maintain prospectively the current authorized rate of return on common equity of 10.50% for 

ECR purposes. 

VI. LG&E’S ELIMINATION OF EXPENSE REDUCTION FROM PRIOR CASE 

One change in the calculation of the recoverable aperating expenses under the Post 1995 

Compliance Plan for LG&E is necessary. In the determination of the revenue requirement 

established in the September 4, 2003 Order in Case No. 2002-00147, the Commission ordered 

LG&E to exclude from environmental operating expenses, expenses of $27 1 , 1 19 associated with 

operators, the cost of which was included in LG&E’s base rates at the time of the Order.66 Since 

that time, LG&E has implemented new base rates, effective for service rendered on and after 

July 1, 2004, as approved by the Commission in its June 30, 2004 Order in Case No. 2003- 

00433.67 LG&E’s revenue requirements in that case did not include labor expense associated 

with the four employees, and LG&E’s current base rates do not include labor expense associated 

with the four employees.6* Therefore, there is no double recovery of this expense, and LG&E is 

eliminating the monthly exclusion for all expense months following the date of the 

Commission’s Order establishing LG&E’s new base rates.69 

During the billing periods from September 2004 through the present, LG&E continued to 

calculate its monthly environmental surcharge calculations in compliance with the Commission’s 

65 See KU Response to Information Requested in Appendix B of Commission’s Order Dated April 25,2006, No. 11, 
Attachment 3; LG&E Response to Information Requested in Appendix B of Commission’s Order Dated April 
25,2006, No. 10, Attachment 3. 
66 Conroy L,G&E at 4. 
” conroy LG&E at 4. 
68 Conroy LG&E at 4. 
69 Conroy LG&E at 4. 
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Order in Case No. 2002-00147 by reducing operating and maintenance expenses by a monthly 

amount of $22,591~’ 

This proceeding presents the first opportunity to remedy the operation of LG&E’s 

environmental surcharge, as this is the first review of the operation of the surcharge for the 

periods impacted.71 LG&E’s under-recovery position includes the impact of eliminating the 

expense exclusion ordered by the Commission and LG&E proposes that eliminating this 

exclusion be approved for all months from July 2004 to present and continuing.72 Upon issuance 

of an Order in this proceeding, LG&E proposes to eliminate this expense reduction from the 

monthly ECR filings and will include an adjustment for the period from March 2006 to the 

month preceding the Cornmission order in this proceeding in the appropriate six-month review 

periods in the future.73 

VII. KU’S EMISSION ALLOWANCES IN BASE RATES 

KU’s current base rates were established by the Commission in its Order dated June 30, 

2004 in Case No. 2003-00434 based upon its analysis of KU’s revenue requirement found 

justifiable by the record and an electric revenue requirement recommended pursuant to a partial 

settlement and ~t ipulat ion.~~ As part of the partial settlement and stipulation and as approved by 

the Commission’s Order, KU’s 1994 environmental compliance plan was removed from recovery 

through the environmental surcharge filings and recovered through base rates.75 KU’s rate base 

70 Conroy LG&E at 5. 
71 Conroy L,G&E at 5. 
72 Conroy LG&E at 5 .  
73 Conroy LG&E at 5. 

KU Response to Information Requested in Appendix B of Commission’s Order Dated April 25,2006, No. 13. ’’ KU Response to Information Requested in Appendix B of Commission’s Order Dated April 25,2006, No. 13. 

74 
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at September 30, 2003 included $69,415 in emission allowances invent01-y.~~ Therefore, KU’s 

current base rates include a return on the jurisdictional portion of those allowances. 

Upon the effective date of the roll-in, KU will continue to calculate a return on total 

environmental compliance rate base in its monthly filing The resulting revenue 

requirement will be reduced by the portion of ECR-related revenue collected through base rates 

as a result of the r ~ l l - i n . ~ ~  However, if KU does not continue to reduce its environmental rate 

base by the emission allowance inventory included in base rates, then KU will be including a 

calculated return on those allowances in its monthly environmental revenue requirement, and the 

monthly reduction resulting from the roll-in will not include an amount associated with that 

return.79 Thus, the return on the allowance inventory balance of $69,415 is not reflected in KU’s 

BE SF.^^ 

VIII. CONCLIJSION 

For the foregoing reasons stated in this brief and in their testimony, Kentucky Utilities 

Company and Louisville Gas and Electric Company request the Public Service Commission to 

enter orders that grant the Companies the following relief: 

a. Approving KU’s proposed increase to its Environmental Surcharge Revenue 

Requirement of $399,375 per month for the first three months, and $399,374 for the fourth 

month following the Commission’s decision in this proceeding, and likewise approving LG&E’s 

proposed increase to its Environmental Surcharge Revenue Requirement of $576,005 per month 

for the first six months and $576,006 per month for the next six months following the 

Commission’s decision in this proceeding; 

76 KU Response to Information Requested in Appendix B of Commission’s Order Dated April 25,2006, No. 13. 
77 KU Response to Information Requested in Appendix B of Commission’s Order Dated April 25,2006, No. 13. 
78 KU Response to Information Requested in Appendix B of Commission’s Order Dated April 25,2006, No. 13. 
79 KU Response to Information Requested in Appendix B of Commission’s Order Dated April 25,2006, No. 13. 

KU Response to Second Data Request of Commission Staff, Dated June 29,2006, No. 6(a). 
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b. Finding environmental surcharge amounts for the two-year billing period ending 

April 2005 to be just and reasonable; 

c. Finding that LG&E should eliminate the expense reduction ordered in Case No. 

