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DIRECT TESTIMONY OF LANE KOLLEN

1
2

I. QUALIFICATIONS AND SUMMARY

3

Q.

Please state your name and business address.

4

A.

My name is Lane Kollen. My business address is J. Kennedy and Associates, Inc.

5

("Kennedy and Associates"), 570 Colonial Park Drive, Suite 305, Roswell,

6

Georgia 30075.
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Q.

Please state your occupation and employer.

3

A.

I am a utility rate and planning consultant holding the position of Vice President

4

and Principal with the firm of Kennedy and Associates.

5
6

Q.

Please describe your education and professional experience.

7

A.

I earned a Bachelor of Business Administration in Accounting degree and a

8

Master of Business Administration degree from the University of Toledo. I also

9

earned a Master of Arts degree in theology from Luther Rice University. I am a

10

Certified Public Accountant (“CPA”), with a practice license, a Certified

11

Management Accountant (“CMA”), and a Chartered Global Management

12

Accountant (“CGMA”). I am a member of numerous professional organizations,

13

including the American Institute of Certified Public Accountants, the Institute of

14

Management Accounting, and the Society of Depreciation Professionals.

15

I have been an active participant in the utility industry for more than forty

16

years, initially as an employee of an electric and natural gas utility, then as a

17

consultant assisting utilities in their resource planning and financial analyses, and

18

thereafter as a consultant assisting government agencies and large users of

19

electricity and natural gas utility services. I have testified as an expert witness on

20

ratemaking, accounting, finance, tax issues, and planning issues in proceedings

21

before regulatory commissions and courts at the federal and state levels on

22

hundreds of occasions, including numerous proceedings before the Kentucky

23

Public Service Commission (“Commission”) involving Kentucky Utilities
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Company (“KU” or “Company”), Louisville Gas and Electric Company (“LG&E”

2

or “Company”), Kentucky Power Company (“KPCo”), Duke Energy Kentucky,

3

Inc. (“Duke Energy Kentucky”), East Kentucky Power Company (“EKPC”), Big

4

Rivers Electric Corporation (“BREC”), Atmos Energy Corporation (“Atmos”),

5

Columbia Gas of Kentucky, Inc. (“Columbia Gas”), Kentucky-American Water

6

Company (“KAW”), and Water Service Corporation of Kentucky (“WSCK”). 1

7
8

Q.

On whose behalf are you testifying?

9

A.

I am testifying on behalf of the Office of the Attorney General of the

10

Commonwealth of Kentucky (“AG”) and Kentucky Industrial Utility Customers,

11

Inc. (“KIUC”), which together represent residential and large industrial

12

manufacturers taking electric service on the KU and LG&E (collectively,

13

“Companies”) systems. The AG and KIUC have been active participants in all

14

significant KU and LG&E rate and certification proceedings for many years.

15
16

Q.

What is the purpose of your testimony?

17

A.

The purpose of my testimony is to summarize the AG and KIUC adjustments to

18

the Companies’ requested increases in their base and environmental cost recovery

19

(“ECR”) surcharge revenues 2 and address specific issues that affect these

20

increases, including the timing and form of recovery of the net book value and

1

My qualifications and regulatory appearances are further detailed in my Exhibit___(LK-1).
In addition to the base rate increases requested in these proceedings, the Companies request that
the Commission increase the depreciation rates and return on equity reflected in the ECR.
2
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future decommissioning costs of the Companies’ retired coal-fired and gas-fired

2

generating units.

3
4

Q.

What is the most significant issue in these proceedings?

5

A.

The single most significant issue in these proceedings is the recovery of the

6

remaining net book value of the Companies’ coal-fired generating units and the

7

decommissioning costs incurred after they are retired.

8

The Companies propose shorter remaining service lives for their coal-fired

9

generating units for depreciation purposes, and therefore, significant increases in

10

the depreciation rates and depreciation expense in these proceedings, although

11

they emphasize that the probable retirement dates developed for this purpose are

12

not commitments to actually retire the generating units on those earlier dates.

13

The Companies’ request increases in depreciation rates for the coal-fired

14

generating units that will increase KU’s jurisdictional depreciation expense by

15

$61.995 million and LG&E’s electric depreciation expense by $63.211 million.

16

The increases in depreciation expense are reflected primarily in the requested

17

increases to the Companies’ base revenues, but also will result in increases to

18

their ECR revenues.

19

The largest increases in proposed depreciation rates and expense are for

20

KU’s Brown 3 generating unit and LG&E’s Mill Creek 1 and Mill Creek 2

21

generating units. The proposed increase in the Brown 3 depreciation rates and

22

expense comprises $41.769 million of KU’s claimed base revenue requirement
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and another $1.786 million increase in the ECR revenue requirement. 3

2

proposed increases in the Mill Creek 1 and Mill Creek 2 depreciation rates and

3

expense comprise $44.837 million of LG&E’s claimed electric base revenue

4

requirement (there are no current ECR projects for these generating units). 4

The

5

This pattern of dramatic increases in depreciation rates and depreciation

6

expense will be magnified and repeated in future rate proceedings if additional

7

carbon emission reductions are mandated, carbon emission taxes are imposed, or

8

other regulations and requirements are enacted or imposed and the probable or

9

actual retirement dates of the coal-fired generating units are accelerated even

10

more.

11

The Commission has the opportunity in these proceedings to address the

12

timing and form of recovery of the net book value of these coal-fired generating

13

units and future decommissioning costs, along with the cost and form of

14

financing, in a comprehensive manner that will minimize the effects on customers

15

while providing the Companies full recovery of their prudent and reasonable

16

costs.

17

I address these issues in my testimony and make recommendations that

18

provide a comprehensive ratemaking and financing framework for recovery of

19

these costs in these proceedings and future ratemaking proceedings as the

20

statutory and other requirements, as well as the economics, continue to evolve in

21

the future.

3
This amount is the increase in depreciation expense only and does not include gross-ups or the
return on rate base.
4
Id.
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2

Q.

Please summarize your testimony.

3

A.

I recommend that the Commission reduce KU’s requested base rate increase by at

4

least $122.235 million, to no more than $47.885 million compared to its requested

5

increase of $170.121 million. I recommend that the Commission reduce KU’s

6

ECR rate increase by at least $5.452 million, to reflect a rate decrease of $0.242

7

million compared to its requested increase of $5.210 million after the Company’s

8

proposed roll-in of certain ECR projects into the base revenue requirement.

9

I recommend that the Commission reduce LG&E’s requested electric base

10

rate increase by at least $101.039 million, to no more than $30.034 million

11

compared to its requested increase of $131.073 million. I recommend that the

12

Commission reduce LG&E’s ECR rate increase by at least $3.261 million, to no

13

more than $1.344 million compared to its requested increase of $4.605 million

14

after the Company’s proposed roll-in of certain ECR projects into the base

15

revenue requirement.

16

I recommend that the Commission reduce LG&E’s requested gas base rate

17

increase by at least $30.383 million, to a rate decrease of at least $0.395 million

18

compared to its requested increase of $29.988 million.

19

The following table lists each AG and KIUC adjustment and the effect on

20

each Company’s claimed base and ECR rate increases. The amounts for KU are

21

shown on a Kentucky jurisdiction basis and the amounts for LG&E are shown
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separately for electric and gas. 5

2
3
Kentucky Utilities Company and Louisville Gas & Electric Company
Summary of Revenue Requirement Adjustments-Jurisdictional Electric Operations
Recommended by AG-KIUC
Case Nos. 2020-00349 and 2020-00350
For the Test Year Ended June 30, 2022
($ Millions)

KU
Amount

4

LG&E
Electric
Amount
131.073

LG&E
Gas
Amount

Base Rate Increase Requested by Companies

170.121

29.988

AG and KIUC Rate Base Issues
Utilize Rate Base Instead of Capitalization to Reflect Return On Component for Base Rates
Modify CWC to Exclude Non-Cash Amounts
Exclude Non-Cash Pension and OPEB Related Asset and Liability Amounts
Exclude All Account 184 Pension Clearing Account Amounts
Reduce Account 186 to Correct Company Error in Projected Balances
Remove 95% of Corrected Account 186 Balance to Reflect as CWIP
Reduce CWIP by the Amount of Vendor Financing in Accounts Payable
Remove the Remainder of CWIP from Rate Base
Adjust Accumulated Depreciation and ADIT for Depreciation Expense Changes

(3.420)
(4.592)
(7.021)
(0.498)
(0.249)
(1.128)
(1.720)
(12.334)
1.414

(0.645)
(3.267)
(7.460)
(0.563)
(0.085)
(0.458)
(0.865)
(5.160)
1.509

(0.848)
(0.531)
(2.254)
(0.177)
(0.644)
(3.841)
-

AG and KIUC Operating Income Issues
Reduce Payroll and Related Expenses Due to Excessive Staffing Levels
Normalize Generation Outage Exp Using 8 Year Actual, Adj for Retirements and Inflation
Reduce Pension and OPEB Expenses to 2020 Levels
Remove 401K Matching Costs for Employees Who Also Participate in Defined Benefit Plan
Remove Increases for Outside Services in Account 923
Reduce Increases for Miscellaneous Expenses in Account 588
Reduce Increase for Maintenance of Mains in Account 868
Reduce Depreciation Expense to Reflect Present Depr. Rates for Brown 3 and Mill Creek 1 & 2

(5.120)
(3.887)
(1.453)
(0.848)
(3.308)
(0.667)
(41.976)

(7.502)
(1.578)
(1.676)
(0.661)
(3.268)
(0.429)
(45.019)

(3.119)
(0.577)
(0.220)
(1.372)
(9.729)
-

AG and KIUC Cost of Capital Issues
Reduce LTD Rate Related to June 30, 2021 Issuance
Reduce Return on Equity from 10.0% to 9.00%

(0.442)
(34.985)

(0.590)
(23.323)

(0.174)
(6.897)

Total AG-KIUC Adjustments to Companies Base Rate Increases

(122.235)

(101.039)

(30.383)

Maximum Base Rate Increase After AG and KIUC Adjustments

47.885

30.034

(0.395)

Environmental Surcharge Increase Based on Requested Return on Equity
Environmental Surcharge Increase Based on Requested Depreciation Rate Changes
AG-KIUC Reduce LTD Rate Due to June 30, 2021 Issuance
AG-KIUC Reduce Return on Equity from 10.0% to 9.00%
AG-KIUC Reduce Depreciation Expense for Brown Unit 3
Maximum ECR Increase After AG and KIUC Adjustments

1.390
3.820
(0.046)
(3.673)
(1.734)
(0.242)

1.211
3.394
(0.080)
(3.181)
1.344

Maximum Net Rate Increases After AG and KIUC Adjustments

47.643

31.378

(0.395)

5
6

In the subsequent sections of my testimony, I address each of the issues

5

The calculations are detailed in my workpapers for each Company, which have been filed with
my testimony in the form of an Excel workbook in live format.
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reflected in the preceding table in greater detail. I also quantify the effects of AG

2

and KIUC witness Mr. Richard Baudino’s recommendation to reduce the cost of

3

long-term debt and authorize a return on equity of 9.0% for the base and ECR

4

revenue requirements.

5

I recommend numerous changes in the timing, form, and/or methodology

6

for cost recovery sought by the Companies in this and future rate proceedings, the

7

first four of which affect the base rate increases in these proceedings and the last

8

of which affects the computation of the off-system sales adjustment clause

9

(“OSSAC”) rider.

10

First, I recommend that the Commission adopt a new Retirement Rider

11

that will allow the Companies to recover the actual remaining net book value and

12

actual decommissioning costs of coal-fired and gas-fired generating units after

13

they are retired, net of the savings in non-fuel operation and maintenance

14

(“O&M”) expenses, other operating expenses, and the decline in the return on rate

15

base compared to the costs included in the base revenues until the costs are

16

removed when base rates are reset in a future base rate case proceedings.

17

The Retirement Rider is patterned, in part, after the Decommissioning

18

Rider adopted by the Commission for Kentucky Power Company to recover the

19

costs of the Big Sandy 2 and Big Sandy 1 coal-fired assets after they were retired

20

on a levelized (annuitized) basis. In addition, the Retirement Rider will facilitate

21

the Companies’ use of low-cost securitization financing to payoff these stranded

22

costs and reduce the costs to customers, as well as incentivize the Companies to

23

support securitization financing and enabling legislation.
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Second, I recommend that the Commission utilize rate base instead of

2

capitalization for the return on component of the base revenue requirement. The

3

return on rate base approach is more precise than capitalization and is consistent

4

with the Commission’s decisions to adopt the rate base approach for Duke Energy

5

Kentucky in its most recent electric and gas base rate cases, Kentucky Power

6

Company in its most recent base rate case, and its historic use for other investor-

7

owned utilities subject to the Commission’s ratemaking jurisdiction.

8

Third, I recommend that the Commission exclude construction work in

9

progress (“CWIP”) from rate base, or capitalization if the rate base approach is

10

not adopted, and instead direct the Companies to capitalize their construction

11

financing costs as additions to CWIP in the form of Allowance for Funds Used

12

During Construction (“AFUDC”) effective when rates are reset in these

13

proceedings. The AFUDC approach ensures that all construction costs, including

14

the financing costs, are included in the Companies’ rate base and recovered over

15

the service lives of the assets rather than recovered as a current cost during the

16

construction period. The AFUDC approach will ensure that the KU and LG&E

17

construction financing costs are treated the same among all large investor-owned

18

utilities subject to the Commission’s jurisdiction for ratemaking purposes,

19

including Kentucky Power Company, Duke Energy Kentucky (electric and gas),

20

Atmos, and Columbia Gas, and treated the same as KU in its FERC jurisdiction.

21

Fourth, I recommend that the Commission calculate the normalized

22

generation outage expense using an inflation-adjusted average of historic actual

23

expenses with no true-up mechanism. I recommend that it reject the Companies’
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proposal to calculate this expense using an average of historic and forecast outage

2

expense, subject to an open-ended true-up and deferral of future actual outage

3

expense compared to the amount included in the base revenue requirement. The

4

use of historic actual expenses and exclusion of forecast expenses ensures that the

5

normalized expense included in the base revenue requirement accurately reflects

6

actual outage expenses, adjusted to remove expense for generating units already

7

retired and for inflation, and that the Companies are properly incentivized to

8

control and minimize future outage expense.

9

Fifth, to the extent the Commission approves the Companies’ requested

10

Certificate of Public Convenience and Necessity (“CPCN”) for the AMI meters

11

and infrastructure and its proposed accounting and ratemaking for the costs of the

12

assets and the deployment, including the requested series of regulatory assets and

13

regulatory liabilities, then I recommend certain modifications to these requests

14

and proposals. The modifications are necessary to ensure that customers pay no

15

more than the Companies’ actual costs, net of the savings that they achieve,

16

including offsets to the recovery of costs through the base revenue requirement

17

they no longer will incur as the AMI meters and infrastructure are deployed, such

18

as meter reading expenses and depreciation expense on the existing meters and

19

infrastructure.

20

Sixth, I recommend that the Commission modify the sharing percentage

21

for off-system sales margins through the OSSAC from the present 75%

22

customers/25% Companies to 100% customers/0% Companies. This change in

23

the sharing percentages will ensure that customers are provided the same share of
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these margins as they pay for the capital related costs, fuel expense, and other

2

non-fuel expenses of the generating facilities included in the base and ECR rates

3

that are used to make these off-system sales.

4
5

Q.

6
7

Does the Companies’ use of a forecast test year ending June 30, 2022 impact
the Commission’s review of their requests?

A.

Yes. Unlike a historic test year based on actual results, a forecast test year is not

8

anchored in actual results. All operating revenues, operating expenses, rate base,

9

capitalization, and cost of capital components are projected based on thousands of

10

assumptions, including programs and approaches that may or not reflect the actual

11

costs that will be incurred from July 1, 2021 through June 30, 2022. In fact,

12

utilities, in conjunction with a forecast test year, have every incentive to

13

understate their revenues and overstate their costs (expenses, capitalized costs

14

(CWIP and plant), and deferrals, among others) to maximize their base revenue

15

increases.

16

revenues and the utilities are not obligated actually to incur the forecast costs once

17

the Commission sets their revenue requirements. In addition, the utilities have

18

every incentive to propose new programs that increase rate base/capitalization,

19

which is the basis for revenues and earnings growth, an important consideration

20

for their shareholders when growth in customer sales is nonexistent or even

21

negative and, therefore, does not contribute to increased revenues and earnings.

The future actual base revenues are not trued-up to the forecast

22

The Commission should carefully and critically review the Companies’

23

requests, particularly when they seek approval for new programs, or include
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expansions of existing programs, along with significant increases in costs, such as

2

increases in transmission and distribution capital expenditures, transmission and

3

distribution maintenance expenses, generation routine and major outage

4

maintenance expenses, and when they seek significant increases in other costs,

5

such as depreciation expense, among others.

6
7
8
9

II. RECOVERY OF NET BOOK VALUE AND DECOMMISSIONING COSTS
OF RETIRED COAL-FIRED GENERATING UNITS

10
11
12

A.

Accelerated Retirements of Coal-Fired Generating Units And Increases In
Depreciation Rates And Expense

13

Q.

Describe the Companies’ requests to increase depreciation rates and expense

14
15

for their coal-fired generating units.
A.

The Companies propose to increase depreciation rates for all coal-fired generating

16

units across all related plant accounts. This is due primarily to the Companies’

17

proposed acceleration of the probable retirement dates, thereby shortening the

18

service lives for these units for depreciation purposes, although they have not

19

made final decisions on the actual retirement dates. 6

20

The most significant increases in depreciation expense are for KU’s

21

Brown 3 and LG&E’s Mill Creek 1 and Mill Creek 2 generating units. KU

22

proposes to accelerate the probable retirement date for Brown 3 from 2035 to

23

2028. LG&E proposes to accelerate the probable retirement dates for Mill Creek

6
The Companies’ proposed accelerated probable retirement dates developed for this purpose are
shown on Mr. Bellar’s Exhibit LEB-2, a study performed by the Companies to determine the economic
retirement dates of their coal-fired generating units.
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1 from 2032 to 2024, and Mill Creek 2 from 2034 to 2028. The Companies also

2

propose changes to the probable retirement dates of Ghent 4, Mill Creek 3, and

3

Mill Creek 4, and Trimble County 1, although the effects of these changes are less

4

significant in proceedings.

5
6

Q.

Should the Companies’ economic study to support earlier probable

7

retirement dates for depreciation study purposes be used to make actual

8

retirement decisions?

9

A.

No. The economic study is based on assumptions about a future that is unknown

10

and uncertain and should not be relied on to make retirement decisions at this

11

time.

12

directed to perform detailed retirement studies sufficiently in advance of their

13

future Integrated Resource Plan (“IRP”) filings so that the Commission and other

14

parties can assess whether the retirements are necessary and economic, whether

15

new resources are necessary, and the extent of the new transmission assets and

16

costs that are necessary as a result of the retirements of existing generating units

17

and the addition of new resources and storage.

As the probable retirement dates approach, the Companies should be

18
19

Q.

Is the timing of the request to increase depreciation rates unusual?

20

A.

Yes. The Companies requested increases in depreciation rates on their coal-fired

21

generating units in Case Nos. 2018-00294 and 2018-00295, their last base rate

22

case proceedings. The Commission authorized the proposed depreciation rates in

23

the context of a settlement of the revenue requirement issues in those proceedings
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less than two years ago in its Orders dated April 30, 2019. Typically, a utility

2

undertakes a depreciation study and seeks to modify depreciation rates no more

3

frequently than every three to five years. That is because the service lives and

4

other assumptions (parameters) rarely change significantly within a shorter

5

period, especially for long-lived assets, such as generating units.

6

In these proceedings, the Companies claim that they “have experienced

7

significant changes in facts and circumstances surrounding their remaining coal-

8

fired generation fleet that must be addressed now in depreciation rates to avoid

9

the risk of stranded assets and inter-generational inequities.” 7

10
11

Q.

Do you agree that there have been sufficiently material changes in facts and

12

circumstances since the Companies’ last rate cases that merit another round

13

of depreciation rate and depreciation expense increases for the Companies’

14

coal-fired generating units?

15

A.

No, although the Companies’ claims and requests highlight the ratemaking and

16

recovery issues that the Commission will need to address, including the claim of

17

intergenerational inequities, in these and future base rate case proceedings. The

18

Retirement Rider and/or securitization that I propose address these concerns.

19
20
21

Q.

How do the proposed depreciation rates and expense compare to the present
depreciation rates and expense for these coal-fired generating units based on

7

Direct Testimony of Paul Thompson at 20-21. Also addressed in the Direct Testimony of Lonnie
Bellar and Direct Testimony of John Spanos.
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the plant in service balances as of the June 30, 2020 date utilized by Mr.

2

Spanos in his depreciation studies?

3

A.

The increases are significant, as shown in the following table.

The most

4

significant are the increases in depreciation rates and expense for the Brown 3 and

5

Mill Creek 1 and Mill Creek 2 generating units. 8 These are the generating units

6

that the Companies most likely will retire in the next eight years; however, they

7

have significant remaining net book values and significant estimated

8

decommissioning costs that the Companies now seek to recover over fewer years

9

in the proposed depreciation rates and expense.

8
The depreciation rates for each generating unit are calculated on a group basis. The Companies
propose depreciation rates for the units at the plant account level. I compare the calculation of the present
and proposed depreciation rates and expense for each generating unit at the plant account level in my
Exhibit___(LK-2).
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KU and LG&E Coal Units
Current and Requested Depreciation Rates and Related Expense
Sourced From 2020 Depreciation Study

Annual

Annual

Current

Requested

Depreciation

Depreciation

Probable

Gross

Average

Average

Expense

Expense

Retirement

Plant

Depr

Depr

Current

Requested

Year

at 6/30/2020

Rate

Rate

Depr Rates

Depr Rates

KU Coal Units
Brown Unit 3 - Including Scrubber

2028

990,387,979

4.96%

9.50%

49,162,482

94,086,343

Ghent Unit 1 - Including Scrubber

2034

613,007,498

4.31%

4.81%

26,430,531

29,460,675

Ghent Unit 2 - Including Scrubber

2034

445,660,451

3.80%

4.46%

16,918,556

19,855,651

Ghent Unit 3 - Including Scrubber

2037

720,912,562

3.32%

3.70%

23,943,256

26,699,569

Ghent Unit 4 - Including Scrubber

2037

1,378,870,113

4.06%

4.70%

55,990,865

64,821,099

Trimble County Unit 2 - Including Scrubber

2066

1,008,915,449

2.10%

2.26%

21,220,783

22,830,475

5,157,754,052

193,666,473

257,753,813

93.75%

93.75%

93.75%

4,835,394,424

181,562,318

241,644,199

Total Coal-Fired Units
KU Retail Allocation
Retail Allocation of All Coal-Fired Units
LG&E Coal Units
Mill Creek Unit 1

2024

266,798,256

5.34%

14.82%

14,248,550

39,533,506

Mill Creek Unit 2 - Including Scrubber

2028

396,439,846

5.95%

10.88%

23,599,187

43,117,326

Mill Creek Unit 3 - Including Scrubber

2039

561,903,238

4.41%

4.49%

24,801,204

25,203,245

Mill Creek Unit 4 - Including Scrubber

2039

1,131,833,870

3.58%

4.64%

40,547,284

52,520,553

Trimble County Unit 1 - Including Scrubber

2045

632,820,311

2.55%

3.10%

16,114,538

19,618,004

Trimble County Unit 2 - Including Scrubber

2066

359,018,035

2.36%

2.54%

8,479,570

9,120,301

127,790,332

189,112,935

Total Coal Units

2

3,348,813,556

3
4

Q.

What are the remaining net book values and estimated decommissioning

5

costs (net salvage) for each coal-fired generating unit at June 30, 2020, the

6

date of the Companies’ depreciation studies?

7

A.

