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Please state your name, title, and business address. 

My name is Robert M. Conroy. I am tlie Director - Rates for E.ON 1J.S. Services 

Inc., which provides services to Louisville Gas aiid Electric Conipany (“L,G&E”) aiid 

Kentucky Utilities Company (“IW”) (collectively “the Companies”). My business 

address is 220 West Main Street, Louisville, Kentucky, 40202. A complete stateinent 

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 Comniission in proceedings concerning 

the Companies’ most recent rate case, fuel adjustment clauses, and environmental 

surcharge mechanisms. 

Are you sponsoring any exhibits? 

Yes. I am sponsoring Exhibit RMC-1 - Proposed KU Environmental Surcharge ES 

Forms 1 .OO, 1.10, and 2.00. 

What is the purpose of this proceeding? 

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

surcharge during tlie six-month billing period ending April 30, 2009 that is part of tlie 

two-year billing period also ending April 30, 2009, determine whether the surcharge 

amounts collected during tlie period are just and reasonable, and then iiicorporate or 

“roll-in” such surcharge amounts into IW’s existing electric base rates. 

What is the purpose of your testimony? 

The purpose of my testimony is to review the operation of KU’s environmental 

surcharge during the billing period under review, demonstrate tlie amounts collected 

during the period were just and reasonable, present and discuss KU’s proposed 
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adjustment to the Enviroiiinental Surcharge Revenue Requirement based on the 

operation of the surcharge during the review period and explain how the 

eiivironlnental surcharge factors were calculated during the period under review. 

Further, my testimony will recommend that the cumulative ECR reveiiue requirenient 

for the twelve-months ending with the expense month of February 2009 be used for 

purposes of incorporating or “rolling-into” KU’s electric base rates the appropriate 

surcharge aniounts using the methodology approved by this Commission in Case Nos. 

2006-001 29 and 2007-00379. Finally, I will propose an iinproveiiieiit to the 

calculation of the ECR mechanism for consideration by the Commission to help 

reduce the fluctuatioii of the over- or under-recovery balance. 

Please review the operation of the environmental surcharge for the billing period 

included in this review. 

KU billed an environmental surcharge to its customers from November 1, 2008 

through April 30, 2009. For purposes of the Commission’s exaniination in this case, 

the monthly KU environmental surcliarges are considered as the six-inonth billing 

period ending April 30, 2009; that same review period is part of the two-year billing 

period also ending April 30, 2009. In each month of the period, KU calculated thc 

environmental surcharge factors by using the costs incurred as recorded on its books 

and records for the expense months of September 2008 through February 2009 and in 

accordance with the requirements of the Coinmission’s previous orders concerning 

KTJ’s environmental surcharge. 

What costs were included in the calculation of the eiivironmental surcharge 

factors for the billing period under review? 
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The capital and operating costs included in the calculation of the eiivironmental 

surcharge factors for the billing period were the costs incurred each month by KU 

from September 2008 through February 2009. The details are shown in the 

attachment in response to Question No. 2 of the Commission Staff Request for 

Infonnation, iiicorporating all required revisions. 

The rnonthly environmental surcharge factors applied during the billing period 

under review were calculated consistent with the Corninission’s orders in KU’s 

previous applications to assess or anleiid its environmental surcharge mechanism and 

plan, as well as orders issued in previous review cases, inost recently Case No. 2008- 

00550. The monthly environmental surcharge reports filed with tlie Coinmission 

during this time reflect the various changes to the reporting fonns ordered by the 

Cornmission fi-om time to time. 

Are there any changes or adjustments in Rate Rase from the amounts originally 

filed as part of the expense month reports? 

During the period under review, there were no clianges to Rate Base from the 

amounts originally filed during the billing period. This is shown in suinniary foim in 

IW’s response to the Commission Staff Request for Infonnation, Question No. 1 .  

Are there any changes necessary to tlie jurisdictional revenue requirement 

(Wm))? 

Yes. Effective with the JUIY 2004 expense month, the scrubber operations expense 

arid gypsum proceeds for the Ghent 1 FGD were included in base rates and removed 

froin the ECR monthly filings due to the elimination of the 1994 ECR Plan in Case 
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No. 2003-00434. Co~isequently, beginning in July 2004, KU no longer included an 

adjustinent in  its ECR monthly filings for the proceeds from gypsum sales. 

Begiiiiiing with tlie June 2007 expense month, the Ghent 3 FGD was placed in 

service and KU began reporting scrubber operations expense on Fonn ES 2.50. 

Consistent with previous practice, proceeds from tlie sale of gypsum net of the 

aniount included in base rates should be iiicluded as an adjustment to the monthly 

ECR filing. During the preparation of data responses in Case No. 2009-00197, KIJ’s 

Amended ECR Compliance Plan filing, ICU determined that the proceeds, net of the 

amount included in base rates, from sale of gypsum from the Ghent FGDs werc 

inadvertently omitted Erom the monthly ECR filings. Therefore, KU is proposing an 

adjustnient to operating expenses to reflect the difference between actual gypsum 

pioceeds and the amounts included in base rates for the period of June 2007 through 

February 2009. The result of the adjustment is a decrease to cumulative Jurisdictional 

E(m) of $61,113. For the months outside of this review period, a one-time 

adjustment will be made to the August 2009 expense month filing. Going-forward, 

the difference between actual monthly byproduct proceeds and the amount in base 

rates for Ghent will be reported on ES Form 2.00. 

Furtliermore, adjustments to E(ni) are necessary for compliance with the 

Commission’s Order in Case No. 2000-00439, to reflect tlie actual changes in the 

overall rate of return on capitalization that is used in the determination of the return 

011 environmental rate base associated with KU’s Compliance Plans. The changes in 

the actual cost of long term debt and capital structure result in a decrease to 

cumulative E(m) of $1,365,289. The details of and support for this calculation are 
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sliowii in the attachment to KU’s response to Question No. 1 of the Commission Staff 

Request for Information. Also shown are the revisions to the previous six-month 

periods included in this two-year review as calculated in Case No. 2008-00216 for 

billing periods eliding October 31, 2007 aiid April 30, 2008; and Case No. 2008- 

00550 for billing period ending October 31, 2008. The true-up adjustments were 

included in the monthly filings consistent with the Commission’s final Orders in each 

case. 

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

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

Yes. KU experienced a cumulative under-recovery of $4,272,721 for the six month 

billing period ending April 30, 2009. The attachment to KU’s response to Question 

No. 2 of the Cominissioii Staff Request for Iriforination shows the calculation of the 

$4,272,72 1 cumulative under-recovery. Therefore, an adjustment to the revenue 

requireiiient is ~iecessary to reconcile the collection of past surcharge revenues with 

actual costs for the billing period under review. 

Has KU identified tlie causes of the net under-recovery during the billing period 

under review? 

Yes. I<U has identified five components that make up the net under-recovery during 

the billing period under review. The coinponeiits are: (1) changes in overall rate of 

ret~irn, (2) the exclusion of gypsurn proceeds net of the amount in base rates, (3) tlie 

difference between the calculatioii of BESF in the review case and application of 

BESF in the monthly filings beginning with the March 2008 expense month, (4) the 

use of the BESF percentage in determining the amount collected in base rates, and ( 5 )  
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the use o f  12 month average revenues to determine the billing factor. The details of 

and support for the components that make up the net under-recovery during the 

billing period under review are shown in the attachment to KU’s response to Question 

No. 2 o f  the Conimission Staff Request for Information. The table below summarizes 

the componeiits o f  the under-recovery position. 

~I 

OVER/(UNDER) RECONCIL,IATION 

Combined Over/(Under) Recovery (4,272,721) 

Due to BESF Calculation Differences 

Due to use of BESF % 

Due to Change in ROR 

Use of 12 Month Average Revenues 

Ghent Gypsum Net Proceeds (including 

(1,633,929) 

(3,027,955) 

1,365,289 

(1,037,238) 

prior period adj.) 61,113 

Subtotal (4,272,721) 

Unreconciled Difference 

Q. Please explain the change in rate of return. 

A. As previous stated, the cuiiiulative impact of the revised rate of return resulted in a 

decrease to the jurisdictioiial revenue requirement and an over-recovery of 

$1,365,289. 

Please explain the exclusion of the Ghent gypsum proceeds Q. 
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As previously stated, the impact of including tlie Ghent gypsum proceeds, net of the 

amounts included in base rates, resulted in a decrease to tlie jurisdictional revenue 

requirement and an over-recovery of $6 1,113. 

Please explain the calculation differences that occurred in determining BESF. 

In the course of preparing the responses in Case No. 2008-00550, KU’s most recent 

six-inonth review proceeding, KU determined that a difference existed between tlie 

calculation of tlie BESF in tlie previous 2-year review case and tlie application of tlie 

BESF in the monthly filings beginning with tlie March 2008 expense month. 

