
NOV 19 2008 
Ms. Stephanie SLumbo, Executive Director 
Public Seivice Commission of Kentucky 
21 1 Sower Boulevard 

P U B k  SERVICE 
COMMISSION 

P.O. Box 615 
Frankfort, Kentucky 40602 

November 19,2008 

RE: 
rick lovekamp@eon-us corn 

APPLICATION OF KENTUCKY UTILJTIES COfi4PANY FOR AN 
ORDER APPROVING THE ESTABLISHMENT OF A 
REGULATORYASSET - CASE NO. 2008-00457 

Kentucky Uti l i t ies Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www eon-us corn 

Rick E Lovekarnp 
Manager - Regulatory Affairs 
T 502.627-3780 
F 502-627-3213 

Dear Ms. Stumbo: 

Enclosed please find an original and seven (7) copies of tlie Response of 
ICentuclcy Utilities Company to the First Data Request of Commission Staff 
dated Noveniber 12,2008, in tlie above-referenced proceeding. 

Please confirm your receipt of this information by placing the File Stamp of 
your Office on the enclosed additional copy. Should you have any questions 
regarding this transaction or this information, please contact me at (502) 627- 
3780. 

Sincerely, 

Rick E. Lovekamp 

cc: Parties of Record 
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VERIFICATION 

STATE OF I(ENTUCKY ) 

COUNTY OF JEFFERSON ) 
) ss: 

The undersigned, Dan Arbough, being duly sworn, deposes and says that he is 

the Treasurer, for E..ON U.S. Services Inc,, that he has persoiial knowledge ofthe matters 

set forth in the responses for which he is identified as the witness, and the aiiswers 

coiitaiiied therein are true and correct to the best of his information, knowledge and 

belief. 

Subsciibed and swoiii to befole me, a Notaiy Public in and before said County 

and State, this 1 8& day of Novembei, 2008. 

&"/I  SEAL) - 

My Commission Expires: 

L lAf4&Lr 31 .?A// 



VERIFICATION 

STATE OF KENTUCKY ) 

COUNTY OF JEFFERSON ) 
) ss: 

The undersigned, Lonnie E. Bellar, being duly sworn, deposes and says that he is 

the Vice President, State Regulation and Rates for Kentucky Utilities Company, that he 

has personal knowledge of the matters set forth in the responses for which he is identified 

as the witness, and the answers contained therein are true and correct to the best of his 

information, hiowledge and belief. 

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

and State, this Icy day ofNovember, 2008. 

My Commission Expires: 



VERIFICATION 

STATE OF KENTUCKY ) 

COUNTY OF JEFFERSON ) 
) ss: 

The undersigned, Valeric L. Scott, being duly sworn, deposes and says that she is 

the Controller, for Kentucky LJtilities Company, that she has personal knowledge of the 

matters set forth in the responses for which she is identified as the witness, and the 

answers contained therein are true and correct to the best of her information, knowledge 

and belief. 

VALERIE L. SCOTT 

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

and State, this I qQq day of November, 2008. 

Notary Public 

My Commission Expires: 
r) 



VERIFICATION 

STATE OF KENTUCKY ) 

COUNTY OF JEFFERSON ) 
) ss: 

The undersigned, Robert M. Conroy, being duly sworn, deposes and says that he 

is the Director, Rates for Kentucky Utilities Company, that he has personal lcnowledge of 

the matters set forth in the responses for which he is identified as the witness, and the 

answers contained therein are true and correct to the best of his infomation, lcnowledge 

and belief. R 

ROBERT M. CONROY u 

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

and State, this Iq” day of November, 2008. 

Notary’Public ‘ 
My Commission Expires: 

620, do/b 
I 



VERIFICATION 

STATE OF KENTUCKY ) 

COUNTY OF JEFFERSON ) 
) ss: 

The undersigned, Chris Hermann, being duly sworn, deposes and says that lie is 

Senior Vice President - Energy Delivery for Kentucky Utilities Company, that he has 

personal knowledge of the matters set forth in the responses for which he is identified as 

the witness, and the answers contained therein are true and correct to the best of his 

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

and State, this Iq*day of November, 2008. 