The remaining net book value and estimated decommissioning costs (net salvage)

8

for each coal-fired generating unit at June 30, 2020 are shown in the following

9

tables. 9

9

Id.
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KU and LG&E Coal Units
NBV and Decommissioning Balances as of June 30, 2020
Sourced From 2020 Depreciation Study

Probable

Net Salvage

Total

Added in 2020

to be

Depr Study

Recovered

Retirement

NBV

Escalated Until

at

Year

at 6/30/2020

Retirement Date

6/30/2020

KU Coal Units
Brown Unit 3 - Including Scrubber

2028

701,440,772

39,615,519

741,056,291

Ghent Unit 1 - Including Scrubber

2034

357,093,076

42,910,525

400,003,601

Ghent Unit 2 - Including Scrubber

2034

237,241,451

31,196,232

268,437,683

Ghent Unit 3 - Including Scrubber

2037

383,723,509

50,463,879

434,187,388

Ghent Unit 4 - Including Scrubber

2037

967,054,957

96,520,908

1,063,575,865

Trimble County Unit 2 - Including Scrubber

2066

Total Coal-Fired Units
KU Retail Allocation
Retail Allocation of All Coal-Fired Units

793,163,886

131,159,008

924,322,894

3,439,717,651

391,866,071

3,831,583,722

93.75%

93.75%

93.75%

3,224,735,298

367,374,442

3,592,109,740

LG&E Coal Units
Mill Creek Unit 1

2024

156,687,544

18,675,878

175,363,422

Mill Creek Unit 2 - Including Scrubber

2028

309,122,536

27,750,789

336,873,325

Mill Creek Unit 3 - Including Scrubber

2039

410,743,387

39,333,227

450,076,614

Mill Creek Unit 4 - Including Scrubber

2039

858,426,274

79,228,371

937,654,645

Trimble County Unit 1 - Including Scrubber

2045

374,834,477

69,610,234

444,444,711

Trimble County Unit 2 - Including Scrubber

2066

315,711,480

39,491,984

355,203,464

2,425,525,698

274,090,483

2,699,616,181

Total Coal Units

2
3
4

Q.

5
6

Is this pattern of ever-increasing depreciation rates and depreciation expense
likely to repeat itself in future base rate case proceedings?

A.

Yes. There is a relentless political drive not only to reduce, but to eradicate,

7

carbon emissions and to replace coal-fired generation with renewable and other

8

resources, including storage, regardless of the cost to do so and the relative

9

economics. To the extent there are further accelerations in the potential or actual

10

retirements of coal-fired generating units, the resulting transitions to new

11

generation and storage resources and transmission requirements will impose
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additional costs on KU and LG&E and their customers. These costs will include

2

the acquisition or construction of new generation resources and storage, as well as

3

the construction of new transmission facilities necessary to provide voltage

4

support and ensure reliability as existing generating units are retired and

5

intermittent renewables resources and storage are added.

6
7

Q.

What are the estimated net book values and future decommissioning costs

8

for the Companies’ coal-fired generating units and natural gas-fired

9

generating units at the end of 2035?

10

A.

I have estimated the net book value and future decommissioning cost for each of

11

the Companies’ coal-fired generating units and gas-fired generating units as

12

shown on the following tables at the end of 2035. I used the net negative salvage

13

percentages developed by Mr. Spanos to determine the future decommissioning

14

costs for each unit. Mr. Spanos developed these net negative salvage percentages

15

to use in the Companies’ depreciation studies by escalating the costs of

16

decommissioning to future dollars corresponding with the estimated retirement

17

dates for each unit.

18

I chose the end of 2035 for these estimated costs to correspond to the

19

earliest date cited in President Biden’s recent Executive Order directing various

20

federal agencies and task forces to develop a “comprehensive plan” that “shall

21

aim to use, as appropriate and consistent with applicable law, all available

22

procurement authorities to achieve or facilitate: (i) a carbon pollution-free

23

electricity sector no later than 2035,” and the stated objective of the Executive
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Order to “put the United States on a path to achieve net-zero emissions, economy-

2

wide, by no later than 2050.” 10

3

For KU, using the Company’s proposed new depreciation rates, I estimate

4

the sum of these costs will be $2,220 million at the end of 2035, consisting of the

5

net book value at $877 million and the future decommissioning cost at $367

6

million, or a total of $1,244 million, for the coal-fired generating units and the net

7

book value at $896 million and the future decommissioning cost at $80 million, or

8

a total of $976 million, for the gas-fired generating units.

9

For LG&E, using the Company’s proposed new depreciation rates, I

10

estimate the sum of these costs will be $1,653 million at the end of 2035,

11

consisting of the net book value at $674 million and the future decommissioning

12

cost at $274 million, or a total of $948 million, for the coal-fired generating units

13

and the net book value at $670 million and the future decommissioning cost at

14

$34 million, or a total of $704 million, for the gas-fired generating units.

10

2021.

“Executive Order On Tackling The Climate Crisis At Home And Abroad” dated January 27,

Lane Kollen
Page 20
1
Kentucky Utilities Company
NBV and Decommissioning Balances for Early Retirements as of December 31, 2035
Starting Data Sources From 2020 Depreciation Study
Depreciation Expense Based on Utilization of 2020 Depreciation Study Requested Depreciation Rates

Probable

Net Salvage

Total

Added in 2020

to be

Depr Study

Recovered

Retirement

NBV

Escalated Until

at

Year

at 12/31/2035

Retirement Date

12/31/2035

Coal-Fired Units
Brown Unit 3 - Including Scrubber

2028

(7,451,885)

39,615,519

32,163,634

Ghent Unit 1 - Including Scrubber

2034

16,178,199

42,910,525

59,088,724

Ghent Unit 2 - Including Scrubber

2034

16,856,955

31,196,232

48,053,186

Ghent Unit 3 - Including Scrubber

2037

93,740,143

50,463,879

144,204,022

Ghent Unit 4 - Including Scrubber

2037

168,560,818

96,520,908

265,081,726

Trimble County Unit 2 - Including Scrubber

2066

647,335,441

131,159,008

778,494,450

935,219,671

391,866,071

1,327,085,742

93.75%

93.75%

93.75%

876,768,441

367,374,442

1,244,142,883

Total Coal-Fired Units
KU Retail Allocation
Retail Allocation of All Coal-Fired Units
Gas-Fired Units
Cane Run CC 7

2055

475,933,110

41,945,270

517,878,380

Trimble County CT 5

2042

36,705,094

3,707,760

40,412,854

Trimble County CT 6

2042

37,486,838

3,764,536

41,251,373

Trimble County CT 7

2044

31,791,230

3,011,084

34,802,314

Trimble County CT 8

2044

30,270,165

2,871,635

33,141,800

Trimble County CT 9

2044

30,809,290

2,911,493

33,720,783

Trimble County CT 10

2044

38,914,209

3,622,619

42,536,828

Brown CT 5

2041

20,793,519

1,558,398

22,351,917

Brown CT 6

2039

35,122,969

2,994,572

38,117,541

Brown CT 7

2039

30,007,067

2,396,836

32,403,903

Brown CT 8

2035

27,646,836

2,262,284

29,909,120

Brown CT 9

2034

28,609,643

2,867,081

31,476,724

Brown CT 10

2035

22,595,635

2,193,352

24,788,987

Brown CT 11

2036

37,260,977

3,220,601

40,481,578

Paddy's Run Generator 13

2041

25,775,735

1,960,716

27,736,451

Haefling Units 1,2, and 3

2025

383,995

527,808

911,803

45,266,542

3,704,292

48,970,834

955,372,853

85,520,337

1,040,893,190

93.75%

93.75%

93.75%

895,662,050

80,175,316

975,837,366

1,772,430,491

447,549,758

2,219,980,249

Pipelines to Gas Units
Total Gas-Fired Units and Pipelines
KU Retail Allocation
Retail Allocation of All Gas-Fired Units

2
3

Retail All Coal-Fired and Gas-Fired Units

Various
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Louisville Gas and Electric Company
NBV and Decommissioning Balances for Early Retirements as of December 31, 2035
Starting Data Sources From 2020 Depreciation Study
Depreciation Expense Based on Utilization of 2020 Depreciation Study Requested Depreciation Rates

Probable

Net Salvage

Total

Added in 2020

to be

Depr Study

Recovered

Retirement

NBV

Escalated Until

at

Year

at 12/31/2035

Retirement Date

12/31/2035

Coal Units
Mill Creek Unit 1

2024

9,127,013

18,675,878

Mill Creek Unit 2 - Including Scrubber

2028

(23,885,795)

27,750,789

3,864,994

Mill Creek Unit 3 - Including Scrubber

2039

88,243,175

39,333,227

127,576,402

Mill Creek Unit 4 - Including Scrubber

2039

194,549,637

79,228,371

273,778,008

Trimble County Unit 1 - Including Scrubber

2045

172,015,938

69,610,234

241,626,172

Trimble County Unit 2 - Including Scrubber

2066

234,316,169

39,491,984

273,808,152

674,366,136

274,090,483

948,456,619

Total Coal Units

27,802,891

Other Production - Gas
Cane Run CC 7

2055

234,756,840

13,283,970

248,040,809

Trimble County CT 5

2042

32,533,482

1,797,246

34,330,728

Trimble County CT 6

2042

31,710,616

1,736,793

33,447,409

Trimble County CT 7

2044

37,276,974

1,986,328

39,263,302

Trimble County CT 8

2044

35,691,602

1,892,159

37,583,761

Trimble County CT 9

2044

36,020,642

1,909,551

37,930,193

Trimble County CT 10

2044

44,966,697

2,364,152

47,330,849

Brown CT 5

2041

47,703,650

2,027,149

49,730,799

Brown CT 6

2039

40,330,579

1,996,075

42,326,654

Brown CT 7

2039

37,518,628

1,603,302

39,121,930

Paddy's Run Generator 13

2041

61,916,113

2,223,919

64,140,032

Various

29,555,830

1,396,685

30,952,515

669,981,654

34,217,329

704,198,983

1,344,347,790

308,307,812

1,652,655,602

Pipelines to Gas Units
Total Other Production Gas Units and Pipelines
Total All Fossil Fuel Units

2
3
4

Q.

Do you agree that the remaining net book value and future decommissioning

5

costs should be recovered from customers over the proposed shorter

6

remaining service lives in order to avoid “intergenerational inequities,” as

7

argued by the Companies?

8
9

A.

No. To the contrary, it is the Companies’ request to accelerate the recovery of the
net book value and future decommissioning costs that will result in
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intergenerational inequities as both a conceptual matter and a practical matter.

2

First, their requests are based on potentially shortened service lives even through

3

there is no plan and no certainty that the generating units will be retired earlier

4

than previously assumed or on the proposed new probable retirement dates.

5
6

Second, the decommissioning costs have not yet been incurred and will
not be incurred until after the generating units actually are retired.

7

Third, the proposed earlier probable retirement dates are the result of the

8

Companies’ study, which concludes that replacement resources will result in

9

savings over the service lives of the new resources. If the study assumptions,

10

analyses, and results are correct, then the earlier retirements essentially will buy

11

down the cost to customers of the new resources in the future compared to the

12

continued operation of the existing coal-fired generating units. In that context,

13

and at a very minimum, the accelerated portion of the cost should be borne by

14

customers after the actual retirements of the coal-fired generating units as a

15

simple matter of intergenerational equity.

16

Fourth, the Companies incur and presently recover the decommissioning

17

costs and remaining net book value of the retired units after those units are

18

retired. Historically, the Companies have done this by charging these costs to the

19

accumulated depreciation reserves of the still operating units, effectively

20

increasing the net book value of the still operating units and then increasing the

21

future depreciation expense on those units to recover the remaining costs of the

22

retired units. For example, the Companies recently incurred more than $100

23

million for the decommissioning of Green River, Pineville, Tyrone, Paddy’s Run,
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Cane Run, and Canal since 2017. 11

2

remaining net book value of these retired units were used to reduce the

3

accumulated depreciation reserves and increase the net book value of the Ghent,

4

Mill Creek, and Trimble County generating units. 12

5

provides recovery of the decommissioning costs over the remaining lives of the

6

still operating generating units, it increases the net book value and the

7

depreciation rates and expense for those units.

The decommissioning costs and the

Although this approach

8
9

Q.

10
11

Is there a penalty imposed on customers if the decommissioning costs are
recovered before they actually are incurred?

A.

Yes. There is an unnecessary income tax penalty if the decommissioning costs are

12

recovered

13

decommissioning costs cannot be deducted for income tax purposes until they

14

actually are incurred. If the Companies’ revenues include decommissioning costs

15

before they are incurred, then there is no equivalent tax deduction, which creates a

16

negative deferred income tax expense and an asset ADIT. Asset ADIT amounts

17

are added to rate base and increase capitalization, so not only do customers

18

prematurely pay the decommissioning costs before they are incurred, the

19

Companies also must finance and charge customers a grossed-up rate of return on

20

the prepayment of the income taxes on the amounts recovered.

11

prematurely

before

they

are

incurred.

More

specifically,

Responses to AG-KIUC 1-18 for KU and LG&E. I have attached copies of these responses as
my Exhibit___(LK-3).
12
Responses to AG-KIUC 2-7(b) for KU and LG&E. I have attached copies of these responses as
my Exhibit___(LK-4).
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2

Q.

3
4

Are there other issues that need to be addressed when generating units are
retired?

A.

Yes. First, after the generating units are retired, there is a mismatch between the

5

costs included in the base revenues collected from customers and the costs that

6

actually are incurred.

7

After the generating units are retired, the Companies will realize

8

significant savings that will not be timely realized through reductions in the base

9

revenue requirement. They no longer will incur fuel expense or variable O&M

10

expense. The cessation of fuel expense will be captured in the FAC, but not the

11

savings from the cessation of variable O&M expense. They no longer will incur

12

or will incur significantly less fixed O&M expense. They no longer will incur

13

depreciation expense because they no longer will be able to record depreciation

14

expense on plant that no longer is in service under GAAP and the USOA. 13

15

Second, the Companies will write off any remaining tax basis as an

16

abandonment loss in their income tax calculations, which creates additional

17

liability ADIT and a reduction in financing costs, regardless of whether the return

18

on component of the revenue requirement is determined using rate base or

19

capitalization.

20

Third, the Companies no longer should incur property tax expense,

21

although under their present accounting, there effectively are no reductions in this

13
If the Commission directs the Companies to transfer the remaining net book value to a
regulatory asset at retirement, it also could direct the Companies to continue recording amortization
expense equivalent to the former depreciation expense.
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expense.

That is because the remaining net book value and actual

2

decommissioning costs on the retired generating units are rolled into the net book

3

value of the still operating generating units. If, instead, these costs were deferred

4

to a regulatory asset for recovery, then the Companies would achieve savings in

5

property tax expense because the retired plant costs no longer would be included

6

in the assessed value and actual decommissioning costs would not be included in

7

the assessed value.

8
9

Q.

What is your recommendation?

10

A.

I recommend that the Commission leave unchanged the depreciation rates that it

11

approved in the Companies’ last base rate case proceedings for Brown 3, Mill

12

Creek 1, and Mill Creek 2 and that it adopt a properly designed Retirement Rider

13

to ensure that the Companies recover their remaining net book value and

14

decommissioning costs, but at the least cost to customers.

15
16

Q.

What are the effects of your recommendation?

17

A.

This will reduce KU’s requested base rate increase by $40.562 million and its

18

ECR rate increase by $1.734 million. It will reduce LG&E’s requested electric

19

base rate increase by $43.510 million. These effects include the reduction in

20

depreciation expense offset by the increase in the return on rate base due to the

21

net effects on accumulated depreciation and ADIT. These effects on the revenue

22

requirements are shown separately in the Rate Base Issues and Operating Income

23

Issues sections of the table in the Summary section of my testimony.
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2
3
4

B.

Retirement Rider Provides Significant Benefits to The Companies And
Customers

5

Q.

Would a properly designed Retirement Rider allow the Commission to

6

address all of the issues raised by the Companies and the AG and KIUC in a

7

comprehensive and equitable manner?

8

A.

Yes.

A properly designed Retirement Rider would allow all issues to be

9

addressed in a comprehensive, equitable, and flexible manner regardless of when

10

the Companies’ coal-fired and gas-fired generating units actually are retired, the

11

remaining net book value at the retirement date, the estimated or actual

12

decommissioning costs that will be or are actually incurred, the savings that are

13

achieved, and the timing and form of financing, including securitization

14

financing.

15

In addition, a Retirement Rider would allow the Commission to

16

intentionally and transparently set the pattern and timing of recovery so that the

17

Companies recover their prudent and reasonable costs, no more and no less, and

18

over a reasonable time period.

19

Further, a Retirement Rider would allow the Commission to levelize or

20

annuitize the recovery of the remaining net book value and actual

21

decommissioning costs when incurred in the same manner that a home mortgage

22

loan is amortized and paid off. This reduces the revenue requirement in the

23

earlier years and mitigates any contemporaneous overlap with the increases in the
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revenue requirements due to new resource additions that are acquired to replace

2

the retired generating units.

3
4

Q.

Are there patterns for such a properly designed Retirement Rider?

5

A.

Yes. The Kentucky Power Company Decommissioning Rider provides a starting

6

template for a properly designed Retirement Rider in these and future

7

proceedings. The KPCo Decommissioning Rider provides levelized or annuitized

8

recovery of the remaining net book value of the Big Sandy 1 generating unit coal-

9

related plant and the Big Sandy 2 generating unit over 25 years. The recovery is

10

increased annually to include actual decommissioning costs.

The KPCo

11

Decommissioning Rider utilizes the utility’s weighted average cost of capital for

12

the return component of the levelized or annuitized revenue requirement. In

13

addition, the KPCo Decommissioning Rider reflects the liability ADIT reduction

14

to rate base in the calculation of the return component of the revenue requirement.

15

Finally, the KPCo Decommissioning Rider equitably recovers costs through

16

separate residential and non-residential charges. This is the same process and

17

methodology as used in the Companies’ ECRs.

18

The new Retirement Rider would consist of separate calculations for each

19

retired generating unit that would be summed to determine the revenue

20

requirement. This approach is similar to the Companies’ ECRs, which consist of

21

separate calculations for each approved environmental project that are summed to

22

determine the ECR revenue requirement.

23

Retirement Rider because there will be different retirement dates, different

This approach is necessary in the
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decommissioning costs and patterns, and savings calculations unique to each

2

generating unit.

3

The Retirement Rider also would calculate the non-fuel post-retirement

4

savings. These savings will be deferred, and then amortized on a levelized or

5

annuitized basis and used to reduce the levelized recovery of the remaining net

6

book value and actual decommissioning costs over the same amortization period.

7

The Companies’ ECRs provide a template for the methodology to calculate the

8

savings from the date generating units are retired until the Companies’ base rates

9

are reset and the costs of the retired generating units are excluded from the base

10

revenue requirement.

11

The Companies’ ECRs use a “base-current” methodology to calculate the

12

savings or incremental costs for unique environmental projects approved by the

13

Commission.

14

methodology, but would calculate the savings or incremental costs for each

15

generating unit instead of an ECR project. The savings will be calculated as the

16

difference between the costs included in the base revenue requirement (the “base”

17

component) and the costs incurred in each subsequent post-retirement 12-month

18

period (the “current” period) for each retired generating unit.

The Retirement Rider would use a similar base-current

19
20

Q.

21
22
23

Why should the Commission adopt a Retirement Rider in these proceedings
rather than waiting until the next base rate case proceedings?

A.

The Companies’ plan to retire Mill Creek 1 in 2024 and Brown 3 and Mill Creek
2 in 2028. The Companies also plan to “avoid base rate cases for the foreseeable
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future.” 14 As the Companies retire these generating units, they no longer will

2

incur depreciation expense or other non-fuel operating expenses. Yet, they will

3

continue to recover these costs in their base revenues, as well as excessive

4

amounts for the return on rate base in the test year in this proceeding even as rate

5

base and the return on revenue requirements decline due to additional

6

depreciation until the generating units are retired. The only practical way in

7

which the Commission can capture these savings is through a Retirement Rider

8

that is in place at the time the generating units are retired.

9

Consider further the Companies’ request in this proceeding to increase the

10

depreciation rates and expense for these three generating units in this proceeding.

11

If approved, and without any mechanism to capture the savings, such as the

12

Retirement Rider, the rate base and the return requirement for these generating

13

units will decline more rapidly than under the present depreciation rates and the

14

depreciation expenses that are included in the base revenues will continue at the

15

significantly increased levels even after the generating units are retired. This will

16

harm customers even more than leaving the depreciation rates on these three

17

generating units unchanged in these proceedings.

18

In addition, the Retirement Rider will allow the Commission to timely

19

commence the levelized recovery of the remaining net book value and actual

20

decommissioning costs contemporaneous with the retirements of the generating

21

units.

14

Direct Testimony of Kent Blake at 4.
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Finally, to the extent the Companies incur additional decommissioning

2

costs for generating units that already have been retired after the effective date

3

when base rates are reset in this proceeding, they would be able to commence

4

recovery of those costs through the Retirement Rider rather than charging them

5

against the depreciation reserves of the still operating generating units, as they

6

presently do.

7
8
9
10
11

C.

Securitization of Remaining Net Book Value And Decommissioning Costs
Mitigates Customer Impacts of Accelerated Retirements And Provides
Companies Accelerated And Full Recovery of Remaining Costs

12

Q.

Describe securitization financing.

13

A.

Securitization financing is a low-cost form of financing that allows the utility to

14

sell the right to recover the costs of certain assets, such as the costs of retired

15

generating units, to a special purpose entity (“SPE”) and use the proceeds from

16

the sales to payoff the existing equity and debt used to finance those assets and

17

thereby eliminate the related costs. The SPE issues highly rated and low-cost debt

18

to finance the assets acquired from the utility. The utility then collects the SPE’s

19

costs, typically on a levelized basis through a special dedicated tariff, as well as

20

its own administrative costs incurred pursuant to an agreement with the SPE, and

21

then remits the amounts collected to the SPE.

22

generally is non-recourse to the utility and generally is ignored by equity and debt

23

analysts and credit rating agencies when evaluating the utility’s securities and

24

issuing credit ratings.

The securitization financing
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Securitization has become a widely used financing mechanism for

2

recovering the remaining net book and decommissioning costs of prematurely

3

retired coal plants. The literature on this is plentiful. I have attached two

4

representative reports: Moody’s, July 18, 2018, Utility Cost Recovery Through

5

Securitization Is Credit Positive; Fitch Ratings, November 30, 2017 U.S

6

Utility/Stranded Cost Bonds Rating Criteria. 15

7
8

Q.

9

remaining net book value and decommissioning costs due to accelerated

10
11

Describe how securitization financing mitigates the costs to customers of

retirements of coal-fired generating units.
A.

It mitigates the costs to customers through lower cost financing, and to the extent

12

not already reflected in the ratemaking process, a levelized recovery of these

13

costs. This is accomplished through the sale of the utility’s remaining costs to the

14

SPE and the elimination of the utilities’ costs in exchange for a new owner and

15

the recovery of its substantially lower financing costs.

16

I have developed the following quantification of the nominal dollar

17

savings through securitization financing using the estimated costs for the coal-

18

fired generating units at the end of 2035, the requested grossed-up cost of capital

19

for KU in this proceeding, a 3.0% cost of securitization financing, a 15-year

20

recovery period, and levelized ratemaking recovery for both forms of financing.

21

The savings from 2036 through 2050 are shown on the following table.

15

I have attached a copy of each report as my Exhibit___(LK-31).
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12/31/2035 Remaining NBV and Decommissioning Costs
Levelized Annual Revenue Requirement vs Securitization Over 15 Years
Revenue Requirement Reduction Due to Securitization at 3.00%
Based on Recovery of $3.873 Billion
Levelized

1

Levelized

Annual

Annual

Revenue

Revenue

Revenue

Requirement

Requirement

Requirement

With

Savings

9.02%

Securitzation

Due

Year of

Grossed-Up

at 3.0%

to

Recovery

WACC

Debt Rate

Securitization

2036

$411,773,409

$304,489,658

$107,283,751

2037

$411,773,409

$304,489,658

$107,283,751

2038

$411,773,409

$304,489,658

$107,283,751

2039

$411,773,409

$304,489,658

$107,283,751

2040

$411,773,409

$304,489,658

$107,283,751

2041

$411,773,409

$304,489,658

$107,283,751

2042

$411,773,409

$304,489,658

$107,283,751

2043

$411,773,409

$304,489,658

$107,283,751

2044

$411,773,409

$304,489,658

$107,283,751

2045

$411,773,409

$304,489,658

$107,283,751

2046

$411,773,409

$304,489,658

$107,283,751

2047

$411,773,409

$304,489,658

$107,283,751

2048

$411,773,409

$304,489,658

$107,283,751

2049

$411,773,409

$304,489,658

$107,283,751

2050

$411,773,409

$304,489,658

$107,283,751

Total

$6,176,601,136

$4,567,344,876

$1,609,256,260

2
3

Q.