Specifically, in Case No. 2007-00379, I W  calculated the BESF factor using base rate 

revenues excluding tlie customer charge revenues, while tlie montlily filings use 

BESF times total base revenues to estimate the ECR revenues collected through base 

rates. BESF was calculated using a lower revenue total than is used in its application 

in tlie ~nontlily filings, thereby overstating tlie BESF percentage. Because the 

rnonthly estimate of ECR revenues collected through base rates is made by 

multiplying BESF times total base revenues, overstating BESF results in a 

corresponding overstatement of the estimated ECR revenues collected through base 

rates. When estimated ECR revenues collected through base rates are overstated, tlie 

montlily E(rn) is correspondingly understated. As a result, KU’s net recovery 

position is understated. If tlie BESF had been calculated using total revenues, tlie 

BESF would be 5.20% instead of 5.51% as filed. Applying tlie recalculated BESF to 

the base rate revenues results in an under-recovery of $1,633,929. As discussed later 

in my testimony, KU is proposing a change in the use of BESF that will eliminate tlie 

impacts from using tlie BESF percentage as discussed.7 
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For the other two components, please explain how the function of the ECR 

mechanism contributes to the net under-recovery in the billing period under 

review? 

The first component is the use of tlie BESF percentage to estimate tlie amount 

collected through base rates. In the monthly filings, tlie BESF percentage is used to 

determine tlie amount of ECR revenue collected through base rates by applying the 

percentage to total base rate revenues. In tlie review proceedings, however, tlie 

billing determinants are used to determine the actual ECR revenues collected through 

base rates. Tlie difference between these two metliodologies results in a continuous 

mismatch between actual revenues collected and estimated revenues as reported in 

tlie monthly filings. In the billing period under review, tlie inismatch resulted in an 

under-recovery of $3,027,955. As discussed later in my testimony, I<U is proposing a 

change in the use of BESF that will eliminate the impacts of using tlie BESF 

percentage as discussed. 

Tlie second component is tlie use of 12-month average revenues to calculate 

tlie MESF and then applying that same MESF to the actual montlily revenues. Tlie 

result is an over-collection during tlie siininier montlis when actual revenues will 

generally be greater than the 12-month average and an under-collection during the 

shoulder months when actual revenues will generally be less tlian the 12-montli 

average. In the billing period under review, tlie use of 12-inontli average revenues 

resulted in an under-recovery of $1,037,238. 

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

of the environrnental surcharge during the billing period? 
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KU is proposing that the cuiiiulative under-recovery of $4,272,72 1 be recovered over 

the six months following the Coinmission’s Order in this proceeding. Specifically, 

ICU recoinnieiids that the Commission approve an increase to tlie Environmental 

Surcharge Revenue Requirement of $7 12,120 per month for tlie first five months and 

$71 2,121 for the sixth month, beginning in the second full billing month following 

the Commission’s Filial Order in this proceeding. This method is consistent with the 

~iiethod of iniplernentiiig previous over- or under-recovery positions in prior ECR 

review cases. 

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

electric rates the environmental surcharge amounts found just and reasonable 

for tlie two-year billing period ending April 2009? 

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

reasonable for the two-year billing period ending April 2009 into electric base rates. 

KU recoininends that an iiicrerneiital eiivironiiiental surcharge amount of $86,667,849 

be incorporated into base rates at the conclusion of this case. KU determined tlie 

incremental roll-in amount of $86,667,849 using the base-current methodology, 

consistent with current practice and as previously approved by tlie Commission. If 

approved, the total aniouiit of enviromnental surcharge that will be included in base 

rates will be $136,185,63 1 upon conclusion of this proceeding. 

If  the Commission accepts K1J’s recommendation to incorporate the proposed 

amount 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 amount. 

9 
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Therefore, there will be 110 impact on KU’s revenue requirement or on KU’s total 

ECR revenue. In other words, the roll-in will be revenue neutral to KU. 

Can improvements be made to the operation of the Environmental Cost 

Recovery mechanism? 

Yes. KU reviews the operation of the ECR, during review cases and as a matter of 

policy, in its ongoing efforts for conti~iuous improveinent. As a result of these 

ongoing efforts, KU has identified a modification to tlie calculation of the ECR that it 

is proposing for implementation rollowing the Commission’s final Order in this 

proceeding. Specifically, KU is proposing to revise tlie calculation of the base- 

current bill factor from a percentage metliod to a revenue requirement metliod. 

Why is KU proposing a revision to the calculation of the base-current billing 

factor? 

A frequently recurring issue wit11 the ECR review cases is tlie significant fluctuation 

in tlie cumulative over- or under-recovered balance of allowed ECR revenue 

requirement, which typically results in true-up adjustments to the monthly 

calculations. KU believes that a simple modification to tlie determination of the 

monthly billing factor has the potential to significantly reduce tliese periodic 

fluctuations, and further believes the modification can be implemented without 

changing the basic structure of tlie ~iiontlily filing calculations in general or tlie basc- 

cun-ent practice in particular. Further, thc modification KIJ is proposing is 

completely co~isisteiit with tlie methodologies that have been followed in the periodic 

ECR review cases beginning with Case No. 2006-00129, when KU began presenting 
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its cumulative over- or under-recovered position as a component of both ECR billing 

factor revenues and ECR revenues collected through base rates. 

With recent enhancements in reporting capabilities, ISU can now deteiinine in 

a timely nianner tlie ECR component collected tlvough base rates. This can be 

accomplished on a monthly basis and incorporated into the monthly filings instead of 

waiting for a review proceeding. This change will result in more timely and accurate 

collection of allowed ECR revenues while avoiding the potential for significant 

swings in over- or under-collection of ECR revenues. 

Importantly, there will be no change to the total revenues KU is allowed to 

collect through tlie ECR as a result of this revision; only tlie timing and accuracy of 

revenue collection will be impacted. 

Please describe the Base-Current. method of billing the ECR subsequent to a 

base rate roll-in. 

KU implemented tlie Base-Current method of billing current ECR expenses in Case 

No. 2003-00068, a two-year review of the ECR. In that proceeding, tlie calculation to 

deteiinine the Monthly Environmental Surcharge Factor (“MESF”) was established 

by subtracting tlie Base Environmental Surcharge Factor (“BESF”) from tlie Current 

Environniental Surcharge Factor (“CESF”). This is known as tlie “Base-Current” 

methodology. All three environmental surcharge factors are based on a percentage of 

a 12- month historical revenue calculation. Since that time, both IUJ and LG&E have 

consistently used tlie Base-Current method, using percentage of revenues as tlie basis 

for all calculations, with only minor adJustinents. 

11 



1 

2 

3 

4 

5 

6 

7 

S 

9 

10 

1 1  Q. 

12 

13 A. 

14 

1s 

16 

17 

1s 

19 

20 

21 

22 

23 

The CESF, BESF and MESF as currently defined are based on a percentage of 

revenue for each component of the Base-Current methodology. The CESF is the net 

Jurisdictional E(m) divided by the 12-montIi average retail revenues (excluding ECR 

revenues). The BESF is tlie ECR an~iual revenue requirement currently included in 

base rates divided by 12-month base rate revenues (customer charges, energy charges 

and demand charges) for the period immediately preceding the effective date of the 

roll-in adjustment to base rates. The MESF is the arithmetic difference between 

CESF and BESF and is the billing factor applied to retail bills. However, the CESF 

and BESF are determined using different 12 month historical revenues in the 

denominator. 

Will you please explain the reason for KU’s proposed modification to the current 

methods? 

Yes. KTJ believes that greater accuracy and timeliness of revenue collection can be 

achieved with a minor change to the manner in which tlie monthly revenue 

requirement is determined. KU’s proposal maintains the base-current methodology, in 

that each month the revenue requirement to be collected from customers will 

represent only that portion of the monthly revenue requirement above the level 

embedded in  KIJ’s base rates as a result of cumulativc ECR roll-ins. 

Under the current methodology, KU calculates the appropriate ECR revenuc 

requirement to roll-in to base rates and the con-esponding base rate change needed to 

collect this amount of ECR revenue. This calculation is done on an approximate two- 

year schedule. Commensurate with the detei-miiiation of new base rates, a BESF, 

representing twelve months of environmental costs to be rolled-in divided by twelve 

12 
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Jurisdictional E(m) (actual Feb, before 

ECR Revenue Collected Through Base 

Retail Base, FAC and DSM Revenue 

(’) inonthly true-up adjustment) $ 11,869,041 

(2) Rates (Actual Feb) $ 3,533,362 

(3) (Actual, Feb) $103,026,104 

-- 

(4) BESF (Actual) 5.5 1 % 

(3) x (4) $ 5,676,738 
BESF times Revenue (assumed 

( 5 )  revenue through base rates) 
(6) Assumed Revenue less Actual Revenue ( 5 )  - (2) $ 2,143,376 

10 

11  

12 

13 

14 

1s 
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17 Q. 

month revenues, is determined. On a monthly basis, the Companies calculate the 

CESF and adjust the CESF by the BESF to determine the MESF. However, as 

previously mentioned, different twelve-month periods of revenues are used in the 

calculation of the CESF and BESF. 