2002-001 47 from its monthly ECR filings beginning with the expense month of July 1,2004; 

d. Approving $23,731,313 (KU) and $8,669,729 (LG&E) to be the amounts to be 

incorporated into base electric rates for bills rendered on and after the second full billing month 

following the month in which an order is received in these cases; 

e. The Commission should decide as a matter of policy whether the Environmental 

Surcharge mechanism should be used to address the inter-class rate subsidies that currently exist 

in the Companies’ base rates and based on that decision approve either the use of allocating the 

roll-in amount on the basis of class base rate revenues or a methodology that allocates the roll-in 

amount in a way that gives some recognition to the inter-class rate subsidies that currently exist 

in base rates; but whichever roll-in methodology is approved by the Commission, no part of the 

roll-in amount should be recovered through the customer charges of the rates. 

f. Resetting the Companies’ Rase Environmental Surcharge Factors to amounts 

based on the roll-in amounts and base revenues from the most recent 12-month period available 

following the Commission’s Order in these proceedings; and 

g. Establishing the rate of return for KU’s Post-1994 Plan to be 11.52%, and the rate 

of return for LG&E’s Post-1995 Plan to be 11.23%. 
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BILLING PERIODS ENDING JULY 31,2003, 
JANUARY 31,2004, JANUARY 31,2005, 
JULY 31,2005 AND JANUARY 31,2006 AND FOR 

JULY 31,2004 

UTILITIES COMPANY FOR THE SIX-MONTH 

THE TWO-YEAR BILLING PERIOD ENDING 

In the Matter of: 

AN EXAMINATION BY THE PUBLIC SERVICE 
COMMISSION OF THE ENVIRONMENTAL 
SURCHARGE MECHANISM OF LOUISVILLE GAS 

BILLING PERIODS ENDING OCTOBER 31,2003, 
APRIL 30,2004, OCTOBER 31,2004, OCTOBER 31, 

YEAR BILLING PERIOD ENDING APRIL 30,2005 

AND ELECTRIC COMPANY FOR THE SIX-MONTH 

2005, AND APRIL 30,2006, AND FOR THE TWO- 

1 
) 

) 

) 
) 
) 

) CASE NO. 2006-00129 

) 
) 
1 

) 
1 
) 
) 

) CASE NO. 2006-00130 

JOINT BRIEF OF KENTUCKY UTILITIES COMPANY AND 
LOUISVILLE GAS AND ELECTRIC COMPANY 

Kentucky Utilities Company (“ICU”) and L,ouisville Gas and Electric Company 

(“LG&E”) (collectively, the “Companies”), for their Joint Brief, state as follows: 

1. INTRODUCTION 

The purpose of these proceedings is to review the past operation of the eiiviroilmental 

surcharge KTJ billed during the five six-month billing periods ending July 3 1, 2003, January 3 1, 

2004, January 3 1, 2005, JUIY 3 1, 2005 and January 3 1, 2006, and the two-year billing period 

ended July 3 1, 2004. In the Commission’s Order issued May 22, 2006, the Commission granted 

IW’s motion to expand the current 6-inonth review of KU’s eiivirorunnental surcharge 

mechanism to include the billing period froni February 1, 2006 through April 30, 2006 and 



expand the scope of the current 2-year review of KU’s enviroimiental surcharge mechanism to 

include the billing period from August 1, 2004 tllrough April 30,2005. 

The purpose of these proceedings is also to review the past operation of tlie 

enviroimiental surcharge L,G&E billed during the six-month billing periods ending October 3 1, 

2003, April 30, 2004, October 3 1, 2004, October 3 1 2005, and April 30, 2006 and the two year 

billing period ending April 30, 2005, as well as to deteiinine tlie appropriate aniouiit of 

enviroivnental surcharge revenue to incorporate into base rates for both Companies through a 

“roll-in” of environmental costs and expenses. 

The Companies submit that their under-collected amounts, proposed roll-in amounts, 

suggested roll-in methodologies, and rates of return are reasonable and supported by the record 

of tliese proceedings. The Companies therefore request that the Commission: 

a. Approve ICU’s proposed increase to its Enviroimiental Surcharge Reveiiue 

Requirement of $399,375 per month for the first three months, and $399,374 for the fourth 

niontli$63+63- . - f & w - e g - d  following the Commission’s decision in this 

proceeding, and likewise approve LG&E’s proposed increase to its Eiivironniental Surcharge 

Reveiiue Requirenient of $5 76.005 per I I I O I I ~ ~  for the first six ~noiiths and $576,000 pel- 111onth 

for the next six nionthsW3,26? k---- =&h following the Commission’s 

decision in tliese proceedings; 

. .  

b. Find environmental surcharge amounts for tlie two-year billing period ending 

April 2005 to be just and reasonable; 

c. Find that L,G&E should eliminate the expense reduction ordered in Case No. 

2002-001 47 from its montlily ECR filings beginning with the expense month of July 1, 2004; 

2 



d. Approve $23,731,313 (KU) and $8,669,729 (L,G&E) to be the amounts to be 

incoi-porated into base electric rates for bills rendered on aiid after the second full billing month 

following tlie month in which an order is received in these cases; 

e. Decide as a matter of policy whether the Enviroiuiiental Sirrcharge mechanism 

should be used to address tlie inter-class rate subsidies that currently exist in tlie Colnpanies’ 

base rates and based on that decision approve either the use of allocating tlie roll-in amount on 

tlie basis of class base rate revenues or a methodology that allocates the roll-in aniount in a way 

that gives some recognition to the inter-class rate subsidies that currently exist in base rates; 

f. Reset the Companies’ Base Environmental Surcharge Factors to ainomits based 

on the roll-in amounts and base revenues from the most recent 12-month period available 

following the Co~nmission’s Order in these proceedings; aiid 

g. Establish the rate of return for KU’s Post-1994 Plan to be 11.52%, and tlie rate of 

return for LG&E’s Post-1995 Plan to be 11.23%. 