Does securitization financing harm the Companies?

4

A.

No. To the contrary, securitization financing is beneficial to the Companies. It

5

will provide an immediate and total payoff to the Companies of all remaining net

6

book value and decommissioning costs. The Companies will receive cash from

7

the SPEs when they close on the sale of the rights to recover from customers. The

8

Companies then will use that cash to reduce their costs by reducing existing
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common equity and long-term debt financing or by acquiring new assets, such as

2

new generating resources, storage, and transmission. The Companies no longer

3

will incur the financing costs related to the retired assets or the amortization or

4

depreciation expense. The Companies will become mere collection agents for the

5

SPEs pursuant to a collection agreement. The SPEs will incur lower financing

6

costs on the assets acquired from the Companies and those savings will be

7

reflected in the rates charged to customers.

8
9

Q.

Will the Retirement Rider facilitate securitization financing?

10

A.

Yes. Each tranche of SPE securitization financing will require the Companies to

11

implement a separate and dedicated charge that the Companies will collect and

12

then remit to the SPEs. The Retirement Rider can be used for that purpose.

13
14

Q.

Does securitization financing typically require state legislation?

15

A.

Yes. This ensures the highest ratings and the lowest costs for securitization
financing. 16

16
17
18
19

Q.

Will securitization financing provide benefits to the Commonwealth, the
Companies, and customers?

20

16

I have drafted a summary of the purpose and scope of securitization financing, a description of
how it works, the benefits, and the substance of such legislation and attached it as my Exhibit___(LK-5).
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A.

Yes. Securitization financing truly would be a win-win-win for all stakeholders.

2

It will reduce the impact to residential and small and large business customers and

3

it will allow the Companies immediate and full recovery of all remaining costs

4

and actual decommissioning costs incurred.

5
6

Q.

Would the AG and KIUC be willing to support a ratemaking incentive to the

7

Companies if they support securitization legislation at the legislature and for

8

ratemaking purposes?

9

A.

Yes. The savings to customers are so significant that the AG and KIUC would be

10

willing to support a ratemaking incentive whereby the Companies would share

11

some percentage of the savings.

12

financing or amortization/depreciation costs related to the retired generating units,

13

so this sharing truly will be an incentive and will be in addition to their authorized

14

returns reflected in base and ECR revenues.

The Companies no longer will incur any

15
16
17

III. RATE BASE AND CAPITALIZATION ISSUES

18
19
20

A.

Rate Base Is Superior to Capitalization to Calculate The Return On
Component of The Base Revenue Requirement

21

Q.

Describe the Companies’ request to use capitalization to calculate the return

22
23

on component of the base revenue requirement.
A.

KU calculated the return on component of its claimed base revenue requirement
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using capitalization of $5,235.750 million (jurisdictional). 17 KU calculated rate

2

base at $5,197.832 million, although it did not use the rate base amount except to

3

allocate capitalization to jurisdiction.

4

LG&E calculated the return on component of its claimed electric base

5

revenue requirement using capitalization of $3,467.272 million and its claimed

6

gas base revenue requirement using capitalization of $1,061.806 million. LG&E

7

calculated electric rate base at $3,460.078 million and gas rate base at $1,052.350

8

million, although it did not use the rate base amounts except to allocate

9

capitalization between electric and gas.

10
11

Q.

12
13

Has the Commission previously approved the use of rate base to calculate the
return on component of the base revenue requirement for other utilities?

A.

Yes. The Commission now uses rate base to calculate the return on component of

14

the base revenue requirement for all large investor-owned utilities subject to its

15

ratemaking jurisdiction, except for KU and LG&E.

16

Commission approved the change to rate base from capitalization for Kentucky

17

Power Company, despite its opposition. 18 In its Order, the Commission stated:

18
19
20
21
22
23
24
25

Most recently, the

Based upon a review of the case record and being otherwise sufficiently
advised, the Commission finds that applying the capitalization method to
calculate Kentucky Power’s revenue requirement is not reasonable
because this method measures the capital allocations to Kentucky Power
from its parent company, in excess of that needed to finance Kentucky
Power’s direct investment rate base as determined herein. In the converse,
the rate base method measures the direct investment into Kentucky
Power’s system, and, under the facts presented here, is a more accurate

17
18

Section V Schedule 1 at line 18.
Order in Case No. 2020-00174 at 5.
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2
3
4
5

method of measuring the financial health of Kentucky Power and its
operations. For these reasons, the Commission finds that rate base
methodology should be used to determine revenue requirement for this
proceeding. (footnote omitted). 19

6

Prior to adopting this change for Kentucky Power Company, the

7

Commission approved the change to rate base at Duke Energy Kentucky’s request

8

for its gas and electric operations in Case Nos. 2018-00261 and 2019-00271,

9

respectively.

In addition to now using rate base for KPCo and Duke Energy

10

Kentucky, the Commission historically has used rate base for Atmos, Columbia,

11

KAW, and other investor-owned utilities.

12
13

Q.

14
15

What reasons did Duke Energy Kentucky provide in support of its requests
to change to rate base from capitalization for its gas and electric operations?

A.

In the Duke Energy Kentucky gas rate case, Duke Energy Kentucky witness Sara

16

E. Lawler, Director Rates & Regulatory Planning of Duke Energy Business

17

Services LLC, stated in Direct Testimony that the “Company believes that using

18

gas rate base to calculate the revenue requirement is the simplest and most

19

transparent method.” 20

20

In the Duke Energy Kentucky electric rate case, two other Duke Energy

21

Kentucky witnesses provided testimony that the use of rate base was superior to

22

the use of capitalization.

23

Energy Kentucky, stated in her direct testimony that “Historically, the Company's

More specifically, Amy B. Spiller, the CEO of Duke

19

Id.

20

Direct Testimony of Sarah E. Lawler at 5 in Case No. 2018-00261.
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electric base rates have been determined with reference to a return on capitalization.

2

Although this methodology may have been appropriate in the past, another

3

methodology is more common today. Specifically, and as evident in other Duke

4

Energy Kentucky jurisdictions, a return-on-rate base approach provides a transparent

5

and effective way to establish base rates. The Commission recently approved the

6

return-on-rate base approach for the Company's natural gas base rates in Case No.

7

2018-00261.” 21 In addition, William Don Wathen, Jr., Director of Rates and

8

Regulatory Strategy for Ohio and Kentucky, stated in his direct testimony that the

9

“use of rate base is a more precise method for measuring the Company’s actual

10

investment in facilities and equipment to provide utility service” and that “the rate

11

base methodology is an easier and more conventional way to represent investment in

12

utility plant that is not only accepted by this Commission, but throughout the

13

country.” 22

14
15

Q.

16
17

Why is the use of rate base superior to capitalization to calculate the return
on component of the base revenue requirement?

A.

The use of rate base is more precise and accurate than capitalization to calculate

18

the return on component of the base revenue requirement.

19

Commission to specifically review, assess, and quantify each of the costs that will

20

earn a return, including those costs that are subtracted from rate base, such as

21
22

It allows the

Direct Testimony of Amy B. Spiller at 25-26 in Case No. 2019-00271.
Direct Testimony of William Don Wathen, Jr. at 11-12 in Case No. 2019-00271.
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accumulated deferred income taxes (“ADIT”) and negative cash working capital

2

(“CWC”), to the extent that CWC is calculated using the lead/lag approach.

3

The use of rate base also avoids the need to reconcile capitalization to rate

4

base as a reasonableness test when using capitalization for the return on

5

component of the revenue requirement. The rate base approach simply assumes

6

that capitalization is equal to rate base. 23 This assumption also is reflected in rider

7

filings that use the rate base approach, such as the Companies’ ECR filings. Yet,

8

in the Companies’ base rate case filings, the rate base and capitalization never are

9

equal, regardless of whether there was or is a historic test year or a forecast test

10

year.

11

In a forecast test year, the capitalization and rate base amounts are

12

different for several reasons: 1) equity and debt financings are seldom issued to

13

precisely match the timing of rate base investment, 2) capitalization reflects

14

financing for amounts that are not allowed or included in rate base because they

15

are not allowed a rate of return, they are subject to recovery through a rider that

16

has a true-up mechanism, the costs are volatile from month to month, or there is

17

vendor financing, among others reasons, 3) capitalization does not reflect

18

financing for amounts that the utility seeks to include in rate base, either because

19

the amount included in rate base is a non-cash amount that was not financed or

20

the financing costs are embedded into an expense amount, such as pension and

21

OPEB expense, 4) the forecasts of the rate base amounts and capitalization

23

Capitalization is used only to calculate the capital structure and the weighted cost of capital,
which, in turn, is applied to rate base.
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amounts use different methodologies, and 5) other reasons.

2

In addition, the change to rate base for the base revenue requirement will

3

ensure consistent treatment for all calculations of the Companies’ revenue

4

requirements, both the base revenue requirements and the rider revenue

5

requirements, and, in particular, the ECR, which already are calculated using rate

6

base, not capitalization.

7
8

Q.

9
10

Have the Companies provided reconciliations between capitalization and rate
base for the test year?

A.

Yes. The Companies provided reconciliations in their Minimum Filing

11

Requirements (“MFR”) 24 and provided additional detail for certain line items in

12

response to AG and KIUC discovery.

13
14

Q.

What do these reconciliations demonstrate?

15

A.

They demonstrate that the use of rate base is a more precise and accurate

16

approach. The use of capitalization is less precise and less accurate because it is

17

essentially a “residual” approach based on total assets less total liabilities other

18

than capitalization, albeit with certain limited ratemaking adjustments. Of course,

19

not all assets and liabilities are cash costs nor are all assets and liabilities provided

20

a return (positive if an asset or negative if a liability) through the ratemaking

21

process. This is demonstrated on each Company’s reconciliation where there are

24

MFR Tab 13 – 807 KAR 5:001 Section 16(6)(f) Reconciliation of Capitalization and Rate Base.
I have attached a copy of the Companies’ reconciliations as my Exhibit___(LK-6).
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many assets and many liabilities from the Company’s balance sheet accounts that

2

are not included in its calculation of rate base.

3
4

Q.

What is your recommendation?

5

A.

I recommend that the Commission calculate the return on component of the base

6

revenue requirement using rate base rather than capitalization for the reasons cited

7

by the Commission in the Duke Energy Kentucky and Kentucky Power Company

8

Orders and cited by Duke Energy Kentucky’s witnesses in its most recent gas and

9

electric base rate case proceedings.

10

In addition, I recommend that the Commission make a series of

11

corrections to the Company’s calculation of rate base to establish the parameters

12

for this and future base rate proceedings. The Commission has not previously

13

closely reviewed the Company’s calculations of rate base because they were not

14

used directly to calculate the return on component of the base revenue

15

requirement.

16
17

Q.

What are the effects of your recommendations to use rate base in lieu of

18

capitalization, without the effects of any corrections or other changes to the

19

Companies’ calculations of rate base?

20

A.

This will reduce KU’s requested base rate increase by $3.420 million and

21

LG&E’s requested base rate increases by $0.645 million (electric) and $0.848

22

million (gas).

23
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2

B.

Corrections to Companies’ Calculations of Rate Base

3

Q.

What corrections to the Companies’ calculations of rate base are necessary?

4

A.

There are at least five corrections that are necessary, which I summarize here, but

5

subsequently explain in more detail.

First, cash working capital should be

6

corrected to exclude all non-cash expenses, and, in particular, should exclude all

7

amortization expense and depreciation expense.

8

Commission allows non-cash expenses, then amortization expense should be

9

included in the CWC calculations only if the underlying regulatory assets are

10

included in rate base or the regulatory liabilities are subtracted from rate base.

11

This is necessary as a matter of consistency.

However, to the extent the

12

Further, to the extent the Commission allows non-cash expenses, then the

13

depreciation expense lead days should be modified from 0 days to 27.92 days to

14

reflect the fact that the Companies already earn a return on the current month’s

15

depreciation expense through the rate base calculation.

16

Second, all pension and OPEB related assets and liabilities should be

17

excluded. The Companies did not finance the four balance sheet amounts, except

18

to the extent already specifically reflected in the calculations of pension and

19

OPEB costs through the returns on the trust fund assets and the interest expense

20

on the obligations in accordance with GAAP requirements. A portion of the

21

pension and OPEB costs is included in expense and a portion is capitalized to

22

CWIP and plant in service. To that extent, the Companies’ actual financing costs

23

already are reflected in pension and OPEB expense or in rate base. There are no
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additional financing costs to recover.

2

pension and OPEB related assets and liabilities from rate base consistent with its

3

recent decision to do so in Case No. 2020-00174.

4

The Commission should exclude all

Third, the amounts in account 184 Clearing Accounts should be set to $0

5

or simply excluded from the rate base calculation.

6

Fourth, the amounts in account 186 Miscellaneous Deferred Debits for the

7

Cane Run 7 and Brown 6 and 7 long term service agreements (“LTSA”) with

8

Siemens and GE International should be reduced to correct forecast errors

9

acknowledged by the Companies in response to discovery and to reflect the 95%

10

of these payments that will be capitalized to CWIP/plant as the vendors provide

11

the contractual services.

12

Fifth, if CWIP is included in rate base, then it should be offset by the

13

related accounts payables to reflect vendor financing. However, this is not an

14

issue if the Commission rejects the CWIP in rate base approach and adopts the

15

AFUDC approach, as the AG and KIUC recommend in this proceeding.

16
17
18

1.

Overview of Cash Working Capital

19

Q.

Provide an overview of the Companies’ calculation of cash working capital.

20

A.

The Companies’ calculation of cash working capital consists primarily of two

21

components. The first component (“Cash Working Capital (Lead/Lag”) is based

22

on a lead/lag approach that calculates the net investor supplied funds (positive) or

23

customer supplied funds (negative) based on the average daily revenues and
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expenses using lead days and lag days. The Companies included cash expenses

2

and non-cash expenses in the calculation of this component.

3

$56.184 million in rate base for this first component, of which $50.915 million is

4

for non-cash amortization and depreciation expense, and LG&E included $30.576

5

million (electric), of which $36.424 million is for amortization and depreciation

6

expense, and $1.844 million (gas), of which $5.916 million is for amortization

7

and depreciation expense. 25 The following tables summarize the Companies’

8

calculation of the first component.

25

KU included

The LG&E electric and gas Cash Working Capital (Lead/Lag) amounts would be negative if the
non-cash amortization and depreciation expense are excluded.
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KENTUCKY UTILITIES COMPANY
CASE NO. 2020-00349
CASH WORKING CAPITAL COMPONENTS
FORECAST PERIOD FOR THE 12 MONTHS ENDED JUNE 30, 2022
SCHEDULE B-5.2

LINE
NO.

DESCRIPTION

Forecast Period
Jurisdictional

Average
Daily Amount

Revenue
Lag Days

Expense
(Lead)/Lag
Days

Net
(Lead)/Lag
Days

Working Capital
(Provided)/
Required

O&M Expenses:
1

Fuel: Coal

$

266,450,281

$

728,006

45.50

(27.28)

18.22

$

13,263,060

2

Fuel: Gas

$

108,361,062

$

296,068

45.50

(39.32)

6.18

$

1,829,210

3

Fuel: Oil

$

1,512,728

$

4,133

45.50

(17.32)

28.18

$

116,465

4

Other Non-Fuel Commodities

$

17,758,111

$

48,519

45.50

(27.76)

17.74

$

860,654

5

Purchased Power

$

48,707,778

$

133,081

45.50

(23.66)

21.83

$

2,905,694

6

Payroll Expense

$

42,864,290

$

117,116

45.50

(13.01)

32.49

$

3,804,790

7

Pension Expense

$

641,078

$

1,752

45.50

-

45.50

$

79,694

8

OPEB Expense

$

705,783

$

1,928

45.50

-

45.50

$

9

Team Incentive Award Compensation

$

3,396,936

$

9,281

45.50

(199.29)

$

10

401k Match Expense

$

1,671,318

$

4,566

45.50

(22.56)

22.94

$

104,755

11

Retirement Income Account Expense

$

1,264,279

$

3,454

45.50

(283.50)

(238.00)

$

(822,132)

12

Uncollectible Expense

$

4,646,049

$

12,694

45.50

(131.70)

(86.20)

$

(1,094,244)

13

Major Storm Damage Expense

$

2,838,970

$

7,757

45.50

(41.74)

3.76

$

29,140

14

Charges from Affiliates

$

197,885,842

$

540,672

45.50

(25.39)

20.11

$

10,873,062

15

Other O&M

$

174,348,103

$

476,361

45.50

(48.05)

(2.55)

$

(1,214,461)

$

873,052,607

$

28,973,748

16

Total O&M Expenses

$
17

(244.79)

87,738
(1,849,675)

-

Depreciation and Amortization Expense

18

Depreciation and Amortization

$

389,129,204

$ 1,063,195

45.50

-

45.50

$

48,373,580

19

Regulatory Debits

$

14,409,914

$

39,371

45.50

-

45.50

$

1,791,331

20

Amortization of KY Regulatory Assets

$

901,323

$

2,463

45.50

-

45.50

$

112,046

21

Amortization of KY Regulatory Liabilities

$

5,129,794

$

14,016

45.50

-

45.50

$

637,697

$

409,570,235

$

50,914,653

840,459

22

Total Depreciation and Amortization Expense

23

Income Tax Expense:

24

Current: Federal

$

38,458,992

$

105,079

45.50

(37.50)

8.00

$

25

Current: State

$

3,955,095

$

10,806

45.50

(37.50)

8.00

$

26

Deferred: Federal and State (Including ITC)

$

(20,256,929)

$

(55,347)

45.50

45.50

$

(2,518,187)

$

22,157,158

$

(1,591,296)

$

(11,177,177)

27

Total Income Tax Expense

-

86,432

1
28

Taxes Other Than Income

29

Property Tax Expense

$

36,502,877

$

99,735

45.50

(157.57)

30

Payroll Tax Expense

$

10,315,123

$

28,183

45.50

(35.64)

31

Other Taxes

$

3,334,056

$

9,109

45.50

152.00

$

50,152,056

32

1

Total Taxes Other Than Income

33

AFUDC

$

34

(Gain)/Loss on Disposition of Property

$

35

(Gain)/Loss on Disposition of Allowances

36

(172,632)

(112.07)
9.86

$

277,960

197.50

$

1,799,142

$

(9,100,075)

$

(471.67)

45.50

(45.50)

-

$

-

-

$

-

45.50

(45.50)

-

$

-

$

-

$

-

45.50

(45.50)

-

$

-

Charitable Donations

$

-

$

-

45.50

(45.50)

-

$

-

37

Interest on Customer Deposits

$

-

$

-

-

-

$

-

38

Other (Income)/Expense

$

-

$

-

45.50

(45.50)

-

$

-

39

Other Interest Expense/(Income)

$

-

$

-

45.50

(45.50)

-

$

-

40

Interest Expense

$

109,813,060

$

300,036

45.50

(88.65)

41

Income Available for Common Equity

$

179,410,572

$

490,193

45.50

(45.50)

42

Total

$ 1,643,983,057

$

789,757

43

Sales Taxes

$

35,721,289

$

97,599

45.50

(39.80)

44

School Taxes

$

40,622,084

$

110,989

45.50

45

Franchise Fees

$

30,285,530

$

82,747

45.50

46

Cash Working Capital (Lead/Lag)

-

(43.15)
-

$
$

(12,947,040)
-

$

56,249,989

5.69

$

555,780

(34.95)

10.55

$

1,170,844

(67.16)

(21.66)

$

(1,792,314)

$

56,184,299
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LOUISVILLE GAS AND ELECTRIC COMPANY
CASE NO. 2020-00350 - ELECTRIC OPERATIONS
CASH WORKING CAPITAL COMPONENTS
FORECAST PERIOD FOR THE 12 MONTHS ENDED JUNE 30, 2022
SCHEDULE B-5.2

LINE
NO.

DESCRIPTION

Forecast Period
Jurisdictional

Average
Daily Amount

Revenue
Lag Days

Expense
(Lead)/Lag
Days

Net
(Lead)/Lag
Days

Working Capital
(Provided)/
Required

O&M Expenses:
1

Fuel: Coal

$

233,176,864

$

637,095

44.27

(24.36)

19.91

$

12,683,505

2

Fuel: Gas

$

45,753,991

$

125,011

44.27

(38.99)

5.28

$

659,849

3

Fuel: Oil

$

4

Other Non-Fuel Commodities

$

11,064,873

$

-

44.27

(8.40)

35.87

$

$

30,232

44.27

(26.87)

17.40

$

525,985

5

Purchased Power

$

44,518,297

$

121,635

44.27

(28.37)

15.90

$

1,933,931

6

Payroll Expense

$

32,757,466

$

89,501

44.27

(12.00)

32.27

$

2,888,178

7

Pension Expense

$

1,238,894

$

3,385

44.27

-

44.27

$

149,846

8

OPEB Expense

$

1,332,742

$

3,641

44.27

-

44.27

$

161,197

9

Team Incentive Award Compensation

$

2,874,497

$

7,854

44.27

(245.22)

(200.95)

$

10

401k Match Expense

$

1,304,798

$

3,565

44.27

(22.99)

21.28

$

75,866

11

Retirement Income Account Expense

$

1,009,342

$

2,758

44.27

(283.50)

(239.23)

$

(659,745)

(129.93)

$

(790,093)

(1,578,238)

12

Uncollectible Expense

$

2,225,668

$

6,081

44.27

(174.20)

13

Major Storm Damage Expense

$

4,475,409

$

12,228

44.27

(35.32)

8.95

$

109,422

14

Charges from Affiliates

$

111,653,046

$

305,063

44.27

(25.40)

18.87

$

5,757,035

15

Other O&M

$

382,864

44.27

(49.19)

(4.92)

16
17

Total O&M Expenses

$

140,128,109

$

633,513,998

$

(1,885,278)

$

20,031,461

35,657,058

Depreciation and Amortization Expense

18

Depreciation and Amortization

$

294,804,037

$

805,476

44.27

-

44.27

$

19

Regulatory Debits

$

2,759,745

$

7,540

44.27

-

44.27

$

333,796

20

Amortization of Regulatory Assets

$

3,581,314

$

9,785

44.27

-

44.27

$

433,166

21

Amortization of Regulatory Liabilities

$

-

44.27

-

44.27

22
23

Total Depreciation and Amortization Expense

$

-

$

301,145,095

$

-

$

36,424,020

406,940

Income Tax Expense:

24

Current: Federal

$

22,005,422

$

60,124

44.27

(37.50)

6.77

$

25

Current: State

$

1,122,301

$

3,066

44.27

(37.50)

6.77

$

26

Deferred: Federal and State (Including ITC)

$

(29,707,765)

$

(81,169)

44.27

44.27

$

(3,593,206)

$

(6,580,041)

$

(3,165,511)

$

(15,571,107)

27
28

Total Income Tax Expense

-

20,754

Taxes Other Than Income

29

Property Tax Expense

$

33,134,951

$

90,533

44.27

(216.26)

30

Payroll Tax Expense

$

7,443,995

$

20,339

44.27

(35.48)

31

Other Taxes

$

2,370,192

$

6,476

44.27

148.70

$

42,949,138

32

1

-

Total Taxes Other Than Income

(171.99)
8.79

$

178,839

192.97

$

1,249,665

$

(14,142,603)

33

AFUDC

$

-

$

-

44.27

(44.27)

-

$

-

34

(Gain)/Loss on Disposition of Property

$

-

$

-

44.27

(44.27)

-

$

-

35

(Gain)/Loss on Disposition of Allowances

$

-

$

-

44.27

(44.27)

-

$

-

36

Charitable Donations

$

-

$

-

44.27

(44.27)

-

$

-

37

Interest on Customer Deposits

$

-

$

-

-

-

$

-

38

Other (Income)/Expense

$

-

$

-

44.27

(44.27)

-

$

-

39

Other Interest Expense/(Income)

$

-

$

-

44.27

(44.27)

-

$

-

40

Interest Expense

$

74,996,098

$

204,907

44.27

(87.50)

41

Income Available for Common Equity

$

105,795,855

$

289,060

44.27

(44.27)

42

Total

$

1,151,820,144

$

493,967

43

Sales Taxes

$

25,636,726

$

70,046

44.27

(39.83)

44

School Taxes

$

2,823,471

$

7,714

44.27

45

Franchise Fees

$

618,407

$

1,690

44.27

46

Cash Working Capital (Lead/Lag)

-

(43.23)
-

$
$

(8,858,487)
-

$

30,288,880

4.44

$

310,849

(35.05)

9.21

$

71,088

(100.24)

(55.97)

$

(94,565)

$

30,576,251

Lane Kollen
Page 46
LOUISVILLE GAS AND ELECTRIC COMPANY
CASE NO. 2020-00350 - GAS OPERATIONS
CASH WORKING CAPITAL COMPONENTS
FORECAST PERIOD FOR THE 12 MONTHS ENDED JUNE 30, 2022
SCHEDULE B-5.2

LINE
NO.