This percentage method results in accurate revenue recovery only when the 

environmental surcharge revenue collected through base rates is mathematically equal 

to the revenue that would be collected by applying the BESF to monthly revenues. 

The following table, using February 2009 actual data illustrates this point: 

As shown above, the approved method of calculating the current billing factor 

is based on an assumption that inore revenue will be collected through base rates than 

historically occurs. Because less revenue is collected through base rates than the 

amount assunied by the methodology, an understatement of the monthly billing factor 

(the MESF) is caused, which in turn results in an under-collection of the Coinpany’s 

Jurisdictional E(ni). 

Please explain the Company’s proposed alternative to billing the monthly ECR. 
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KTJ proposes that the determination of the environmental billing factor be modified in 

such a way that tlie monthly filings more accurately reflect tlie same determination of 

tlie over- or under-collected position that is used during the six-month and two-year 

review cases. Tlvougli recent process improvements and modifications to the billing 

system, KTJ now luiows the amount of ECR revenue collected through base rates in a 

given expense month is Itnown prior to the filing of tlie ECR monthly billing factor 

for tlie expense montli. This eliminates tlie need to use a BESF percentage method as 

an estimate of tlie ECR 1-evenue collected through base rates. This is so because the 

same calculation can be performed on a monthly basis that I<U now performs in each 

ECR review case. 

The Companies propose that the monthly Net Jurisdictional E(m) (monthly 

ECR revenue requirement) continue to be determined following current methods, but 

eliminate tlie adjustment for tlie estimated overhnder collection. This adjustnient has 

not resulted, as intended, in a reduction of the cuinulative over- or under-collection 

position presented in periodic review cases, as was its intent. KU believes that with 

tlie implementatio~i of the proposed modification to tlie monthly filings, the 

adjustment for tlie estimated over/under-collectioii is not needed and will 

unnecessarily complicate the monthly filing without any benefits. 

Tlie Net Jurisdictional E(ni) revenue requirement reported 011 ES Fomi 1.1 0 

will be reduced by the actual ECR revenue collected through base rates during tlie 

expense month to arrive at tlie Net Jurisdictional E(ni) to be collected through the 

monthly billing factor applied to customer bills. Tlie resulting Net Jurisdictional 

E(ni) divided by tlie average twelve month retail revenues (J~irisdictional R(m)) will 

14 



calculate the current billing factor (MESF) to be applied to retail customer bills. The 

following table, again using actual February 2009 data shows this point: 

(1)  
(2) 
(3) 

(4) 

4 

S 

6 

7 

8 

9 

10 

11  

12 

Current Proposed 
Jurisdictional E(ni)(actual Feb)* $ 11,869,041 $ 11,869,041 
Jurisdictional R(m) $ 92,077,262 $ 92,077,262 
Revenue Collected Through Base 

Rates (actual Feb) $ 3,533,362 $ 3,533,362 
Revenue Requirement to Collect 

Through Billing Factor (in 
April) (1) - (3) $ 8,335,679 

(5) 
(6) 
(7) 

CESF* (1) / (2) 12.89% (4) / (2) 9.05 (Yo 

BESF 5.51% 0.00% 
MESF" (5) - (6) 7.38% (5) - (6) 9.05% 

(8) 
(9) 

(1 0) 
(1 1) 

I I I I I I 

* Amounts are exclusive of the adjustment for monthly true-up. Actual as-filed E(m) was $1 1,070,129; 
actual CESF was 6.51% and actual revenue collected through billing factor was $5,801,057 

Revenue Subject to ECR (April)) $ 88,769,817 $88,769,8 17 
Revenue Collected Through 

Billing Factor (April)" (7) x (8) $ 6,551,212 (7) x (8) $ 8,033,668 
Total Revenue Collected* (3) + (9) $ 10,329,907 (3) + (9) $1 1,567,030 
Revenue Under-collection" (1)-(10) $ 1,539,134 (1)-(10) $ 302,011 

KU's proposed modification to tlie monthly filings is the same overhnder calculation 

that KU uses in its six-month and two-year reviews. However, this modification 

allows for a inore accurate and timely determination of the amount collected through 

base rates and minimizes the volatility from month to month of tlie impact to 

custo~ners. The graph below illustrates tlie impact on KU's over- and under- 

collection of ECR revenues over the two-year period under review using the two 

inethods of calculating the ECR monthly billing factor. 



1.000.000 

2 

3 As shown by the figure above, the change in the Base - Current method from a 

4 

5 

percentage to a revenue amount mitigates the month-to-month volatility in the over- 

or under-collection of total ECR revenue. 

6 Q. 

7 ECR filing forms? 

Will the implementation of this proposal require any revision to KU's montlily 

8 A. Yes. K U  is proposiiig a revision to ES Foniis 1.00, 1.10 and 2.00 to reflect the 

9 

10 

proposed methodology and elimination of the CESF and BESF percentages. Please 

see Exhibit RMC-1 for an illustration of the modifications being proposed to the 

11 

12 

monthly filing forms. It is important to note that the change in methodology will not 

change the amount of environmental cost collected fi-om customers. The two 
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11 A. 
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16 

17 

1s 

19 

20 

21 

22 

methodologies, over time, are revenue neutral to customers but will temper tlie 

month-tomonth variance in tlie ECR billing factor. 

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

Commission’s Order in this proceeding? 

ICU is recominending an overall rate of return on capital of 11 .OO%, including tlie 

currently approved 10.63% retuiii on equity and adjusted capitalization, to be used to 

calculate tlie environmental surcharge going forward upon Coinniission approval. 

This is based on capitalization as of February 28, 2009 and tlie Settlement Agreement 

approved by tlie Coniiiiission in its February 5,2009 Order in Case No. 2008-0025 1 .  

What is your recommendation to the Commission in this case? 

ICU makes tlie following recommendations to the Commission in this case: 

a) Tlie Commission should approve tlie proposed increase to tlie Environniental 

surcharge Revenue Requirement of $712,120 per month for the first five 

niontlis and $71 2,121 for tlie sixth month, beginning in tlie second full billing 

month following tlie month in which the Commission issues its Final Order in  

this Proceeding; 

The Conirnission should detennine environmental surcharge amounts for- the 

two-year billing period ending April 30, 2009 to be just and reasonable; 

KU’s proposed incremental roll-in amount of $86,667,849 should be approved 

as the incremental amount to be incorporated into base electric rates for bills 

rendered on and after tlie second full billing month following the month in 

which tlie Commission issues its Final Order in this Proceeding; 

b) 

c) 

17 
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5 
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11 Q. 

12 A. 

d) The Commission should (1) approve the proposed ~netliodology to calculate 

tlie revenue requireiiient using actual ECR revenues collected through base 

rates, (2) eliminate tlie use of tlie BESF percentage, (3) eliminate tlie monthly 

true-up, arid (4) approve IW’s proposed revisions to ES Foniis 1 .OO, 1.10 and 

2.00 begi~ming with tlie second full billing month following the month in 

which tlie Conimissiori issues its Final Order in this Proceeding; and 

The Commission should approve tlie use of an overall rate of return on capital 

of 1 1 .OO% using a return on equity of 10.63% beginning in tlie second full 

billing month following tlie month in wliicli the Cornniission issues its Filial 

Order in this Proceeding. 

e) 

Does this conclude your testimony? 

Yes. 

18 



APPENDIX A 

Robert M. Conroy 

Director - Rates 
E.ON 7J.S. Services Inc. 
220 West Main Street 
Louisville, I<entucky 40202 
(502) 627-3324 

Education 
Masters of Business Administration 

Indiana Uiiiversity (Southeast campus), December 1998. GPA: 3.9. 

Rose Hulman Institute of Technology, May 1987. GPA: 3.3 
Baclielor of Science in Electrical Engineering; 

Essentials of Leadership, London Business School, 2004. 

Center for Creative Leadership, Foundations in Leadership program, 1998. 

Registered Professioiial Engineer in Kentucky, 1995. 

Previous Positions 

Manager, Rates 
Manager, Generation Systems Planning 
Group Leader, Generation Systems Planning 
L,e ad P 1 ann i ng En gi 11 eer 
Consulting System Planning Analyst 
System Planning Analyst 111 & IV 
System Planning Analyst 11 
Electrical Engineer 11 
Electrical Engineer I 

I’rofessional/Trade Memberships 

Registcrcd Profcssioiial Engineer in Kentiicky, 1995. 