11. OVER- AND UNDER-COLLECTION 

A. KU 

KU billed an environmental surcharge to its customers from February 1 , 2003 tlurougli 

April 30, 2006.’ For purposes of tlie Comnission’s examination in this case, the monthly ICU 

eiivironriieiital surcharges are considered as the five six-month billing periods ended July 3 1 , 

2003; January 3 1, 2004; January 3 1, 200.5; July 3 1, 200.5 and January 3 1, 2006 (as extended to 

April 30, 2006 by the Commission’s Order issued May 22, 2006), as well as the sixth six-month 

billing period ending July 3 1, 2004, which is part of the two-year billing period ending J ~ l y  3 1, 

’ In tlze Matter of an Exainination by the Public Service Coinnzission of tlze Eizvironnzeiztal Siirclznrge Mechmzisnz of 
ICeiztiicl~ IJtilities Conzpaizy for tlze Six-Montlz Billing Periods Eizdiizg July 31, 2003, Janiimy 31, 2004, Jaiziiaiy 31, 
2005, .July 31, 200.5, nizd .Jammy 31, 2006, and for tlze Two-Year Billing Period Ending July 31, 2004, Case No. 
2006-00129, Direct Testimony of Robert M. Comoy (“Comoy KU”) at 2 (June 19, 2006). 

3 



2004 (as extended to February 28, 2005, by the Commission’s Order issued May 22, 2006).2 Iii 

each inoiitli of all of these periods, ICU calculated tlie eiiviromneiital surcharge factors by using 

the costs incurred as recorded on its books aiid records for the expense moiitlis of December 

2002 tlu-ough February 2006.3 

As a result of the operatioii of the eiiviroimeiital surcharge during the billiiig peiiods 

wider review, KTJ experieiiced a cumulative under-recovery of $1 $597,499%4&52 for the billing 

periods eiidiiig April 30, 2006.4 Therefore, an adjustineiit to tlie reveiiiie requireiiieiit is 

iiecessary to recoiicile the collection of past surcharge revenues with actual costs for the billing 

periods wider re vie^.^ 

KU proposes to recover over the four inoiiths followiiig the Coininissioii’s Order in Case 

No. 2006-00 129 the cuinulative under-recovery of $1 ,597.4992S4&KLG Specifically, ICU 

recomineiids that tlie Coimriission approve the increase of the Enviroimental Surcharge Revenue 

Reqiiirernent by $399.375 per niotitli for the first three montlis, aiid $399.374 for the foiirfh 

niontli$b3,563 pe+- .& -1- . * . follow iiig the C oimni s si 011’ s 

Order in this pr~ceeding.~ This method is consisteiit with the method of iinpleineiitiiig previous 

over- or under-recovery positions in prior ECR review cases.* 

B. LG&E 

’ Coilroy KU at 2. 
Coilroy KU at 2-3. 
Coiwoy KIJ at 3. KU’s response to Question No. 3 of the Cormiission Staff Request for Information shows the 

calculation of the $1,59’7,499&4652 cumulative under-recovery. ‘The CQTTeCted versions of Mr. Conrov’s 
testiiiioii~~ aiid KU‘s response to QuestionNo. 3 were filed on Noveiiibe,r 21. 2006. ’ Coilroy KU at 3. 

Conroy KTJ at 5.  ’ Coilroy KU at 5 ,  
Conroy KU at 5. 

4 

8 
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LG&E billed an environmental surcharge to its custoiners from May 1, 2003 through 

April 30, 2006.9 For purposes of the Cormnission's examination in this case, the inontlily LG&E 

environmental surcharges are considered as the five six-rnontli billing periods ended October 3 1, 

2003; Apiil 30, 2004; October 31, 2004; October 31, 2005 and April 30, 2006, as well as the 

sixth six-inoiitli billing period which is the final six month period in tlie two-year billing period 

ending April 30, 2005." In each month of these periods, LG&E calculated the enviroimental 

surcharge factors by using the costs incurred as recorded on its books and records for the expense 

months of March 2003 through February 2006." 

As a result of the operation of the environmental surcharge during tlie billing periods 

uiider review, L,G&E experienced a cumulative under-recovery of $6,9 12,06GKkWW68 for the 

billing periods ending April 30, 2006.12 Therefore, an adjustment to the revenue requirement is 

necessary to reconcile tlie collection of past surcharge revenues with actual costs for the billing 

periods under review.I3 

L,G&E proposes to recover over the four months followiiig the Conmission's Order in 

Case No. 2006-00 130 the cumulative under-recovery of $6,') 12,066$&6@$%8. Specifically, 

LG&E recommends that the Cormnission approve the increase of the Envirorxnental Surcharge 

Revenue Requireinent by $5'76,005 per month for the lirst six months and $5 70,000 w r  ~iioiitli 

followiiig 

14 

. .  . .  . '7 ~ . 
~ ~ _ _ _ -  for the next sis iiionthsW2,2/;, w- 3 D  D D 

In the Matter of an Exanziization b y  tlze Public Service Coinmission of the Enviroiznzental Surcharge Mechaizisiiz of 
Louisville Gas and Electric Company for the Siw-Montlz Billing Periods Ending October 31, 200.3, April 30, 2004, 
October 31, 2004, October 31, 2005, and April .30, 2006, nizd for tlze Two-Year Billing Period Ending April 30, 
2005, Case No. 2006-00130, Direct Testiniony of Robert M. Conroy ("Comoy LG&E") at 2 (June 19, 2006). 

9 

Coilroy LG&E at 2. 
Conroy L,G&E at 2. 

10 

I I  

I' Conroy LG&E at 2. LG&E's response to Question No. 2 of the Commission Staff Request for Information shows 
the calculation of the $ 6 3  12.066$&54&&% cumulative under-recovery. The coriected veisions of Mi. CIoiiio\r's 
tes~imoiiv and LG&.E's response to Question No. 2 were filed 011 November 2 1, 2006. 

Coilroy LG&E at 2-3 I 
Conroy LG&E at 5 I 

1 13 
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tlie Coimiission’s Order in this pr~ceeding.’~ This inetliod is consistent with tlie rnethod of 

implenientiiig previous over- or under-recovery positions in prior ECR review cases.“ 

111. THE ROLL-IN AMOUNTS ARE REASONABLE 

The evidence of record shows tlie roll-in amounts and Base Eiivironnieiital Surcharge 

Factors (BESF) provided by KU and LG&E are reasonable. 