DESCRIPTION

Forecast Period
Jurisdictional

Average
Daily Amount

Revenue
Lag Days

Expense
(Lead)/Lag
Days

Net
(Lead)/Lag
Days

Working Capital
(Provided)/
Required

O&M Expenses:
1

Purchased Gas

$

2

No-Notice Storage Injections and Withdrawals

$

(1,962,369)

$

(5,362)

44.26

3

Payroll Expense

$

19,198,555

$

52,455

44.26

4

Pension Expense

$

571,443

$

1,561

44.26

5

OPEB Expense

$

604,140

$

1,651

44.26

6

Team Incentive Award Compensation

$

1,764,870

$

4,822

44.26

7

401k Match Expense

$

602,025

$

1,645

44.26

8

Retirement Income Account Expense

$

464,234

$

1,268

44.26

666,954

$

1,822

44.26

(256.34)

$

-

44.26

(35.32)

8.94

$

33,325,597

$

91,054

44.26

(25.40)

18.86

$

$

147,410

44.26

(49.19)

(4.93)

$

9

Uncollectible Expense

$

10

Major Storm Damage Expense

$

11

Charges from Affiliates

$

12

Other O&M

$

53,952,006

$

225,944,546

48,871,895

13
14

Total O&M Expenses

-

$

319,008

44.26

(39.66)

4.60

$

44.26

$

32.26

$

1,692,184

-

44.26

$

69,101

-

44.26

$

73,055

(200.96)

$

(969,047)

(22.99)

21.27

$

34,988

(283.50)

(239.24)

$

(303,454)

(212.08)

$

(386,475)

(12.00)

(245.22)

1,467,025
(237,298)

1,717,418
(727,342)

$

2,430,154

5,909,805

Depreciation and Amortization Expense

15

Depreciation and Amortization

$

44.26

-

44.26

$

16

Regulatory Debits

$

-

$

-

44.26

-

44.26

$

-

17

Amortization of Regulatory Assets

$

47,457

$

130

44.26

-

44.26

$

5,739

18

Amortization of Regulatory Liabilities

$

-

$

-

44.26

-

44.26

$

19
20

Total Depreciation and Amortization Expense

$

48,919,352

$

133,530

-

$

5,915,544

109,618

Income Tax Expense:

21

Current: Federal

$

5,936,428

$

16,220

44.26

(37.50)

6.76

$

22

Current: State

$

485,421

$

1,326

44.26

(37.50)

6.76

$

8,963

23

Deferred: Federal and State (Including ITC)

$

2,289,486

$

6,255

44.26

44.26

$

276,855

$

8,711,335

$

395,437

24

Total Income Tax Expense

-

25

Taxes Other Than Income

26

Property Tax Expense

$

11,351,139

$

31,014

44.26

(216.26)

27

Payroll Tax Expense

$

2,950,414

$

8,061

44.26

(35.48)

28

Other Taxes

$

673,944

$

1,841

44.26

148.70

$

14,975,497

29

1

116,757,091

Total Taxes Other Than Income

(172.00)

$

(5,334,551)

8.78

$

70,802

192.96

$

355,313

$

(4,908,436)

30

AFUDC

$

-

$

-

44.26

(44.26)

-

$

-

31

(Gain)/Loss on Disposition of Property

$

-

$

-

44.26

(44.26)

-

$

-

32

(Gain)/Loss on Disposition of Allowances

$

-

$

-

44.26

(44.26)

-

$

-

33

Charitable Donations

$

-

$

-

44.26

(44.26)

-

$

-

34

Interest on Customer Deposits

$

-

$

-

-

-

$

-

35

Other (Income)/Expense

$

-

$

-

44.26

(44.26)

-

$

-

36

Other Interest Expense/(Income)

$

-

$

-

44.26

(44.26)

-

$

-

37

Interest Expense

$

17,591,677

$

48,065

44.26

(87.50)

38

Income Available for Common Equity

$

40,685,970

$

111,164

44.26

(44.26)

39

Total

$

356,828,378

$

159,229

40

Sales Taxes

$

6,013,553

$

16,430

44.26

(39.83)

41

School Taxes

$

662,296

$

1,810

44.26

42

Franchise Fees

$

$

-

44.26

43

Cash Working Capital (Lead/Lag)

-

-

(43.24)
-

$
$

(2,078,397)
-

$

1,754,302

4.43

$

72,751

(35.05)

9.20

$

16,657

(100.24)

(55.98)

$

-

$

1,843,709
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1

The second component (“Balance Sheet Items”) is based on a balance

2

sheet approach that calculates the net amount of certain asset accounts and certain

3

liability accounts.

4

component.

The following tables summarize the Companies’ second

KENTUCKY UTILITIES COMPANY
CASE NO. 2020-00349
CASH WORKING CAPITAL COMPONENTS
FORECAST PERIOD FOR THE 12 MONTHS ENDED JUNE 30, 2022

SCHEDULE B-5.2

LINE
NO.

ACCT. NO.

DESCRIPTION

13 MONTH
AVERAGE

JURIS.
PERCENT

JURISDICTIONAL
AMOUNT

ADDITIONAL USES OF CASH WORKING CAPITAL:

1

128

PREPAID PENSION

2

182

REGULATORY ASSET - FAS 158 PENSION

3

183

4

184

5

186

6

188

7

LINE
NO.

42,744,320

94.097%

40,221,203

122,120,655

94.097%

114,912,102

PRELIMINARY SURVEY

2,091,582

93.632%

1,958,398

PENSION CLEARING

5,869,765

94.097%

5,523,284

MISC DEFERRED DEBITS

16,924,719

94.097%

15,925,685

RESRCH/DEV/DEMO EXP

59,077

94.097%

55,590

TOTAL USES OF CASH WORKING CAPITAL

ACCT. NO.

DESCRIPTION

189,810,117

13 MONTH
AVERAGE

178,596,261

JURIS.
PERCENT

JURISDICTIONAL
AMOUNT

ADDITIONAL SOURCES OF CASH WORKING CAPITAL:

8

228.2

MISC LONG TERM LIABILITIES

(3,316,596)

94.097%

(3,120,823)

9

228.3

ACCUMULATED PROVISION FOR POST RETIREMENT BENEFITS

(20,389,160)

94.097%

(19,185,626)

10

242

MISC LIABILITY

(18,460,843)

94.097%

(17,371,135)

11

253

OTHER DEFERRED CREDITS

(2,123,965)

93.632%

(1,988,720)

12

254

REGULATORY LIABILITY - POSTRETIREMENT

(34,246,475)

94.097%

(32,224,970)

13

143/232

NET ACCRUED RETENTION/CWIP

(30,424,107)

93.632%

(28,486,824)

14

143/232

NET ACCRUED RWIP

(2,636,467)

93.632%

(2,468,588)

15

16

5

TOTAL SOURCES OF CASH WORKING CAPITAL

TOTAL USES / (SOURCES) OF CASH WORKING CAPITAL (LINE 7 + 15)

(111,597,613)

(104,846,685)

78,212,504

73,749,576
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LOUISVILLE GAS AND ELECTRIC COMPANY
CASE NO. 2020-00350 - ELECTRIC OPERATIONS
CASH WORKING CAPITAL COMPONENTS
FORECAST PERIOD FOR THE 12 MONTHS ENDED JUNE 30, 2022

SCHEDULE B-5.2

LINE
NO.

ACCT. NO.

DESCRIPTION

13 MONTH
AVERAGE

JURIS.
PERCENT

JURISDICTIONAL
AMOUNT

ADDITIONAL USES OF CASH WORKING CAPITAL:

1

128

PREPAID PENSION

2

182

REGULATORY ASSET - FAS 158 PENSION

3

183

4

184

5
6

42,037,496

100.000%

42,037,496

120,380,205

100.000%

120,380,205

PRELIMINARY SURVEY

1,161,338

100.000%

1,161,338

CLEARING ACCTS - PENSION

6,281,273

100.000%

6,281,273

186

MISC DEFERRED DEBITS

6,351,081

100.000%

6,351,081

188

RESRCH/DEV/DEMO EXP

34,726

100.000%

34,726

7

LINE
NO.

TOTAL USES OF CASH WORKING CAPITAL

ACCT. NO.

DESCRIPTION

176,246,118

13 MONTH
AVERAGE

176,246,118

JURIS.
PERCENT

JURISDICTIONAL
AMOUNT

ADDITIONAL SOURCES OF CASH WORKING CAPITAL:

8

228.2

MISC LONG TERM LIABILITIES

(2,245,089)

100.000%

(2,245,089)

9

228.3

ACCUMULATED PROVISION FOR POST RETIREMENT BENEFITS

(51,598,159)

100.000%

(51,598,159)

10

242

MISC LIABILITY

(13,610,016)

100.000%

(13,610,016)

11

253

OTHER DEFERRED CREDITS

(391,806)

100.000%

(391,806)

12

143/232

NET ACCRUED RETENTION/CWIP

(17,937,921)

80.000%

(14,350,337)

13

143/232

NET ACCRUED RWIP

(718,398)

80.000%

(574,719)

14

15

1
2

TOTAL SOURCES OF CASH WORKING CAPITAL

TOTAL USES / (SOURCES) OF CASH WORKING CAPITAL (LINE 7 + 14)

(86,501,390)

(82,770,126)

89,744,728

93,475,992
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LOUISVILLE GAS AND ELECTRIC COMPANY
CASE NO. 2020-00350 - GAS OPERATIONS
CASH WORKING CAPITAL COMPONENTS
FORECAST PERIOD FOR THE 12 MONTHS ENDED JUNE 30, 2022

SCHEDULE B-5.2

LINE
NO.

ACCT. NO.

DESCRIPTION

13 MONTH
AVERAGE

JURIS.
PERCENT

JURISDICTIONAL
AMOUNT

ADDITIONAL USES OF CASH WORKING CAPITAL:

1

128

PREPAID PENSION

2

182

REGULATORY ASSET - FAS 158 PENSION

3

183

PRELIMINARY SURVEY

4

184

CLEARING ACCTS - PENSION

5

186

6

188

7

LINE
NO.

4,618,516

100.000%

4,618,516

41,893,813

100.000%

41,893,813

725,510

100.000%

725,511

1,972,184

100.000%

1,972,184

MISC DEFERRED DEBITS

66,800

100.000%

66,800

RESRCH/DEV/DEMO EXP

-

100.000%

-

49,276,824

TOTAL USES OF CASH WORKING CAPITAL

ACCT. NO.

DESCRIPTION

13 MONTH
AVERAGE

49,276,824

JURIS.
PERCENT

JURISDICTIONAL
AMOUNT

ADDITIONAL SOURCES OF CASH WORKING CAPITAL:

8

228.2

MISC LONG TERM LIABILITIES

9

228.3

ACCUMULATED PROVISION FOR POST RETIREMENT BENEFITS

10

242

MISC LIABILITY

11

253

OTHER DEFERRED CREDITS

12

143/232

NET ACCRUED RETENTION/CWIP

13

143/232

NET ACCRUED RWIP

14

15

TOTAL SOURCES OF CASH WORKING CAPITAL

(593,851)

100.000%

(593,851)

(13,025,665)

100.000%

(13,025,665)

(3,860,792)

100.000%

(3,860,792)

(411,081)

100.000%

(411,081)

(17,937,921)

20.000%

(3,587,584)

(718,398)

20.000%

(143,680)

(36,547,707)

(21,622,652)

12,729,117

27,654,173

TOTAL USES / (SOURCES) OF CASH WORKING CAPITAL (LINE 7 + 14)

1
2
3
4
5

2. Amortization Expense and Depreciation Expense

Q.

Should the Commission include amortization expense in the calculation of

6

the first component of cash working capital if the underlying regulatory

7

assets and liabilities are not included in rate base?

8
9

A.

No. Fundamentally, if the regulatory assets and liabilities are not included in rate
base, then the amortization expense is not entitled to a return either based on the
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lag in the receipt of revenues compared to the Companies’ assumed lag of 0 days

2

for the amortization expense in the lead/lag calculation. This is particularly true if

3

the regulatory asset has not been financed, but rather, is simply a placeholder for

4

the Companies’ right to recover future costs, such as the so-called SFAS 109

5

regulatory assets.

6

In addition, there inherently is no cash working capital requirement for the

7

non-cash amortization expense. The correct lag days for the amortization expense

8

are infinity days, not the Companies’ assumed 0 days.

9

amortization expense cannot be 0 days because the expenses never are paid in

10

cash. 26 The Companies’ use of 0 days incorrectly assumes that the amortization

11

expense actually is paid in cash on the first second of the month in which it is

12

recorded. Of course, the Companies never disburse cash for the expenses, let

13

alone instantaneously. And, of course, amortization expense is not recorded in

14

the accounting process for the month until the end of the month. It is not recorded

15

on the first day of the month.

The lag days for

16
17

Q.

Is it also true that the lag days for depreciation expense cannot be 0 days for

18

the same reasons that the lag days for amortization expense cannot be 0

19

days?

20
21

A.

Yes. Similar to the amortization expense, the depreciation expense never is paid
in cash; thus, the lag days are infinity days, not 0 days.

26
The Companies’ proposed 0 lag days assumes that the amortization expense is incurred in cash
the moment it is recorded, which, of course, cannot be correct because it is never paid, let alone
instantaneously.
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2

Q.

Even if the Commission concludes that the non-cash amortization expense

3

and depreciation expense should be included in the first component of the

4

cash working capital, is there another concern with the use of 0 lag days for

5

the depreciation expense?

6

A.

Yes. The Company already includes the current month’s depreciation expense in

7

rate base through the use of the 13-month average of net plant (gross plant less

8

accumulated depreciation) for the test year. This results in an overlap and double

9

recovery of the return on the depreciation expense between the net plant included

10

in rate base and the depreciation expense included in the cash working capital

11

lead/lag calculations included in rate base. This is simply a mathematical error

12

that needs to be corrected to exclude the overlap and the excessive rate base and

13

return on that amount included in the revenue requirement.

14

The 13-month average for each component of rate base, 27 including

15

accumulated depreciation, consists of twelve months of beginning balances, for

16

the months of July 2021 through June 2022, and one month of ending balances,

17

specifically for June 2022 only.

18

methodology, the Companies are allowed a full month return on the current

19

month depreciation expense because it is not added to accumulated depreciation

20

and used to reduce rate base until the end of the current month, with the sole

27

As a result of the 13-month average

Except for the first component of the cash working capital.
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exception of the last month in the test year, which essentially negates this

2

differential for that month only.

3

The use of 0 lag days for depreciation expense in the lead/lag calculation

4

of the first component of cash working capital assumes that it is paid in cash at the

5

beginning of each month when incurred, so that it is allowed a return for the

6

entirety of the current month in that calculation plus the additional days between

7

the revenue lag days and the 0 days depreciation expense lag days assumed in the

8

Companies’ calculations.

9

Companies include the depreciation expense in rate base twice, once through the

10

use of the beginning balances of accumulated depreciation for each of those

11

months and then a second time through the cash working capital calculations.

Consequently, for 11 months of the test year, the

12
13

Q.

14
15

What is the remedy for this double counting of depreciation expense in rate
base?

A.

The remedy is to correct the number of depreciation expense lag days to reflect

16

the 11 months, or 335 days in the test year, of double counting, and 30 days in

17

which it was not double counted (June 2022).

18

The Companies double counted the return on depreciation expense for

19

27.92 days on average during the test year. There are 30.42 days each month on

20

average in a calendar year. It was not double counted for 2.50 days each month

21

on average in the test year (30 days divided by 12 months).

22
23

Q.

What are your recommendations?
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A.

I recommend that the Commission exclude amortization expense from the first

2

component of the cash working capital on the bases that 1) this is a non-cash

3

expense and that the expense lag days are infinity days, not 0 days, and 2) the

4

Companies are not entitled to a return on the amortization expense if the

5

underlying regulatory assets and liabilities are not included in rate base.

6

I recommend that the Commission exclude depreciation expense from the

7

first component of the cash working capital on the basis that this is a non-cash

8

expense and that the expense lag days are infinity days, not 0 days.

9

If, however, the Commission allows depreciation expense in the

10

calculation of the first component of cash working capital, then I recommend that

11

it correct the depreciation expense lag days to 27.92 days to correct the double

12

counting of the depreciation expense included in rate base both through the net

13

plant and cash working capital amounts.

14
15

Q.

What are the effects of your recommendations?

16

A.

The effects of my primary recommendation to exclude amortization and

17

depreciation from the calculation of cash working capital are a reduction in the

18

KU revenue requirement of $4.592 million and a reduction in the LG&E revenue

19

requirements of $3.267 million (electric) and $0.531 million (gas).

20

reflected the effects of this recommendation on the table in the Summary section

21

of my testimony.

I have

22

The effects of my alternative adjustment to correct the depreciation

23

expense lag days to 27.92 days are a reduction in the KU revenue requirement of
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$2.677 million and a reduction in the LG&E revenue requirement of $2.017

2

million (electric) and $0.334 million (gas).

3
4
5
6

3.

Q.

7
8

Non-Cash Pension and OPEB Related Assets and Liabilities

Describe the pension and OPEB related assets and liabilities included in the
Companies’ second component of cash working capital.

A.

The Companies included two pension related assets and two OPEB related

9

liabilities in the second component of cash working capital as shown on the table

10

in the preceding section summarizing the second component of the Companies’

11

requested cash working capital.

12

The pension related assets include account 128 Prepaid Pension and

13

account 182 Regulatory Asset – FAS 158 Pension. KU included $40.221 million

14

in account 128 and $114.912 million in account 182. LG&E included $42.037

15

million electric and $4.619 million gas in account 128 and $120.380 million

16

electric and $41.894 million gas in account 182.

17

The OPEB related liabilities include account 228.3 Accumulated Provision

18

for Post Retirement Benefits and account 254 Regulatory Liability –

19

Postretirement. KU included $19.186 million in account 228.3 and $32.225

20

million in account 254. LG&E included $51.598 million electric and $13.026

21

million gas in account 228.3 and $0 electric and $0 gas in account 254.

22
23

Q.

Describe the amounts included in account 128 Prepaid Pension.
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A.

These amounts represent the net excess of the pension trust fund assets at fair

2

value over the pension benefit obligation. 28 In the case of KU and LG&E, the

3

pension trust funds are overfunded compared to the present value of the pension

4

liabilities.

5
6

Q.

How does the pension trust fund become overfunded?

7

A.

The pension trust fund is funded and becomes overfunded through the cumulative

8

realized gains in trust fund assets, earnings on trust fund investments, and

9

contributions made by the Companies. The pension obligation component of the

10

calculation also affects the net funded status. The pension obligation is reduced

11

each year by payments to participants and increased or reduced depending on

12

actuarial assumptions regarding future payments to participants and the discount

13

rate used to calculate the net present value of the future obligation.

14
15

Q.

Are the amounts included by the Companies in account 128 Prepaid Pension

16

the same as the amounts included by KPCo in account 165 Prepayments and

17

addressed in Case No. 2020-00174?

18

A.

No. They are very different amounts and should not be considered equivalent.

19

The amounts included by the Companies in account 128 are required by GAAP

20

and the USOA and represent the fair value of the pension trust fund assets in

21

excess of the pension benefit obligation. KPCo also recorded an amount in

28
Response to AG-KIUC 1-54(b). I have attached a copy of all parts of the response from KU
(narrative and selected pages only) as my Exhibit___(LK-7). I have not attached a copy of the response
from LG&E in the interest of limiting the pages in the exhibit.
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account 128 pursuant to GAAP and the USOA, although it did not seek to include

2

it in rate base or to calculate a return on this amount to increase pension expense.

3

KU and LG&E did not and do not record amounts in account 165.

4

In contrast to the amounts included by the Companies in account 128, the

5

pension and OPEB positive amounts included by KPCo in account 165

6

subaccounts were not required by GAAP or the USOA and were offset by equal

7

and offsetting negative amounts in other account 165 subaccounts, which KPCo

8

simply ignored in its rate base calculation.

9
10

Q.

11
12

Is it reasonable to include the pension trust fund assets in excess of the
pension obligation in rate base?

A.

No. First, there is no evidence that the excess trust fund assets were solely, or in

13

any respect, the result of excessive contributions by the Companies. The excess

14

trust fund assets could be the result of realized gains in the trust fund assets,

15

earnings on the trust fund assets, and changes in the pension obligation. In fact,

16

these other factors may very well have reduced the minimum contributions

17

required by the Companies under the ERISA minimum funding requirements.

18

Second, to the extent that the excess trust fund assets were the result of realized

19

gains and earnings, then the Companies’ ratepayers are entitled to the reductions

20

in pension costs resulting from those sources; the Companies are not somehow

21

entitled to those gains and earnings. Third, the trust fund assets earn a return

22

within the formula used to calculate pension costs in the test year.

The
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Companies assumed a 7.0% rate of return for this purpose in their calculations of

2

pension cost and expense. 29

3

To the extent the Commission determines that the Companies are entitled

4

to a return on the excess trust fund assets, then it should be limited to the savings

5

reflected in the calculation of the pension costs in the test year, not assumed to

6

earn a higher grossed-up return on rate base, and then should be further limited to

7

the expense component of the savings reflected in the pension cost.

8
9

Q.

10
11

Describe the amounts included in account 182 Regulatory Asset – FAS 158
Pension.

A.

These amounts represent the accumulated unamortized prior service costs and net
actuarial losses of the plan. 30

12
13
14

Q.

15
16

Is it reasonable to include the accumulated unamortized prior service costs of
the pension plan in rate base?

A.

No.

The accumulated unamortized prior service costs represent the pension

17

obligation amounts that have not yet been amortized to pension cost. This amount

18

is best viewed as a subset of the pension obligation that has not yet been

19

amortized to pension cost. The interest on the entirety of the pension obligation is

20

included in the calculation of pension cost. The amortization of the prior service

21

costs also is included in the calculation of pension cost. However, there is no

29
30

Response to AG-KIUC 1-54. Refer to Exhibit___(LK-7).
Response to AG-KIUC 1-54(d). Refer to Exhibit___(LK-7).
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return on prior service costs included in the calculation of pension costs. That is

2

because this asset does not reduce the pension obligation or the interest on the

3

entirety of the pension obligation included in the calculation of the pension cost.

4
5

Q.

Do the Companies agree that the unamortized prior service cost is a subset

6

or component of the pension obligation and that the interest on this

7

obligation already is included in the calculation of pension cost?

8

A.

Yes. The Companies acknowledge that “unamortized prior service cost is a

9

component of the entire pension liability” and that “the calculation of the pension

10

cost does include interest on the unamortized prior service cost” (emphasis

11

added). 31

12

component of account 182 Regulatory Asset – FAS 158 Pension in rate base

13

double counts the return in the revenue requirement.

In other words, the Companies acknowledge that including this

14
15

Q.

16
17

Is it reasonable to include the net actuarial losses of the pension plan in rate
base?

A.

No.

There is no return on net actuarial losses of the plan included in the

18

calculation of pension cost. The only return included in the calculation of pension

19

cost is the return on the fair value of trust fund assets.

20

31

8).