April 2004 - Feb. 2008 
Feb. 2001 - April 2004 
Feb. 2000 - Feb. 2001 
Oct. 1999 - Feb. 2000 
April 1996 - Oct. 1999 

Jan. 1991 - Oct. 1992 
Jun. 1990 -Jan. 1991 
Jun. 1987 - Jun. 1990 

Oct. 1992 - April 1996 



Exhibit RMC-1 
Page 1 of 3 

ES FORM 1.00 

KENTUCKY UTILITIES COMPANY 
ENVIRONMENTAL SURCHARGE REPORT 

Net Jurisdictional E(m) and 
Jurisdictional Environmental Surcharge Billing Factor 

For the Expense Month of 

Net Jurisdictional E(m) = Jurisdictional E(m) less Expense Month Revenue 
Collected Through Base Rates -- ES Form 1 10, line 13 

Jurisdictional Environmental Surcharge Billing Factor -- ES Forrn 1.10, line 15 

Effective Date for Billing: billing cycle beginning 

Submitted by: 

Title: Director, Rates 

0.00'!40 

Date Submitted: 



Exliibit ItMC-1 
I’ngl! 2 of .3 

KENTUCKY UTILITIES C O M P A N Y  
ENVIRONMENTAL S U R C H A R G E  R E P O R T  

C;ilcul:ilicin of‘7ol:il E(ni) and 
Jiirisdictiun;il Surelwrgc IMling fi1c101 

For Ilic Expeiise Moiitli 01 

C;ilci~l;~liun of 70l:il E(ni) 

E(m) = [(RR / 12) (RORI-(ROR -DR)(TI</( I-TI<)))] 4 OE - 13AS. wlicrc 
1113 = Eiivirot~niciit:il Compliai~ce Rille Rase 
11011 
DR = Debt Rate (both sliorl-lcnii and long-temi debt) 
1 R  = Coiiipositc Federal & State li~conic 1 ax I1:tk 
OE = I’ollutioii Control Opcratiiig Expciises 
BAS = loliil Proceeds froiii IJy-l’roduct a w l  Allowaiice Sales 

= R a ~ e  of Retiini oii tlic Environincnlnl Conipliaiice IVale R:ISC 

(I) I113 
(2) R B I  12 

(4) 011 
(3) (ROR + (ROR - DR) (I R I ( I  - TR))) 

( 5 )  BAS 

I I 00‘% 

Calciilalioii of .lurisdictional Environnieulal Surcliarge nilling Faelor 

(7)  Jurisdic1ioii:il Allocation Ratio for Expeiise Moiitli _ -  ES 1;onii 3 00 

(8) liirisdic~ioiial E(m)  = E(ii1) x Jurisdictional AIIocatioii Ratio [ ( 6 )  x (7)] 

(9) Adjiistincnt for (Over)lUiidcr-collcctio~~ piirsuaiil to C:ise No XXXR-xxxxx 
(10) Prior Period Adjiistiiieiil ( i t  iiccessary) 
( I  I )  AdJustcd Jurisdictional E(ni) [(8) + (9) 4- ( I O ) ]  

(12) Revei~iic Collected tlirougli Rase Rates 

( 1 3 )  Net Jiirisdictional E(in) = Jurisdic~ional E(m) less Expcnsc Month Revcni~e 
Collecrcd Tliroiigli Base Rates [ ( I  I )  - ( I Z ) ]  

(14) Jurisdictional I<(ni) = Average Monthly Jurisdictiotial Rcvc~iiie for tile 12 
Montlis Eiidiiig with l l ie Ciirreiit Expense Moiitli -- ES Fonn 3 00 

( 15) lurisdictioiial EiiviroiimcnIaI Siirciiargc 13illing 1::ictor [ (  13) f (14)j  



Exhibit RMC-I 
Page 3 of 3 

Enviromental 
Compliance Plan 

Montlily Operations & Maintenance Expense 

Monllily Property and Otlier Applicable Taxes 

s 
Monthly Depreciation & Amortization Expcnsc 
less investment tax credit amortization 

Monthly Insurance Expcnse 
Monthly Emission Allowance Expense from ES 1;orni 2.3 1 ,2 .32 and 2.33 
Monthly Permitting Fees 
Amortization of Monthly Mill Creek Ash Dredging 

_. 

ES FORM 2.00 

I ~ r o c c c t ~ s  I Base Ib t e s  

0 )  (2) 
Allowance Sales 
Scrubbet By-l’roducts Sales 
‘l‘otal I’rocecds fiom Salcs 

KENTUCKY UTILITIES COMPANY 
ENVIRONMENTAL SURCHARGE REPORT 

Revenue liequiremeiit\ of h v i i  onrncnlal Compliance C’o\l \  
For the Expeii\e Month of 

Proceeds 

( 1 )  - (2) 
% 
s 
5 

1)etermiiiatioii of Environmental Conipliarice Rate Base , 

’l‘otal Pollution Control Operations Expcnsc I 
I’rocecds From By-Product arid Allowatice Sales 

Total I Amountin I Nct 1 
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VERIFICATION 

STATE OF KENTUCKY ) 

COUNTY OF JEFFERSON ) 
) ss: 

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

the Director - Rates for E.ON U.S. Services Tnc., 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, 

knowledge and belief. /7 

ROBERFM. CONROY 

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

State, this 1 i'c"' day of September, 2009. 

My Commission Expires: 

Q,& 30 I ac, 1 c, 
I I 



VERIFICATION 

STATE OF KENTUCKY ) 

COUNTY OF JEFFERSON ) 
) ss: 

The undersigned, Shannon I,. Charnas, being duly sworn, deposes and says that she 

is the Director, TJtility Accounting and Reporting for E.ON 1J.S. Services Inc., 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. 

SHANNON L,. CHhRNAS 

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

e* State, this \ 3 day of September 2009. 

Notary Public 
I 

My Commission Expires: 

;c J C ) ,  &\(3 
\ L 





KENTUCKY UTILITIES COMPANY 

Response to Information Requested in Appendix B of 
Commission’s Order Dated August 18,2009 

Case No. 2009-00310 

Question No. 1 

Witness: Robert M. Conroy / Shannon L. Ciiarnas 

Q-1. Coiiceniiiig the rate of return on tlie four aiiiendinents to the environmental 
compliance plan, for tlie period under review, calculate any true-up adjustment 
needed to recognize changes in KU’s cost of debt, preferred stock, accounts 
receivable financing (if applicable), or jurisdictional capital structure. Include all 
assuinptions and otlier supporting documentation used to make tliis calculation. 
Any trueup adjustment is to be included in tlie deteniiination of tlie over- or 
under-recovery of the surcharge for tlie corresponding billing period under 
review . 

A-I. Please see tlie attachment. 

KU calculated tlie true-up adjustment to recognize clianges in the cost of debt and 
capital structure in two steps, shown on Pages 1 and 2 of the attachment to this 
response. Page 1 reflects the true-up required due to tlie changes between the 
Rate Base as filed and the Rate Base as Revised tlxougli the Monthly Filings. 
However, during the rriost recent 6-niontli period under review there were no 
revisions to reflect. Page 2 represents the true-up in the Rate of Return as filed 
compared to tlie actual Rate of Return calculations. No further revisions to Rate 
Base were identified during this review period for the billing months of 
November 2008 tlirougli April 2009. 

Revisions to tlie previous six-month review periods included in this two-year 
review were calculated iri Case Nos. 2008-0021 6 (billing periods ending October 
3 1, 2007 and April 30, 2008) and 2008-00550 (billing period eliding October 3 1, 
2008). The true-up adjustments were included in tlie montlily filings consistent 
with the Commission’s final Orders in  each casc. 

Pages 3 and 4 provide tlie adjusted weighted average cost of capital as of April 
30, 2009 utilizing a 10.50% ROE (for tlie expenses months of Sept. 2008 tlirougk 
Jan. 2009) and a 10.63% ROE (for tlie expense month of Feb. 2009), respectively. 

KU did not engage in accounts receivable financing or have any preferred stock 
during the period under review. 