A. 

The Coimiission should approve the iiicorporatioii into IW’s base electric rates tlie 

environmental surcharge amounts found just and reasonable for the two-year billing period, as 

extended by the Commission’s Order issued May 22,2006, ending April 2005. KU recoilvneiids 

that a surcharge ainount of $23,73 1,3 13 be incorporated into base rates at the conclusion of this 

case.17 I<U deteiinined tlie roll-in arriount of $23,73 1,3 13 using the base-cun-eiit inethodology as 

proposed by Comiission Staff and further recornnieiids adoption of the base-current 

methodology to calculate the monthly erivirorlrneiital surcharge factors going fonvard.I8 

Although IW’s recoinineridation to incorporate $23,73 1,3 13 iiito base rates will increase base 

rates, it will simultaneously reduce ECR revenues by an equal ainouiit. l 9  Therefore, there will be 

110 net impact on IW’S revenue requirement. 2o 

KU’s Roll-In Amount Is Reasonable 

B. 

The Commission should likewise approve tlie incorporation iiito L,G&E’s base electric 

rates tlie eiiviroimental surcharge amounts found just and reasonable for the two-year billing 

period ending April 2005. LG&E recommends that a surcharge ainourit of $8,669,729 be 

LG&E’s Roll-In Amount Is Reasonable 

Coiwoy L,G&E at 5.  
Conroy LG&E at 6. 

Conroy KU at 6. The details of ths  methodology a id  tlie calculation of the amount are presented as attaclmieiits 

1s 

16 

l 7  Coiwoy KU at 6. 

to KU’s response to Question No. 12 to tlie C o d s s i o n  Staff Request for Infornution. ’’ Coilroy I<U at 8. 
’O Conroy KU at 8. 
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incoi-porated into base rates at the conclusioii of this case.21 L,G&E determined the roll-in 

ainouiit of $8,669,729 using the base-current methodology as proposed by Coininissioii Staff and 

fui-ther reconinieiids adoption of the base-current inetliodology to calculate the monthly 

environmental surcharge factors going Although L,G&E’s recoinineiidatioii to 

incorporate the recornmended surcharge amounts into base rates will increase base rates, it will 

siinultaneously reduce ECR revenues by an equal a r n ~ u n t . ~ ~  Therefore, there will be no iiripact 

on LG&E’S reveiiue requirement. 24 

C .  The Companies’ Rase Environmental Surcharge Factors (BESF) Will Be 
Determined IJsing Latest Twelve Months within Issuance of KPSC Order 

Tlie Companies calculated, and propose to use, a new BESF for KU, using base reveiiues 

for the 12 months ending February 2006, of 3.21%.25 The Companies likewise calculated, and 

propose to use, a new BESF for LG&E, using base revenues for the 12-months ending February 

2006, of 3.36%.26 However, tlie actual BESF will be calculated using base revenues for the 12- 

month period ending with the rriontli preceding the month in which the Coinmission issues aii 

order approving the r ~ l l - i n . ~ ~  The timing and method I‘U and L,G&E will use to detenniiie the 

final BESF is coiisistent with tlie Cormnission’s Order in Case No. 2003-00068.28 

IV. ROLL-IN METHODOLOGY 

The Coininission previously approved the Companies’ proposed roll-in methodology as 

part of the approval of written unanimous settlements that spread the ainouiit of the roll-in 

Coixoy LG&E at 7. 
-- Conroy LG&E at 7. The details of this methodology and the calculation of the ainouiit are presented as 
attachments to LG&E’s response to Question No. 1 1 to the Commission Staff Request for Information. 
l3 Corwoy LG&E at 8. 
l4 Coixoy LG&E at 8. ’’ Conroy KU at 8. ’‘ Coixoy LG&E at 9. 
l7 Conroy KU at 8; Conroy LC&E at 9. 
’* Conroy KTJ at 8; Conroy LG&E at 9. 

7 ?  
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equally to every tariff subject to the eiiviromneiital surcharge.29 In tliese proceedings, iii 

response to the Commission’s inquiries, the Companies preseiit two roll-iii inetliodologies for the 

Comrnissioii’s consideration -- the revenue methodology and an alternative iiietliodology for 

allocatiiig the roll-in amounts to the various classes of service in a way that gives soiiie 

recognition to the inter-class rate subsidies that currently exist in the Companies’ base rates. 

Though either method will effectively iiicorporate the correct inouiit of tlie surcliarge revenues 

aiid expenses into base rates, the appropriateiiess of either inethod is a policy question for this 

Coiimissioii. hi previous eiiviromnental surcharge proceedings, tlie Attoiiiey General aiid tlie 

ICeiitricky Industrial Utility Customers, representing tlieir respective interests, have advanced 

proposals for correcting inter-class subsidies or have challenged any such moveinents toward 

addressing inter-class s~bsidies.~’ The Companies will be guided by the Coiimission’s decision 

iii this case on whether the change in base rates associated with tlie ECR roll-iii sliould be 

accornplislied in a way that gives some recognition to the inter-class rate subsidies in current 

base rates. 