Responses to AG-KIUC 2-14. I have attached copies of these responses as my Exhibit___(LK-
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Q.

Do the Companies also acknowledge this fact?

2

A.

Yes. Thus, it is unnecessary and inappropriate to include this component of

3

account 182 Regulatory Asset – FAS 158 Pension in rate base because no

4

financing cost is incurred and no return is included in the calculation of pension

5

cost.

6
7

Q.

8
9

Describe the amounts included in account 228.3 Accumulated Provision for
Post Retirement Benefits.

A.

These amounts represent the net excess of the OPEB obligation over the OPEB

10

trust fund assets at fair value. 32 In the case of KU and LG&E, the OPEB trust

11

funds are underfunded compared to the present value of the OPEB liabilities.

12
13

Q.

Is it reasonable to subtract the OPEB underfunding from rate base?

14

A.

No. In fact, this highlights the absurdity of the Companies’ position with respect

15

to including the pension overfunding in rate base. In the case of the OPEB

16

underfunding, the interest on the entire OPEB obligation is included in the

17

calculation of the OPEB cost. The Companies’ include interest at an actuarial

18

interest rate of 3.32% in the calculation of the OPEB cost, but then subtract the

19

underfunding from rate base so that customers are provided a grossed-up rate of

20

return of 8.97%. The only thing reasonable about this is that it partially mitigates

21

the Companies’ proposal to include the pension overfunding in rate base. In fact,

32

Response to AG-KIUC 1-54(g). Refer to Exhibit___(LK-7).
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neither proposal is reasonable, although the Companies at least were consistent.

2

Nevertheless, if the Commission includes the amounts in account 128 Prepaid

3

Pension in rate base, then it also should subtract the amounts in account 228.3

4

Accumulated Provision for Post Retirement Benefits from rate base, again, as a

5

matter of consistency.

6
7

Q.

8
9

Describe the amounts included in account 254 Regulatory Liability –
Postretirement.

A.

These amounts represent the accumulated unamortized prior service costs and net

10

actuarial gains of the OPEB plan. 33 These amounts are similar in concept to the

11

accumulated unamortized prior service costs and net actuarial losses of the

12

pension plan that I previously described.

13
14

Q.

15
16

Is it reasonable to subtract the accumulated unamortized prior service costs
and net actuarial gains of the OPEB plan from rate base?

A.

No. It is not reasonable to subtract the unamortized prior service costs and net

17

actuarial gains of the OPEB plan from rate base for the same reasons that it is not

18

reasonable to add the asset amounts related to the pension plan to rate base.

19
20

Q.

What is your recommendation?

33

KU’s response to AG-KIUC 1-54(i). Refer to Exhibit___(LK-7).
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A.

I recommend that the Commission reject the Companies’ proposals to include the

2

amounts in accounts 128 Prepaid Pension and 182 Regulatory Asset – FAS 158

3

Pension in rate base and subtract the amounts in accounts 228.3 Accumulated

4

Provision for Post Retirement Benefits and 254 Regulatory Liability –

5

Postretirement from rate base for the reasons that I previously described.

6
7

Q.

What are the effects of your recommendations?

8

A.

The effects of the removals, net of ADIT, are a reduction in the KU revenue

9

requirement of $7.021 million and a reduction in the LG&E revenue requirement

10

of $7.460 million (electric) and $2.254 million (gas).

11
12

Q.

Is your recommendation to exclude all pension and OPEB assets and

13

liabilities consistent with the Commission’s decision in KPCo Case No. 2020-

14

00174?

15

A.

Yes, at least with respect to the result. However, KPCo sought to include a

16

“prepayment” in account 165 in rate base without the offsetting negative amount

17

also recorded in account 165. As I noted in my testimony in Case No. 2020-

18

00174, the KPCo accounting is unique to the AEP operating utilities and is not

19

required by GAAP or the USOA.

20

The KU and LG&E rate base calculations do not include any amounts

21

from account 165 because there are no such costs on their accounting books. The

22

KU and LG&E requests are different than KPCo’s request because they explicitly

23

reflect the net funding status and regulatory assets for certain pension costs and
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regulatory liabilities (KU only) for certain OPEB costs. The KPCo request did

2

not include the net funding status or any regulatory assets or liabilities.

3
4

Q.

5
6

Is your recommendation consistent with the Duke Energy Kentucky requests
in Case Nos. 2018-00261 and 2019-00271?

A.

Yes. Duke Energy Kentucky did not include any pension or OPEB assets or

7

liabilities in rate base even though it proposed the use of rate base in lieu of

8

capitalization in those proceedings.

9
10
11

4. Clearing Accounts

12

Q.

Describe the amounts in account 184 Clearing Accounts.

13

A.

KU included $5.523 million and LG&E included $6.281 million (electric) and

14

$1.972 million (gas) in the second component of cash working capital included in

15

rate base.

16
17

Q.

What are clearing accounts?

18

A.

Clearing accounts are used to accumulate costs for certain activities, such as

19

vehicle costs, which then are charged out to expense or capital based on various

20

allocation or usage factors, such as square footage for building costs or daily

21

usage for vehicle costs. The objective with clearing accounts is to charge out

22

each month an amount equivalent to the costs incurred and recorded in the

23

clearing account so that the balance is $0 on average over time, recognizing that
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in any single month the amounts incurred and the amounts charged out may not

2

precisely match.

3

The FERC Uniform System of Accounts (“USOA”) defines account 184

4

Clearing Accounts as follows.

5
6
7
8
9
10

This [account] shall include undistributed balances in clearing accounts at
the date of the balance sheet. Balances in clearing account shall be
substantially cleared not later than the end of the calendar year unless
items held therein relate to a future period.

Q.

11
12

What is the basis for the Companies’ forecast of the account 184 amounts in
the test year?

A.

The Companies simply used the actual amounts as of August 31, 2020 and held
the amounts constant through the end of the test year. 34

13
14
15

Q.

16
17

Is that a reasonable basis for the forecast of the account 184 amounts in the
test year?

A.

No. Clearing accounts should be assumed to be $0 in the test year, consistent

18

with the manner in which such accounts are used and consistent with the

19

expectation that the accounts will be cleared to $0 on average over time.

20
21

Q.

What is your recommendation?

34

Schedule B-5.2 for each Company at pages 2 and 5 in electronic format showing the sum of the
monthly balances for account 184 during the base year and test year. The electronic versions of the
schedules were provided in response to Staff 1-56 for each Company.
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A.

I recommend that the Commission either set the clearing accounts to $0 or simply

2

exclude them from rate base. The clearing accounts should be $0 over time,

3

especially in a forecast test year. There is no justification for non-$0 amounts in

4

the test year.

5
6

Q.

What are the effects of your recommendation?

7

A.

The effects are a reduction in the KU revenue requirement of $0.498 million and a

8

reduction in the LG&E revenue requirement of $0.563 million (electric) and

9

$0.177 million (gas).

10
11
12
13

5. Corrections to Account 186 for Long Term Service Agreements

Q.

Describe the amounts in accounts 186074 (Cane Run 7 LTPC Asset) and

14

186075 (Brown 6 and 7 LTSA Asset) that the Companies included in their

15

rate base calculations.

16

A.

The amounts in account 186074 include actual or forecast payments that will be

17

made prior to the year or during the test year to Siemens for major and routine

18

maintenance at Cane Run 7 before the work actually is performed. The contract

19

with Siemens specifies a schedule of payments, consisting of fixed payments and

20

variable payments. These payments are deferred in account 186074. When

21

Siemens actually performs work on Cane Run 7, then the deferred amounts are

22

reduced by the cost of this work. Then the amounts are transferred and recorded

23

either in CWIP or as a major maintenance outage expense and deferred in account
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182.3 as a regulatory asset. The Companies capitalize 95% of the costs of the

2

Siemens work to CWIP and 5% to the regulatory asset based on an engineering

3

study. The deferral of the expense amounts in the test year assumes that the

4

Commission will affirm this ratemaking approach for major generation outage

5

expense adopted due to a settlement in Case Nos. 2018-00294 and 2018-0295,

6

although the AG and KIUC oppose such deferrals after base rates are reset in

7

these proceedings, as I address in a subsequent section of my testimony. 35

8

The amounts in account 186075 are similar, but they are for payments to

9

GE International for major and routine maintenance at Brown 6 and 7 before the

10

work is actually performed.

The contract with GE International specifies a

11

schedule of payments, consisting of fixed payments and variable payments.

12

These payments are deferred in account 186075. The accounting for account

13

186075 is the same as I described for account 186074. 36

14
15

Q.

16
17
18

Did the Companies identify errors in their forecasts of the amounts in
account 186074 in response to AG and KIUC discovery?

A.

Yes. The Companies corrected their forecasts downward in response to AG and
KIUC discovery.

19

35

KU response to AG-KIUC 2-28 (a) through (f). LG&E response to AG-KIUC 2-22 (a) through
(f). I have attached a copy of the narrative portion and select attachment pages of KU’s response to AGKIUC 2-28 and LG&E’s response to AG-KIUC 2-22 as my Exhibit___(LK-9).
36
KU response to AG-KIUC 2-28 (g) through (l). Refer to Exhibit___(LK-9).
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Q.

2
3

Have you reflected these corrections on the table in the Summary section of
your testimony?

A.

4

Yes. The effects are reductions in the KU revenue requirement of $0.249 million
and in the LG&E electric revenue requirement of $0.085 million.

5
6

Q.

7
8

Do you have additional concerns with including the corrected amounts in
rate base?

A.

Yes. The Companies have determined that 95% of the corrected amounts will be

9

transferred to CWIP when Siemens or GE International completes the work

10

during major outages. In essence, 95% of the amounts the Companies record in

11

account 186074 and 186075 are or should be treated as CWIP, not miscellaneous

12

deferred debits for ratemaking purposes. If the costs were treated as CWIP, then

13

they would be allowed to earn an AFUDC rate of return, not a current rate of

14

return, consistent with the AG and KIUC recommendation to exclude CWIP from

15

rate base and instead use the AFUDC approach.

16
17

Q.

What is your recommendation?

18

A.

I recommend that the Commission remove 95% of the corrected forecast amounts

19

in accounts 186074 and 186075 from rate base and direct the Companies to record

20

such costs in CWIP and apply AFUDC in the same manner that other CWIP

21

carries AFUDC.

22
23

Q.

What are the effects of your recommendation?
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A.

2

The effects are reductions in the KU revenue requirement of $1.128 million and in
the LG&E electric revenue requirement of $0.458 million.

3
4
5
6

6. Offset to CWIP for Vendor Financing (Accounts Payable)

Q.

7
8

Did the Companies offset the CWIP included in rate base for the related
accounts payable to reflect the vendor financing?

A.

No. As the Companies acquire and incur the costs for construction materials and

9

supplies, contractor services, and other costs, they record costs to the CWIP asset

10

and the offsetting liabilities to the vendors in accounts payable. The Companies

11

actually maintain separate CWIP payables accounts in their accounting systems to

12

track this zero-cost vendor financing. When the payable actually is paid, then it is

13

eliminated. This cycle constantly repeats itself.

14

The Companies included the CWIP assets in rate base, but failed to offset

15

those assets with the amounts that its vendors financed, which they record in

16

accounts payable. The Companies’ investors did not finance the entirety of these

17

assets. The Companies’ vendors financed a portion of these assets. The vendor

18

financing is a separate source of financing that is cost-free.

19

Companies’ approach simply, and incorrectly, assumes that its investors financed

20

the portion of the CWIP assets that actually were financed by their vendors.

However, the

21
22
23

Q.

Have you quantified the accounts payable amounts related to CWIP that
should be subtracted from rate base?
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A.

Yes. The KU accounts payable (vendor financing) offset to CWIP is $19.070

2

million.37 The LG&E accounts payable offset to CWIP is $9.645 million electric

3

and $7.178 million gas. 38

4
5

Q.

What are the effects of your recommendation?

6

A.

The effects are reductions in the KU revenue requirement of $1.720 million and in

7

the LG&E revenue requirements of $0.865 million electric and $0.644 million

8

gas.

9
10
11
12
13

C.

Rate Base/Capitalization Should Be Reduced To Remove Construction Work
In Progress; Construction Financing Costs Should Be Capitalized To CWIP
In The Form Of AFUDC

14

Q.

Describe the Companies’ requests for current recovery of construction

15
16

financing costs.
A.

The Companies seek current recovery of construction financing costs instead of

17

capitalizing these costs in CWIP and then recovering the costs over the service

18

lives of the assets. This CWIP approach provides the Companies recovery of the

19

construction financing costs before the project is completed and placed in service.

20

The Commission historically has allowed the Companies to include these

37

KU response to AG-KIUC 2-10. I have attached a copy of the response from KU as my
Exhibit___(LK-10). Amounts from this response were compared to total CWIP balances in the trial
balance to determine the percentage reduction for the CWIP included by KU in rate base.
38
LG&E response to AG-KIUC 2-10. I have attached a copy of the response from LG&E as my
Exhibit___(LK-11). Amounts from this response were compared to total CWIP balances in the trial
balance to determine the percentage reduction for the CWIP included by LG&E in rate base.
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1

construction financing costs in the revenue requirement without removing the

2

CWIP from capitalization or including AFUDC as an increase to operating

3

income.

4
5

Q.

6
7

Describe the AFUDC approach for capitalizing financing costs incurred
during construction.

A.

Under the AFUDC approach, the financing costs incurred during construction are

8

capitalized and added to the cost of the plant. The financing costs are computed at

9

the Company’s embedded weighted cost of capital in accordance with the

10

requirements of the Federal Energy Regulatory Commission (“FERC”)

11

methodology, unless the methodology is modified for retail ratemaking purposes.

12

The FERC methodology requires that the Company’s short-term debt first be

13

assigned to the financing costs for construction and then requires the use of the

14

weighted average cost of long-term debt, preferred equity, and common equity for

15

the residual amount of financing costs.

16
17

Q.

18
19

Will the Companies fully recover their construction financing costs under the
AFUDC approach?

A.

Yes. The AFUDC approach provides the Companies dollar for dollar recovery of

20

their actual construction financing costs, no more and no less.

In fact, the

21

Companies recognize the legitimacy and usefulness of the AFUDC approach as

22

one element of their proposed ratemaking for the AMI costs. If the Commission

23

approves the Companies’ requests for CPCNs and their use of the AFUDC
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1

approach, then it makes sense to broaden the use of the AFUDC approach to all

2

construction costs rather than maintain a hybrid form of ratemaking and

3

accounting.

4
5

Q.

6
7

Is the AFUDC approach consistent with generally accepted accounting
principles?

A.

Yes. GAAP generally requires that construction financing costs be capitalized

8

into the cost of an asset because such costs are no different in concept than the

9

cost of labor and materials used to construct an asset and because the cost has

10

future economic value. Statement of Financial Accounting Standards No. 34,

11

Capitalization of Interest Cost, states the following:

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

39. The Board concluded that interest cost is a part of the cost of
acquiring an asset if a period of time is required in which to carry out the
activities necessary to get it ready for its intended use. In reaching this
conclusion, the Board considered that the point in time at which an asset is
ready for its intended use is critical in determining its acquisition cost.
Assets are expected to provide future economic benefits, and the notion of
expected future economic benefits implies fitness for a particular purpose.
Although assets may be capable of being applied to a variety of possible
uses, the use intended by the enterprise in deciding to acquire an asset has
an important bearing on the nature and value of the economic benefits that
it will yield.
40.
Some assets are ready for their intended use when purchased.
Others are constructed or otherwise developed for a particular use by a
series of activities whereby diverse resources are combined to form a new
asset or a less valuable resource is transformed into a more valuable
resource. Activities take time for their accomplishment. During the
period of time required, the expenditures for the materials, labor, and other
resources used in creating the asset must be financed. Financing has a
cost. The cost may take the form of explicit interest on borrowed funds, or
it may take the form of a return foregone on an alternative use of funds,
but regardless of the form it takes, a financing cost is necessarily incurred.
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2
3
4
5
6
7
8

On the premise that the historical cost of acquiring an asset should
include all costs necessarily incurred to bring it to the condition and
location necessary for its intended use, the Board concluded that, in
principle, the cost incurred in financing expenditures for an asset during a
required construction or development period is itself a part of the asset’s
historical acquisition cost. (emphasis added).

Q.

9

capitalize carrying costs in the plant costs and then depreciate the plant costs

10
11

How does the CWIP approach differ from the GAAP requirement to

over the useful service life of the asset?
A.

The CWIP approach provides accelerated recovery to the utility of the

12

construction financing cost subset of total construction costs during the

13

construction period rather than over the service lives of the assets. The CWIP

14

approach is unique to regulated utilities and is available to utilities only if they are

15

allowed to prematurely recover construction financing costs during the

16

construction period. On long lead time construction projects, the CWIP approach

17

may allow a utility to recover 30% or 40% of the total construction costs during

18

the construction period.

19

The AFUDC approach is consistent with the GAAP requirement to

20

capitalize construction financing costs and then depreciate the costs over the

21

asset’s service life. In that manner, the recovery occurs over the service life. The

22

revenue requirement is set to recover the depreciation expense plus a return on the

23

declining capitalization/rate base as the asset is depreciated for book accounting

24

and tax purposes. On long lead time construction projects, the AFUDC approach

25

allocates the total cost over the service life of the assets to the customers who are

26

served by the asset.
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2

Q.

Is there a penalty to customers under the CWIP approach?

3

A.

Yes. Under the CWIP approach, the utility recovers and customers pay the

4

construction financing costs on the related capitalization plus the income tax

5

expense on the equity component of the return. This income tax expense then is

6

remitted to the federal and state governments.

7

unnecessary expense during the construction period imposed on customers that

8

provides no benefit to the utility or to its customers.

9

economic harm over the life of the assets on a net present value basis, all else

10

In other words, this is an

In fact, it causes an

equal.

11
12

Q.

13
14

Describe how the Commission excludes CWIP from rate base or
capitalization for other utilities.

A.

The Commission excludes CWIP from rate base for KPCo, Duke Energy

15

Kentucky (electric and gas), and Columbia Gas. The FERC also excludes CWIP

16

from rate base for KU. These utilities and KU in its wholesale jurisdiction

17

capitalize their construction financing costs as AFUDC in the same manner that

18

all other construction costs are capitalized and added to CWIP during the

19

construction period. They do not recover their construction financing costs during

20

construction.

21

construction is completed and the CWIP is closed to plant-in-service. Thereafter,

22

the utilities earn a return on the related rate base and recover the cost through

23

depreciation expense over the service lives of the assets.

Instead, the construction financing costs are recovered after
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2

Q.

3
4

How does the Commission exclude CWIP in Kentucky Power Company rate
cases?

A.

It includes AFUDC in operating income, which effectively eliminates the return

5

on the CWIP included in rate base. This is referred to as the “AFUDC offset

6

methodology. 39 Methodologically, it calculates AFUDC using the authorized rate

7

of return, net of the income tax expense savings from the interest expense

8

deduction, and includes the net of tax AFUDC in operating income. When the

9

operating income deficiency or surplus is grossed up to the revenue requirement,

10

the effect of the “AFUDC offset” is a reduction in the revenue requirement

11

equivalent to the grossed-up return times the CWIP balance.

12
13

Q.

14
15

How does the Commission exclude CWIP in the Duke Energy Kentucky rate
cases?

A.

In its most recent gas and electric base rate cases, Duke Energy Kentucky made

16

proforma adjustments to remove CWIP from its forecast capitalization amounts. 40

17

In its most recent gas base rate case, Duke Energy Kentucky proposed a

18

change from capitalization to rate base and simply excluded CWIP from its

39
Direct Testimony of Ranie K. Wohnhas at 22-23 in Case No. 2014-00396. I have attached the
relevant pages from the Kentucky Power filing as my Exhibit___(LK-12).
40
I have attached the relevant pages from the Duke Energy Kentucky filings in Case Nos. 201700321 and 2018-00261 as my Exhibit___(LK-13).
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calculation of rate base. 41 In response to Staff discovery regarding the exclusion

2

of CWIP from rate base, Duke Energy Kentucky responded:

3
4
5
6
7
8
9
10
11
12

Similar to its most recently approved electric rate case, Case No. 201700321, Duke Energy Kentucky is not requesting to include recovery of
CWIP in base rates because of past Commission precedent that effectively
eliminates recovery of a return on CWIP. When CWIP is included in rate
base, the Commission has, in past cases, included an AFUDC offset to
operating income, which was calculated by multiplying the CWIP balance
times the full weighted average cost of capital. The inclusion of the
AFUDC offset effectively eliminates any revenue requirement in the test
year related to CWIP. 42

13

Q.

How does the Commission exclude CWIP in the Columbia Gas rate cases?

14

A.

In its most recent base rate case, Columbia Gas simply excluded CWIP from its
calculation of rate base. 43

15
16
17

Q.

What is your recommendation?

18

A.

I recommend that the Commission exclude CWIP from rate base (if the AG and

19

KIUC recommendation to use rate base is adopted) or capitalization (if the AG

20

and KIUC recommendation to use rate base is not adopted) and direct the

21

Companies to accrue AFUDC starting with the date when base rates are reset in

22

this proceeding.

41

Direct Testimony of Cynthia S. Lee at 6 in Case No. 2018-00261. I have attached the relevant
pages from the Duke Energy Kentucky filing as my Exhibit___(LK-14).
42
Response to Staff 2-6 in Case No. 2018-00261. I have attached a copy of this response as my
Exhibit___(LK-15).
43
Schedule B-4 and the Direct Testimony of Columbia Gas witness Mr. S. Mark Katco at 7-8 in
Case No. 2016-00162. I have attached the relevant pages from the Columbia Gas filing as my
Exhibit___(LK-16).
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The AFUDC approach is beneficial to the Companies and their customers.

2

It benefits the Companies because it allows them to capitalize and recover the

3

entirety of their construction financing costs, no more and no less. It benefits

4

customers because it avoids the premature recovery of these costs during the

5

construction period before the assets provide service, minimizes base rate

6

increases, and allows customers to pay for these costs over the service lives of the

7

assets when they are used and useful.

8

The AFUDC approach also avoids the premature recovery of income tax

9

expense from customers under the CWIP approach through the grossed-up rate of

10

return. This unnecessary income tax expense is recovered from customers and

11

then simply remitted to the federal and state governments during the construction

12

period. It benefits neither the Companies nor their customers.

13
14

Q.

15
16

What methodology should the Commission use to exclude CWIP from
capitalization?

A.

I recommend that the Commission use the Duke Energy Kentucky/Columbia Gas

17

methodology for KU and LG&E whereby CWIP is simply excluded from rate

18

base, although the Kentucky Power methodology should yield the same result.

19

The Duke/Columbia Gas methodology simply avoids the AFUDC offset

20

calculation that is necessary if the Kentucky Power AFUDC offset methodology

21

is used.

22
23

Q.

What are the effects of your recommendation?
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A.

The effects are a reduction in the KU revenue requirement of $12.334 million and

2

a reduction in the LG&E revenue requirement of $5.160 million (electric) and

3

$3.841 million (gas) if the Commission does reduce the CWIP in rate base by the

4

related accounts payable vendor financing that I addressed in the prior section.

5

The effects are a reduction in the KU revenue requirement of $14.055

6

million and a reduction in the LG&E revenue requirement of $6.025 million

7

(electric) and $4.484 million (gas) if the Commission does not reduce the CWIP

8

in rate base by the related accounts payable vendor financing that I addressed in

9

the prior section.

10
11
12

IV. OPERATING INCOME ISSUES

13
14

A.

Overview of Proposed Increases In Non-Fuel And Non-Gas O&M Expense

15

Q.

Describe the Companies’ proposals to increase non-fuel and non-gas O&M

16
17

expense in the test year compared to the base year and prior calendar years.
A.

KU included an increase of $44.095 million, or 11.1%, in the test year compared

18

to the base year. This compares to annual increases of $7.303 million, or 2.0%,

19

on average since 2015. 44

20

LG&E included increases of $26.367 million (electric), or 9.5%, and

21

$15.349 million (gas), or 16.2%, in the test year compared to the base year. These

44
Responses to AG-KIUC 1-23 for KU and 1-22 for LG&E. These responses provide O&M
expense by FERC expense account. I have attached a copy of these responses as my Exhibit___(LK-17). I
excluded the fuel expenses, purchased power expenses, purchased gas expenses, and customer assistance
expenses from these amounts.
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compare to annual increases of $0.219 million, or 0.2% (electric) and $4.784

2

million, or 6.2% (gas), on average since 2015. 45

3
4

Q.