Keii t i ic l iy Iltilities 
0ver:ill I W e  or Return Iiue-up Adjiistiiient - Revised I l l r e  Base 
1lllp:Icl 1111 Cnlclll:lled E(Il1) 

( 1 )  (2) (3) (4) ( 5 )  (6) (7) (8) ( 9 )  

Jurisdictional 
B i l l ing lixpciise I b ~ e  01 Rctuiii Allocalioii, lis Jiirisdiciioiial True up 
Month Month as Filed Ilate 13asc as Filed Race B:isc As Revised Cliangc in Ibtc Base 7 rue-up Adjustniciit Fori i i  I 00 Adjiislii iciil 

( 5 )  - (4) (3 )  * (6) I I2 (7) * ( 8 )  
M a y 4 7  Mar-07 11.52'%, S 514,745,622 $ 511,921,503 $ (2.824.119) $ (27.1 12) 8 1  42% $ (22,61( 
Juii-07 Apr-07 1 I 52% 550.5516.62R 547.830.50 I (3,086,127) (29.627) 85 81% (25,421 
Jill-07 May-07 I I 52% 586.792.405 583,059,022 (3.733.383) (35,840) 83 08% (29,77( 

Aug-07 Jiiii-07 1 I 52% 628.228.783 61 8,272,493 (9.")56.290) (95.580) 85 70%, (81.91: 
Sep-07 101-07 1 I 52% 662.455.732 652,064.986 (10,390.746) (99.751) 84 72% (84.50: 
Ocl-07 Aog-07 I I 52'%~ 691,522.098 685.86 I .63 I (5,660,467) (54,340) 85 27% ( 4 6,3 3 ( 

$ (342.25 I) a (290.57: 

Nov-07 Scp-07 11.52'%, S 723,316,963 9; 717.693.961 S (5,623,002) $ (53.L)XI) X455 '% S (45<641 

Jan-08 Nov-07 I I 52% 781.567.1 18 776.0 19.046 (5.548.072) (53.201) 83 75% (44,60( 
I:eb-08 l)ec-07 I I 52'% X I  1.489.5 I 4  8 11.489.5 I 4  82 92% 
Mar-08 Jan-OX I I 52% 8 39,500,759 839,500,759 84 20'%> 
Apr-OH I:cli-OX I I 52% 865.43 1.944 865.43 1.5544 85 70'X 

Dcc-07 Ocr-07 I I 52% 757.947,281 752.361.745 (5,585,536) (53,621) 85 32% (45,751 

S (160,803) 9; (135.99; 

May-OX Mdr-OH II 42% S; X93.514,146 I 893.514.146 S; - a  8131'H> 9; 

Jun-08 Apr-08 1 I 42% 92R. 185.32 I 928,l85.32 I 84 71% 
Jul-08 Mdy-08 I I 42% 962.572.421 962.572.421 81 61% 

Scp-08 Jul-08 I 142% 1.032.461.736 I .032.461.736 81 02%) 
Aug-08 JIIII-08 I I 42% I.000.575,344 I .000.575.344 83 46%) 

Ocl-08 Aug-08 I I 13% I.056.15 1,360 1.056.151.360 85 16% 
a a 

Nov-OX Scp-08 l l . l 3 ' % ~  $ 1,079.194.834 S 1,079,194,834 $ 
Dcc-OX Ocl-08 I I 13% l.100.204.730 I, 100,204,730 
Jan-09 Nov-OX I I 13% 1.121.882.153 I. I 2  1,882,153 
Fcb-09 Dcc-08 I I 1.3% I, l47.776,IOl) I, 147,776.100 
M a r 4 9  Jan-09 I 1  13% I, 163,146,273 1,163,146,273 

- a  82 47% $ 

77 38% 
75 52% 
79 97% 
83 8 1% 

Apr-09 Feb-09 I I 12% i,ix2,049,149 1.182.049,149 86 43% 
Inipdcl of Cliangc in Rate Base during [lie six-nioiitli bi l l ing period eiidiiig Apri l  30. 2009 $ s 

Cuinulativc Inipacl or  Cliaiiges in Itale l3ase $ (503.1 14) $ (426,571 I 
Nolc: 'I lie bi l l i i ig periods ciidiiig Oclober 3 I. 2007 :tiid Apri l  30. 2008 were reviewed in Case N o  2008-00216 'I rue-up ad.jusIiiiciits were included in ilie ~ i i o n t l ~ l y  

7 lie bil l ing period ciidiiig October 3 I, 2008 wiis reviewed in Case N o  2008-00550 No true-up adjiistiiiciits were rcqiiircd 

lil i i igs coiisistciit \vill i tlie Coniiiiisisoii's linal Ordcr 



Kentucky Utilities 
Overall Rate of Ileturn True-up Atljostntenl - Revised llale of Return 
Impact on C:ilrulalecl li(rn) 

Attachrnent to Iles~ionse to Question No. 1 

Conroy 
I':1ge 2 of 4 

Jurisdictional 
l3illing Expense Rate of Ilcturn Rate ol Return as Change in Rate of Allocation, ES .lorisdictional True 
Montli Montli as Filed llevised Return Rate 13ase as Ikvised -I rue-up Adjustment I%rm 1 00 up Adjustment 

(4) - (3) ( 5 ) * ( 0 ) /  12 (7) * (8) 
May-07 Mar-07 1 I .52'% 1 1  13% -0 39% $ 5 1 132 1,503 ( 1  66.374) 83 42% (138,790) 
JUil-07 Apr-07 I 1  52% 1 I 13% -0 391%" 547,830.501 ( 1  78,045) 85 8 1 %  (152,780) 
lul-07 May-07 I 1  52'X 

Aug-07 lun-07 1 1  52% 

Oct-07 Aug-07 1 1  52% 
Scp-07 lul-07 1 1  52% 

NOV-07 Sep-07 1 1  52% 
Ikc-07 Oct-07 I 1  52% 
Ian-OH Nov-07 1 1  52% 
Fch-08 Dee-07 1 1  52% 
Mdr-OX Jan-OX 1 1  52% 
Apr-08 Fcb-08 1 1  52% 

(157,432) 
( I  72,204) 

(190,071) 
( I  79,540) 

I 13% -0 39% 583,059,022 ( 1  89,494) 83 08% 
1 13% -0 39% 61 8,272,493 (200,939) 85 70% 
I 13% -0 39% 652,064,986 (211,921) 84 72% 
1 131% -0 39% 685,861,631 (222,905) 85 27% 

(1,169,678) 

1 13%) -039% $ 717,693,961 (233,251) 84 55% (197,213) 

1 13%) -0 391%" 776,019,046 (252.206) 83 75% (2 1 1,223) 

I 13% -0 39'X 839,500,759 (272,838) 84 20'X (229,729) 
I 13% -0 39% 865.43 1,944 (281,265) 85 76% (241.213) 

I 13'!4 -0 39% 752.361,745 (244.5 18) 85 32% (208,622) 

I 13% -0 39% 81 1,489,514 (263,734) 82 92% (218,088) 

(1,547,812) (1,300,683) 

May 08 Mar-08 I 1  42% I I 19% -023% $ 893,514,146 (171,257) 81 31% ( 1  39,249) 
lun-08 Apr-08 1 1  42% I I  19% -0 23% 928,185,321 (177,902) 84 71% (150,701) 
Jul-08 May-08 I 1  42% I 1  191% -0 23% 962,572-42 I ( 184,493) 8 1 63% ( 150,602) 

Scp-08 Jul-OX 1 1  42% I I 19% -0 23% 1,032,461,736 (197,888) 81 02% (I60.329) 
Aug-08 Jun-OX 1 1  42% 1 1  19% -0 23% 1,000,575,344 (191,777) 8346% (160,057) 

OL~-OX Aug-08 1 1  13% 1 1 19% 0 OO'% 1,056,151,360 52,808 85 16% 
(870,510) 

44,971 
(7 I5,')67) I 

NOV-08 Sep-08 I I  13% 10 811%" -0 32% $ I ,079,194,834 (287,785) 82 47% (237,337) 
Dec-08 Oct-08 1 I 13% 10 81% -0 32% I ,  100,204,730 (293,388) 77 38% (227,024) 
. Ian49 Nov-08 1 1.13% I0 X I ' %  -0 32% 1.12 1,882.1 53 (299.169) 75.52'%0 (225,!)32) 
Feb-09 Dee-08 I I  13% I0 XIY" -0.32% 1,147,776,100 (306,074) 79 97% (244,767) 
Mar49 Jan-09 11.13% I0 81% -0 32% I ,  163,146,273 (310,172) 83 81% (259,955) 
Apr-09 Fcb-09 I 1 I 12% 10 92% -0.20% I ,  182,049,149 (197,008) 86.43%) ( 1  70,274) 

(1,365,289) Impact ofChange in Ibte of'lleturn during the six-month billing period ending April 30,2009 (1,693,596) 

C'uniulative Impact ol Cliniiges in IWe 01 I<eturii S (5,2X1,596) S (4.378.762) 

Note: The billing periods ending October 3 I ,  2007 and April 30. 2008 were reviewed in Case No 2008-002 IO 1 lie true-up adjustments Ibr those 

I he billing period ending October 3 I ,  2008 \vas reviewed in Case No 2008-00550 1 lie true-up adjuslnlent Ibr this period was includcd 
billing periods were included in the niontlily lilings consistent with tlic Commission's linal Order 

in the monthly liliiigs consistent with the Commission's linal Order 









KENTUCKY UTILITIES COMPANY 

Response to Information Requested in Appendix R of 
Commission’s Order Dated August 18,2009 

Case No. 2009-0031 0 

Question No. 2 

Witness: Robert M. Conroy 

Q-2. Prepare a suniinary schedule showing tlie calculation of Total E(m), Net Retail 
E(in), and tlie surcharge factor for tlie expense inontlis covered by the applicable 
billing period. Lnclude the two expense months subsequent to the billing period in 
order to show the over- and under-recovery adjustments for the months included 
in the billing period under review. The summary scliedule is to incorporate all 
coirections and revisions to the rnonthly surcliarge filings I W  Iias submitted 
during tlie billing period under review. Include a calculation of any additional 
over- or under-recovery amount KU believes needs to be recognized for the six- 
month review or the two-year review. Include all supporting calculations and 
documentation for any such additional over- or under-recovery. 