29 See In the Matter of an Exainination b y  the Public Service Coininissioii of tlie Eizviroizmeiztal Surclzarge 
Meclzarzisin of Kentucky Utilities Company ,for tlze Si.x-Moizth Billing Periods Ending Jaiziiaiy 31, 200, July 31, 
2001, Jaiziiaiy 31, 2002, and Jaizu~iy 31, 200.3, and,for the Two-Year Billing Periods Ending July 31 ,  2000, and 
July 31, 2002, Case No. 2003-00068, Order (October 17, 2003) (approving unanimous written settlement spreading 
amount of roll-in equally to every tariff subject to environmental surcharge); In the Matter of an Exanziiiafioiz by tlze 
Public Seivice Coininissioiz of tlze Enviroiznzeiztal Surcliarge Meclzanisin of Louisville Gas and Electric Conzpany for 
tlze Titlo-Year Billing Period Ending April 30, 200.3, Case No. 2003-00236, Order (December 11, 2003) (spreading 
amount of roll-in equally to every tariff subject to environmental surcharge). 
30 See, e.g., In the Matter of the Application of Louisville Gas and Electric Company ,for Approval of Its 2004 
Conzpliance Plan .for Recoveiy by Environmeiztal Siirclzarge, Case No. 2004-0042 1, and In tlie Matter of the 
Application of Kentucky Utilities Coinpany for a Certijkate of Public Convenience aiid Necessity to Construct Flue 
Gas Desulphurizatioiz Systeiizs aizd Approval of Its 2004 Compliance Plan for Recoveiy by Eizviroizineiztal 
Surcliarge, Case No. 2004-00426, Post-Hearing Brief of the Attorney General at 10-15 (May 31, 2005); In tlze 
Matter of the Application of Louisville Gas and Electric Company for Approval of Its 2004 Compliance Plan .for 
Recoveiy by Environiizeiztal Surclzarge, Case No. 2004-0042 1, and In the Matter of the Application of Kentiicky 
Utilities Conzpany ,for a CertiJicate of Public Convenience and Necessity to Construct Flue Gas Desiilplziiiization 
System aizd Approval of Its 2004 Conzpliance Plan ,for Recoveiy by Eiiviroiznzerztal Siirclzarge, Case No. 2004- 
00426, Brief of Kentucky Industrial Utility Customers, Inc., at 3-19 (May 3 1, 200.5). 
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A. The Revenue Method 

This first approach, quite familiar to the Commission because it is tlie rrietliodology used 

in prior roll-in proceedings, would allocate the Companies’ roll-in amounts to tlie classes of 

service 011 tlie basis of base-rate revenues. “Base-rate revenues” are tlie reveiiues determined 

from the application of the company’s base rates to test-year billing units and therefore exclude 

the application of all surcharges or surcredits froin other cost recovery mechanisms, such as the 

fuel adjustment clause. Such an approach would have no impact 011 any subsidies currently built 

into base rates. 

B. The Alternative Method 

As an alternative to simply allocating tlie roll-in arnouiit on the basis of base rate 

revenues, the Companies also present an allocation methodology for tlie Commission’s 

coilsideration that would allocate the roll-in amount in a way that gives some recognition to the 

inter-class rate subsidies that currently exist in the Companies’ rates. Although tliere are a 

number of considerations in detenniiiing the level and structure of the rates that a utility should 

charge its customers, there are two basic principles of fairness used in designing utility rates that 

stand out above all of tlie  other^.^' The first principle of faii-ness is that custoniers should pay the 

costs that they impose on the system.32 It is generally recognized by botli experts and non- 

experts alike that a ntility’s rates should reflect the cost of providing service.33 The second 

principle of fairness is that all customers should pay tlieir fair share of their utility’s margins (or 

3 ’  In tlie Matter of an Examination by tlze Public Seivice Coinmissmi of the Eizviroiznzental Siirclzarge Meclzaizisnz of 
L80irisville Gas aizd Electric Coinpaizy for the Six-Moiztlz Billing Periods Ending October 31, 2003, April .30, 2004, 
October 31, 2004, October 31, 2005, arzd April 30, 2006, and for tlie Two-Year Billing Period Endiiig April 30, 
2005, Case No. 2006-00130, Direct Testimony of Williani Steven Seelye (“Seelye LG&E”) at 8 (June 14, 2006); h 
the Matter of an Exainination by tlze Public Seivice Conzrnission of the Eizvirorzriieiztal Sirclzarge Meclzaizisiii of 
Keiztuclcy Utilities Coinpaizy for tlze Six-Month Billing Periods Ending .July 31, 2003, Jaiziiaiy .3l, 2004, Jaizuary 31, 
200.5, July 31, 2005, and Janiiaiy 31, 2006, aizd for the Two-Year Billing Period Ending July 31, 2004, Case No. 
2006-00129, Direct Testimony of William Steven Seelye (“Seelye KU”) at 8 (June 14, 2006). 
32 Seelye LG&E at 8; Seelye KU at 8. ’’ Seelye LG&E at 8; Seelye KU at 8 
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operating Though it is sometimes necessary to consider the value of service and the 

competitiveness of service, the starting point in assessing the reasonableness of the rates to be 

charged by a utility is to evaluate the cost of service.35 

Designing rates that reflect the cost of providing service lielps ensure that customers pay 

their fair share of the utility’s costs.36 hi other words, iiiipleinenting cost-based rates lielps 

ensure that one class of custorners does not subsidize another class of custo~iiers.~’ The 

Companies’ current base rates contain subsidies between various rate classes, as the tables that 

Kentucky Utilities Company 
Summary of Class Rates of Return 

Based on Service Rates Approved by the Commission 
in Case No. 2003-00434 

Rate Class Rate of Return 
-~ 

Residential 2.42% 
General Seivice 8.67% 

12.0 1 Yo 
Large C o n d I n d  TOD 8.32% 
Coal Mining Power 15.68% 
Large Power Mine Power TOD 12.72% 
All Electric School 7.43% 
Water Pumping 2.14% 
Street Lighting 3.76% 

Total 6.33% 

Combined Light & Power 

- 

_. 

NAS 16.24% 

~ 

Seelye LG&E at 8; Seelye KU at 8. 
Seelye LG&E at 8-9; Seelye KU at 8-9. 

36 Seelye LG&E at 9; Seelye KU at 9. 
37 Seelye L,G&E at 9; Seelye KU at 9. 
38 Table 1: Seelye KU at 4. Table 2: Seelye LG&E at 4. 