What are the primary drivers for these significant overall O&M expense

5

increases in the test year compared to the base year and prior calendar

6

years?

7

A.

The primary drivers for these increases are the assumptions used to forecast

8

increases in staffing and payroll and related expenses, including pension and

9

OPEB expenses; generation outage expense; amortization of deferrals of

10

generating outage expense over eight years; outside services; property insurance;

11

injuries and damages; miscellaneous expenses (distribution); load dispatching

12

(transmission); miscellaneous expenses (transmission); meter reading and meter

13

expenses; and customer records and collections expenses. The following table

14

summarizes the increases in each of these categories and/or accounts.

15

45

Id.
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Kentucky Utilities Company and Louisville Gas & Electric Company
O&M Expense Increases Test Year Over Base Year
Case Nos. 2020-00349 and 2020-00350
For the Test Year Ended June 30, 2022
$

FERC
Accounts

Total Projected O&M Increase Year over Year

44,095,410

% Increase Year over Year
Specific O&M Increases by Account:
Payroll and Payroll Related Costs (Incl Benefits)
Generator Outage Deferral Amortization
Increased Generator Outage Expense Average
Load Dispatching (Trans)
Miscellaneous Trans Expenses (Trans)
Meter Expenses (Distr)
Miscellaneous Expenses (Distr)
Maintenance of Reservoirs and Wells
Maintenance of Mains (Trans)
Other Expenses (Distr)
Maintenance of Mains (Distr)
Meter Reading Expenses
Customer Records and Collection Expenses
Outside Services for IT and Other
Property Insurance
Injuries and Damages

11.1%

Various
Various
Various
561
566
586
588
832
863
880
887
902
903
923
924
925

Total Specific Large Increases

1

KU Jurisd
Test Year
Over
Base Year

17,604,910
4,676,744
9,664,448
1,199,822
1,190,488
575,993
1,489,976

LG&E Electric
Test Year
Over
Base Year

26,366,718
9.5%

9,967,720
2,034,996
3,823,901
768,154
1,111,823
2,147,248
1,123,625

LG&E Gas
Test Year
Over
Base Year

15,348,936
16.2%

3,279,900

723,516
7,032,680
1,251,768
2,755,048
646,220
918,426
3,291,376
1,752,204
1,277,075

196,627
3,254,477
1,329,271
802,280

1,366,943
120,244
300,535

44,287,683

26,560,122

16,830,634

2
3

Q.

4
5

Have you reviewed the proposed increases in certain of these categories or
accounts to determine if the forecasts are reasonable and justified?

A.

Yes. I address certain of these increases and provide recommendations related to

6

staffing and payroll and related expenses; pension and OPEB expenses;

7

generation outage expenses; outside services expenses; and several other expenses

8

in subsequent sections of my testimony.

9
10
11
12

B.

Proposed Staffing Levels And Increases In Payroll Related Expenses Are
Excessive And Unjustified
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Q.

expense, including benefits expense and the related payroll taxes. 46

2
3

Describe the Companies’ proposed increases in staffing levels and payroll

A.

KU proposes an increase of 52 full-time equivalent employees (“FTEs”) by the

4

end of the test year compared to the end of calendar year 2020. 47 The increase in

5

FTEs, along with an increase in the percentage of total payroll costs allocated to

6

expense, as well as other increases in salaries and wages due to cost of living and

7

merit increases results in an increase in total payroll expenses of $17.605 million

8

in the test year compared to the base year.

9

LG&E proposes an increase of 117 in FTEs by the end of the test year

10

compared to the end of calendar year 2020. 48 The increase in FTEs, along with

11

other an increase in the percentage of total payroll costs allocated to expense, and

12

other increases in salaries and wages due to cost of living and merit increase

13

results in an increase in total payroll costs of $9.968 million (electric) and $3.280

14

million (gas) in the test year compared to the base year.

15
16
17

Q.

In their filings, the Companies claim that the reason for the increases in the
FTEs the related increases in payroll expense is that the base period costs

46
I separately address the pension and OPEB expense issues in a subsequent section of my
testimony although this section does include the pension and OPEB expense related to the increases in
staffing.
47
Responses to AG-KIUC 1-41 provide the FTEs by department at the end of the test year, base
year, and calendar years 2015 through 2020. Responses to AG-KIUC 1-42 for KU and AG-KIUC 2-25 for
LG&E provide the FTE staffing levels and related payroll (direct and burdens) at the end of the test year,
base year, and calendar years 2015 through 2020. I have attached a copy of these responses as my
Exhibit___(LK-18). This amount includes an increase of KU employees of 13 and an allocation increase of
LGS employees of 39.
48
Id. This amount includes an increase of LG&E employees of 82 and an allocation increase of
LGS employees of 35.
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were low “due to vacancies as a result of hiring delays due to Covid.” 49 What

2

assumptions are reflected in the test year?

3

A.

The Companies provided internal reports that their actual FTEs and supplemental

4

contractors were less than budgeted levels in 2020. 50 Each Company asserts that

5

it “intends to fill all open positions between January 1, 2021 through June 30,

6

2022, and will utilize overtime and supplemental contractors as needed.” 51

7
8

Q.

Is that assumption reasonable?

9

A.

No. The Companies rather obviously were able to operate with the lower levels of

10

FTEs and supplemental contractors in 2020 and have not justified the increases

11

that they propose in the test year.

12
13

Q.

What is your recommendation?

14

A.

I recommend that the Commission assume the same number of FTEs in the test

15

year as there were at the end of 2020 and reduce the payroll expense in the test

16

year proportionately.

17
18

Q.

What is the effect of your recommendation?

19

A.

The effect is a reduction in KU payroll and related expenses of $5.095 million and

20

reductions in LG&E expenses of $7.472 million (electric) and $3.106 million

49
50

Schedule D-1.
Responses to AG-KIUC 1-43. I have attached copies of these responses as my Exhibit___(LK-

51

Id.

19).
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(gas). These amounts include payroll and related expenses charged to KU and

2

LG&E from LG&E and KU Services Company (“LKS”). These amounts are

3

before gross-ups for bad debt expense and Commission fees.

4
5

Q.

6
7

Is there another issue that will or should affect the staffing and payroll and
related expenses in the test year?

A.

Yes. KU assumes that 68.71% of its payroll costs will be expensed in the test

8

year compared to 66.05% in the base year. LG&E assumes that 70.83% of its

9

payroll costs will be expensed in the test year compared to 68.86% in the base

10

year.

11

The Companies claim that the increases in the percentages expensed are

12

due to lower forecast construction activity in the test year compared to the base

13

period and calendar year 2020. 52 However, the assumption with respect to lower

14

construction activity in the test year should result in fewer FTEs, not more, and

15

lower payroll cost and related payroll expenses even if more of the payroll cost is

16

expensed rather than capitalized to plant or charged to other cost categories.

17
18

Q.

Do you have a separate recommendation to address this issue?

19

A.

No. However, the Commission should consider this reality in conjunction with its

20

determination of whether the proposed increases in the FTEs and payroll costs are

21

reasonable and justified.

52

20).

Responses to AG-KIUC 1-45. I have attached a copy of these responses as my Exhibit___(LK-
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5
6

C.

Generation Outage Expense Should Be Calculated Using An Average Of
Inflation-Adjusted Historic Actual Expenses, Not An Average including
Multiple Years Of Forecast Expenses, And Should Not Be Subject To TrueUp

7

Q.

Describe the Companies’ proposal to normalize generation outage expense.

8

A.

KU proposes normalized outage expense of $26.304 million total Company.

9

LG&E proposes normalized outage expense of $17.115 million.

10

The Companies calculated normalized generation outage expense based on

11

an average of actual outage expense for 2017, 2018, 2019, January through

12

August 2020, and forecast expense for September 2020 through December 2024.

13

The Companies also propose to true-up and defer actual generation outage

14

expenses that exceed or are less than the amount allowed in the base revenue

15

requirement as either a regulatory asset or liability. In conjunction with the true-

16

up and deferral mechanism, the Companies propose to amortize any regulatory

17

asset or liability balance over eight years on a rolling basis.

18
19

Q.

20
21

How do the Companies’ requests compare to their historic actual outage
expense and the forecast outage expense in future years?

A.

The following table compares the annual actual and forecast outage expenses

22

(total Company) for the calendar years 2013 through 2020, forecast years 2021

23

through 2024, the test year without normalization, and the test year normalized.

24

The Companies included the normalized outage expense in their proposed rate
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increases. 53

1
2

Kentucky Utilities Company and Louisville Gas & Electric Company
Generation Outage Expense Excluding Expense for Retired Units
Case Nos. 2020-00349 and 2020-00350
For the Test Year Ended June 30, 2022
$

KU
Total
Company

Year

Actual or Projected

LG&E

2013

Actual

5,885,981

12,851,154

2014

Actual

19,802,970

10,418,983

2015

Actual

19,767,828

9,427,739

2016

Actual

14,331,933

12,895,303

2017

Actual

13,453,747

15,527,861

2018

Actual

24,535,608

18,501,313

2019

Actual

31,479,823

22,833,527

2020

Actual & Projected

33,344,547

11,798,578

2021

Projected

28,304,369

21,003,010

2022

Projected

25,714,065

15,512,403

2023

Projected

18,994,701

16,177,983

2024

Projected

34,602,886

15,561,983

Test Year Without Normalization

27,009,217

18,257,707

Test Year Normalized

26,303,718

17,114,582

3
4
5

Q.

Is it reasonable to normalize generation outage expense?

6

A.

Yes. There are significant variations from year to year depending on the timing

53
It should be noted that the historic actual outage expenses exclude the outage expense for
generating units that since have been retired and no longer will incur outage expenses. These units include
KU’s Haefling 3, Green River 3 and 4, Brown 1 and 2, and LG&E’s Cane Run 4, 5, and 6.
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of the outages and the scope of the maintenance and construction that is

2

performed during the outages in each calendar year or other twelve-month period,

3

such as the base period or the test year.

4
5

Q.

Is the Company’s proposal to normalize the outage expense using three years

6

and eight months of actual expenses and four years and four months of

7

forecast expenses reasonable?

8

A.

9

No. The future is inherently unknown and uncertain. The timing and scope of
future planned outages involves many assumptions, many or most of which

10

change over time as a practical matter.

11

A single forecast test year presents significant challenges for the

12

Commission and other parties in their reviews due to the fundamental uncertainty

13

of the future and due to the inherent incentive for a utility to understate its

14

forecast revenues and overstate its forecast costs (rate base/capitalization and

15

expenses). Adding forecast years beyond the test year magnifies these problems

16

and completely violates any rational concept of a single integrated test year.

17
18

Q.

19
20

Is it reasonable to include the outage expense in the historic years for
generating units that already are retired?

A.

21

No. The Companies agree and removed these expenses from their calculations of
normalized outage expense.

22
23

Q.

Is there a better methodology to calculate the normalized outage expense
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2

than that proposed by the Companies?
A.

Yes. A better approach is to calculate and use an average of historic actual outage

3

expense, adjusted to remove outage expenses for generating that already are

4

retired and escalated for inflation. Such an approach provides a better estimate of

5

future outage expense because it is tethered to the actual expenses incurred over

6

the most recent major outage and overhaul cycle. The escalation to future dollars

7

addresses the inflation from the historic period to the test year. Historically, the

8

Commission has used a similar methodology to calculate normalized generation

9

outage expense and storm expense.

10
11

Q.

12
13

Does the Companies’ proposed true-up mechanism provide the right
behavioral incentives?

A.

No. It provides an uneconomic behavioral incentive and encourages excessive

14

expenses. It allows the Companies to incur additional outage expenses without

15

constraint because they simply are able to defer the incremental expenses and then

16

recover the deferred amounts in future rate cases, as is the case in these

17

proceedings. In fact, under their proposed methodology, KU forecasts a deferral

18

of $40.187 million (total Company) and LG&E forecasts a deferral of $17.487

19

million (electric) as of June 30, 2021. 54

20
21

Q.

Is there a better ratemaking approach to incentivize the Companies to

54
Attachment 2 to KU and LG&E responses to AG-KIUC 1-37 page 2 of 2. I have attached a
copy of these responses as my Exhibit___(LK-21).
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minimize outage expense through prioritization of maintenance activities and

2

adoption of best practices and efficiencies?

3

A.

Yes. The Commission should deny the Companies’ request for a true-up of their

4

outage expenses and authorization for the related deferrals. Without guaranteed

5

recovery of excessive outage expenses, the Companies will be incentivized to

6

minimize the outage expense to the extent reasonable and practicable. This is an

7

appropriate regulatory objective, customer safeguard, and behavioral incentive to

8

encourage best practices and efficiencies.

9
10

Q.

What are your recommendations?

11

A.

I recommend that the Commission normalize the generation outage expense in the

12

test year by using an average of the Companies’ most recent historic actual eight

13

years of outage expenses, adjusted to exclude the outage expense for generating

14

units already retired and escalated for inflation to the test year. In this manner,

15

the Companies will recover less than their unusually high forecast outage expense

16

in the test year, but more than their actual costs in the years after the test year

17

when they forecast fewer outages. The idea is to normalize based on actual

18

expenses, not to maximize based on continuing unusually high forecast outage

19

expense beyond the test year.

20
21

Q.

What are the effects of your recommendation?

22

A.

The effects are a reduction in the KU revenue requirement of $3.887 million and

23

in the LG&E revenue requirement of $1.578 million. I used a 2.0% annual
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inflation rate for this purpose.

2
3
4

D.

Pension and OPEB Expenses Are Overstated

5
6
7

1.

Q.

8
9
10

Actuarial Costs Are Overstated for The Test Year

Describe the Companies’ proposal to increase pension and OPEB expense in
the test year compared to the 2020 calendar year and the base year.

A.

KU included $7.360 million in pension expense in the test year. This compares to
$6.499 million incurred in 2020 and $6.291 million estimated for the base year.

11

KU included $0.734 million in OPEB expense in the test year. This

12

compares to $0.049 million incurred in 2020 and negative $0.173 million

13

estimated for the base year. 55

14

LG&E included $5.972 million (electric) and $1.790 million (gas) in

15

pension expense in the test year. This compares to $4.551 million (electric) and

16

$1.364 million (gas) incurred in 2020 and $4.249 million (electric) and $1.274

17

million (gas) estimated for the base year. 56

18

LG&E included $1.202 million (electric) and $0.721 million (gas) in

19

OPEB expense in the test year. This compares to $0.954 million (electric) and

20

$0.573 million (gas) incurred in 2020 and $1.036 million (electric) and $0.622

55

KU responses to AG-KIUC 1-50 for pension expense and 1-51 for OPEB expense in the base
year and test year and responses to AG-KIUC 2-4 for pension expense and OPEB expense in 2020. I have
attached a copy of the narrative portion and applicable pages from these responses as my Exhibit___(LK22).
56

Id.
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1
2
3

Q.

Is the Companies’ proposal to increase pension and OPEB expense justified?

4

A.

No. The Companies’ calculations are estimates only and are not sufficiently

5

justified or reliable for ratemaking purposes. The estimates for 2021 and 2022

6

that the Companies used for the test year were developed by Willis Towers

7

Watson, the Companies’ actuarial firm, and were received by the Companies on

8

June 4, 2020, apparently in anticipation of these rate proceedings. 58 Typically,

9

the Companies do not receive the actuarial cost calculations from the actuary for

10

the current calendar year until later in the current year, and, as such, the estimates

11

from June 4, 2020 have not been updated to reflect the actual values of trust fund

12

assets, obligations, or any assumptions that may have changes since June of last

13

year. 59

14

The Company’s calculations demonstrably overstate the pension and

15

OPEB expense in the test year due to the use of outdated trust fund balances that

16

do not reflect the huge increases in the stock market indices since the end of 2019.

17

More specifically, the Companies’ actuarial firm assumed that “the fair value of

18

the [trust] fund assets” would grow only 0.7% in 2020, a mere fraction of the

19

actual increases in the Dow Jones Industrial Average and in other market indices

57

LG&E responses to AG-KIUC 1-50 for pension expense and 1-51 for OPEB expense in the base
year and test year and responses to AG-KIUC 2-4 for pension expense and OPEB expense in 2020. I have
attached a copy of the narrative portion and applicable pages from these responses as my Exhibit___(LK23).
58
Id.
59
Responses to AG-KIUC 2-17. I have attached a copy of these responses as my Exhibit___(LK24).
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in 2020, and significantly less than the assumption that the growth would be 7.0%

2

in 2021 and years thereafter. 60 The pension and OPEB cost calculations include a

3

return on the trust fund assets, which results in a credit to the pension and OPEB

4

cost, so the lower the assumed fair value at December 31, 2020 used for the 2021

5

pension and OPEB cost estimates and the assumed fair value at December 31,

6

2021 used for the 2022 pension and OPEB cost estimates, the greater the pension

7

and OPEB cost, all else equal.

8
9

Q.

10
11

Do the Companies have direct management control over the actual pension
and OPEB costs?

A.

Generally, no. The Companies cannot directly control the market performance of

12

the trust fund investments or the mortality experience that affects the pension and

13

OPEB obligations. The Companies control only the assumptions used for the

14

return on the trust fund assets and the discount rates and other assumptions used

15

for the obligations and the amounts of any voluntary contributions (funding) to

16

the trust funds in excess of ERISA minimum funding requirements.

17
18

Q.

19
20
21

Why is the ability of the Companies to directly control their actual pension
and OPEB costs an issue for ratemaking purposes?

A.

It is an issue because the actual pension and OPEB costs are volatile from year to
year and cannot be accurately predicted for the year ahead, let alone for the

60

Id.
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“foreseeable future,” the length of time that the Companies plan to avoid base rate

2

case filings. Nevertheless, the Companies attempted to forecast the costs for the

3

test year, but biased the result upward by failing to update the trust fund assets to

4

year end 2020.

5
6

Q.

7
8

Is there an equitable approach to pension and OPEB costs that ensures the
costs are recovered, but only the amounts that are incurred?

A.

Yes. The Commission could set the pension expense included in the base revenue

9

requirement and then direct the Companies to record a regulatory asset or liability

10

for the difference if the actual expense is more (regulatory asset) or less

11

(regulatory liability). The Wisconsin Public Service Commission and the Public

12

Utility Commission of Texas, among others, use this approach to address the

13

volatility in these expenses.

14

Such a deferral would operate similar to a storm reserve whereby the

15

utility accrues (credits) the allowed expense to the reserve (in this case, the

16

pension and OPEB reserves), then charges (debits) the actual expense, based on

17

the cost determined by its actuary allocated to expense, against the reserve. The

18

net amount in the reserve is simply the balance of overrecovery (if a liability

19

balance) or underrecovery (if an asset balance).

20
21

Q.

22
23

Why is this a reasonable approach and the major generation outage deferral
mechanism an unreasonable approach?

A.

There is a fundamental difference between pension and OPEB expense and

Lane Kollen
Page 91
1

generation outage expense. That difference is the level of direct management

2

control over the timing and amount of the expense. The Companies have no

3

management control over the timing and limited control over the level of the

4

pension and OPEB expense. However, they have significant control over the

5

timing and level of generation outage expense.

6
7

Q.

What are your recommendations?

8

A.

I recommend that the Commission use the actual pension and OPEB expense for

9

calendar year 2020 to set the base revenue requirements in these proceedings and

10

direct the Companies to defer the differences in actual pension and OPEB

11

expenses compared to the pension and OPEB expense included in the revenues

12

requirements starting when base rates are reset in these proceedings.

13
14

Q.

What are the effects of your recommendation?

15

A.

The effects are reductions in the KU rate increase of $1.453 million, LG&E

16

electric increase of $1.676 million, and LG&E gas increase of $0.577 million.

17
18
19
20

2. Reductions In Retirement Benefits Expense To Reflect Commission Precedent

Q.

Describe the disallowance of certain “retirement benefits expense” by the

21

Commission in Case Nos. 2016-00370, 2016-00371, 2018-00294 and 2018-

22

00295, the Companies’ two most recent base rate case proceedings.

23

A.

In those Orders, the Commission disallowed retirement benefits expense for those
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employees who participated in both the defined benefit pension plan and received

2

matching contributions pursuant the 401(k) defined contribution plan.

3

Orders in the two most recent cases, the Commission stated “The Commission

4

finds that, for ratemaking purposes, it is not reasonable to include KU’s [LG&E’s]

5

contributions to both the Pre-2006 DB Plan and the Matching Plan.” 61

In its

6
7

Q.

Have the Companies quantified the disallowance of retirement benefits

8

expense if the Commission applies the same methodology in these

9

proceedings?

10

A.

Yes. The Companies quantified the disallowance in response to discovery,

11

although they did not reflect these disallowances in their claimed revenue

12

requirements.

13

benefits expense and LG&E quantified a disallowance of $0.658 million in

14

electric expense and $0.219 million in gas expense. 62

15

grossed up for bad debt expense and Commission fees to include on my summary

16

table of revenue requirement adjustments.

KU quantified a disallowance of $0.844 million in retirement

These amounts were

17
18
19
20

3. No Adjustments to Pension Expense Or OPEB Expense Are Necessary If The
Commission Excludes the Pension and OPEB Assets And Liabilities from Rate Base

21

Q.

22

Describe the Commission’s adjustment to increase pension expense in KPCo
Case No. 2020-00174.

61
62

Orders at 17.
Responses to AG-KIUC 1-35. I have attached a copy of the response as my Exhibit___(LK-25).
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A.

In the KPCo case, the Commission accepted an adjustment proposed by KPCo in

2

the Rebuttal Testimony of Heather Whitney (detailed on her Exhibit HMW-3) to

3

increase pension and OPEB expense for the claimed reduction in pension and

4

OPEB cost (not expense) due to the positive amounts recorded by KPCo in

5

account 165 subacccounts for pension and OPEB “contributions” in excess of

6

pension and OPEB costs recorded in prior years multiplied times the actuarial

7

return used to calculate the return on pension and OPEB trust fund assets in the

8

calculation of pension and OPEB costs.

9
10

Q.

Is a similar adjustment relevant or necessary in these proceedings?

11

A.

No. First, unlike KPCo, the Companies have no similar entries recorded in

12

account 165 and seek to include no similar amounts in rate base. Second, the

13

Companies adamantly oppose such an adjustment. In response to AG-KIUC

14

discovery regarding the calculation of a similar adjustment, the Companies stated

15

“The Company does not agree with the use of this methodology in this

16

proceeding,” 63 although their opposition to such an adjustment is based, in part,

17

on their proposal to include the two asset and two liability pension and OPEB

18

amounts in rate base. Third, there is no increase to the pension and OPEB

19

expense necessary to recover any savings from any alleged contributions in

20

excess of pension and OPEB costs.

21

63

26).

Responses to AG-KIUC 2-11. I have attached a copy of the responses as my Exhibit___(LK-
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Q.

2
3

Have the Companies quantified adjustments to increase pension expense if
the Commission adopts similar adjustment in these proceedings?

A.

Yes. However, the Companies’ calculations are fundamentally flawed. As I

4

noted previously, unlike KPCo, the Companies record no amounts in account 165

5

for claimed contributions in excess of pension costs. Thus, they have no amounts

6

in account 165 to make calculations comparable to that adopted for KPCo.

7

Instead, they used the amounts in account 128, which are the pension trust fund

8

assets in excess of the pension obligations. There are no amounts in account 128

9

for OPEB because the OPEB trust fund assets are less than the OPEB obligations.

10

As I noted previously, the amounts in account 128 are not the same as the

11

amounts recorded by KPCo in account 165.

12

Further, there is absolutely no evidence that the pension trust fund assets

13

in excess of the pension obligation were simply the result of contributions in

14

excess of pension costs when, in fact, the pension trust fund assets and pension

15

obligation also are affected by changes due to investment earnings and gains in

16

excess of actuarial assumptions and changes in the pension obligation, and

17

pension contributions actually may have been less than pension costs.

