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Ms. Elizabeth O’Donnell 
Executive Director 
Ikntucky Public Service Commission 
2 1 1 Sower Boulevard 
Frankfort, ICentucly 40602-06 15 

November 16,2006 

RE: 

PUBLIC SERVICE 
GQMMISSIOM 

Kentucky Util i  ties Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-u s.com 

Kent W. Blake 
Director 
T 502-627-2573 
F 502-217-2442 
kent.blake@eon-us.com 

In the Matter Qfi The Application O f  Kentucky Utilities Company To 
Modifi Certain Certificates o f  Public Convenience and Necessitv To 
Construct Ductwork for TM,O Flue Gas Desulfurization Units At The Ghent 
Power Station- Case No. 2006- OQrq 3 

Dear Ms. O’Donnell: 

Enclosed please find an original aiid ten (10) copies of Kentucky TJtilities 
Company’s (“IW’’) Application and Testimonies to be filed with the 
Commission to establish the above-referenced docket. 

The filing includes: 

0 KTJ’s Application arid Exhibit 
Kent W. Blake’s Testimony 

0 John P. Malloy’s Testimony aiid Exhibits 

Also eiiclosed are an original aiid ten (10) copies of ICTJ’s Motion for 
Confidential Treatineiit regarding certain inforinatioii contained in Exhibits 
JPM-3 through JPM-7 to Mr. Malloy’s prefiled testimony. One paper copy of 
these exhibits is being filed with the Motion in a sealed eiivelope marked 
confidential. The original and each copy of Exhibits JPM-3 through JPM-7 
filed with Mr. Malloy’s testimony in support of KTJ’s application contain a 
complete copy of the docuineiit with the confidential information redacted. 

To accommodate IUJ’s construction schedule, a decision on the Application is 
respectfully requested by December 3 1, 2006. In order to facilitate this 

mailto:kent.blake@eon-us.com


Ms. Elizabetli O’Donnell 
November 16,2006 

proceeding, I<U would welcome tlie opportunity to meet with all parties at the 
Cominission at a inutually agreeable time to review the coiiteiits of the 
Application and testimony and answer any related questions. ICU suggests that 
such a meeting, if desired, occur some time during the next two weeks, either 
before or after the Thaiiltsgiving holiday. This would facilitate the Company’s 
planning for this project and its construction schedule. As indicated in the 
filing, however, if the Cominission requires more time, ICTJ will alter its 
construction dates accordingly. 

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

Sincerely, 

Kent W. Blake 

cc: Hoii. Elizabeth E. Rlaclcford 
Won. Michael L. Kurtz 
Hoii. Edgar N. James 
Robert H. Stropp, Jr. 





COMMONWEALTH OF FZNTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 
N O V  1 6 2 0 0 6  

In the Matter of: 

THE APPLICATION OF KENTUCKY UTILITIES ) 
COMPANY TO MODIFY CERTAIN ) 
CERTIFICATES OF PUBLIC CONVENIENCE ) 
AND NECESSITY TO CONSTRUCT ) CASE NO. 2006- ~1.143 
DUCTWORK FOR TWO FLUE GAS ) 
DESULFURIZATION UNITS AT ) 
THE GHENT POWER STATION ) 

APPLICATION 

Kentucky Utilities Company (“KU”) hereby petitions the Kentucky Public Seivice 

Coinmission (“Commission”) by application to issue an order: ( 1) prospectively modifying tlie 

certificate of public convenience and necessity (“CPCN”) tlie Corimiissioii granted ICU in tlie 

final Order issued in Case No. 92-005, dated July 24, 1992, wliicli CPCN authorized I<U to 

constiiict a sciubber (i.e., a flue gas desulfurization unit [“FGD”]) at Glient Unit No. 1, to allow 

the certificated Ghent Unit No. 1 FGD to serve Glieiit Generating Unit No. 2;’ (2) prospectively 

modifying the CPCN the Commission granted KU in tlie final Order in Case No. 2004-00426, 

dated June 20, 2005, which CPCN authorized ICU to construct an FGD at Glieiit Unit No. 2 

(among others), to allow the certificated (but not yet constructed) Ghent Unit No. 2 FGD to seive 

Glient Geiieratiiig TJnit No. 1;’ and (3) clarifying tlie description of tlie “Generating Station” 

portion of Project No. 21 in the Environmental Surcharge Compliance Plan approved by tlie 

Coinmission in Case No. 2004-00426 to include Ghent Generating Unit No. 1 and to exclude 

Gheiit Generating TJiiit No. 2. ICU is also submitting in this proceeding for tlie Coinniissioii’s 

In tlze Matter of The Application of Kentucky Utilities Coiizpany For A Certificate Of Convenience And Necessity 
To Construct A Scrubber On Unit No 1 Of Its Glzent Generating Plant, Case No. 92-005, Order at 4 (July 24, 
1992) 
In tlze Matter c$ The Application Of Kentiicky Utilities Company For A Certificate Of Conveizience Aizd Necessity 
To Construct Flue Gas Desulp/zurizatioiz Systenzs and Approval Of Its 2004 Conzpliaizce Plan For Recoveiy By 
Eizvirorznzeiztal Siirclzarge, Case No. 2004-00426, Order at 3 1 (June 20, 200.5) 
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review and information an analysis deinonstrating that constructing the three certificated Ghent 

FGDs continues to be the most cost-effective inearis of complying with relevant sulfiir dioxide 

emission limits. 

In support of this Application, KU states as follows: 

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

Coinpany, Oiie Quality Street, Lexington, Kentucky 40507. KU’s inailing address is Kentucky 

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

Main Street, Louisville, Kentucky 40232. 

2. Articles of Incoi-poration: A certified copy of ICU’s cursent Articles of 

Incoi-poration are 011 file with the Commission in Case No. 2005-00471, In tlze Mattei- o j  

Application of Louisville Gas and Electric Coinpany arid Keiituclcy Utilities Conzpany for 

Authority to Transfer Functional Control of their Transmission System, filed on November 18, 

2005, and is incorporated by reference herein pursuant to 807 KrZR 5:001, Section 8(3). 

3. KU is a public utility, as defined in ICRS 278.010(3)(a), engaged in the electric 

business. I W  generates aiid purchases electricity, and distributes and sells electricity at retail in 

the following counties in Central, Northem, Southeasteiii and Westeiii Kentucky: 

Adair 
Anderson 
Ballard 
Barren 
Bath 
Bell 
Bourbon 
Boyle 
Bracken 
Bullitt 
Caldwell 
Campbell 
Carlisle 
Carroll 
Casey 

Edrnonsoii 
Estill 
Fayette 
Fleming 
Franldin 
Fulton 
Gallatin 
Gen-ard 
Grant 
Gray son 
Green 
Hardin 
Harlan 
Harrison 
Hart 

Jessamine 
Knox 
L,anie 
L,aurel 
Lee 
Lincoln 
Livingston 
L,yon 
Madison 
Marion 
Mason 
McCraclteii 
McCreary 
McL,ean 
Mercer 

Ohio 
0 ldhain 
Owen 
Pendletoii 
Pulaslti 
Robertson 
Rocltcastle 
Rowan 
Russell 
Scott 
Shelby 
S p eiic er 
Taylor 
Triinble 
Union 
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Christian Henderson Montgomery Washington 
Clark Henry Muhlenberg Webster 
Clay Hiclcrnaii Nelson Whitley 
Crittendeii Hoplcins Nicholas Woodford 
Daviess 

Request to Modify Certain Certificates of Public Convenience and Necessity 

4. Statement of Need: In support of ICU’s contention that the public convenience 

and necessity requires, or will require, the proposed construction to allow tlie certificated (but not 

yet constructed) Ghent Unit No. 2 FGD to serve Ghent Generating Unit No. 1 and to allow the 

certificated and extant Ghent Unit No. 1 FGD to serve Ghent Generating Unit No. 2, IUJ submits 

the following: 

a. Title IV of the Clear Air Act Amendments of 1990 imposed pelinanent 

reductions in sulfur dioxide emissions. ICU’s current SO2 emissions are in 

excess of its annual Environmental Protection Agency (“EPA”) allotment 

and KU has been using banked allowances to remain in compliance with 

its operating pennits. 

b. EPA adopted the Clean Air Interstate Rule (“CAW’) in Marcli 2005. 