34 

35 
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TABLE 2 

Residential 
General Service 

Louisville Gas and Electric Company 
Summary of Class Rates of Return 

Based on Service Rates Approved by the Commission 
in Case No. 2003-00433 

Rate Class I Rate of Return 
3.45% 
11.98% 

Rate L,C-TOD 
Rate L 9  

Rate LC I 10.00% 
8.04% 
11.52% 

Rate L,P-TOD 
Special Contract 
Special Contract 

6.08% 
3.72% 
4.33% 

Special Contract 
Lighting 

6.19% 
3.45% 

Under the Companies’ proposed alternative methodology, the roll-in amount allocated to 

Total 

the customer classes under the revenue methodology would be adjusted by either a credit or 

6.36% 

charge depending on whether a class rate of return falls outside of a range of plus or ininus 100 

basis points around the overall rates of return for I W  and L,G&LE.~~ For KU, customer classes 

with a rate of retiini falling between 5.33% aiid 7.33% woi,ild receive the revenue methodology 

allocation of the roll-iii amount (ie., the amount determined based on a base-rate allocation using 

the methodology applied in prior roll-in  proceeding^).^' In other words, customer classes with a 

rate of return between 5.33% and 7.33% will not receive a credit or charge to correct for the rate 

subsidies that exist in base  rate^.^' Likewise for LG&E, customer classes with a rate of retuiii 

falling between 5.36% and 7.36% would receive the revenue methodology allocation of the roll- 

iii amount (i.e., the amount determined based on a base-rate allocation using the methodology 

Seelye KU at 10; Seelye L,G&E at 10. 
Seelye KU at 10. 
Seelye KU at 10. 

39 

40 

41 
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applied in prior roll-in  proceeding^).^^ hi other words, customer classes with a rate of return 

between 5.36% arid 7.36% will not receive a credit or charge to correct for the rate subsidies that 

exist in base rates.43 If a class rate of return is within plus or minus 100 basis points of tlie 

overall rate of return then the service rates can be considered to reasonably reflect tlie cost of 

providing service.44 

For all custoiner classes with rates of return above the range - Le., above 7.33% for ICTJ 

and 7.36% for L,G&E -- tlie revenue methodology roll-in amount would be adjusted downward 

by a credit arnorint which lowers the roll-in amount that would otherwise be allocated to the 

customer class.45 For all customer classes with rates of return below the range - Le., below 

5.33% for KU and 5.36% for L,G&E -- the revenue methodology roll-in amount would be 

adjusted upward by a charge ainount which increases the roll-in amount that would otherwise be 

allocated to the customer class.46 Under the alternative methodology for KU, $5,173,724 of the 

total roll-in amount of $23,731,3 13 would be used to correct the subsidies that currently exist in 

base rates.47 The $5,173,724 coi-rection for KTJ would be allocated as a credit to tliose rate 

classes with rates of retuin above 7.33% based on the total ainount of subsidy above this 

threshold rate of return paid by each custorner class.48 Similarly, the $5,173,724 correction 

would be allocated as a charge to those rate classes wit11 rates of retuni below 5.33% on tlie basis 

of tlie total subsidy below 5.33% received by each custorner class.49 Likewise for LG&E, under 

the alternative methodology, $2,005,940 of the total roll-in amount of $8,669,729 would be used 

42 Seelye LG&E at 10. 
43 Seelye LG&E at 10. 

Seelye KU at 10; Seelye L,G&E at 10. 
Seelye KU at 10; Seelye LG&E at 10. 

4G Seelye KU at 1 1 ; Seelye L,G&E at 1 1 I 

Seelye KU at 1 1 ,  
48 Seelye KU at 1 1. 
49 Seelye KU at 1 1. 

44 

4s 

41 
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to correct the subsidies that cui-reiitly exist in base rates.” The $2,005,940 coi-rection for L,G&E 

would be allocated as a credit to tliose rate classes with rates of retuiii above 7.36% based on tlie 

total aiiiount of subsidy above tliis threshold rate of return paid by each custoiner class.51 

Siiiiilarly, tlie $2,005,940 correctioii would be allocated as a charge to tliose rate classes with 

rates of return below 5.36% on the basis of the total subsidy below 5.36% received by each 

customer class.52 The amount used to coi-rect the subsidies would thus be allocated to the 

affected rate classes in a syrrmietrical manner based 011 the amount of subsidy paid or the aniomit 

of subsidy received. 

The ainouiits used to correct subsidies ($5,173,724 for KU, $2,005,940 for LG&E) were 

determined so that no rate class would receive less than 25 percent of tlie roll-in amount that the 

class would otherwise receive if the roll-in were allocated on the basis of base-rate 

In other words, when the subsidy-correction amount is allocated 011 the basis of annual subsidies 

paid by those rate classes above 7.33% for KU and 7.36% for LG&E, tlie roll-in amounts for 

iione of tlie classes are below 25% of the roll-in amount that would otherwise be allocated to the 

class usiiig the revenue ~nethodology.’~ This requirement would eiisiire that each class will bear 

a significant respoiisibility for the rolled-in costs, even though the cost of service study would 

suggest that some classes should riot bear aiiy respoiisibility for the costs based on tlie currelit 

level of subsidies. 

The amounts used to correct subsidies also have tlie advantage of being sufficiently small 

that, though they serve to inom in the direction of mitigating subsidies, they comport with tlie 

I,G&E’s Response to Second Data Request of Commission Staff, Dated June 29, 2006, Question No. 3. 
L,G&E’s Response to Second Data Request of Commission Staff, Dated June 29, 2006, Question No. 3; Seelye 

LG&E at 11. 
j2 LG&E’s Response to Second Data Request of Cornmission Staff, Dated June 29, 2006, Question No. 3; Seelye 
L,G&E at 1 1 
j3LG&E’s Response to Second Data Request of Commission Staff, Dated June 29, 2006, Question No. 3; Seelye IUJ 
at 1 1 ; Seelye LG&E at 1 1. 
54 Seelye KU at 1 1; Seelye LG&E at 1 1. 

50 

51 
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rateinaltiiig axiom of gradualism.55 No part of this proposal should result in a “rate shock,” but 

the proposal is iiorietheless a step toward alleviating tlie significant subsidies between certain of 

tlie Companies’ rate classes. 