18

Further, the Companies failed to calculate a similar adjustment to reduce

19

pension expense for the savings from underfunding the OPEB obligation. In

20

other words, if the Commission calculates an adjustment to increase the

21

Companies’ pension expense to reflect the fact that the pension trust fund exceeds

22

the pension obligation, then it also should calculate an adjustment to reduce

23

OPEB expense to reflect the fact that the OPEB trust fund is less than the OPEB
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obligation.

2

Finally, like KPCo, the Companies’ calculation failed to recognize the fact

3

that such an adjustment, if adopted, should reflect only the allocation to expense,

4

not the entirety of the adjustment to increase pension cost.

5
6

Q.

What is your recommendation?

7

A.

I recommend that the Commission not only exclude the two pension assets and

8

two OPEB liabilities from rate base, but that it also reject any adjustment to

9

increase pension expense. Nevertheless, if it adopts an adjustment to increase

10

pension expense, then it also should adopt an adjustment to reduce OPEB

11

expense. In addition, the adjustments should reflect only the expense component

12

and exclude the capital/plant component.

13
14
15

E.

Increases In Certain Other O&M Expenses Are Excessive And Unjustified

16

Q.

Describe the Companies’ proposed increases in account 923 Outside Services

17
18

in the test year compared to the base year.
A.

KU proposes an increase of $3.291 million, or 18.2%, and LG&E proposes

19

increases of $3.254 million (electric), or 23.6% and $1.367 million (gas), or

20

31.6%. 64 KU described the reason for the increase as follows: 65

21
22

Increase is primarily within the IT organization due to increases in
supplemental contractor expenses for IT Development data cleanup

64

Schedules D-1 (Excel workbook) provided in response to Staff 1-56.
Id. LG&E’s descriptions of the variances in the test year compared to the base period for
electric and gas were nearly identical to KU’s description.
65
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2
3

initiatives, IT infrastructure for Enterprise Security Standards effective in
2021 and assessment costs for major capital projects.

4

The Companies were asked to provide more specific information on each

5

of the initiatives, the nature of the increases, and whether they were recurring in

6

response to AG and KIUC discovery.

7

development data cleanup initiative related to its GIS system, IT assessment

8

projects, and hardware software maintenance contract expenses. The Companies

9

also cited increases in legal expenses for “unanticipated matters.” 66

The Companies identified an IT

10
11

Q.

12
13

Does this information justify these significant increases in test year expenses
compared to the base period?

A.

14

No. At best, the information provides an explanation of the costs included, but
does not provide justification for the increases.

15
16

Q.

What is your recommendation?

17

A.

I recommend that the Commission reject these increases. The forecast process is

18

dynamic, yet generally biased toward increases, especially if the increases are

19

rewarded with revenue increases. After the rate increases are determined, there is

20

no obligation nor commitment actually to incur the forecast expenses.

21

addition, it appears as if certain of the increases are very poorly defined or

22

developed and lack justification as to why the expenses must be incurred in the

66

27).

In

Responses to AG-KIUC 2-16. I have attached a copy of these responses as my Exhibit___(LK-
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test year when they could have been incurred in prior years, but were deferred for

2

various reasons, or why they were forecast at a certain level of activity and the

3

related expenses.

4
5

Q.

6
7

Describe the Companies’ proposed increases in account 588 Miscellaneous
Expenses (Distribution) in the test year compared to the base year.

A.

KU proposes an increase of $1.900 million, or 21.3%, and LG&E proposes an

8

increase of $1.124 million (electric), or 17.9%. 67 KU described the reason for the

9

increase as follows: 68

10
11
12
13
14

The increase is due to the new IT OT security initiative, increases
throughout the KU operations centers in health and safety and operational
training (base period low due to COVID), and an increase in IT
maintenance costs from IT capital projects.

15

LG&E describe the reasons for the increase as follows:

16
17
18
19
20
21
22
23
24
25
26

The increase is due to several factors - the new IT OT security initiative;
increases in Louisville Operations associated with training and other
expenses due to 11 new employees (along with lower than normal training
costs in 2020 due to COVID); higher than anticipated facility costs
associated with facility upkeep (i.e. gravel, snow, carpet cleaning),
increases in janitorial contracts and facility increases for maintaining
additional square footage (mainly Mondi space at Auburndale); and higher
IT maintenance costs from IT capital projects. These increases are
somewhat offset by substation cost decreases (which are offset in FERC
592).

27

The Companies were asked to provide additional information in response

28

to discovery to justify increases of this magnitude. The Companies described a

67

KU and LG&E Schedules D-1 (Excel workbooks) provided in response to Staff 1-56.
Id. LG&E’s descriptions of the variances in the test year compared to the base period for
electric and gas were nearly identical to KU’s description.
68

Lane Kollen
Page 98
1

new IT OT security program, increases in training expenses, and increases in IT

2

maintenance and contract expenses. 69

3
4

Q.

5
6

Does this information justify these significant increases in test year expenses
compared to the base period?

A.

It may for the new IT OT security program; however, it does not for the increases

7

in training expenses and IT maintenance and contract expenses. At best, for the

8

latter two categories of expenses, the information provides an explanation of the

9

costs included, but does not provide justification for the increases. As I noted

10

previously, the forecast process is dynamic and there is a bias toward increases in

11

expenses, not reductions. The Companies failed to note any offsetting reductions

12

in expenses compared to the base year.

13
14

Q.

What is your recommendation?

15

A.

I recommend that the Commission reject the increases in training expenses and IT

16

maintenance and contract expenses. They have not been justified. There is no

17

reason why such expenses and, for that matter, all expenses that are recorded to

18

account 588 cannot be managed in both the aggregate and specific detail so that

19

the increase in the test year compared to the base year is less aggressive.

20
21

Q.

What are the effects of your recommendation?

69
KU response to AG-KIUC 2-30(d).
Exhibit___(LK-28).

I have attached a copy of this response as my
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A.

The effects are a reduction in KU’s account 588 expense of $0.667 million and

2

LG&E’s account 588 expense of $0.429 million after gross-up for bad debt and

3

Commission fees.

4
5

Q.

6
7
8

Describe LG&E’s proposed increase in account 868 Maintenance of Mains in
the test year compared to the base year.

A.

LG&E proposes an increase of $7.033 million, or 97.2%. 70 LG&E described the
reason for the increase as follows: 71

9
10
11

Increase is primarily due to enhanced inline inspections and validation
digs planned for the forecasted period.

12

LG&E further explained the proposed increase in response to discovery as

13

follows: 72

14
15
16
17
18
19
20
21
22
23
24
25
26
27

The $7.023 million projected increase in FERC 863 in the test year is due
primarily to the following:
• $10.766 million is due to enhanced inline inspections (ILIs) and
validation digs. This cost was developed based on the cost of
inspecting each specific pipeline included in the test year period
(as noted in the table below). These inspections and digs are being
conducted within the transmission integrity management program
to address regulatory requirements of the Mega Rule Part 1 and
enhance pipeline safety. See below for a breakdown of these costs
between the base period and the test year [chart not reflected].
•

70

Decrease of $4.103 million cost for the development of a dualdiameter inspection tool that was included in the base year.

KU and LG&E Schedules D-1 (Excel workbooks) provided in response to Staff 1-56.
Id. LG&E’s descriptions of the variances in the test year compared to the base period for
electric and gas were nearly identical to KU’s description.
72
LG&E response to AG-KIUC 2-26(h). I have attached a copy of this response as my
Exhibit___(LK-29).
71
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2
3
4
5
6

•

$0.246 million is due to an increase in pipeline integrity
management costs. This is primarily company labor to implement
actions associated with the Mega Rule part 1 and transmission
integrity management program.

7

Q.

What is your recommendation?

8

A.

I recommend that the Commission direct LG&E to defer these one-time initial

9

inspection costs and amortize them over 10 years rather than expensing them as

10

incurred. Similar to plant costs the inspection costs have long-term asset value

11

and should be treated in that manner for ratemaking purposes.

12
13

Q.

What is the effect of your recommendation?

14

A.

The effect is a reduction in LG&E’s account 863 expense of $10.766 million

15

offset by an increase in amortization of $1.077 million. The net amount grossed

16

up for bad debt expense and Commission fees is a reduction of the LG&E gas

17

revenue requirement of $9.729 million.

18
19
20
21
22

F.

Refunds And Ongoing Savings From A Successful FERC Complaint To
Eliminate Merger Mitigation De-pancaking Transmission Rates Should Be
Deferred As A Regulatory Liability

23

Q.

Describe the Companies’ complaint before the FERC to eliminate merger

24
25
26

mitigation de-pancaking (“MMD”) transmission rate subsidies.
A.

On August 3, 2018, the Companies filed a Joint Application at the FERC seeking
to remove the MMD component of transmission Rate Schedule No. 402 (“RS
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402”).73 That mechanism provides subsidized transmission service to RS 402

2

customers and allows them to avoid Midwest Independent System Operator, Inc.

3

(“MISO”) transmission charges when buying power sourced in MISO and

4

KU/LG&E transmission charges when selling power into MISO. The MMD

5

mechanism was initially adopted to address horizontal market power concerns

6

stemming from the Companies’ 1998 merger. However, the complaint asserts

7

that market conditions have fundamentally changed since 1998, rendering the

8

MMD mechanism no longer just and reasonable.

9
10

Q.

Are these MMD expenses included in the Companies’ revenue requirements?

11

A.

Yes. These subsidies to the municipals and certain other customers are included

12

in transmission expenses in the retail revenue requirement in these proceedings

13

and also were included in prior proceedings. The Companies state the following

14

in their Application at the FERC:

15
16
17
18
19
20
21
22
23

Exacerbating the cost-causation problems associated with MMD is the fact
that the costs not borne by RS 402 Customers are shifted to LG&E/KU’s
other customers. A small portion of the MMD costs (reimbursing RS 402
Customers for MISO charges, plus lost LG&E/KU system charges) flow
through the companies’ Attachment O formula transmission rate.
Approximately 80 percent of the MMD costs are borne by LG&E/KU’s
retail customers through rates approved by their state regulators.

Q.

24
25

What is the MMD expense included in each Company’s revenue requirement
in these proceedings?

A.

KU included $20.8 million and LG&E included $13.0 million in their revenue

73

Joint Application Under FPA Section 203 and Section 205 of Louisville Gas and Electric
Company and Kentucky Utilities Company, FERC Docket Nos. EC98-2-00 and ER18-2162-000.
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1
2
3

Q.

What is the present status of the Companies’ complaint before the FERC?

4

A.

The FERC granted the Companies’ request to eliminate de-pancaking subject to a

5

transition mechanism. The Companies have made various filings; however, the

6

FERC has not yet approved a transition mechanism and there are various appeals

7

still pending. The Companies provided the following description in response to

8

discovery in this proceeding. 75

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

In July 2019 LG&E and KU proposed their transition mechanism to the
FERC, which was in response to FERC’s order in March 2019 granting the
Company’s request to eliminate de-pancaking subject to a transition
mechanism. In September 2019, the FERC rejected the proposed transition
mechanism and issued a separate order providing clarifications of certain
aspects of the March 2019 order. In October 2019, LG&E and KU filed
requests for rehearing and clarification on the two September orders. In
September 2020, FERC issued its orders in the rehearing process that
modified the discussion in, and set aside portions of, the September 2019
orders including adjusting factors impacting the proposed transition
mechanism.
In October 2020, both LG&E and KU and other parties filed separate motions
for rehearing and clarification regarding FERC’s September 2020 orders. In
November 2020, the FERC denied the parties’ rehearing requests. In
November 2020 and January 2021, LG&E and KU and other parties filed for
appeal of the September 2020 and November 2020 FERC orders with the
D.C. Circuit Court of Appeals, where certain additional prior petitions for
review relating to the proceedings are also pending. The D.C. Circuit appeal,
as consolidated, is currently being held in abeyance until January 29, 2021, by
which date the parties have been directed to file motions to govern further
proceedings. On January 15, 2021, LG&E and KU filed a new proposal for a
transition mechanism, seeking FERC’s acceptance of the filing as compliant
with FERC’s prior orders.

74

Refer to worksheet tab “IS” in the Schedule C and D electronic files provided in response to
Staff 1-56 for both Companies. Refer further to amounts listed by month for accounts 566.1 for KU and
566 for LG&E.
75
Responses to AG-KIUC 1-59. The full narrative of those responses has been provided so I have
not attached copies of the responses as an exhibit.
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2

Q.

3
4

If the Companies ultimately are successful in getting the transition
mechanism approved and in the various appeals, what will be the outcome?

A.

5

There will ongoing reductions in expense due to the elimination of the subsidies
to the transmission customers and there may be refunds as well.

6
7

Q.

What is your recommendation?

8

A.

I recommend that the Commission direct the Companies to defer all refunds and

9

ongoing savings as regulatory liabilities for disposition in a future base rate or

10

special proceeding. The expenses are included in the revenue requirement in this

11

proceeding and have been included in base revenues in prior years.

12

Companies should not be allowed to retain the savings in expense or any refunds

13

of amounts that customers have paid.

The

14
15
16
17

V. COST OF CAPITAL ISSUES

Q.

Have you quantified the effects of Mr. Baudino’s recommended reduction in

18

the long-term debt rate to reflect a lower coupon rate for the Companies’

19

forecast June 30, 2021 issuances?

20

A.

Yes. The effects are a reduction in KU’s base rate revenue requirement of $0.442

21

million and a reduction in LG&E’s base rate revenue requirement of $0.590

22

million (electric) and $0.174 million (gas), using rate base, not capitalization, and

23

after all AG and KIUC recommended adjustments to rate base. The effects are a

Lane Kollen
Page 104
1

reduction in KU’s ECR revenue requirement of $0.046 million and a reduction in

2

LG&E’s ECR revenue requirement of $0.080 million (electric).

3
4

Q.

5
6

Have you quantified the effects of Mr. Baudino’s recommended return on
equity compared to the 10.0% return on equity requested by the Companies?

A.

Yes. The effects are a reduction in KU’s revenue requirement of $34.985 million

7

and a reduction in LG&E’s revenue requirement of $23.323 million (electric) and

8

$6.897 million (gas), using rate base, not capitalization, and after all AG and

9

KIUC recommended adjustments to rate base.

The effects are a reduction in

10

KU’s ECR revenue requirement of $3.673 million and a reduction in LG&E’s

11

ECR revenue requirement of $3.181 million (electric).

12
13

Q.

14
15

Have you quantified the effects of a 0.10% change in the return on common
equity for each Company?

A.

Yes. For KU, each 0.1% return on equity equals $3.499 million in revenue

16

requirements. For LG&E, each 0.1% return on equity equals $2.332 million

17

(electric) and $0.690 million (gas) in revenue requirements. These quantifications

18

reflect the use of rate base, not capitalization, and all AG and KIUC

19

recommended adjustments to rate base.

20
21
22
23

VI. AMI RATEMAKING ISSUES

Q.

Briefly describe the Companies’ ratemaking proposal to recover the costs of
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their proposed AMI programs if, in fact, the Commission grants their

2

requested CPCNs.

3

A.

The Companies request CPCNs for their proposed AMI programs. However, the

4

Companies have not included any of the costs of the AMI programs in their base

5

revenue requirements. If the Commission does not grant the requested CPCNs,

6

then the Companies will not incur the costs and their ratemaking proposals are

7

irrelevant in these proceedings.

8

However, if they are granted the CPCNs, the Companies have very

9

specific accounting and ratemaking proposals for costs incurred and certain

10

savings achieved during the implementation period and the ratemaking recovery

11

of costs after the implementation period. 76

12

With respect to the accounting and ratemaking during the implementation

13

period, the Companies propose to record certain construction costs, regulatory

14

assets, and regulatory liabilities, but propose no ratemaking recovery. 77 More

15

specifically, the Companies propose to capitalize the investment costs to CWIP

16

and capitalize the financing costs during construction as AFUDC in lieu of CWIP

17

in rate base. 78

18

In addition, the Companies propose to defer to regulatory assets certain

19

costs during the AMI implementation period consisting of: (1) operating expenses

20

associated with the project implementation, (2) the remaining net book value of

76
The Companies’ requested accounting during the implementation period is summarized and
quantified on Exhibit KWB-1 attached to Kent Blake’s Direct Testimony.
77
Direct Testimony of Kent Blake at 9-18.
78
Id.
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electric meters replaced and retired as part of the AMI program, and (3) the

2

difference between AFUDC accrued at the Companies weighted average cost of

3

capital per Filing Requirement: Tab 63 – Sec 16(8) (j) Schedule J-1.1 and that

4

calculated using a strict interpretation of the methodology approved by the

5

Federal Energy Regulatory Commission (“FERC”). 79

6

Further, the Companies propose to defer to a regulatory liability any

7

savings in “actual meter reading and field service expenses” compared to the

8

expenses included in the base revenue requirements in this proceeding. 80

9

Finally, the Companies propose to address ratemaking recovery “after the

10

project is implemented.” 81 Nevertheless, the Companies’ have calculated the

11

annual revenue requirements of the AMI, excluding the effects of the proposed

12

regulatory assets and regulatory liabilities revenue requirements, which assume

13

that ratemaking recoveries will begin in July 2026 and recover the AMI costs over

14

15 years. 82

15
16

Q.

If the Commission grants the requested CPCNs, is the Companies’ proposed

17

AFUDC approach in lieu of the rate base approach for the AMI CWIP

18

reasonable?

19
20

A.

Yes. It is consistent with the AG and KIUC recommendation that I addressed in a
prior section of my testimony to use the AFUDC approach in lieu of the rate base

79

Id.
Direct Testimony of Kent Blake at 9-18.
81
Id., 9-10
82
Exhibit KWB-2 attached to Kent Blake’s Direct Testimony.
80
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approach for all CWIP, not just the AMI CWIP.

2
3

Q.

4
5

If the Commission grants the requested CPCNs, then are the Companies’
other accounting and ratemaking requests reasonable?

A.

Generally, yes, but with certain significant exceptions that must be addressed

6

preemptively in these proceedings to ensure that all savings are captured in the

7

regulatory liabilities. The most important exception is the fact that the revenue

8

requirements on the existing AMR meters will continue to decline during the

9

implementation period; however, these savings are not captured in the Company’s

10

proposed accounting and ratemaking.

11

The Companies’ base revenue requirements include the AMR investment

12

in rate base in the test year; however, the rate base will continue to decline as the

13

AMR meters are depreciated after the end of the test year and then abandoned

14

when they are retired. The Companies do not propose to capture this savings due

15

to the decline in the return on component of the AMR meters after the end of the

16

test year in the proposed regulatory liabilities. In other words, they plan to

17

“retain” these savings. It also should be noted that the ADIT will increase as the

18

AMR meters are retired because the remaining tax basis will be reflected as an

19

abandonment loss or deduction for income tax purposes, thus reducing the rate

20

base further.

21

Companies’ proposals to capture all incremental increases in costs in their

22

proposed regulatory assets.

The failure to capture these savings is inequitable given the
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In addition, the Companies will discontinue depreciation on the existing

2

AMR meters when they are retired, thus, effectively “freezing” the net book value

3

at the retirement dates even though they continue to recover the depreciation

4

expense on the retired meters through their base revenues. The Companies do not

5

propose to capture this savings due to the decline in the depreciation expense

6

during the implementation period or the post-implementation period in the

7

proposed regulatory liabilities. In other words, they also plan to “retain” these

8

savings even though they neglected to mention this. The failure to capture these

9

savings is inequitable given the Companies’ proposals to capture all increments in

10

costs in their proposed regulatory assets, regardless of whether the exclusion of

11

these savings was intentional or an oversight.

12

Finally, although I agree that the Companies should be allowed to

13

reclassify the remaining net book value of the AMR meters to regulatory assets as

14

they are retired, this should be tied to the recording of regulatory liabilities for the

15

savings due to the decline in the revenue requirement to reflect the declining rate

16

base and the cessation of depreciation expense that the Companies will continue

17

to recover through their base revenues until base rates are reset in future base rate

18

case proceedings.

19
20

Q.

If the Commission grants the requested CPCNs and authorizes the

21

Companies’ proposed accounting, as modified by your recommendations, are

22

there any other safeguards that are necessary?
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A.

Yes. The Commission should state that the costs incurred and the regulatory

2

assets and liabilities are subject to review in a future ratemaking proceeding. In

3

addition, the Commission should state that the estimated costs, both plant and

4

regulatory assets, and the regulatory liabilities reflected on Exhibit KWB-1

5

attached to Mr. Blake’s Direct Testimony, should be considered a cap and a

6

minimum, respectively, and direct the Companies to include the additional

7

savings that I previously described in the regulatory liabilities until base rates are

8

reset in a future base rate case proceeding.

9
10
11
12

VII. OFF-SYSTEM SALES MARGIN SHARING

Q.

13
14

Describe the origin and operation of the Off-System Sales Adjustment
Clause.

A.

Historically, OSS margins were used to reduce the base revenue requirement. In

15

July 2015, OSS margins were removed from the base revenue requirement, in

16

accordance with Commission Orders in Case Nos. 2014-00371 and 2014-00372,

17

adopting a term of the settlement agreements in those proceedings, and have been

18

shared 75% to customers and 25% to the Companies since then. The allocations

19

to customers are reflected in the OSSAC, which is offset against the Fuel

20

Adjustment Clause rates.

21
22

Q.

What are the OSS margins forecast for the test year?
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A.

They are relatively small. KU forecasts $0.251 million and LG&E forecasts
$1.164 million. 83

2
3
4

Q.

5
6

Do the Companies need an incentive to engage in OSS and maximize OSS
margins?

A.

No. Such sales and the maximization of the margins are simply another element

7

of the efficient operation of their systems and the minimization of fuel and

8

purchased power expenses, 100% of which is recoverable through the FCA, with

9

the limited exceptions for certain adjustments related to forced outages and

10

purchase power capacity costs, which are included in the base revenue

11

requirement.

12
13

Q.

Do you recommend a change to the Off-System Sales Adjustment Clause?

14

A.

Yes. I recommend an increase in the allocation to customers to 100% from the

15

present 75%. Customers are allocated 100% of the fixed costs, variable non-fuel

16

expenses, and fuel expenses incurred to generate the energy that is sold off-

17

system to generate the OSS margins. It logically follows that customers should be

18

allocated 100% of the OSS margins. The present allocations to customers of 75%

19

were the result of settlements in prior base rate proceedings and are not justified

20

or reasonable when considered on a standalone basis outside the compromises

21

reflected in those settlements.

83

30).

Responses to AG-KIUC 1-49. I have attached a copy of these responses as my Exhibit___(LK-
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In addition, as regulated utilities, the Companies have an obligation to

2

operate their systems efficiently and minimize fuel expense in exchange for

3

guaranteed recovery of all prudent and reasonable fuel expenses through the FCA

4

and base revenue requirements.

5

Further, there is no evidence that the present allocation to the Companies

6

has incentivized them to make off-system sales that it otherwise could not or

7

would not have made in the normal course of business.

8

Finally, in KPCo’s most recent rate case the Commission eliminated OSS

9

margin sharing and required that all OSS margins be allocated to ratepayers.

10
11

Q.

Does this complete your testimony?

12

A.

Yes.
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RESUME OF LANE KOLLEN, VICE PRESIDENT

EDUCATION

University of Toledo, BBA
Accounting
University of Toledo, MBA
Luther Rice University, MA

PROFESSIONAL CERTIFICATIONS

Certified Public Accountant (CPA)
Certified Management Accountant (CMA)

PROFESSIONAL AFFILIATIONS

American Institute of Certified Public Accountants
Georgia Society of Certified Public Accountants
Institute of Management Accountants
Society of Depreciation Professionals

Mr. Kollen has more than forty years of utility industry experience in the financial, rate, tax, and planning
areas. He specializes in revenue requirements analyses, taxes, evaluation of rate and financial impacts of
traditional and nontraditional ratemaking, utility mergers/acquisition and diversification. Mr. Kollen has
expertise in proprietary and nonproprietary software systems used by utilities for budgeting, rate case
support and strategic and financial planning.
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RESUME OF LANE KOLLEN, VICE PRESIDENT

EXPERIENCE

1986 to
Present:

1983 to
1986:

1976 to
1983:

J. Kennedy and Associates, Inc.: Vice President and Principal. Responsible for utility
stranded cost analysis, revenue requirements analysis, cash flow projections and solvency,
financial and cash effects of traditional and nontraditional ratemaking, and research,
speaking and writing on the effects of tax law changes. Testimony before Connecticut,
Florida, Georgia, Indiana, Louisiana, Kentucky, Maine, Maryland, Minnesota, New York,
North Carolina, Ohio, Pennsylvania, Tennessee, Texas, West Virginia and Wisconsin state
regulatory commissions and the Federal Energy Regulatory Commission.