CAIR is a multi-pollutant strategy rule requiring significant additional 

reduction of SOz and NO, emissions in order to further reduce levels of 

ozone and fine particulate matter in tlie atmosphere. It reduces eniissions 

tlu-ougli cap-and-trade allowance-based programs. The prograin will 

reduce emissions over two phases. CAIR targets aivnual SO2 reductions of 

3.6 inillion tons during Phase I (from 2010-2014) and an additional 2 

inillion tons during Phase 11 (from 2015 and beyond). 

To comply with CAIR, I W  will have to reduce significantly SO2 c. 

emissions or obtain credits for the excess emissions, or both. 
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d. To comply most cost-effectively with these tightening regulations, the 

Coiiiinission recently granted KTJ a CPCN to construct tlvee additional 

FGDs (one already exists) at the Gheiit power  tati ion.^ 

To coinply with these regulations most cost-effectively (a saviiigs of $9.5 

million) and to obtain tlie greatest operational efficiency will require 

ductwork routing the flue gas of Glient Generating Unit No. 2 to tlie 

existing FGD currently serving Glieiit Geiierating Unit No. 1, and will 

require ductworlc routing tlie flue gas of Glieiit Generating TJiiit No. 1 to 

the not-yet-built FGD currently certificated to seive Gheiit Generating 

Unit No. 2. 

e. 

5. Description of Proposed Construction: KU requests modifications to the CPCNs 

the Coinmission granted it iii Case Nos. 92-005 and 2004-00426 to construct ductwork to allow 

tlie extant Ghent Unit No. 1 FGD to seive Gheiit Generating TJiiit No. 2 and to allow tlie 

certificated but not-yet-built Glient Unit No. 2 FGD to seive Ghent Generating Unit No. 1. 

The proposed ductwork will result in a significant cost saviiigs (approximately $9.5 

iiiillion) as coinpared to coiistructiiig tlie additional ductwork necessary to coimect Glieiit 

Generating Unit No. 2 with the FGD to be coii~tructed.~ (A diagram showing the proposed filial 

configuration of all tlie relevant units, FGDs, and ductwork is attached hereto as Application 

Exhibit 1 .) In addition to cost savings, the proposed modifications and ductworlc rerouting will 

inore efficiently utilize limited space at the Ghent facility, allow better overhead access to 

In tlze Matter of the Application of Kentucly Utilities Conzpany ,for a CertiJcate of Public Convenience and 
Necesssi@ to Construct Flue Gas Desulfiirizatiorz Systeins and Approval of its 2004 Coinpliaizce Plan .for Recovery 
by Eizvironnzeiztal Surclzarge, Case No. 2004-00426, Order (June 20, 2005) and 111 tlze Matter 03 Tlze Application of 
Keiztucly Utilities Conzpaizy For A Certi$cate Of Corzveizience And Necessity To Construct A Scrubber On Unit No 
I Of Its Gheizt Geizeratiizg Plant, Case No. 92-005, Order at 4 (July 24, 1992 

The total capital cost o f  the proposed ductwork is estimated to be $8.5 nlillion. This is $9.5 nlillion less costly than 
routing the Ghent Generating Unit No. 2 flue gas to the certificated Ghent Unit No. 2 FGD (a total capital cost of 
$18.0 million). 

4 
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maintain existing plant operating equipment, and improve operational efficiencies for Glieiit 

System I Procurement Construction 1 Start/Mobilization 

Generating Unit Nos. 1 and 2. Because the proposed ductwork route requires only 110 feet of 

Construction Completion 

new ductwork, compared to 500 feet required to cormect Glient Generating TJnit No. 2 to the new 

FGD, less auxiliary power will be required for fans to keep flue gas moving down the shorter 

ducts. 

The proposed ductworlc constitutes only a minor revision to the currently certificated 

construction plans for tlie Ghent power station. The order KTJ requests in this proceeding will 

serve only to route one generating unit’s flue gas to a certain FGD aiid another generating unit’s 

flue gas to a different FGD. Importantly, none of the proposed modifications to the CPCNs 

granted by this Coinmission in Case Nos. 92-005 aiid 2004-00426 will change the ultimate result 

that all four of the Glient generating units will ultimately have their flue gasses “scrubbed” by an 

FGD. Installing thee  additional FGDs at the Ghent Station in order to “scrub” all four units at 

the station remains tlie least cost plan to comply with enviroimental regulations. 

The coristniction timeframe for the Glient Unit No. 2 FGD and the ductwork proposed 

herein is set out in the table below: 

Foundation 0 1/02/2006 01/22/2006 00/Ul/LUU/ 

Module 010 1/2006 06/01/2007 

Because ductwork procurement is scheduled to begin in December, ICU respectfully requests that 

the Conunissiori issue the requested order by December 3 1, 2006, in order to minimize delays. 

If tlie Coinniissioii requires more time to review this application, however, ICU will alter its 

coiistructioii dates accordingly. 

5 



6. Peiinits or Franchises: The requisite permits for tlie FGDs at tlie Ghent Station 

are a matter of record in Case Nos. 2004-00426 and 92-005.5 

7. Area Maps: A map of the Glieiit power station is of record in Case No. 2004- 

00426. A drawing illustrating the proposed ductwork is attached liereto as Application Exhibit 1. 

Financing Plaiis: KU's financing plans for the construction of tlie three additional 

FGDs at the Glient Station are a matter of record in Case No. 2004-00426. The coiistruction 

costs of tlie ductwork proposed in this application were reflected in finaiiciiig plans in Case No. 

8. 

2004-00426. 

9. Estimated Cost of Operation: Tlie estimated annual cost of operations of all four 

Glient FGDs is $13.5 million, as indicated in Case No. 2004-00426. The cost of operating tlie 

proposed ductwork is included therein. 

10. Filial action on this Application is requested by December 31, 2006 in order to 

allow KU to procure materials and adliere as closely as possible to tlie proposed construction 

scliedule. 

1 1. A detailed summary of tlie facts and compliance requirements supporting this 

Application is set forth in the direct testimony aiid exhibits of KIJ's witnesses: 

n Tlie testimony of Kent W. Blake, Director, State Regulation aiid Rates, 

E.ON U.S. Services, hc. ,  presents a summary of ICU's request in tliis 

application. 