4 , a  .A!/ (SEAL) 
Notary Public 

My Commission Expires: 
I 



Rcspoiise to Question No. 1 

Arbougii 
Page 1 01 2 

I(ENTUCI<Y UTILITIES COMPANY 

Response to Commission Staff's First Data Request 
Dated November 12,2008 

Case No. 2008-00457 

Question No. 1 

Witness: Dan Arbouglt 

Q-1. Refer to Paragraph 9 of KU's application and Item 29(c) of KU's response to the 
Supplemental Request for Information of the Attorney General in  Case No, 2008- 
0025 1 

a. The text in the application states that property and casualty insurance for 
distribution and transmissioii storm damage is proliibitivcly expensive. The 
data response indicates that KU was covered by storm insurance prior to 2004 
when the premium aiid deductible were raised and the insurance was deemed 
"[n]ot cost effective." Identify the instirance provider and provide the 
premium and deductible for ICU's storm insurance in 2003. 

b, Provide the premium aiid deductible ICU was offeied, and which it declined i n  
2004, and the name of the insurance provider who made the offer. 

c. Explain whether ICU sotight offers from other insurance providers for 2004 
after it determined that the offer fioni the insurance provider identified in part 
b. of this response was deemed not cost-effective. If no offers were sought, 
explain why. 

d. Explain whether ICU has revisited tlie issue of carrying storm insurance since 
that time by seeking quotes from any providers of such insurance. If no quotes 
have been sought since 2004, explain why. 

A-1 , a. Ergon Insurance Limited was the insuiance provider. Ergon Insurance 
Limited was an affiliate of Powergen, Lid, ICU's parent company at tlie time. 
The 2003 policy provided a $15 million per occurxence insurance limit with a 
$30 niillion annual aggregate limit. The policy liad a $2 million per 
occurrence deductible aiid the aiinual preniiuni was $375,000. 

b. Ergoii Insurance Limited provided the following renewal terms for the 2004 
policy year; $15 million per occurrence insurance limit with a $15 million 
annual aggregate limit, The policy had a $2 niillion per occtirrence deductible 
and the aiintial premium was $3,000,000. The dramatic increase in premium 
was an indication that Ergon was not interested in continuing to cover the risk" 
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c. KU did not solicit proposals from other insurance carriers after the renewal 
proposal from Ergon Insurance Limited was declined because the product is 
generally not available from insurers. ICU had not purchased property and 
casualty insurance for distribution and transmission prior to 2001 when Ergon 
Insurance Limited provided coverage. The standard coniniercial insurance 
markets have not traditionally provided property insurance for distribution and 
transmission assets of electric utilities because the exposure to catastrophic 
loss is too great. There have been several attempts through the years to create 
a specialty insurance program limited to property coverage of distribution and 
traiisrnission systems by the electric utility industry. The focus of these 
programs has been to provide catastrophic coverage and their structure, high 
mininium deductible, and the preniiuni costs have not been an efficient optioii 
for KU based on the traditional annual storm damage costs. KLJ had reviewed 
several of these industry programs in the past and most had a minimum annual 
deductible of $5 million and premium in  excess of $2 million Very few of 
these industry insurance programs attracted enough participation to be viable 
programs. 

d., KU has continued to review the insurance niarlcet for distribution and 
transmission system through discussions with insurance carriers and KU's 
independent iiisurance brokers and consultants since 2004. However, there are 
no hiown standard coniniercial insurance carriers providing such products 
currently. There is a new industry 
program offering catastrophic coverage. The iiiiniiiium deductible is $25 
million which is very high given KU's historical losses. This type of program 
typically involves the company paying preniiums into a special purpose entity 
that invests the premiums until a loss occurs at which time the premium 
dollars and investment earnings are available to pay losses. In some of the 
newer products, there are a few other participants that contribute into the 
special purpose company. In effect, these products are a form of self- 
insurance that protect against catastrophic damage. These programs are 
currently being structured for companies that liave incurred significant 
hurricane damage that has resulted i n  extremely high losses. 