A-2. Please see tlie attachment to this response for tlie sunirnary schedule of the two- 
year billing period ending April 30, 2009 and the curnulative components which 
make up tlie net under-recovery of $4,272,72 1 for the six-month billing period 
ending April 30, 2009. 

As discussed in Mr. Conroy’s testimony, I W  deterniined that tlie proceeds, net of 
tlie base amount established in Case No. 2003-00434, from tlie sale of gypsum 
from the Ghent FGDs were inadvertently omitted from the monthly ECR filings 
beginning in June 2007 when tlie Ghent 3 FGD was placed in servicc. KTJ is 
proposing an ad~justment to reduce jurisdictional operating expenses by $61,113 to 
reflect tlie difference between tlie actual gypsum proceeds and the amounts 
included in base rates for tlie period of June 2007 through February 2009. The 
details of the adjustment are provided on pages 4-5 of tlie attachment to this 
response. 

The net under-recovery amounts occui-ring in tlie previous six-niontli review 
periods included in this two-year review were calculated in Case Nos. 2008- 
00216 (billing periods ending October 31, 2007 and April 30, 2008) and 2008- 
00550 (billing period ending October 3 1, 2008). The under-recovery amounts 
were included in tlie monthly filings consistent with the Conimission’s final 
Orders in  each case. 







Kentucky Utilities Company 
Reconciliation o f  Coiiibioed Over/(Under) 1~ecovc1"y 
Siinirnary Sciiedule lor Expense Moritlis Septeniber 2008 tliraiigli February 2009 

Oilling 
Muiitli 

Nov-OH 

Jan-00 
Fell-0') 
Mar49 
Apr-09 

i>cc-on 
(2.376.474) 237.337 (zxn.6is) (1.151.795) (1.l97.704) 16.30l4 
1,142,069 227.02.1 (238.5~) 399,23 I 7 ~ 7 . 8 ~ 1  (3.529) 
2.058.692 225.932 (23 I .92 I ) 106.949 I ,345,600 12,132 

(2.633.1 no) 259.'~55 (301.285) (I ,290,092) (I 290.270) ( I  I .,ins) 
(2.378.536) 170.274 (293,664) (1.392.610) (84R.348) (ici. iun) 

(159.942) 244,761 (287.929) (299.639) 195.627 (12,767) 

1ot;il Under-Rccovcry Tor 
6-month billing period (4.347.371) 1.365.28') (I .633.929) (3.027.955) (1,037,218) (13.537) 

Prior Period Adjustment 

Aog07 - OctOR Jim07 - AugOR 74,650 74,650 

61.113 
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KENTUCKY UTILITIES COMPANY 

Response to Information Requested in Appendix B of 
Commission's Order Dated August 18,2009 

Case No. 2009-0031 0 

Question No. 3 

Witness: Shannon LA. Charnas 

Q-3" Provide the calculations, assumptioiis, workpapers, and other supporting 
documents used to determine the amounts KU has reported for Pollution Control 
Deferred Income Taxes during the billing period under review. 

A-3. KU calculates Deferred Income Taxes as the taxable portion of the difference 
between book depreciation, using straight line depreciation, and tax depreciation, 
generally using 20 year MACRS accelerated depreciation or 5 or 7 year rapid 
amortization. Accelerated depreciation results in a temporary tax savings to the 
Conipany and tlie Accumulated Deferred Tax balance reflects the value of those 
temporary savings as a reduction to e~ivironmental rate base. 

See the attachment for the calculation of Deferred Income Taxes and the balance 
of Accuniulated Deferred Income Taxes reported each month of tlie review 
period. 

In 2007, KU filed a depreciation study with the Kentucky Commission (Case No. 
2007-OOSCS). In 2008, the Kentucky Commission issued an Order consolidating 
the depreciation study case with the base rate case (Case No. 2008-00251). On 
February S , 2009, the Kentucky Commission approved the rate case settlement 
agreement that established new book depreciation rates tliat went into effect in 
February 2009, resulting in tlie change in that month's expense showii in the 
attached schedules. 
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KENTUCKY UTILITIES COMPANY 

Response to Information Requested in Appendix B of 
Commission’s Order Dated August 18,2009 

Case No. 2009-0031 0 

Question No. 4 

Witness: Shannon L,. Charnas 

4-4. Provide the percentage of KU’s long-term debt that has a variable interest rate as 
of the last expense month in the applicable billing period under review. 

A-4. For the last expense inoiith of the billing period of May 1, 2007 through April 30, 
2009, the percentage of KU’s long-tenii debt with a variable rate was 20%. 





KENTUCKY UTILITIES COMPANY 

Response to Information Requested in Appendix R of 
Commission’s Order Dated August 18,2009 

Case No. 2009-0031 0 

Question No. 5 

Witness: Shannon L. Charnas 

Q-5. Refer to ES Form 2.50, Pollution Control - Operations &, Maintenance Expenses, 
for the September 2008 through February 2009 expense ~nonths. For each expense 
account number listed on this schedule, explain the reason(s) for any change in  
tlie expense levels fi-om month to month if that change is greater than plus or 
minus 10 percent. 

A-5. Attached please find a schedule showing tlie changes in operations and 
inaiiiteiiance expense accounts for September 2008 through February 2009 
expense nionths. The changes in the expense levels are reasonable and occurred 
as a part of routine plant operations and maintenance. 

Monthly variances in the NOx operation expenses, account 5061 04, and the 
sorbent injection operation expenses, account SO6 109, result from the timing of 
the operation of the NOx removal systems (SCRs). The SCRs were operated 
during the 2008 ozone season (May - September), then in December 2008 to earn 
early reduction credits and prepare for the mandatory year-round SCR operation 
that began in January 2009. Consuniables were purchased in the months prior to 
this in preparation for the December 2008 start. 

Fluctuations in the NOx maintenance expenses, account 51 21 01, are the result of 
corrective maintenance in October 2008, catalyst testing in November 2008, 
repairs in December 2008, and catalyst cleaning and repairs during an annual unit 
maintenance outage in February 2009. 

Fluctuations in the scrubber operation expenses, account 502006, are the result of 
regular operation of the Ghent FGDs. These are variable production expenses and 
will fluctuate with generation, coal quality and the SO1 removal rate. Monthly 
variances in account 5 12005, scrubber maintenance, are the result of regular 
maintenance of the FGDs at Ghent. Monthly variances in account 5 121 02, 
sorbent injection maintenance, includes labor and materials related to repairs in  
December 2008, January 2009, and February 2009, and reguIar system 
maintenance at Ghent. 



0 
Y 

0 
I 





Response to Question No. 6 
Page 1 of 2 

Conroy 

KFNTUCKY UTILJTIES COMPANY 

Response to Information Requested in Appendix B of 
Commission’s Order Dated August 18,2009 

Case No. 2009-0031 0 

Question No. 6 

Witness: Robert M. Conroy 

Q-6. KRS 278. I 83(3) provides that, during the two-year review, the Commission shall, 
to the extent appropriate, incorporate surcharge amounts found just and 
reasonable into the existing base rates of the utility. 

a. Provide the surcharge amount that KTJ believes should be incorporated into its 
existing base rates. Include all supporting calculations, workpapers, and 
assumptions. 

b. The surcharge factor reflects a percentage-of-revenue approach, rather than a 
per-kWh approach. T a l h g  this into consideration, explain how the surcharge 
amount should be incorporated into KU’s base rates. Include any analysis that 
KU believes supports its position. 

c. Provide the Base Period Jurisdictional Environmental Surcharge Factor 
(“BESF”) that reflects all environmental surcharge amounts previously 
incorporated into existing base rates and the amount determined in part (a). 
Include all supporting calculations, workpapers, and assumptions. 

d. Does ItU believe that modifications will be needed to either the surcharge 
mechaiiisni or the monthly surcharge reports, other than a revision to BESF, 
as a result of incorporating additional environmental surcharge amounts into 
KU’s existing base rates? If yes, provide a detailed explanation of the 
modifications and provide updated monthly surcharge reports. 

A-6. a. KU is proposing to roll-in $86,667,849 of incremental environmental 
surcharge revenues into base rates resulting in total environmental surchargc 
revenues in base rates of $1 36,l 85,63 1. Please see the attached schedule for 
the determination of the roll-in amount. 