The testimony of Mr. John P. Malloy, Director, Generation Services, 

E.ON 1J.S. Services, Inc., desciibes the ductwork rerouting and presents 

evidence as to the cost effectiveness aiid operational efficiency of tlie 

' In the event the Commission detennines to deny KU's application in this case, the Kentucky Department of Air 
Quality has indicated that KU's air permit will need be revised and processed as a minor pennit revision to reflect 
the connection between Ghent FGD No. 2 and Ghent Generating Unit No. 2. 
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ductwork. His testimony also includes, as exhibits, photographs of the 

Ghent power station, which provide clear depiction of tlie routing of the 

proposed ductwork. Iri addition, lie will discuss changes regarding the 

scrubbers at the Ghent Station that have occurred since the Coinmission 

granted a CPCN in Case No. 2004-00426 and demonstrate that the 

construction of three additional FGDs at the Glient Station reiiiaiiis tlie 

least cost compliance plan. 

WHEREFORE, Kentucky Utilities Coinpariy requests that tlie Coinmission enter an 

order by December 3 1 , 2006, (1) prospectively modifying the CPCN tlie Conmission granted 

ICU in Case No. 92-005 to allow the certificated Ghent Unit No. 1 FGD to sei-ve Glieiit 

Generating Unit No. 2; (2) prospectively modifying tlie CPCN tlie Comiiissioii granted ICU in 

the final Order in Case No. 2004-00426 to allow the certificated (but not yet constructed) Ghent 

Unit No. 2 FGD to serve Ghent Generating Unit No. 1; arid (3) clarifying tlie description of the 

“Generating Station” portion of Project No. 2 1 in the Environmental Suircharge Compliance 

Plan approved by tlie Cornmission in Case No. 2004-00426 to include Glieiit Generating Unit 

No. 1 aiid to exclude Glient Generating Unit No. 2. 

7 



Dated: November 16, 2006 Respectfully submitted, 

&ndri& R. Riggs [:) 
W. Duncan Crosby 111 
Stoll Keeiion Ogdeii PLLC 
2000 PNC Plaza 
500 West Jefferson Street 
Louisville, Kentucky 40202-2828 
Telephone: (502) 333-6000 

Elizabeth L,. Cocaiiouglier 
Seiiior Corporate Courisel 
Louisville Gas and Electric Company 
220 West Main Street 
Post Office Box 320 10 
Louisville, Kentucky 40232 
Telephone: (502) 627-4850 

Counsel for Kentucky Utilities Compariy 
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CERTIFICATE OF SERVICE 

The undersigned hereby certifies that a true and correct copy of tlie foregoing Application 
was seived on tlie following persons who represented parties of record iii Case Nos. 92-005 and 
2004-00426 on the 16th day of November 2006, U.S. mail, postage prepaid: 

Michael L. Kurz 
Boelmi, Kurtz & Lowry 
36 East Seventh Street, Suite 1510 
Cincinnati, Ohio 45202 

Elizabeth E. Blacltford 
Office of tlie Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive, Suite 200 
Frankfort, Kentucky 40601 -8204 

Edgar N. James 
Guei-rieri, Edmorid and James 
4t” Floor, 133 1 F. Street, N.W. 
Wasliington, D.C. 20004 

Robert H. Stropp, Jr. 
United Mine Workers of America 
900 15t” Street, N.W. 
Washington, D.C. 20005 

I / 

LOUISVILLE 452458v.3 





COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In  the Matter of: 

THE APPLICATION OF KENTTJCKY UTILITIES ) 
COMPANY TO MODIFY CERTAIN ) 
CERTIFICATES OF PUBLIC CONVENIENCE 1 
AND NECESSITY TO CONSTRIJCT ) CASE NO. 2006- 
DUCTWORK FOR TWO FLUE GAS ) 
DESULFURIZATION UNITS AT ) 
THE GHENT POWER STATION ) 

DIRECT TESTIMONY OF 
IW,NT W. BLAKE 

DIRECTOR, STATE REGULATION AND RATES 
E.ON U.S. SERVICES INC. 

Filed: November 16,2006 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, position and business address. 

My name is Kent W. Blake. I am the Director of State Regulation and Rates for 

E.ON TJ.S. Services Inc., which provides seivices to Louisville Gas and Electric 

Coiiipany (“L,G&E”) arid Kentucky Utilities Company (“KU”) (collectively, “the 

Companies”). My business address is 220 West Main Street, Louisville, Kent-Licky 

40202. A complete statement of iny education and work experience is attached to 

this testiniony as Appendix A. 

Have you previously testified before this Commission? 

Yes. 

002M2, KU’s iiiost recent Environmental Cost Recovery applications. 

What is the purpose of your testimony? 

The purpose of my testimony is to summarize KTJ’s application in this proceeding 

seelciiig an Order: (1) prospectively modifying the Certificate of Public Convenience 

and Necessity (“CPCN”) the Coinmission granted KTJ in Case No. 92-005 to allow 

the certificated Glient Unit No. 1 flue gas desulfurization unit (“FGD”) to seilre Ghent 

Generating Unit No. 2; (2) prospectively iiiodifying the CPCN the Coinmission 

granted KU in the final Order in Case No. 2004-00426 to allow the certificated (but 

not yet constiiicted) Ghent Unit No. 2 FGD to seive Glient Generating Unit No. 1; 

and (3) clarifying the description of the “Generating Station” portion of Project No. 

2 1 in the Environmental Surcharge Compliance Plan approved by the Commission in 

Case No. 2004-00426 to include Gheiit Generating Unit No. 1 and to exclude Ghent 

I have testified several times, including Case Nos. 2004-004261 and 2006- 

’ hi the Matter of The Applicatioiz ojKeiitucIgi Utilities Coriipariyfor a Certljicate of Public Coriveriierice arid Necessity to 
Corzstriict Flue Gas Desulfii*izatiorz S)ateiiis arid Approval of its 2004 Corizpharzce Plan foror- Recoiwry by Eriviroririierital 
Stircharge 
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I 

2 

3 Q. 

4 

5 A. 

6 

7 

8 

9 

10 Q. 

11 

12 A. 

13 

14 

is  Q. 

16 

17 

18 A. 

19 

20 

21 

22 

Generatirig Unit No. 2. KU’s proposal is described in the testiniony of Mr. John 

Malloy in detail. 

Will customers benefit from the modification of the ductwork proposed by KIJ 

in this case? 

Yes. As described iii the testiinoiiy of Mr. Malloy, coiistniction of this proposed 

ductwork will result in approxiinately $9.5 inillioii in cost savings, as well as otlier 

operational efficiencies, as coinpared to constructing ductwork to connect Gheiit 

Generating Uiiit No. 2 to the certificated (but not yet constilrcted) Glieiit Unit No. 2 

FGD. 

Will KU benefit from the modification of the ductwork proposed in this 

application? 

No. The ductwork design is consisteiit with the Company’s ongoing efforts to keep 

costs down for the benefit of its customers. Froin a fiiiaiicial standpoint, this 

ductwork design will actually have an adverse impact 011 KU’s net operating incorne. 

How does KU’s proposed ductwork, if approved, affect the certificates of public 

convenience and necessity issued by the Commission for construction of a flue 

gas desulfurization at Ghent Generation IJnits 1 and 2? 