Therefore, no quotes liave been sought. 
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Bellar 
KENTUCKY UTILITIES COMPANY 

Response to Commission Staffs First Data Request 
Dated November 12,2008 

Case NO. 2008-00457 

Question No. 2 

Witness: Lonnie E. Bellar 

Q-2. Refer to paragraph 1 1  of 1CU's application and Item 31 of ICU's response to the 
Commission Staffs second data request in Case No. 2008-00251. 

a. The application text and footnote thereto indicate that, if KU's proposed 
accounting treatment of Hurricane Ilce costs is granted by the Commission, 
ICIJ anticipates requesting amortization and rate recovery of those costs in 
Case No 2008-00251. The data response refers to the lilceliliood that a rate 
case will need to he filed in the near future due to the need to recover costs 
related to Trimhle County Unit 2 ("Trimble 2"). If the data response means 
that KU expects to file a rate case to commence recovery of Trinible 2 costs in 
2010, when the unit is expected to begin commercial operation, explain why 
KIJ plans to seek rate recovery of Hurricane Ilce costs in the current rate case 
rather than in its next rate case 

h. If not covered in its response to part a. of this request, state ICU's position, 
including a listing of the positive and negative aspects, 011 the recovery of 
Hunicane Ike costs not being considered by the Commission until ICU's next 
general rate case. 

A-2. KU and its sister utility, Louisville Gas and Electric Company ("LG&E") 
(collectively, "Companies") plan to seek rate recovery of their Hurricane Ike costs 
in their current rate cases rather tlian their next rate cases for several important 
reasons. First, Hurricane Ilce was the most devastating and costly storm to impact 
Kentucky in recent history, resulting in enormous expenses for the Companies. 
The Companies' statistics concerning Hurricane Ilce are simply extraordinary: 
500,000 customers affected; 376,000 outages; 418,000 outage calls; 10,799 wires 
down; 698 poles brolcen; 241 circuits out; and 2,943 restoration workers at peak. 
As stated in their applications, the Companies incurred approximately $27 million 
in operations and maintenance expenses associated with I-luiiicane Ilte. By way 
of comparison, during the 2003 ice storm, which significantly impacted KU's 
distribution and transmission facilities, ICU incurred only about $1 5.5 million in 
associated operations and maintenance expenses. 
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Bellar 
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By any measure, then, Hurricane Ilce had an historic and devastating impact on 
the Companies’ distribution facilities, and tlie Companies expended significant 
resources to repair tlie damage in a timely and professional manner. 

Second, because there are no more Hurricane Ilce-related operations and 
maintenance expenses for the Companies to incur, it is appropriate for each utility 
to capitalize its expenses in a regulatory asset and begin amortization and rate 
recovery thereof immediately. Tlie Company will only seek recovery for actual 
costs incurred and not for any estimates or contingencies. 

Third, delaying the Companies’ recovery of their I-Iurricane Ilte expenses would 
create timing inequities. On the other hand, allowing tlie Companies to begin 
recovering their Hurricane Ilce costs as soon as possible will help ensure that the 
custoiners who benefitted from the repair of Hurricane Ilce’s damages will help 
pay for those benefits. 

Fourth, the Companies incurred these significant but necessary expenses during a 
capital-intensive, construction program of a new generation facility (Le“, Triinble 
County TJnit No. 2 (“TC2”)) and transmission lines, and while a slumping global 
economy has greatly restricted access to capital. The table below shows that tlie 
Companies’ Construction Work in Progress in TC2 has grown significantly since 
the end of the test year in tlie cunent base rate case proceeding. Tlie Companies’ 
base rates will be established inclusive of the CWIP balance at April .30, 2008. 
However, the Companies have continued and will continue to expend significant 
capital on TC2 that will not be included in base rates until the next rate case. 
Since April 30, 2008, tlie end of the test year, the Companies have invested $99 
million through October 31, 2008 in TC2 during a time when the tight capital 
markets put pressure on the ability to raise capital for investment. 