1). The Commission previously approved IW’s proposed roll-in methodology in 
Case No. 2007-00379 which spread the amount of the roll-in to the energy 
portion of rates witliout a demand charge and to the demand portion of all 



Response to Question No. 6 
Page 2 of 2 

Conroy 

rates tliat include a separately metered and billed demand component. 
Lighting rates continue to be billed 011 a per-light basis. KU recommends that 
this ~iietliod continue to be used to acconiplisli the roll-in to base rates 

c. Attached is an illustrative calculation of tlie Base Period Jurisdictional 
Environmental Surcliarge Factor (“BESF”) using tlie 1 2-month period ending 
February 2009 based 011 the current methodology. 

As discussed in Mr. Coiiroy’s testimony, KTJ is proposing to modify tlie 
determination of tlie iiioiithly eiivironnieiital billing factor using actual base 
rate revenues. If the Coiiiinission approves KU’s proposed modifications, tlie 
use of a BESF percentage will iiot be necessary. 

If the Cornrnission does iiot approve KU’s proposed modifications, KU will 
recalculate the BESF following the Coiiiniission’s Order in this proceeding 
based upon tlie most recent 12-rriontli period for which information is 
avai 1 ab1 e I 

d. No. The incorporation of additional eiiviroimental surcharge revenues into 
existing base rates does not require modifications to tlie surcharge mechanism 
or monthly ES Fornis. However as explained in Mr. Conroy’s testimony, I<U 
is proposing modifications to the way the mechanism is calculated. If 
approved, the niodificatioiis will necessitate revisions to the monthly ES 
Forms as discussed in Mr. Coriroy’s testimony. 
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Kentucky Utilities Company 

Calculation of ECR Roll-in At February 28,2009 

Calcu la t ian  of R e v e n u e  Requirement for Roll-In: 
Environmental 

Compliance Plans 
at Feb. 28.2009 

Environmental Compliance Rate Base 
Pollution Control Plant in Service 
Pollution Control CWlP Excluding AFUDC 

ES Form 2.00, February 2009 
ES Form 2.00, February 2009 

688,693,392 
609,548,490 

Subtotal 1,298,241,882 

Additions: 
Limestone, net of amount in base rates 
Emission Allowances, net of amount in base rates 
Cash Working Capital Allowance 

Deductions. 
Accumulated Depreciation on Pollution Control Plant 
Pollution Control Deferred Income Taxes 
Pollution Control Deferred Investment Tax Credit 

Environmental Compliance Rate Base 

Rate of Return -- Environmental Compliance Rate Base 

Return o n  Environmental Compliance Rate Base 

Pollution Control Operating Expenses 
12 Month Depreciation and Amortization Expense 
12 Month Taxes Other than Income Taxes 
12 Month Operating and Maintenance Expense 

689,005 
4,202 

1,014,107 
Subtotal 1,707,314 

ES Form 2 00, February 2009 
ES Form 2.00, February 2009 
ES Form 2.00, February 2009 

ES Form 2.00, February 2009 
ES Form 2.00, February 2009 
ES Form 2.00, February 2009 

50,725,432 
43,419,014 
23,755,600 

Subtotal 117,900,046 

ES Form 1.10, February 2009 11.12% 

See Support Schedule A 24,486,355 
1,368,589 See Support Schedule A 

See S U D D O ~ ~  Schedule A 8.1 12.850 

Return on Environmental Compliance Rate Base 
Pollution Control Operating Expenses 
Less Gross Proceeds from By-product & Allowance Sales 

Roll In Amount 

$ 13 1,443,865 

I .  

12 Month Emission Allowance Expense, net of amounts in base rates See Support Schedule A 

Total Pollution Control Operating Expenses 

Gross Proceeds from By-product & Allowance Sales 

Total Company Environmental Surcharge Gross Revenue Requirement -- Roll In Amount 

See Support Schedule B 

Roll In Jurisdictional Environmental Surcharge Factor: 

$ 1,182,049,150 

Jurisdictional Allocation Ratio -- Ro l l  In See Support Schedule C 

Jurisdictional Revenues for 12 Months for Roll In See Support Schedule C 

Total Company Environmental Surcharge Gross Revenue Requirement -- Roll In Amount 

Jurisdictional Allocation Ratio -- Roll In 

Jurisdictional Environmental Surcharge Gross Revenue Requirement -- Gross Roll In Amount 

.llJriSdiCtiOnal Environmental Surcharge Gross Revenue Requirement -- Net Roll In Amount 
Less Jurisdictional Environmental Revenue Previously Rolled In 

. .  
478,162 

$ 34,445,956 

300.541 

131,443,865 
34,445,956 

300.54 1 

$ 166,190,362 

81.9456% 

1,104,927,147 

$ 166,190.362 

81.9456% 

136.185.631 
49,517,782 

$ 86,667,849 

Base Revenues for the 12-Months Ending February 2009 $ 1,033,685,590 

BESF, Gross Rall-in Amount 13.1748% 
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Support Schedule A 
12 Month Balances for Selected Operating Expense Accounts 

Total 
Emission 

Allowance 
Amortization Income Taxes Operating and Maintenance Expense Expense 
Steam Plant FERC 502 FERC 506 FERC 512 FERC 509 

Depreciation & Taxes Other than 

Mar-08 1,158,571 106,605 144,582 28.236 42,208 1,480,202 
Apr-08 1,158,571 106,605 68.868 147,526 69,875 33,822 1,585,267 
May-08 1,158,571 106,605 1 1  1,051 495,185 76,509 31,693 1,979,614 
Jun-08 1,532,692 106,605 134,901 626,728 43,446 37,634 2.482.006 
JuI-08 2,2 19,9 14 106,605 194,097 480,704 53,102 35,527 3,089,949 

Sep-08 2,539,312 106,605 141,622 890,133 32,475 32,469 3,742,616 
Oct-08 2,542,920 106,606 152,866 62,929 47.986 29,267 2.942,574 
N0v-08 2,546,527 106.61 1 184,043 102,573 64,072 249,574 3,253,400 
Dec-08 2,546.527 106,606 215,838 8 13,882 81,149 9,418 3,773,420 
Jan-09 2,546,527 151,270 229,022 640,633 76,168 28 3,643.648 
Feb-09 2,000,060 151.26 1 176,509 302,793 153,109 23 2.783,755 

Totals 24,486,355 1,368.589 1,937,374 5,411,033 764,443 478.162 34,445,956 

Aug-08 2,536,163 106,605 183,975 847,947 38,316 34,843 3,747,849 

less Base Rate amount (58,344) (58,344) 

1,587,592 4,434,102 626,427 
Support Schedule B 

12 Month Balances for Allowance Sales and By-product Sales 

Total Proceeds 
from Allowance Proceeds from By Total All Sale 

Sales Product Sales Proceeds 
ES Form 2 00 ES Form 2 00 

Mar-08 296,941 296,941 
Apr-08 
May-08 
Jun-08 
JuI-08 
AUg-08 
Sep-08 
Oct-08 
NOV-08 3,600 3,600 
Dec-08 
Jan-09 
Feb-09 

Totals 300,54 1 300,54 1 

Support Schedule C 
12 Month Balances for Jurisdictional Revenues and Allocation Ratio 

Mar-08 
Apr-08 
May-08 
Jun-08 
JuI-08 
AUg-08 
Sep-08 
Oct-08 
NOV-08 
Dec-08 
Jan-09 
Feb-09 

Totals 

KY Retail 
Revenues, Excl 

Envir Surch 
Revenues 

ES Form 3 00 

$ 90,Ol 1,673 
86,49 1,959 
75,451,022 
83,95 1,606 
93,221,969 

104,254,254 
99,877,189 
85.409.832 
82.972.729 
97,049,432 

103,209,469 
103,026,013 

Total Company 
Revenues, 

Excluding Envir 
Surch Revenues 

ES Form 3 00 

$ 110,700,300 
102,lO 1,969 
92,425,802 

100,585,049 
115,064,303 
122,42 1,616 
121,105,848 
110,372,703 
109,872,798 
12 1,361,306 
123,154,296 
119,201,244 

KY Retail 
Allocation 

Ratio 

Total 
Company 

81 3111% 
84 71 14% 
81 6342% 
83 4633”h 
81 0173% 
85 1600% 
82 47 10% 
77 3831% 
755171% 
79 9674% 
83 8050% 
86 4303% 

$ 1,104,927,147 $ 1,348,367,234 81.9456% 

Mar-08 
Apr-08 
May-08 
Jun-08 
JuI-08 
AUg-08 
Sep-08 
OCl-08 
NOV-08 
Dec-08 
Jan-09 
Feb-09 

Base Customer, 
Energy, and 

Demand 
Revenue 

ES Form 3 00 

89,730,735 
79.2 15,520 
73,722,800 
8 1,577,064 
91,497,390 
90,868,140 
90,521.028 
76,940,137 
74,813.379 
92,880,410 
97,188,749 
94,730,238 

1,033,685,590 





KENTUCKY UTILITIES COMPANY 

Response to Information Requested in Appendix B of 
Commission’s Order Dated August 18,2009 

Case No. 2009-0031 0 

Question No. 7 

Witness: Shannon E. Charnas 

Q-7. 111 Case No. 2000-00439, the Cornmission ordered tliat KT_J’s cost of debt and 
preferred stoclc would be reviewed and reestablished during the six-month 
review case. Provide the following information as of February 28, 2009: 

a. The outstanding balances for long-term debt, short-teim debt, preferred stoclc, 
and common equity. Provide this irifonnation for total conipany and Kentucky 
jurisdictional bases. 

b. The blended interest rates for long-term debt, short-term debt, and preferred 
stock. Include all slipporting calculations showing how these blended interest 
rates were deterinined. If applicable, provide the blended interest rates for 
total company and Kentucky jurisdictional bases. 

c. KU’s calculatio~i of its weighted average cost of capital for environinental 
surcharge purposes. 