The proposed ductwork, if approved, will allow the existing Gheiit Uiiit No. 1 FGD to 

serve Glieiit Generating Unit No. 2 and will allow the certificated but not-yet-built 

Ghent Unit No. 2 FGD to serve Gheiit Generating Unit No. 1. Tlie order ICU requests 

in this proceeding will sei-ve only to approve tlie routing of oiie generating unit’s flue 

gas to a certain FGD and another generating unit’s flue gas to a different FGD. 

h i  the Matter of Tlze Application of Kentucky Utilities Coripariyfor a CertiJcate ofPiiblic Coriveizierice arid Necessity to 
Coristruct a Selective Catalytic Reditctiori Systeriz arid Approval of its 2006 Corizpliarice Plan for Recovery by 
Eizvirorzrizerztal Sztrcharge 
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2 

3 

4 

5 

6 

7 Q* 

8 

9 A. 

10 

11 

12 

13 Q. 

14 A. 

1.5 

16 

17 

18 

19 Q. 

20 A. 

21 

22 

23 

24 

Importantly, none of the proposed modifications to the CPCNs granted by this 

Coininissioii in Case Nos. 92-005 and 2004-00426 will change the ultimate result that 

all four of the Glieiit generating uiiits will have their flue gasses “scrubbed” by aii 

FGD. As fiuther discussed in Mr. Malloy’s testimony, installing thee  additional 

FGDs at the Ghent Station in order to scrub all four uiiits at the station reinailis the 

least cost plan to comply with eiiviroimieiital regulations. 

Does KU’s proposed ductwork, if approved, affect the calculation of the 

environmental surcharge? 

Yes. A portion of the ductwork presently in service and coimecting the existing 

Ghent Unit No. 1 FGD to Gheiit Generating Unit No. 1 will be retired in place. KU 

will reflect the retirement of this section of the ductwork in the calculation of the 

enviroiuneiital surcharge in accordance with the Cornrriissioii’s prior orders. 

What other alternative does KU have for connecting the FGDs? 

KU has the alternative, at a liiglier cost, to connect the Ghent Generating Unit No. 2 

to the certificated, but not yet constructed, Gheiit Unit No. 2 FGD. Should the 

Commission not approve KU’s request in this application, the Company can and will 

continue constnictioii to connect the new FGD to Glient Generating Unit No. 2 and 

will leave the existing arid operating FGD connected to Gheiit Generating Unit No. 1. 

What is KU requesting from the Commission in this proceeding? 

KU is requestiiig the Commission issue an order (1) prospectively modifying the 

CPCN the Cornmission granted IW in Case No. 92-005 to allow the certificated 

Gheiit Unit No. 1 FGD to serve Glient Generating Unit No. 2; (2) prospectively 

modifying the CPCN the Commissioii granted KU in the final Order in Case No. 

2004-00426 to allow the certificated (but not yet constructed) Ghent Unit No. 2 FGD 

3 



1 

2 

3 

4 

5 Q. Does this conclude your testimony? 

6 A. Yes, it does. 

to serve Gheiit Generating Unit No. 1; and (3) clarifying the description of the 

“Generating Station” portion of Project No. 2 1 in the Environmental Surcharge 

Compliance Plan approved by the Coinmission in Case No. 2004-00426 to include 

Ghent Generating Unit No. 1 and to exclude Glient Generatiiig Unit No. 2. 
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VERIFICATION 

COMMONWEALTH OF KENTIICKY ) 
) ss: 

COUNTY OF JEFFERSON ) 

The undersigned, Kent W. Blake, being duly swoiii, deposes and says lie is Director, 

State Regulation and Rates for E.ON U.S. Services bic., and that he has personal knowledge 

of the matters set forth in the foregoing testimony, and the answers contained therein are ti-ue 

and coi-rect to the best of his information, lui 

KENT W. BLAKE 

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

State, this Q’by of November 2006. 

My Coinrriission Expires: 



APPENDIX A 

Kent MJ. Blake 

Director, State Regulation aiid Rates 
E.ON U.S. Services hic. 
220 West Main Street 
P. 0. Box 32010 
Lmisville, ICeiitucky 40202 
(502) 627-2573 

Education 

University of Kentucky, B.S. in Accounting, 1988 
Certified Public Accountant, ICentucky, 199 1 
Multiple industry aiid executive developinelit programs 

Previous Positions 

LG&E Energy LLC, Louisville, Kentucky 
2003 (Sept) - 2004 (Oct) - Director, Regulatory Initiatives 
2003 (Feb) - 2003 (Sept) - Director, Business Developnieiit 
2002 (Aug) - 2003 (Feb) - Director, Finance aiid Business Analysis 

Miraiit Corporation (f.1c.a. Southern Company Energy Marketing) 
2002 (Feb-Aug) - Senior Director, Applications Developinelit 
2000-2002 - Director, Systems Integration 
1998-2000 - Trading Controller 

L,G&E Energy Cop.  
1997- 1998 - Director, Corporate Accounting and Trading Controls 

Arthur Anderseii L,L,P 
1992-1 997 - Manager, Audit and Business Advisory Services 
1990-1992 - Senior Auditor 
1988-1990 -Audit Staff 
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1 Q. Please state your name, position, and business address. 

2 A. 

3 

4 

S 

6 

7 

8 

9 Q- 

10 A. 

11 

12 

13 

14 Q. 

is A. 

16 

17 
18 
19 

20 

21 

My name is John P. Malloy. I am the Director of Generation Services for E.ON U.S. 

Services Inc. which provides services to Louisville Gas aiid Electric Company 

(“LG&E”) and Kentucky Utilities Company (“IW“) (collectively, “the Companies”). 

My business address is 220 W. Main Street, L,ouisville, Kentucky, 40202. A 

complete statement of my education and work experience is attached to this testimony 

as Appendix A. 

Have you previously testified before this Commission? 

Yes.  I have testified several times including prior six month Fuel Adjustinelit Clause 

reviews and in Case Nos. 2004-00426’ and 2006-002062, KU’s most recent 

Environmental Cost Recovery (“ECR’) applications. 

Are you sponsoring any exhibits? 

Yes,  I am sponsoring the following exhibits: 

Exhibit JPM-1 Glient Station L,ayout 

Exlz ibit JPM-2 

Exhibit JPM-3 

Exhibit JPM-4 

Aerial Photo- Ductwork Configuration of Glient TJnit 1 FGD 

PVRR with Rase Capital Cost / Base SO2 Market Prices 

PVRR with Base Capital Cost / Base SO2 Market Prices 

through 2036 

‘ In the Matter of Tlze Applicatiori ofKerztuc/gi Utilities Coiipariy for a Certificate ofPublic Coriiaiiierice arid Necessity to 
Coirstriict Flue Gas Desiiljiirizatiori Systems arid Approval of its 2004 Coriipliarice Plarz for Recovery by Erivii-or~nierital 
Szirckarge 
In the Matter of: The Applicatiori ojKeritiicly Utilities Conpariyfor a Certificate ofpublic Coiiiwiierice arid Necessity to 
Coizstiuct a Selective Catalytic Redtictioil Systeriz arid Approval of its 2006 Conpliarzce Plan foi, Recovery by 
Erzvironriieiital Surcharge 
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Exhibit JPM-5 PVRR with Increased FGD Capital Cost 5% / Base SO2 

Market Prices 

PVRR with Base Capital Cost / Increase SO2 Prices by 5% 

PVRR with Increased FGD Capital Cost 5% and Increase 

SO2 Prices by 5% 

Exhibit JPM-6 

Exlz ibit JPM- 7 

Q. 

A. 