The Companies are aware of no statutory or regulatory obstacles to tlie approval and 

iniplemeiitatioii of this alternative proposal. The Companies suggest that it may sei-ve as a 

gradual means of correcting significant subsidies currently embedded in the Companies’ base 

rates. Nevertheless, the Corripariies will be guided by the Cornmission’s decision in these cases 

on whether tlie change in base rates associated with the ECR roll-in should be accomplished in a 

way that gives some recognition to the inter-class rate subsidies in current base rates. 

C. Rate Design: No Part of Roll-In Should Be Recovered Through Customer 
Charge 

Also, under either roll-in methodology, tlie Companies should not recover any pai-t of the 

roll-in ainount througli a customer charge. For schedules coiitaiiiiiig both energy aiid demand 

charges, the roll-in amount will be recovered through the demand charge; arid for schedules 

containing an energy charge but no demand charge, tlie roll-in amount will be recovered through 

the energy charge.5G For lighting rates coiisistiiig of a charge per fixture, tlie roll-in amount 

allocated to the lighting rates would be recovered through tlie charge per fixture, as in prior roll- 

ins.57 Except for the lighting rates, the Companies’ recorrmended approach would represent a 

departure from prior roll-in~.~’ In prior roll-ins tlie amounts allocated to each rate class were 

assigned to all cornporients of base rates (customer charge, eiiergy charge arid demand charge, as 

j5 Attaclmients to KU’s Response to Second Data Request of Comnission Staff, Dated June 29, 2006, Question No. 
3; Attaclments to L,G&E’s Response to Second Data Request of Commission Staff, Dated June 29, 2006, Question 
No. 4. 
j6 Seelye KU at 14; Seelye LG&E at 14. 
j7 Seelye KU at 14; Seelye LG&E at 14. 
j8 Seelye KU at 14; Seelye LG&E at 14. 
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applicable) on a pro-rata basis.59 The Coinpariies' approach to converting the roll-in ainouiit into 

unit charges is consistent with cost of service principles.60 

V. RATE OF RIETURN 

Calculated usirig adjusted capitalization and using the currently approved 10.50% retuiii 

on equity, the Companies recorruneiid an overall rate of return of 1 1.52% for KU6' and an overall 

rate of retuni of 11.23% for The Companies believe that these overall rates of retuix, 

based upon the currently allowed 10.50% rate of return on coiiirnoii equity for the eiiviromiieiital 

surcharge, are reasonable if not conservative. 

The 10.50% rate of return was approved by the Coinmission in Case Nos. 2004-00421 

and 2004-00426 on Julie 20, 2005, and became effective with the July 2005 billing month. Since 

the Coinmission's Orders on June 20, 2005, long-term interest rates have increased, as evidenced 

by the performance of 10- and 20-year Treasury bonds, A-rated utility bonds, and Aaa-rated 

corporate bonds for the period January 2005 through May 2006.63 The Value Line Quarterly 

Economic Review forecasts that these increases in long-term interest rates will 

The authorized 10.50% rate of return on coimion equity is also consistent with recently 

authorized returns by this Commissioii and across the couiitry. The April 5 ,  2006, issue of 

Regulatory Research Associates Regulatory Focus shows that the average rate of retuiii on 

s9 Seelye KTJ at 14; Seelye L,G&E at 14. 
Seelye KU at 14-15; Seelye LG&E at 14-1.5. 
Coiuroy KU at 8. See KTJ Response to the Commission Staff Request for Informatioil Question No. 17. GI 

62 Coiuroy LG&E at 9. See LG&E Response to the Commission Staff Request for Information, Question No. 16. 
G3 See KU Response to Information Requested in Appendix B of Commission's Order Dated April 2.5, 2006, No. 11, 
Attachment 1; LG&E Response to Information Requested in Appendix B of Commission's Order Dated April 
25,2006, No. 10, Attachment 1. 

See KTJ Response to Information Requested in Appendix B of Commission's Order Dated April 2.5, 2006, No. 11, 
Attachment 2; LG&E Response to Information Requested in Appendix B of Commission's Order Dated April 
25,2006, No. 10, Attaclment 2. 

64 
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coriiiiion equity authorized for electric and gas utilities during the first quarter of 2006 averaged 

10.4% and 10.6%, re~pectively.‘~ 

Thus, the Companies conclude it would be reasonable, aiid somewhat conservative, to 

maintain prospectively the current authorized rate of return on common equity of 10.50% for 

ECR purposes. 

VI. L,G&E’S ELIMINATION OF EXPENSE RIEDUCTION FROM PRIOR CASE 

One change in the calculation of the recoverable operating expenses under the Post 1995 

Compliance Plan for L,G&E is necessary. hi the determination of the revenue requirement 

established in the September 4, 2003 Order in Case No. 2002-00147, the Coniiriissioii ordered 

L,G&E to exclude from eiiviromental operating expenses, expenses of $27 1 , 1 19 associated with 

operators, the cost of which was included in LG&E’s base rates at the time of the Order.“ Since 

that time, LG&E has implemented new base rates, effective for service rendered on arid after 

July 1, 2004, as approved by the Coinmission in its June 30, 2004 Order in Case No. 2003- 

00433 .67 L,G&E’s revenue requirements in that case did not include labor expense associated 

with the four employees, and LG&E’s current base rates do riot include labor expense associated 

with the four  employee^.'^ Therefore, there is no double recovery of this expense, aiid LG&E is 

eliminating the inoiitlily exclusion for all expense months followiiig the date of the 

Comninissioii’s Order establishing LG&E’s new base rates.69 

During the billing periods froin September 2004 through the present, LG&E continued to 

calculate its rnonthly eriviroimental surcharge calculations in compliance with the Commission’s 

See KU Response to Information Requested in Appendix B of Commissioii’s Order Dated April 2.5, 2006, No. 11, 
Attachment 3; L,G&E Response to Information Requested in Appendix B of Commission’s Order Dated April 
25,2006, No. 10, Attachment 3. 