Trimble Co. Unit 2 Proiects 
CWIP Balances 

Companv 

LGE 117149 

KU 117150 

LGE 1 18209 

KU 118216 

Description 

Trimble Co Unit 2 

Trimble Co Unit 2 

TC2 Transmission 
TC2 Transmission 

30-Apr-2008 

$ 73,145,421 22 

$ 307,114,622 36 

$ 11,812,398 80 

$ 28,224,089 03 

Totall $ 420,296,531.41 

31-Oct-2008 

$ 89,700,278 28 

$ 373,932,709 76 

$ 17,796,485 81 

$ 37,846,661 98 

$ 519,276,135.83 

Net increase $ 98,979,604.42 
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Beller 

FiAh and finally, because it is likely that ICU will need to file a rate case to 
commence recovery of TC2 costs in the neai future, rate recovery of HuiTicane 
Ilce costs in its current rate case lather than its next rate case is consistent with a 
gradual change in base rates The deferral of the recovery of Hurricane Ilce costs 
until 1Ws next general late case is lilcely to cause a higher change in base rates 
than if Hurricane Ike costs are recovered in KU's current rate case. 

For these reasons, if the Coininission approves the Companies' requested 
accounting treatment in these proceedings, the Companies believe it is appropriate 
and imperative that they seek to amortize and recover tlieir capitalized Hurricane 
Ilce expenses in their current rate cases. 
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KENTUCKY UTILITIES COMPANY 

Response to Commission Staff's First Data Request 
Dated November 12,2008 

Case NO. 2008-00457 

Question No. 3 

Witness: Valerie L. Scott I Robert M. Conroy 

Q-3. Refer to paragraph 1 G of ICU's application. 

a. KU asla that the Commission rule on its request by December 31, 2008, so 
that it may reflect the related adjustments on its boolcs for calendar year 2008. 
Provide the date by which ICU will close its boolcs for calendar year 2008 and, 
if that date is in early 2009, explain why ICU requests a ruling prior to that 
date. 

b. The text of the paragraph indicates that reflecting the adjustments related to its 
requested accounting treatment on its boolcs for calendar year 2008 will 
"[alvoid distortion in ICU's financial statements, the accuracy of which it is 
important to maintain." Provide ICU's Kentucky jurisdictional income 
statement for the most recent 12 months available as well as a 2008 calendar 
year-to-date Kentucky jurisdictional income statement ending with the same 
month as the 12-months income statement. 

A-3. a. ICU will close its books for the year ended December 31, 2008, on .January 8, 
2009. All transactions that impact the year ending December 31, 2008 
financial statements of ICU will need to be recorded by January 7, 2009 to 
allow adequate time to analyze the pre-tax results, make the final tax 
calculation and still close the boolcs on January 8. To the extent possible, the 
Company attempts to obtain all pertinent information when it stails the 
closing process on the first business day after year-end (January 2). Since 
January 1 is a holiday, the Company requested an Order by December 3 1. 

I f a  ruling to grant relief is made after the boolcs are closed for the year ending 
December 3 1, 2008, ICU will have recorded Hurricane Ilce-related operations 
and maintenance costs to expense. The result would be artificially decreased 
earnings in 2008 and artificially increased earnings in 2009. To ensure that 
the books accurately reflect the financial position of ICU, a ruling is requested 
by December 31,2008. 
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Scott I Conroy 

b. Attached is the Twelve-Month Ended Income Stateiiient as of September 30, 
2008 on a ICentucky Jurisdictional and Other Jurisdictional operations basis 
KU iecently submitted this statement to the Commission as required in Case 
Nos 97-300, 2000-095, and 2001-104. ICU does not maintain its books in 
such a manner that allows jurisdictional allocation factors to be applied for 
each peiiod. Rather, KU submits quarterly statements as required in the above 
referenced cases. 
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25,428,308 - 
10,584,073 
40,746,873 
(47,343,047) 