What is the purpose of your testimony? 

The purpose of my testimony is to 

1. 

2. 

3. 

4. 

describe the current configuration of the Gheiit Station as pertinent to the Flue 

Gas Desulfurization (“FGD”) construction alternatives; 

discuss cost impacts associated with modifying the planned ductwork 

configuration of tlie Ghent Unit 1 and Unit 2 FGDs; 

identify changes regarding tlie scrubbers at the Ghent Power Station that have 

occui-red since the filing of Case No. 2004-00426; and 

provide KU’s aiialysis that scrubbing Glieiit as plaiuied continues to have a 

lower present value revenue requirement than relying on the sulfur dioxide 

(“SO2”) allowance market for SO2 compliance. 

Q. 

A. 

Is the flue gas from a Ghent generating unit currently scrubbed? 

Yes.  As approved by the Commission in Case No. 92-005, an FGD was constructed 

and is currently processing flue gas exiting Gheiit Unit 1. Presently, it is tlie only 

operating FGD at the Station. 
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Discuss the physical location of the existing FGD at Ghent as it relates to Ghent 

Units 1 and 2. 

As shown in Exhibits JPM-1 and JPM-2, the existing FGD at Glieiit is located 

between Ghent Units 2 and 3. The existing FGD ductworlc begins at Unit 1’s 

Selective Catalytic Reduction (“SCR”) outlet and runs first North aiid theii West 

around the existing stack to the existing FGD as shown by the arrows in Exhibit P M -  

2. The original design and location of the existing FGD contemplated the possible 

addition of inore modules to scrub Ghent Unit 2; however, as discussed in prior 

proceedings, the implementation of the Clean Air Interstate Rule necessitates the need 

to scrub all of the Ghent Station. As such, pntdeiit utilization of remaining real-estate 

becomes more and more important as available space for retrofits is iiicreasiiigly 

problematic from a constniction and operational perspective. Additionally, the 

proposed locatioii of equipment considers overhead access to maintain existing and 

future plant additions. 

3 
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Q. You indicate that the location of the existing scrubber modules Contemplated the 

possible scrubbing of Ghent Unit 2. Why then is this no longer a viable 

alternative? 

A. The recornrriendation of Case No. 92-005, subsequently approved by the 

Commission, recommended the scrubbing of Glient Unit 1 as the most economical, 

flexible and reliable means of meeting the Phase I reqriirements of the Clean Air Act 

Amendments of 1990 (“CAAA”). KTJ’s Optimal Conipliance Plan Analysis 

submitted in support of that filing envisioiied that no other unit at Glient other than 

Ghent TJnit 2 would be scrubbed as a part of KU’s compliance with Pliase I and Phase 

I1 of the CAAA. However, as discussed in KU’s testimony in Case No. 2004-00426, 

the Clean Air Interstate Rule (“CAR”), finalized in March 2005, requires significant 

reduction in SO2 and NO, emissions beginning in 2010 and, as demonstrated in my 

testimony in Case No. 2004-00426, the scrubbing of all of the remaining units at the 

Gheiit Power Station are now an essential component of the Companies’ most cost- 

effective plan for environmental compliance. Because of the space constraints 

imposed by the required scrubbers associated with Glient Units 3 and 4, the addition 

of modules and use of the existing stack to scrub Ghent Unit 2 is not the most 

economical means to corriply with these cui-rent environmental regulations. 

Q. 

A. 

What are the options for scrubbing Ghent TJnit 2? 

There are two options: (1) the higher cost option which leaves the existing FGD on 

Glieiit Generating TJiiit 1 and construction of a new FGD and associated ductwork on 

Ghent Generating Unit 2 or (2) the lesser cost alternative, which would switch the 
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ductwork currently associated with Glient Unit 1’s FGD to Ghent Generating Unit 2 

and to connect Ghent Generating Unit 1 to the new FGD, thereby reducing the 

aniouiit of ductwork required. To facilitate Option 2 primarily duct work 

modifications need to be made. The balance of the plan to scrub all of the Glient 

Station remains the same. The benefits of Option 2 include (a) more efficient 

utilization of the limited space at the facility (b) greater operational efficiencies for 

Glieiit Units 1 and 2 by lowering auxiliary power consumption and (c) reduction in 

total aniouiit of new ductwork (1 10 feet compared to 500 feet). 

What permits are required to facilitate the construction and operation of the 

Ghent Unit 2 FGD inclusive of switching the ductwork for the new FGD to 

process the flue gas from Ghent Unit l? 

The construction arid operation of Glieiit Unit 2 FGD inclusive of the ductwork 

changes is considered a minor modification to the existing Title V pennit. KU 

requested this modification from the Kentucky Division for Air Quality (“ISDAQ”) 

by letter dated January 13, 2005 and received confirmation from ISDAQ, by letter 

dated February 15, 2005, that the application was complete and would be processed 

as a ininor modification. The submission to the ISDAQ for the modification included 

plans for switching the ductwork between Glient Generating Unit 1 and Gherit 

Generating Unit 2 consistent with Option 2 as previously identified. Should Option 1 

be selected, a minor change in the Title V Air Permits would be required for both 

Ghent TJnits 1 and 2. 
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What is the current status of the engineering, procurement and construction 

associated with the Ghent Unit 2 FGD? 

The status of procurement and construction of the new FGD to serve Ghent 

Generating Unit 1 currently is in the final detailed engineering phase with the 

following major engineering, procurement and construction activities having 

o ccuired . 

With respect to the new Ghent Unit 1 FGD, detailed engineering locating the 

final siting of the FGD and balance of plant support systeins is nearing completion. 

Detailed site investigation of uiidergrouiid utilities and balance of plant systems 

affected by the final siting of the module and stack are also nearing completion. Final 

detailed engineering of the FGD and supporting systems is scheduled to commence in 

December 2006. The chimney has been awarded to Coinmonwealtli Dynamics Inc. 

on a lowest evaluated technical and coirmiercial competitive bid basis. The FGD 

tecluiology, including the Stebbins module, has been awarded to Babcock Power 

Environmental Lnc. (“BPEI”) on a lowest evaluated technical and commercial 

competitive bid basis. The FGD award includes the alloy inserts arid module cap to 

mitigate future cost impacts attributed to extreme market conditions. Demolition of 

storage buildings required to provide space for the construction of the FGD has 

begun. No other significant construction or procurement activities have talcen place. 

With respect to the connection of Ghent Generating TJiiit 2 to the existing 

Ghent Unit 1 FGD, detailed engineering is currently in progress. This ductwork 

engineering is being conducted in concert with the ductwork modifications that will 

be required on the Ghent Unit 2 SCR project to ensure the best overall design for the 
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Ghent Unit 2 projects. To date, no procurement or consti-uction activities have 

occurred. 

Economic Analysis and Evaluation 

What are the primary factors that influence the economic decision to add an 

FGD or to purchase allowances? 

There are three significant drivers to economic evaluations of this type. They are (1) 

the difference in file1 price between the low sulfur (compliance coal) fuel currently 

burned at the facility and the high sulfur fuel that would be burned upon completioii 

of the project, (2) the forecasted SO2 market allowance price and (3) the projected 

capital costs and associated costs of capital. 

Can you provide a comparison of the forecasted gap between compliance and 

high sulfur fuel in Case No. 2004-00426 and the forecasted gap between the same 

fuels expected by the Company using the most recent fuel forecast. 