65 

G6 COIXOY L,G&E at 4. 
COIKOY LG&E at 4. ‘* Conroy LG&E at 4. 

69 Co~lroy L,G&E at 4. 

67 
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Order in Case No. 2002-001 47 by reducing operating and maintenance expenses by a monthly 

amount of $22,59x7’ 

This proceeding presents the first opportunity to remedy the operation of L,G&E’s 

environmental surcharge, as this is the first review of the operatioii of the surcharge for the 

periods impacted.” L,G&E’s under-recovery position includes the impact of eliminating the 

expense exclusion ordered by the Cornmission and L,G&E proposes that eliiniiiating this 

exclusion be approved for all months from July 2004 to present and contiri~iing.~~ Upon issuance 

of an Order in this proceeding, LG&E proposes to eliminate this expense reduction froni the 

inoritlily ECR filings and will include an adjustment for the period froin March 2006 to the 

inoiith preceding the Cornmission order in this proceeding in the appropriate six-inonth review 

periods in the h t ~ i r e . ~ ~  

VII. KU’S EMISSION ALLOWANCES IN BASE RATES 

I(TJ’s current base rates were established by the Comniission in its Order dated Julie 30, 

2004 in Case No. 2003-00434 based upon its analysis of IW’s revenue requirement found 

justifiable by the record and an electric revenue requirement recommended pursuant to a partial 

settlement and stip~ilation.~~ As part of the partial settlement and stipulation and as approved by 

the Commission’s Order, KU’s 1994 enviroiuneiital compliance plan was removed froiii recovery 

through the envirormiental surcharge filings and recovered through base rates.75 KU’s rate base 

Conroy LG&E at 5. 
7 1  COIII-O~ L,G&E at S. ’’ C O ~ ~ O Y  LG&E at S, 
73 ~0111.0~ LG&E at 5. 

70 

74 KU Response to Information Requested in Appendix B of Commission’s Order Dated April 25, 2006, No. 13. 
KU Response to Information Requested in Appendix B of Conmission’s Order Dated April 2.5, 2006, No. 13. 75 
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at September 30, 2003 included $69,415 in emission allowances inve~i tory.~~ Therefore, KU’s 

current base rates include a return on the jurisdictional portion of those allowances. 

Upon the effective date of the roll-iny ICU will continue to calculate a return on total 

enviroiunental compliance rate base in its monthly filing forms.77 The resulting revenue 

requirement will be reduced by tlie portion of ECR-related revenue collected through base rates 

as a result of the r o l l - i ~ i . ~ ~  However, if ICU does not continue to reduce its enviroimiental rate 

base by tlie emission allowance inventory included in base rates, then KU will be including a 

calculated return on those allowances in its niontlily enviroimental revenue requirement, and tlie 

montlily reduction resulting from tlie roll-in will not include an amount associated with that 

retu1-11.~~ Tlius, the return on the allowance inventory balance of $69,4 15 is not reflected in KU’s 

BE SF.^^ 

VIII. CONCLUSION 

For the foregoing reasons stated in this brief and in their testimony, Kentucky Utilities 

Company aiid Louisville Gas and Electric Company request tlie Public Service Coinmission to 

enter orders that grant tlie Companies the following relief: 

a. Approving KU’s proposed increase to its Environmental Surcharge Revenue 

Requirement of $399,375 l>er nioiitli for tlie first three mo~itlis. and $399.374 for the fourth 

I n o I l t b $ 6 3 ~ ~  - i ~ - m e ~ & h s  following the Conmission’s decision in this 

proceeding, and likewise approving LG&E’s proposed increase to its Eiiviroimiental Surcharge 

Revenue Requirement of $570,005 per month for the first si\: tiiontlis and $5 70,000 iier nioiitli 

’‘ I<IJ Response to Information Requested in Appendix B of Commission’s Order Dated April 25, 2006, No. 13. 
77 KU Response to Information Requested in Appendix B of Commission’s Order Dated April 2.5, 2006, No. 13. 
78 KTJ Response to Information Requested in Appendix B of Conmission’s Order Dated April 25,2006, No. 13. 
79 KU Response to Information Requested in Appendix B of Conmission’s Order Dated April 25,2006, No. 13. 

KU Response to Second Data Request of Commission Staff, Dated June 29, 2006, No. 6(a). 80 
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. .  for tlie iieut six nionths%62,367 i:: 

decision in this proceeding; 

followiiig tlie Coinmission’s 

b. Finding environmental surcharge ainounts for tlie two-year billing period ending 

April 2005 to be just and reasonable; 

c. Finding that L,G&E should eliminate the expense reduction ordered in Case No. 

2002-00147 from its monthly ECR filings beginning with the expense montli of July 1,2004; 

d. Approving $23,731,313 (KU) and $8,669,729 (LG&E) to be the amounts to be 

incorporated into base electric rates for bills rendered on arid after the second fiill billing month 

following the month in which an order is received in tliese cases; 

e. The Commission should decide as a matter of policy whether tlie Environmental 

Surcharge mechanism should be used to address the inter-class rate subsidies that currently exist 

in tlie Coiripanies’ base rates and based on that decision approve either the use of allocating the 

roll-in amouiit on the basis of class base rate reveiiues or a methodology that allocates the roll-in 

ainount in a way that gives soirie recognition to tlie inter-class rate subsidies that ciin-ently exist 

in base rates; but wliichever roll-in methodology is approved by tlie Coinmission, no part of tlie 

roll-in amount should be recovered through the customer charges of tlie rates. 

f. Resetting tlie Companies’ Base Environmental Surcharge Factors to ainounts 

based on the roll-in ainounts and base revenues from the most recent 12-month period available 

following tlie Coinmission’s Order in tliese proceedings; and 

g. Establishing the rate of return for IW’s Post-1994 Plan to be 11.52%, and the rate 

of return for LG&E’s Post-1995 Plan to be 11.23%. 
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