Attaclinicnt to Question No. 3(b) 
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Scott I Conroy 

TOI~PI l nwme~axes 
28.668,838 (153.832) 

KENTUCKY UTILITIES COMPANY 
Slslamenl of lnwme 

Twelve Months Ended Seplember 30.2008 

Tots1 KU Retall OlhEl 
Ttle of Account No. KEnlUCkY UIIIIUES Jurl8dlcUonsl Jurlsdldional 

Column A COl B Column C Column D Column E 

Ulllily Operating lnwme - 
OpenUng ROvenUes: 

RESM1)IIUaI 6 S k S  
Commsrdal end Indualrial Sake: 

Small (or Comm). Rural Comm B Comm LBP 
Large (or I&) - lndurlrial h M h  Power 

Publlc SLreel end Hlshwoy LlghUng 
OLhEr Salsa 10 PUMlC AulhOrlUeS 

Tole1 Sals8 I O  UlUmalE &MUmEIS 

Sales for R ~ 8 f ~ l e  
Told Sales Of ElEdriW 

Less: Provision for Refund 
Tots1 RevBnuBs Net of Provislon for Refund 

Olher OperaUng Remnues: 
MlScBllBnEOUS SBrvfC3 REV9nUES 
Rent from Uscbic Property 
Mhsr Eleclrfc Revenues 

Tolsi Other Operallng Revenues 

TOW operating Revenue 

Operating Expenses: 
OperaUon Expenses 
Malntsnsncs Expenses 

Amorthation of Umbd-Tenn Eladtic Plant 
Rsgulalooly Cmdlls 
Taxes Other than lnwme Taxes 
lnwme Taxes - Federal 
lnwme Taxes. Slate 
Provision for Deferred lnwme Taxes 
Provirlon for Deferred lnwme TWES -Credit 
A m l i o n  Expense 
Inveatmenl Tax CmdH Adjualmsnl NEI 
LowY(Galn8) hum Maposiiion of Allowances 

DepmdfPllon Expense 

Tow utllliiy Oprallng Expenses 

440 
442 

444 
445 

447 

448.1 

451 
454 
456 

401 
402 
403 
404 
407 

408.1 
408.1 
408 1 
410.1 
411.1 
411.1 
411.4 
411 8 

a 442,812,743 S 416,7a0,083 s 25.a32.880 

311,580,758 288,887,442 12,883,317 
321.186.060 308.045.221 12.121.748 ~. 

9,981,024 8,887,414 273;808 
85,835,188 80,832.423 4.802.748 

a 1,181,188,683 I 1,125,342,583 $ 55,824,080 

180.738.332 - 83,653,827 87.0M84.405 
$ 1,341,804,885 $ 1,188,888,510 $ 152,808,485 
_I 

- 
$ 1,341 .8M.885 S 1,188,888,510 S 152,808,485 

1,350,428 1.310286 40.143 
1,827,838 1,780,145 147,701 
4,254,488 3,723349 __ 530.517 

$ 7,552,830 $ 8.814378 I 718,451 

s 1,348,437,625 $ i,i85.810.88~ i53.82a.836 

Net IJIllHy Operaling lnwme s 1M.008.645 $ 173,874,370 S 10,034278 
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KENTUCKY UTILITIES COMPANY 
Stelement of lnwme 

Twelve Months Ended September 30,2008 

Tolal KU Rel~ l l  Olher 
ntie o i ~ w u n i  No. Kentucky UUlHies Jurladldlonal Jurisdldlonal 

Column A COI. 0 Column C Column D Column E 

Other Income and D.ducUons are not nspantsd on a Juriodlctlonsl ba#ls. 