Yes. The most recent coal forecast continues to show that high sulfur coal will be 

delivered to the Ghent Station at a significant discount to coinpliance coal. 

Comparing the updated forecast to the forecast used in Case No. 2004-00426 (see 

figure below) shows the gap betweeii the two coal price forecasts has increased by as 

little as $0.09 per MMBTU (in 2012) to nearly $0.60 per MMBTTJ (in 2009 and later 

years of the forecast). 
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Ghent Fuel Price Gap 
2004 ECR vs. 2006 FGD Update 
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The near term increased gap is a function of current market conditions. The 

current market for compliance coal is very tight, resulting in a more than doubling in 

piice since 2004. The forecast reflects a belief that this gap will lessen in 2010-2012 

as more FGDs are installed and some low sulfur coal deinand shifts to high siilfttr. 

Over the long teiin, the gap widens because of limited supply of eastem compliance 

coal due to reserve depletion in Central Appalachia. 
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12 A. In Case No. 2004-00426, KU's application showed a projected fuel savings 

13 associated with construction of FGDs at Ghent Units 2-4. Increasing the gap in fuel 

What impact does the increased gap between the cost of compliance coal and 

high sulfur coal in the 2004 fuel forecast and the cost in the current forecast have 

on the decision to scrub the remaining units at Ghent? 
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costs further increases the fuel savings associated with scrubbing, inalciiig scrubbing 

an even inore attractive alternative than presented in Case No. 2004-00426. All fuel 

savings associated with scrubbing all four units at Ghent Station will be reflected in 

the calculation of the monthly Fuel Adjustment Clause filings. 

Q. Can you provide a comparison of the forecasted SO2 allowance price in Case No. 

2004-00426 to the Company’s most recent SO2 allowance price forecast? 

A. Yes. The SO2 allowance inarlcet price forecast has increased since tlie filing of Case 

No. 2004-00426. The forecast for SO2 allowances continues to show volatility. As 

shown below, in December of 2005, the spot price of an SO2 allowance reached 1,628 

$/ton. 

SO2 Spot Daily Market Price Indicators 
(January 2005 through October 2006) 

....... .............................................................................................................................. 

400 1 

12 
This information w a s  provided by Cantor Fitzgerald 
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Q. 

The SO2 allowance price forecast used in this analysis presented in the 2006 ECR 

filing reflects this upward pressure in allowance prices. The following graph presents 

the forecast comparison: 

SO2 Market Price per Ton Emitted 

What impact does the increased market price of SO2 allowances have on the 

decision to scrub the remaining units at Ghent? 

The higher forward price curve for SO2 purchase allowances from the allowance 

market makes scrubbing a more attractive alternative than at lower SO2 allowance 

market prices. 

Can you provide a comparison of the expected capital cost of the Ghent FGDs in 

the 2004 filing with the Company's present expectation of the scrubbers costs? 

12 



1 A. Yes. The estimated cost of the Glient FGD project has increased by approximately 

2 $100 million from the 2004 estimate. The total estimated cost for constnicting the 

3 tlvee FGDs at the Glient Station is $525.1 million. The table below reflects the cost 

4 increase across each Unit at the Station and for the Coilvnon plant equipment. 

2004 2006 
ECR Update Delta Ghent FGD Proiect - 

Common FGD 78.04 I 13.67 35.64 
Unit 3 103.01 110.17 7.16 
Unit 1 & 2 123.56 151.05 27.49 
Unit 4 120.14 150.22 30.08 

Total 424.74 525.1 1 100.37 
5 

6 

7 

8 

9 

10 

11 

12 

13 

(All costs in Millions $) 

This table highlights the fact that the cost increase associated with the FGD at Glieiit 

Unit 3 (tlie first FGD to be placed in-service) is significantly less than for the FGDs 

constructed later. The original target price from Flour, obtained during the initial 

phase of the project, was based on preliminary engineering design. Since that time, 

changes in comrnodity prices, vendor availabilities and labor impacted the target 

pricing associated with constructing subsequent FGDs (after Ghent Unit 3 FGD), and 

those changes are reflected in tlie updated cost estimates. The detailed engineeriiig 

shown below provides an in-depth scope associated with the Ghent FGDs. 

13 
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-+!AT 
Common 

Mill Design and Sizing 
Limestone Conveyor and Pipe Rack 11 .O 
Centralized WarehouselMisc. 5.0 

Subtotal 35.0 

13.8kV and 4kV 2.5 
Absorber Vessel 1.2 
Additional Design Improvements l ” 2  
Reserve Auxiliary Transformer 0.7 
Duct Routing 0.6 
Copper 0.3 
Service Water 0.2 
Labor a.2 
Well Water 0.1 
Electrical Room Mods 0.1 

Subtotal 7.1 

Ductwork 10.0 
Stack 7.0 

Miscellaneous LabodEquipment 5.0 

Unit 3 

Unit 4 

Auxiliary Power 5.5 

13.8kV and 4kV 

Unit 112 
Auxiliary Power 
Stack 
Ductwork 

2.5 
Subtotal- 

10.0 
7.0 
6.0 

La borlEquipmentlBuilding 4.0 
Subtotal 27.0 

Total 99.1 

Q. Please describe the category marked Tommon.” 

A. The Cornrnoii category refers to components of the project that will ultimately sei-ve 

tlie entire system iiicluding Balance of Plant Utilities, plant labor and gypsurn 

handling. The most significant cost impact iii the Coimnon Area has been tlie cost of 

the Limestone Preparation System. To eiisiire a sufficient supply of limestone slurry 

on a continuous basis, the maximum limestone requirement was used as the design 

basis instead of the average limestone needs. The inill design and sizing increased the 

overall size of the building as well as increased the scale of supporting material such 

as piping, fouiidations, electrical equipment, and auxiliary power. The mill-related 

changes and inarltet forces for material, equipment, and labor resulted iii an added 

14 
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cost of approximately $19 million. The limestone conveyor and pipe rack added $1 1 

million to the original estimate due to length of new conveyor, extent of new rack 

installation aiid modifications to existing rack. The reiiiaining variance of 

approximately $5 million was due to the consolidation of several small wareliouses 

that needed to be relocated for the FGD construction space and other miscellaiieous 

site changes. 

Please describe the category marked “Unit 3.” 

After detailed engineering for the Ghent Unit 3 FGD was completed, several items 

were added to the scope of the project froin the initial preliminary engineering 

performed in 2003. These added, but necessary, scope changes include: duct routing 

changes ($553,000), well water additions ($94,000), electrical room iiiodificatioris 

($103,000), reserve auxiliary transformer ($7 12,000), securing the absorber vessel 

cap ($1,152,000), service water strainers ($208,000), labor increases ($242,000) and 

copper costs ($339,000). There is an additional $1.2 niillion worth of design 

improvements that have also impacted this category. 

The original auxiliary power design included 41W electrical buses to trailsinit 

the startup and iiormal operating power to the pumps aiid equipment. Due to an 

increase in induced draft (“IDy’) fan horsepower, both 13.8KV and 4KV electrical bus 

systems were needed. This change added extra 13.8KV buses and (2) additional 

13.8/4KV transformers and increased the overall cost by approximately $2.5 million. 
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Please describe the category marked “Unit 4.’’ 