A-7. a. Please see the attachment. There was no preferred stock as of February 28, 
2009, therefore it is not listed in  the attached schedule. 

b. Please see the attacliment. There was no preferred stock as of February 28, 
2009, therefore it is not listed in the attached schedule. 

c. Please see the attachment. KU is utilizing a return on equity of 10.63% as 
approved by the Commission in its February 5 ,  2009 Order in Case No. 2008- 
002s 1. 
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Kentucky Utilities Company 
Outstanding Balances - Capitalization 

As of February 28,2009 

1 2 3 
Outstanding Balance 

Outstanding Balance KY Jurisdicational 
Total ComDanv 87.57% 

1 Long-Term Debt $1,531,779,405 $1,341,379,225 

2 Short-Term Debt $29,250,954 $25,615,060 

3 Common Equity $1,743,311,639 $1,526,618,002 



1 Long-Term Debt 

2 Short-Term Debt 

Attachment to Response to Question No. 7 (b) 
Page 1 o f 2  

Charnas 

Kentucky Utilities Company 
Blended Interest Rates 

As of February 28, 2009 

1 
Blended Interest Rate 

Total Company 

4.64% 

0.79% 
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KENTUCKY UTILITIES COMPANY 
ANALYSIS OF THE EMBEDDED COST OF CAPITAL A I  

February 28,2009 

LONG-TERM DEBT 

Pollution Control Bonds 
Mercer Co 2000 Senes A 

Carroll Co 2002 Senes A 

Carroll Co 2002 Series 8 

Muhlenberg Co 2002 Senes A 

Mercer Co 2002 Senes A 

Carroll Co 2002 Series C 

Carroll Co 2004 Senes A 

Carroll Co 2006 Senes B 
Carroll Co 2007 Senes A 

Tnmble Co 2007 Series A 

Carroll Co 2008 Senes A 
Called Bonds 
T o l d  Exlernal Debl 

Notes Payable Io Fidelia Corp 
Notes Payable lo Fidelia Corp 
Notes Payable lo Fidelia Corp 
Noles Payable lo Fidelia Corp 
Noles Payable lo Fidelia Corp 
Notes Payable Io Fidelia C o p  
Noles Payable lo Fidelia Corp 
Noles Payable lo Fidelia Corp 
NoIes Payable lo Fidelia Corp 
Noles Payable lo Fidelia Corp 
Noles Payable lo Fidelia Corp 
Noles Payable lo Fidelia Corp 
Notes Payable io Fidelia Corp 
Noles Payable lo Fidelia Corp 
Noles Payable lo Fidelia Corp 
Noles Payable lo Fidelia Corp 
Notes Payable Io Fidelia Corp 
Noles Payable Io Fidelia Corp 

Tolal Internal Debl i 

__ Due 

05/0 1/23 

02/01/32 

02/01/32 

02/01/32 

02/01/32 

1010 1 /32 
1 0/01/34 

1 OlO1 134 

02/0 1/26 

03/01/37 

02/0 1/32 

11/24/10 
01/16/12 
04/30/13 
0811 5/13 
12/19/14 
07/08/15 
1 212 1/ 1 5 
10/25/16 
06/20/17 
07/25/18 
081271 1 8 
12/17/18 
1 01251 19 
02/07/22 
05/22/23 
09/14/28 
06/23/3G 
03/30/37 

- Rate 

0 70000"% * 
1 10000% 
1 10000% * 
1 10000% * 
1 10000% * 

0 90000% 

0 92000%> * 

0 70700% 

5 75000% * 
6 00000% * 
0 90000% 

4 240% 
4 390% 
4 550% 
5310% 
5 450% 
4 735"/" 
5 360% 
5 675% 
5 980% 
6 160% 
5 645% 
7 035% 
5 7 10% 
5 690% 
5 850"% 
5 960% 
6 330% 
5 860% 

Tolal 

Annualized Cost 
Aniorlized Debt Amortized Loss- 

lnlereslfincome) Issuance Expense Premium Reaquired Debl mi 

12,900,000 

20.930.000 

2,400,000 

2,400,000 

7.400.000 

96,000.000 

50,000,000 

54,000,000 

17,875,000 

8.927.000 

77,947,405 

350,779,405 

33,000,000 
50,000,000 

100,000,000 
75,000,000 

100,000,000 
50,000,000 
75.000.000 
50,000,000 
50,000,000 
50,000.000 
50,000,000 
75.000.000 
70,000,000 
53,000,000 
75,000,000 

100,000.000 
50,000,000 
75,000,000 

90,300 

230,230 

26,400 

26.400 

81.400 

678.720 

450,000 

496.800 

1,027,813 

535,620 

701.527 

4.345.210 

1,399,200 
2,195,000 
4,550,000 
3.982.500 
5,450,000 
2.367.500 
4,020,000 
2,837.500 
2,990,000 
3.080.000 
2.822.500 
5.276.250 
3.997.000 
3.015,700 
4.387.500 
5.960.000 
3,165.000 
4,395,000 

4.104 

2,856 

1.140 

3.180 

72.838 

44.787 

33,166 

15,484 

26.136 

203,691 

41.839 132.139 

36.300 270,634 

4 164 33.420 

12,744 40.284 

15.660 100.240 

186,036 937.594 

102 154 552.154 

54 1.587 

1,060,979 

551,104 

727,663 
197.927 t 197.927 

0 00 596.824 5.145.725 

1,399,200 
2,195,000 
4,550.000 
3.982.500 
5,450,000 
2.367.500 
4,020,000 
2.837,500 
2,990.000 
3.080.000 
2,822,500 
5.276.250 
3,997,000 
3,015,700 
4,387.500 
5,960.000 
3,165,000 
4,395,000 

Embedded 
J&& 

102 

129 

139 

168 

135 

0 98 

1 i o  
1 00 
5 94 

6 17 

0 93 

1034%j 
4 24 
4 39 
4 55 
5 31 
5 45 
4 74 
5 36 
5 68 
5 98 
6 16 
5 65 
7 04 
5 7 1  
5 69 
5 85 
5 96 
6 33 
5 86 

1,181,000,000 65,890.650 65.890.650 

596.824 71,036.375 1,531,779,405 70.235.860 203.691 , 0.00 

SHORT TERM DEBT 

Annualized Cos1 
Embedded 

&e -1 -1 -e Premium - Tolal cosl 

lotes Payable to Associated Company 0 79091 * 29.250.954 231.083 231.083 0 79% 

Tolal 29.250.954 231.083 231,083 

Embedded Cost of Total Deb1 

Composile rale at end of current niontli 

Z Series P and R bonds were redeemed i l l  2003. and 2005. respeclively They were not replaced with ollier bond series The remaining unamortized expense IS 
beirig arnoriized over llie remainder 01 llie onginal lives (due 5/15/07 6/1/25. 6/1/36. and 6/1/36 respectively) of the bonds as loss on reaqiiired deb1 

71.267.458 1-1 
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Attachment to Response to Question 7 (c) 

C 11 a r nas 
Page 2 of 2 

ECR - Gross-up Revenue Factor & 
Composite Income Tax Calculation 
2009 

Assume pre-tax income of 

State income tax (see below) 

Taxable income for Federal income tax 
before production credit 

L,ess: Production tax credit 

Taxable income for Federal income tax 

Federal income tax 

Total State and Federal income taxes 

Gross-up Revenue Factor 

2009 
Federal & State 

Production Credit 
WI 6% 2009 State 
Tax Rate Included 
% 100.0000 

5.6604 

94.3 3 96 

5.6604 
6% 

88.6792 

3 1.0377 

$ 36.698 1 

63.3019 

Therefore, the composite rate is: 
Federal 
State 
Total 

3 1.0377% 
5.6604% 

3 6.698 1 %I 

State Income Tax Calculation 
Assume pre-tax income of 

Less: Production tax credit 

Taxable income for State income tax 

State Tax Rate 

State Income Tax 

$ 100.0000 

(37) 

5.6604 ( 8 )  

94.3396 (29)-(3 11 

6.0000'% 

5.6604 (33)*(35) 