Other lnwme and Dedudlons 
Total Other lnwme 

Total Other lnwme Dedudions 

TOW Taxes on Other inwme and Dedudlons 

Nel Olher lnwme and Dedudlons 

Internal Charges - 
Internsl on Long Term Deb1 
Amortlzstlon of Dab1 Msunrnt end Exfmnse 
AmorthaUon of Lo68 on Re-Acqulred Debt 
AmoNLeUon of Premium on Debl. Crndll 
AmorthaUon of Gain on Re-AquIred Debt ~ Credit 
Intarest on Debt I o  AIV)odeIed Companies 
Olher Internal Exxpenae 
Allowance lor 0orrowed Funds Used During 

Contrudlon 
Net Interest Charges 

Cumulslive Elfed 01 Amnunling Change, Net of Tax 

Net lnwme 

427 
428 

428 1 
420 

420.1 
430 
431 

432 

5 43.512,Bfd 

2,443,687 

3,173,898 

s 37,885,283 

-___ 

s 65,004,158 
289,113 
461,243 

2,440,681 
1.890,W3 

[t,848,BIQ, 
s 88,028,188~ 

s 

a 153.877.743 

- I 61267.420 S 6,758,788 





Response to Question No. 4 

Hermnnn I Scott 
Page 1 of 2 

KENTUCKY UTILITIES COMPANY 

Response to Commission StafPs First Data Request 
Dated November 12,2008 

Case NO. 2008-00457 

Question No. 4 

Witness: Chris Hermann I Valerie L. Scott 

Q-4. Refer to Exhibit 1 of KU's application which contains estimates of its costs related 
to restoring seivice in the aftelmath of Hurricane Ilce. 

a. Costs in the category of Internal Employee Labor for KU are roughly $1.4 
million, while offsetting estimates that are considered normal operations and 
which are identified as Internal Employee Resource Costs "[clharged to K1J 
storm" in the column headed "I<U O&M Expenses" are roughly $435,000. 
Explain whether the difference in these two amounts consists entirely of 
employee overtime costs. Identify all cost components that make up this 
difference. 

b. The column headed "ICU O&M Expenses" includes an offset of $335,459 
identified as "Internal Employee Resource Costs - ICU Labor/Transportation 
charged to LG&E storm." Explain in detail why this amount, which relates to 
costs charged to Louisville Gas & Electric Company ("LG&E), is an offset 
against the O&M expenses of KU rather than against the O&M expenses of 
LG&E. 

c. A contingency amount of $678,460 is listed under KU's O&M expense. 
Explain the need for a contingency in conjuiiction with estimated storm- 
related restoration costs and describe how the amount was derived. 

d. The exhibit indicates that ICU's cost estimate of$2.55 million was determined 
as of September 14, 2008. Provide an update of the cost estimate based on the 
most recent information available and, using the same classifications as in 
Exhibit 1, provide the amounts of KU's laiown, actual (not estimated) storm- 
related costs. Show the date on which the updated estimate is based. 

A-4. a. The difference between the Internal Employee Labor amount and the 
offsetting estimates that are considered noimal operations consist of employee 
overtime costs as well as estimated straight time that is normally charged to 
capital instead of O&M expense. 
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b. The amount identified as “Internal Employee Resource Costs - KU 
Labor/Transpoi-tation charged to LG&E storm” is shown as an offset against 
the O&M expense of KU rather than LG&E because those costs are the 
estimated amount of O&M labor that is normally included in ICU O&M 
expense and therefore imbedded in ICU’s base rates. 

c. A financial model was utilized to estimate storm costs. The estimate initially 
provided for a 10% contingency, which has proven reasonable, in order to 
allow for differences between actual and estimated costs. As invoices are 
received the contingency is used to offset differences between actual and 
estimated cost. Thus, the contingency amount will vary over time until a 
substantial amount of invoices bas been received and the overall estimate can 
be refined. In any event, the Company will only seek recovery for actual cost 
incurred and not for any estimates or contingencies. 

d. The estimate in Exhibit 1 was completed on October 27, 2008. The 
September 14, 2008 date on that exhibit represented the date on which the Ilce 
storm occurred. The cost estimate supplied on Exhibit 1 is still tlie best 
estimate for tlie total storm costs. See attached revised schedule for actual 
laiown costs as of October 31, 2008 and remaining estimated costs. The 
Company will only seek recovery for actual costs incurred and not for any 
estimates or contingencies. 
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