The primary difference between Glient Unit 4 and Gheiit Unit 3 scope is the addition 

of a stack. Once the bids were reviewed the cost of the cliiiniiey increased by $7 

million over the amount estimated three years earlier. The original auxiliary power 

design included 4KV electrical buses to transmit the startup and nornial operating 

power to tlie pumps and equipment. Due to ai1 increase in ID Fan horsepower, both 

13.8KV arid 4KV electrical bus systems were needed. This change added extra 

13.8KV buses and ( 2 )  additional 13.8/4KV transformers and increased the overall 

cost by approximately $2.5 million. 

Approximate increases in other areas are: ductwork cost increases ($10 

million), auxiliary power ($5.5 million), and miscellaiieous labor and equipiiierit cost 

increases ($5 million). 

Please describe the category marked “Unit 1/2.” 

The new FGD, to be located east of Glient Unit 1 also iiicludes a new stack that costs 

$7 million more than originally forecast. The same auxiliary power issues discussed 

for Ghent Units 3 and 4 also apply to Unit 2 ($10 million). The remaining cost 

increases are ductwork ($6 million), and additional labor, equipment, aiid building 

size ($4 million). 

Can you provide a comparison of the Cost of Capital used in Case No. 2004- 

00426 to that utilized in this analysis. 
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Yes. Based on the Commission’s Order in Case No. 2004-00426, the Return on 

Equity was changed from 11.0Y0 (requested in Case No. 2004-00426) to 10.5%. This 

change in retuni 011 equity and other changes to cost of capital and the capital 

stnicture are reflected in tlie table below. 

6 

7 
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10 
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14 

Adjusted Capital Weighted 
Electric Structure Cost Cost of 

Capitalization Weighting Rate Capital 
(D Short-Term Debt $31,227,137 2.41% 0.98% 0.02% 
$ Long-Term Debt $566,165,469 43.65% 3.28% 1.43% 
4 Preferred Stock $30,579,272 2.36% 5.64% 0.13% 

* Totals $1,297,055,596 100% Overall Rate of Return 

$ Short-Term Debt $81,486,773 5.85% 4.51% 0.26% 
d Long-Term Debt $528,855,431 37.96?40 4.42% 1.68% 
% Preferred Stock 
8 Common Equity $782,949,614 56.19% 10.50% 
8 Totals $1,393,291,818 100% Overall Rate of Return 

2 Common Equity $669,083,718 51.58% 11.00% 5. 7% 

The table above compares the values used in Case No. 2004-00426 to those used in 

this update. Using IW’s adjusted Jurisdictional Capitalization as of February 28, 

2006, as provided to the Commission in response to Question 17(c) of Information 

Requested in Appendix B of Commission’s Order dated April 25, 2006 in Case No. 

2006-001293, the overall rate of return increases from 7.26% to 7.84%. 

Q. Have the expected in-service dates of the FGDs been changed since the 2004 

CCN fiIing? 

’ In the Matter of; A n  Exaniination by the Public Service Coininission of the Eizvil-onnieiztal Surcharge 
Meclzanism of Kentucky Utilities Coinpany for the Six-Montlz Billing Periods Ending July 31, 200.3, Janiiaiy 31, 
2004, Janiiaiy 31, 2005, July 31, 2005, and Jaiziiaiy .31, 2006 and for tlie Two-Year Billing Period Ending Jiib 
31,  2004 
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1 A. Identical to Case No. 2004-00426, one new FGD is expected to come on-line and 

2 operational in each year 2007,2008 and 2009. However, in order to minimize project 

3 costs, the expected in-service dates of the Ghent Unit 2 FGD and the Ghent Unit 4 

4 FGD were switched. There is not expected to be an impact on SO2 compliance as 

5 Glient Unit 2 arid Glieiit Unit 4 are similar units. 

I Summer Net Capacity FGD Construction Timing I 
I Unit 2006 2004 2006 I 

G 
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Ghent 2 484 May-2008 May-2009 
Ghent 3 493 May-2007 May-2007 
Ghent 4 493 Mav-2009 Mav-2008 

What is the combined impact of the new fuel forecast, the new purchase 

allowance market forecast, updated capital cost projections, the updated cost of 

capital and capital structure and the optimized in-service date of the FGDs on 

the decision to scrub the remaining units at Ghent instead of purchasing 

allowances? 

In Case No. 2004-00426 a detailed evaluatioii was conducted that iiicluded conipariiig 

scrubbing the remaining units at Ghent with purchasing allowances on an as needed 

basis. An update to the analysis supporting scrubbing Glient as submitted in Case No. 

2004-00426 has been completed. The updated analysis utilizes the Companies’ most 

recent load forecast as well as the updated assumptions for fuel prices, allowance 

purchases prices, capital costs and cost of capital as previously discussed. The 

PROSYMTM detailed hourly production costing computer model froin Global Energy 

Decisions and the Strategist@ Capital Expenditure arid Recovery (“CER”) module 
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from New Energy Associates were utilized to analyze the economics associated with 

(1) not constructing the FGDs at the Gheiit Station and purchasing all allowances on 

an as needed basis from the allowance market and (2) constructing FGDs on the 

remaining units at the Glient Station while procuring the remainder of allowance need 

from the allowance inarlcet. The analysis is a multi-year, present value revenue 

requirements (‘‘PVRR”) evaluation of both alternatives based on the combined impact 

of the new forecasts and revised capital cost projections. 

Using the new forecasts and the revised estirnates for the project capital cost 

and cost of capital, scrubbing the remaining units at the Gheiit Station (“Scrub 

Gh234”) is estimated to reduce the 2007 PVRR by over $378M through 2027 wlieii 

coinpared to purchasing allowances alone (“Base Case”). 

Base Case Scrub Gh234 Delta 
Total Total Total 

PVRR ($000) PVRR ($000) PVRR ($000) 
Capital $1 35,460 $881,187 $745,727 
so2 $924,830 $520,711 -$404, I 1 9 
Nox $1 15,835 $95,957 -$I 9,879 
Production $1 5,838,778 $1 5,138,720 -$700,058 
Total $1 7,014,904 $4 6,636,575 -$378,329 4 

The economics of scrubbing Ghent Units 2 through 4 improve when the evaluation is 

expanded through 2036. The table below reflects the increase in the Delta PVRR 

from $378M to $634M associated with the longer evaluation time period. 

‘ Support for the values wi t lh  this table can be found in Exhibit JPM-3 to this testimony. 
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Base Case Scrub Gh234 Delta 
Total Total Total 

PVRR ($000) PVRR ($000) PVRR ($000) 
Capital $1 35,460 $881 , 187 $745 , 72 7 
so2 $1 ,I 78,071 $678,150 -$499,92 1 
Nox $160,170 $132,407 -$27,764 
Product ion $1 9,340,537 $1 8,487,991 -$8Ei2,546 

1 Total $20,814,238 $20,179,735 -$634,503 5 

2 The increased capital costs are offset predominantly by decreased purchases of SO2 

3 allowances from tlie allowance market and production expenditures (which includes 

4 fuel, fixed and variable operation and maintenance expenses arid purchased power 

5 expenses). The number of SO2 allowances purchased from the allowance market, 

6 while still required, is greatly reduced. As in the 2004 ECWCCN filing, KU contiiiues 

7 to recommend limiting the amount of customer exposure to tlie SO2 allowance market 

8 as the SO2 allowance market continues to exhibit volatility and upward pressure. 

9 Coiistructiori of FGDs on the remaining units at the Gherit Station continues to 

10 be a key part of the Companies' least cost environmental conipliance plan. 

11 

12 Q. Compare the PVRR of scrubbing Ghent Units 2-4 in the 2004 CCN/ECR filing 

13 with the revised 2006 Update PVRR. 

14 A. The economic evaluation of scrubbing Glient Units 2-4, as presented to the 

1s Commission in Case No. 2004-00426, estimated a reduction in PVRR (in 2005 

16 dollars) froin the Base Case (purchasing allowances only) of approximately $12 1 .S 

17 million6. As previously stated, the revised estimate of PVRR savings (in 2007 

Support for the values withm this table can be found in Exhibit JPM-4 to tlis testimony. 5 

' See page 14 of Exhibit JPM-2 of the testimony of Jolm P. Malloy in Case 2004-00426 
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dollars) associated with scrubbing Gheiit TJnits 2-4 through 2027 is approximately 

$378.3 million. 

Q. At the October 31, 2006 informal conference at the Kentucky Public Service 

Commission, the Companies discussed a PVRR savings of approximately $457M 

for scrubbing all of the Ghent Station versus buying SO2 allowances. What 

changed to lower the value of the savings to $378M (PVRR)? 

The primary change in the PVRR was an update to ICTJ’s cost of capital. The current 

evaluation utilizes IW’s cost of capital as of February 28, 2006. This iiifoi-matioii was 

provided to the Coinmission in response to Question 17(c) of Information Requested 

in Appendix B of Commission’s Order dated April 25,2006 iii Case No. 2006-00129. 

Corisisterit with updating the capital sti-ucture, other inputs into the model (i.e. income 

tax rate, property tax rate, discount rate) were updated as necessary. 

A. 

Q. Do the capital cost and SO2 market price sensitivities impact the decision to 

scrub the remaining un-scrubbed units at Ghent? 

No. The scrubbing of all remaining uii-sci-ubbed units at Gheiit continues to be 

economical compared to purchasing SO2 allowance from the allowance market, even 

with a 5% increase in forecast capital cost. The following tables identify the change 

in 2007 PVRR associated with (1) a 5% increase above the 2006 forecasted capital 

cost of each FGD at Ghent, (2) a 5% increase in the current forecast for the SO2 

allowance market, and (3) both a 5% increase in capital costs and SO2 allowance 

market prices. 

A. 
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1 5% Increase in FGD Capital Cost (above the 2006 Capital Cost Projection): 

7 

8 

9 

10 

11 

12 

13 

14 

Base Case Scrub Gh234 Delta 
Total Total Total 

PVRR ($000) PVRR ($000) PVRR ($000) 
Capital $1 35,460 $91 8,470 $783,010 
so2 $924,830 $520,711 -$404,119 
Nox . $1 15,835 $95,957 -$I 9,879 
Production $1 5,838,778 $1 5,l 38,720 -$700,058 
Total $17,014,904 $1 6,673,858 -$341,046 8 

The coiistruction of FGDs at Gherit as planned remains the least cost option even with 

a 5% increase in capital costs. 

5% Increase in SO2 Allowance Market Price Forecast (above the 2006 Forecast): 

Base Case Scrub Gh234 Delta 
Total Total Total 

PVRR ($000) PVRR ($000) PVRR ($000) 
Capital $1 35,460 $881,187 $745,727 
so2 $971,072 $546,747 -$424,325 
Nox $1 15,835 $95,957 -$I 9,879 
Production $1 5,838,778 $15,138,720 -$700,058 
Total $17,061,146 $16,662,61 I -$398,535 9 

The construction of FGDs at Ghent as plaimed remains the least cost option even with 

a 5% increase in the SO2 allowance purchase market. 

Support for the values within this table can be found in Exhibit JPM-5 to ths  testimony. ’ Support for the values within thrs table can be found in Exhibit JPM-6 to this testimony. 
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1 A 5% Increase in FGD Capital Cost and SO2 Allowance Market Price Forecast: 

Base Case Scrub Gh234 Delta 
Total Total Total 

PVRR ($000) PVRR ($000) PVRR ($000) 
Capital $1 35,460 $91 8,470 $783,010 
so2 $971,072 $546,74 7 4424,325 
Nox $1 15,835 $95,957 -$I 9,879 
Production $1 5,838,778 $15,138,720 -$700,058 

2 Total $17,061,146 $1 6,699,894 -$361,252 10 

3 The construction of FGDs at Ghent as planned remains the least cost option with both 

4 a 5% increase in both SO2 allowance prices and capital costs. 

5 Compared to purchasing allowances, construction of FGDs on the un- 

6 scrubbed units at Ghent decreases the PVRR cost of SO2 compliance by primarily 

7 reducing ratepayer production cost (associated with switching the un-scrubbed Ghent 

8 Units to less costly high sulfiir fuel niore widely available in the Commonwealth of 

9 Kentucky) and SO2 allowance expenses (associated with avoiding a significant 

10 number of allowance purchases). 

11 Q. Do you have a recommendation for the Commission? 

12 A. Yes. The analysis presented in my testimony clearly shows that KTJ’s plans to scrub 

13 each generating unit at the Ghent Power Station remains the least-cost7 most 

14 reasonable environmental compliance option available under current and expected 

15 economic and operating conditions. The proposed ductwork described in my 

16 testimony is a reasonable and cost-effective method for achieving the goal of 

17 scrubbing Generating Units 1 and 2 at the Ghent Power Station. The Conmission 

Support for the values withm this table can be fouiid hi Exhibit JPM-7 to this testimony. 10 
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1 

2 

should authorize I W  to proceed with this ductwork configuration by approving the 

Company’s application. 

3 

4 Q. Does this conclude your testimony? 

s A. Yes, it does. 
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VERIFICATION 

COMMONWEALTH OF KENTUCKY ) 
) ss: 

COUNTY OF JEFFERSON ) 

The undersigned, John P. Malloy, being duly sworn, deposes and says he is Director, 

Generation Services for E.ON LJ.S. Services, Inc., and that he has personal knowledge of the 

matters set forth in the Coregoing testiiiiony, aiid the answers contained therein are true and 

correct to the best of his information, Itnowledge and belief. A 

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

this 15% day of Noveinber 2006. 



Appendix A 

John P. Malloy 

Director - Generation Services 
E.ON U S .  Services Iric. 
220 West Main Street 
P.O. Box 32010 
Louisville, Kentucky 40202 
(502) 627-4836 

Education 

Indiana University, Master Busiiiess Administration - 2000 
Indiana University, B.S. in Finance - 1998 

Previous Positions 

Louisville Gas and Electric Company, L,ouisville, Kentucky: 
1998-2003 - Maintenance Manager, Mill Creek 
1996-1 998 - Manager Resource / Project Management, Louisville Gas and 

Electric - Fleet 
1989-1996 - Instrument arid Electrical Supervisor, Mill Creek 
1986- 1989 - Instrument and Electiical Technician, Mill Creek 
1984- 1986 - Productioii Operations, Mill Creek 
1983- 1984 - Coal Handling Operations, Cane Run 
1980-1 983 - Instrument and Electiical Technician, Cane Run 

Other Professional Associations 

L,G&E Credit Union 
200 1 -Present Cliaiman, Board of Directors 
1998 - 2001 Treasurer, Board of Directors 
1995- 1998 Board of Directors 
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