Energy Management Associates: Lead Consultant.
Consulting in the areas of strategic and financial planning, traditional and nontraditional
ratemaking, rate case support and testimony, diversification and generation expansion
planning. Directed consulting and software development projects utilizing PROSCREEN
II and ACUMEN proprietary software products. Utilized ACUMEN detailed corporate
simulation system, PROSCREEN II strategic planning system and other custom developed
software to support utility rate case filings including test year revenue requirements, rate
base, operating income and pro-forma adjustments. Also utilized these software products
for revenue simulation, budget preparation and cost-of-service analyses.

The Toledo Edison Company: Planning Supervisor.
Responsible for financial planning activities including generation expansion planning,
capital and expense budgeting, evaluation of tax law changes, rate case strategy and support
and computerized financial modeling using proprietary and nonproprietary software
products. Directed the modeling and evaluation of planning alternatives including:
Rate phase-ins.
Construction project cancellations and write-offs.
Construction project delays.
Capacity swaps.
Financing alternatives.
Competitive pricing for off-system sales.
Sale/leasebacks.
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RESUME OF LANE KOLLEN, VICE PRESIDENT

CLIENTS SERVED
Industrial Companies and Groups

Air Products and Chemicals, Inc.
Airco Industrial Gases
Alcan Aluminum
Armco Advanced Materials Co.
Armco Steel
Bethlehem Steel
CF&I Steel, L.P.
Climax Molybdenum Company
Connecticut Industrial Energy Consumers
ELCON
Enron Gas Pipeline Company
Florida Industrial Power Users Group
Gallatin Steel
General Electric Company
GPU Industrial Intervenors
Indiana Industrial Group
Industrial Consumers for
Fair Utility Rates - Indiana
Industrial Energy Consumers - Ohio
Kentucky Industrial Utility Customers, Inc.
Kimberly-Clark Company

Lehigh Valley Power Committee
Maryland Industrial Group
Multiple Intervenors (New York)
National Southwire
North Carolina Industrial
Energy Consumers
Occidental Chemical Corporation
Ohio Energy Group
Ohio Industrial Energy Consumers
Ohio Manufacturers Association
Philadelphia Area Industrial Energy
Users Group
PSI Industrial Group
Smith Cogeneration
Taconite Intervenors (Minnesota)
West Penn Power Industrial Intervenors
West Virginia Energy Users Group
Westvaco Corporation

Regulatory Commissions and
Government Agencies
Cities in Texas-New Mexico Power Company’s Service Territory
Cities in AEP Texas Central Company’s Service Territory
Cities in AEP Texas North Company’s Service Territory
City of Austin
Georgia Public Service Commission Staff
Florida Office of Public Counsel
Indiana Office of Utility Consumer Counsel
Kentucky Office of Attorney General
Louisiana Public Service Commission
Louisiana Public Service Commission Staff
Maine Office of Public Advocate
New York City
New York State Energy Office
South Carolina Office of Regulatory Staff
Texas Office of Public Utility Counsel
Utah Office of Consumer Services
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RESUME OF LANE KOLLEN, VICE PRESIDENT

Utilities

Allegheny Power System
Atlantic City Electric Company
Carolina Power & Light Company
Cleveland Electric Illuminating Company
Delmarva Power & Light Company
Duquesne Light Company
General Public Utilities
Georgia Power Company
Middle South Services
Nevada Power Company
Niagara Mohawk Power Corporation

Otter Tail Power Company
Pacific Gas & Electric Company
Public Service Electric & Gas
Public Service of Oklahoma
Rochester Gas and Electric
Savannah Electric & Power Company
Seminole Electric Cooperative
Southern California Edison
Talquin Electric Cooperative
Tampa Electric
Texas Utilities
Toledo Edison Company
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of
Lane Kollen
As of March 2021

Date

Case

Jurisdict.

Party

Utility

Subject

10/86

U-17282
Interim

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities

Cash revenue requirements financial solvency.

11/86

U-17282
Interim Rebuttal

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities

Cash revenue requirements financial solvency.

12/86

9613

KY

Attorney General Div. of
Consumer Protection

Big Rivers Electric
Corp.

Revenue requirements accounting adjustments
financial workout plan.

1/87

U-17282
Interim

LA
19th Judicial
District Ct.

Louisiana Public Service
Commission Staff

Gulf States Utilities

Cash revenue requirements, financial solvency.

3/87

General Order 236

WV

West Virginia Energy
Users' Group

Monongahela Power
Co.

Tax Reform Act of 1986.

4/87

U-17282
Prudence

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities

Prudence of River Bend 1, economic analyses,
cancellation studies.

4/87

M-100
Sub 113

NC

North Carolina Industrial
Energy Consumers

Duke Power Co.

Tax Reform Act of 1986.

5/87

86-524-E-SC

WV

West Virginia Energy
Users' Group

Monongahela Power
Co.

Revenue requirements, Tax Reform Act of 1986.

5/87

U-17282 Case
In Chief

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities

Revenue requirements, River Bend 1 phase-in plan,
financial solvency.

7/87

U-17282 Case
In Chief
Surrebuttal

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities

Revenue requirements, River Bend 1 phase-in plan,
financial solvency.

7/87

U-17282
Prudence
Surrebuttal

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities

Prudence of River Bend 1, economic analyses,
cancellation studies.

7/87

86-524 E-SC
Rebuttal

WV

West Virginia Energy
Users' Group

Monongahela Power
Co.

Revenue requirements, Tax Reform Act of 1986.

8/87

9885

KY

Attorney General Div. of
Consumer Protection

Big Rivers Electric
Corp.

Financial workout plan.

8/87

E-015/GR-87-223

MN

Taconite Intervenors

Minnesota Power &
Light Co.

Revenue requirements, O&M expense, Tax Reform
Act of 1986.

10/87

870220-EI

FL

Occidental Chemical Corp.

Florida Power Corp.

Revenue requirements, O&M expense, Tax Reform
Act of 1986.

11/87

87-07-01

CT

Connecticut Industrial
Energy Consumers

Connecticut Light &
Power Co.

Tax Reform Act of 1986.

1/88

U-17282

LA
19th Judicial
District Ct.

Louisiana Public Service
Commission

Gulf States Utilities

Revenue requirements, River Bend 1 phase-in plan,
rate of return.

2/88

9934

KY

Kentucky Industrial Utility
Customers

Louisville Gas &
Electric Co.

Economics of Trimble County, completion.
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Date

Case

Jurisdict.

Party

Utility

Subject

2/88

10064

KY

Kentucky Industrial Utility
Customers

Louisville Gas &
Electric Co.

Revenue requirements, O&M expense, capital
structure, excess deferred income taxes.

5/88

10217

KY

Alcan Aluminum National
Southwire

Big Rivers Electric
Corp.

Financial workout plan.

5/88

M-87017-1C001

PA

GPU Industrial Intervenors

Metropolitan Edison
Co.

Nonutility generator deferred cost recovery.

5/88

M-87017-2C005

PA

GPU Industrial Intervenors

Pennsylvania Electric
Co.

Nonutility generator deferred cost recovery.

6/88

U-17282

LA
19th Judicial
District Ct.

Louisiana Public Service
Commission

Gulf States Utilities

Prudence of River Bend 1 economic analyses,
cancellation studies, financial modeling.

7/88

M-87017-1C001
Rebuttal

PA

GPU Industrial Intervenors

Metropolitan Edison
Co.

Nonutility generator deferred cost recovery, SFAS
No. 92.

7/88

M-87017-2C005
Rebuttal

PA

GPU Industrial Intervenors

Pennsylvania Electric
Co.

Nonutility generator deferred cost recovery, SFAS
No. 92.

9/88

88-05-25

CT

Connecticut Industrial
Energy Consumers

Connecticut Light &
Power Co.

Excess deferred taxes, O&M expenses.

9/88

10064 Rehearing

KY

Kentucky Industrial Utility
Customers

Louisville Gas &
Electric Co.

Premature retirements, interest expense.

10/88

88-170-EL-AIR

OH

Ohio Industrial Energy
Consumers

Cleveland Electric
Illuminating Co.

Revenue requirements, phase-in, excess deferred
taxes, O&M expenses, financial considerations,
working capital.

10/88

88-171-EL-AIR

OH

Ohio Industrial Energy
Consumers

Toledo Edison Co.

Revenue requirements, phase-in, excess deferred
taxes, O&M expenses, financial considerations,
working capital.

10/88

8800-355-EI

FL

Florida Industrial Power
Users' Group

Florida Power & Light
Co.

Tax Reform Act of 1986, tax expenses, O&M
expenses, pension expense (SFAS No. 87).

10/88

3780-U

GA

Georgia Public Service
Commission Staff

Atlanta Gas Light Co.

Pension expense (SFAS No. 87).

11/88

U-17282 Remand

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities

Rate base exclusion plan (SFAS No. 71).

12/88

U-17970

LA

Louisiana Public Service
Commission Staff

AT&T
Communications of
South Central States

Pension expense (SFAS No. 87).

12/88

U-17949 Rebuttal

LA

Louisiana Public Service
Commission Staff

South Central Bell

Compensated absences (SFAS No. 43), pension
expense (SFAS No. 87), Part 32, income tax
normalization.

2/89

U-17282
Phase II

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities

Revenue requirements, phase-in of River Bend 1,
recovery of canceled plant.
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Date

Case

Jurisdict.

Party

Utility

Subject

6/89

881602-EU
890326-EU

FL

Talquin Electric
Cooperative

Talquin/City of
Tallahassee

Economic analyses, incremental cost-of-service,
average customer rates.

7/89

U-17970

LA

Louisiana Public Service
Commission Staff

AT&T
Communications of
South Central States

Pension expense (SFAS No. 87), compensated
absences (SFAS No. 43), Part 32.

8/89

8555

TX

Occidental Chemical Corp.

Houston Lighting &
Power Co.

Cancellation cost recovery, tax expense, revenue
requirements.

8/89

3840-U

GA

Georgia Public Service
Commission Staff

Georgia Power Co.

Promotional practices, advertising, economic
development.

9/89

U-17282
Phase II
Detailed

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities

Revenue requirements, detailed investigation.

10/89

8880

TX

Enron Gas Pipeline

Texas-New Mexico
Power Co.

Deferred accounting treatment, sale/leaseback.

10/89

8928

TX

Enron Gas Pipeline

Texas-New Mexico
Power Co.

Revenue requirements, imputed capital structure,
cash working capital.

10/89

R-891364

PA

Philadelphia Area Industrial
Energy Users Group

Philadelphia Electric
Co.

Revenue requirements.

11/89
12/89

R-891364
Surrebuttal
(2 Filings)

PA

Philadelphia Area Industrial
Energy Users Group

Philadelphia Electric
Co.

Revenue requirements, sale/leaseback.

1/90

U-17282
Phase II
Detailed
Rebuttal

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities

Revenue requirements, detailed investigation.

1/90

U-17282
Phase III

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities

Phase-in of River Bend 1, deregulated asset plan.

3/90

890319-EI

FL

Florida Industrial Power
Users Group

Florida Power & Light
Co.

O&M expenses, Tax Reform Act of 1986.

4/90

890319-EI
Rebuttal

FL

Florida Industrial Power
Users Group

Florida Power & Light
Co.

O&M expenses, Tax Reform Act of 1986.

4/90

U-17282

LA
19th Judicial
District Ct.

Louisiana Public Service
Commission

Gulf States Utilities

Fuel clause, gain on sale of utility assets.

9/90

90-158

KY

Kentucky Industrial Utility
Customers

Louisville Gas &
Electric Co.

Revenue requirements, post-test year additions,
forecasted test year.

12/90

U-17282
Phase IV

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities

Revenue requirements.

3/91

29327, et. al.

NY

Multiple Intervenors

Niagara Mohawk
Power Corp.

Incentive regulation.
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5/91

9945

TX

Office of Public Utility
Counsel of Texas

El Paso Electric Co.

Financial modeling, economic analyses, prudence of
Palo Verde 3.

9/91

P-910511
P-910512

PA

Allegheny Ludlum Corp.,
Armco Advanced Materials
Co., The West Penn Power
Industrial Users' Group

West Penn Power
Co.

Recovery of CAAA costs, least cost financing.

9/91

91-231-E-NC

WV

West Virginia Energy Users
Group

Monongahela Power
Co.

Recovery of CAAA costs, least cost financing.

11/91

U-17282

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities

Asset impairment, deregulated asset plan, revenue
requirements.

12/91

91-410-EL-AIR

OH

Air Products and
Chemicals, Inc., Armco
Steel Co., General Electric
Co., Industrial Energy
Consumers

Cincinnati Gas &
Electric Co.

Revenue requirements, phase-in plan.

12/91

PUC Docket
10200

TX

Office of Public Utility
Counsel of Texas

Texas-New Mexico
Power Co.

Financial integrity, strategic planning, declined
business affiliations.

5/92

910890-EI

FL

Occidental Chemical Corp.

Florida Power Corp.

Revenue requirements, O&M expense, pension
expense, OPEB expense, fossil dismantling, nuclear
decommissioning.

8/92

R-00922314

PA

GPU Industrial Intervenors

Metropolitan Edison
Co.

Incentive regulation, performance rewards, purchased
power risk, OPEB expense.

9/92

92-043

KY

Kentucky Industrial Utility
Consumers

Generic Proceeding

OPEB expense.

9/92

920324-EI

FL

Florida Industrial Power
Users' Group

Tampa Electric Co.

OPEB expense.

9/92

39348

IN

Indiana Industrial Group

Generic Proceeding

OPEB expense.

9/92

910840-PU

FL

Florida Industrial Power
Users' Group

Generic Proceeding

OPEB expense.

9/92

39314

IN

Industrial Consumers for
Fair Utility Rates

Indiana Michigan
Power Co.

OPEB expense.

11/92

U-19904

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities
/Entergy Corp.

Merger.

11/92

8469

MD

Westvaco Corp., Eastalco
Aluminum Co.

Potomac Edison Co.

OPEB expense.

11/92

92-1715-AU-COI

OH

Ohio Manufacturers
Association

Generic Proceeding

OPEB expense.

12/92

R-00922378

PA

Armco Advanced Materials
Co., The WPP Industrial
Intervenors

West Penn Power
Co.

Incentive regulation, performance rewards, purchased
power risk, OPEB expense.
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12/92

U-19949

LA

Louisiana Public Service
Commission Staff

South Central Bell

Affiliate transactions, cost allocations, merger.

12/92

R-00922479

PA

Philadelphia Area Industrial
Energy Users' Group

Philadelphia Electric
Co.

OPEB expense.

1/93

8487

MD

Maryland Industrial Group

Baltimore Gas &
Electric Co.,
Bethlehem Steel
Corp.

OPEB expense, deferred fuel, CWIP in rate base.

1/93

39498

IN

PSI Industrial Group

PSI Energy, Inc.

Refunds due to over-collection of taxes on Marble Hill
cancellation.

3/93

92-11-11

CT

Connecticut Industrial
Energy Consumers

Connecticut Light &
Power Co

OPEB expense.

3/93

U-19904
(Surrebuttal)

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities
/Entergy Corp.

Merger.

3/93

93-01-EL-EFC

OH

Ohio Industrial Energy
Consumers

Ohio Power Co.

Affiliate transactions, fuel.

3/93

EC92-21000
ER92-806-000

FERC

Louisiana Public Service
Commission Staff

Gulf States Utilities
/Entergy Corp.

Merger.

4/93

92-1464-EL-AIR

OH

Air Products Armco Steel
Industrial Energy
Consumers

Cincinnati Gas &
Electric Co.

Revenue requirements, phase-in plan.

4/93

EC92-21000
ER92-806-000
(Rebuttal)

FERC

Louisiana Public Service
Commission

Gulf States Utilities
/Entergy Corp.

Merger.

9/93

93-113

KY

Kentucky Industrial Utility
Customers

Kentucky Utilities

Fuel clause and coal contract refund.

9/93

92-490,
92-490A,
90-360-C

KY

Kentucky Industrial Utility
Customers and Kentucky
Attorney General

Big Rivers Electric
Corp.

Disallowances and restitution for excessive fuel costs,
illegal and improper payments, recovery of mine
closure costs.

10/93

U-17735

LA

Louisiana Public Service
Commission Staff

Cajun Electric Power
Cooperative

Revenue requirements, debt restructuring agreement,
River Bend cost recovery.

1/94

U-20647

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities
Co.

Audit and investigation into fuel clause costs.

4/94

U-20647
(Surrebuttal)

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities
Co.

Nuclear and fossil unit performance, fuel costs, fuel
clause principles and guidelines.

4/94

U-20647
(Supplemental
Surrebuttal)

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities
Co.

Audit and investigation into fuel clause costs.

5/94

U-20178

LA

Louisiana Public Service
Commission Staff

Louisiana Power &
Light Co.

Planning and quantification issues of least cost
integrated resource plan.
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9/94

U-19904
Initial Post-Merger
Earnings Review

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities
Co.

River Bend phase-in plan, deregulated asset plan,
capital structure, other revenue requirement issues.

9/94

U-17735

LA

Louisiana Public Service
Commission Staff

Cajun Electric Power
Cooperative

G&T cooperative ratemaking policies, exclusion of
River Bend, other revenue requirement issues.

10/94

3905-U

GA

Georgia Public Service
Commission Staff

Southern Bell
Telephone Co.

Incentive rate plan, earnings review.

10/94

5258-U

GA

Georgia Public Service
Commission Staff

Southern Bell
Telephone Co.

Alternative regulation, cost allocation.

11/94

U-19904
Initial Post-Merger
Earnings Review
(Surrebuttal)

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities
Co.

River Bend phase-in plan, deregulated asset plan,
capital structure, other revenue requirement issues.

11/94

U-17735
(Rebuttal)

LA

Louisiana Public Service
Commission Staff

Cajun Electric Power
Cooperative

G&T cooperative ratemaking policy, exclusion of
River Bend, other revenue requirement issues.

4/95

R-00943271

PA

PP&L Industrial Customer
Alliance

Pennsylvania Power
& Light Co.

Revenue requirements. Fossil dismantling, nuclear
decommissioning.

6/95

3905-U
Rebuttal

GA

Georgia Public Service
Commission

Southern Bell
Telephone Co.

Incentive regulation, affiliate transactions, revenue
requirements, rate refund.

6/95

U-19904
(Direct)

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities
Co.

Gas, coal, nuclear fuel costs, contract prudence,
base/fuel realignment.

10/95

95-02614

TN

Tennessee Office of the
Attorney General
Consumer Advocate

BellSouth
Telecommunications,
Inc.

Affiliate transactions.

10/95

U-21485
(Direct)

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities
Co.

Nuclear O&M, River Bend phase-in plan, base/fuel
realignment, NOL and AltMin asset deferred taxes,
other revenue requirement issues.

11/95

U-19904
(Surrebuttal)

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities
Co. Division

Gas, coal, nuclear fuel costs, contract prudence,
base/fuel realignment.

11/95

U-21485
(Supplemental
Direct)
U-21485
(Surrebuttal)

LA

Louisiana Public Service
Commission Staff

Gulf States Utilities
Co.

Nuclear O&M, River Bend phase-in plan, base/fuel
realignment, NOL and AltMin asset deferred taxes,
other revenue requirement issues.

1/96

95-299-EL-AIR
95-300-EL-AIR

OH

Industrial Energy
Consumers

The Toledo Edison
Co., The Cleveland
Electric Illuminating
Co.

Competition, asset write-offs and revaluation, O&M
expense, other revenue requirement issues.

2/96

PUC Docket
14965

TX

Office of Public Utility
Counsel

Central Power &
Light

Nuclear decommissioning.

5/96

95-485-LCS

NM

City of Las Cruces

El Paso Electric Co.

Stranded cost recovery, municipalization.

12/95
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7/96

8725

MD

The Maryland Industrial
Group and Redland
Genstar, Inc.

Baltimore Gas &
Electric Co., Potomac
Electric Power Co.,
and Constellation
Energy Corp.

Merger savings, tracking mechanism, earnings
sharing plan, revenue requirement issues.

9/96
11/96

U-22092
U-22092
(Surrebuttal)

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

River Bend phase-in plan, base/fuel realignment,
NOL and AltMin asset deferred taxes, other revenue
requirement issues, allocation of
regulated/nonregulated costs.

10/96

96-327

KY

Kentucky Industrial Utility
Customers, Inc.

Big Rivers Electric
Corp.

Environmental surcharge recoverable costs.

2/97

R-00973877

PA

Philadelphia Area Industrial
Energy Users Group

PECO Energy Co.

Stranded cost recovery, regulatory assets and
liabilities, intangible transition charge, revenue
requirements.

3/97

96-489

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Power Co.

Environmental surcharge recoverable costs, system
agreements, allowance inventory, jurisdictional
allocation.

6/97

TO-97-397

MO

MCI Telecommunications
Corp., Inc., MCImetro
Access Transmission
Services, Inc.

Southwestern Bell
Telephone Co.

Price cap regulation, revenue requirements, rate of
return.

6/97

R-00973953

PA

Philadelphia Area Industrial
Energy Users Group

PECO Energy Co.

Restructuring, deregulation, stranded costs,
regulatory assets, liabilities, nuclear and fossil
decommissioning.

7/97

R-00973954

PA

PP&L Industrial Customer
Alliance

Pennsylvania Power
& Light Co.

Restructuring, deregulation, stranded costs,
regulatory assets, liabilities, nuclear and fossil
decommissioning.

7/97

U-22092

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Depreciation rates and methodologies, River Bend
phase-in plan.

8/97

97-300

KY

Kentucky Industrial Utility
Customers, Inc.

Louisville Gas &
Electric Co.,
Kentucky Utilities Co.

Merger policy, cost savings, surcredit sharing
mechanism, revenue requirements, rate of return.

8/97

R-00973954
(Surrebuttal)

PA

PP&L Industrial Customer
Alliance

Pennsylvania Power
& Light Co.

Restructuring, deregulation, stranded costs,
regulatory assets, liabilities, nuclear and fossil
decommissioning.

10/97

97-204

KY

Alcan Aluminum Corp.
Southwire Co.

Big Rivers Electric
Corp.

Restructuring, revenue requirements,
reasonableness.

10/97

R-974008

PA

Metropolitan Edison
Industrial Users Group

Metropolitan Edison
Co.

Restructuring, deregulation, stranded costs,
regulatory assets, liabilities, nuclear and fossil
decommissioning, revenue requirements.

10/97

R-974009

PA

Penelec Industrial
Customer Alliance

Pennsylvania Electric
Co.

Restructuring, deregulation, stranded costs,
regulatory assets, liabilities, nuclear and fossil
decommissioning, revenue requirements.
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11/97

97-204
(Rebuttal)

KY

Alcan Aluminum Corp.
Southwire Co.

Big Rivers Electric
Corp.

Restructuring, revenue requirements, reasonableness
of rates, cost allocation.

11/97

U-22491

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Allocation of regulated and nonregulated costs, other
revenue requirement issues.

11/97

R-00973953
(Surrebuttal)

PA

Philadelphia Area Industrial
Energy Users Group

PECO Energy Co.

Restructuring, deregulation, stranded costs,
regulatory assets, liabilities, nuclear and fossil
decommissioning.

11/97

R-973981

PA

West Penn Power Industrial
Intervenors

West Penn Power
Co.

Restructuring, deregulation, stranded costs,
regulatory assets, liabilities, fossil decommissioning,
revenue requirements, securitization.

11/97

R-974104

PA

Duquesne Industrial
Intervenors

Duquesne Light Co.

Restructuring, deregulation, stranded costs,
regulatory assets, liabilities, nuclear and fossil
decommissioning, revenue requirements,
securitization.

12/97

R-973981
(Surrebuttal)

PA

West Penn Power Industrial
Intervenors

West Penn Power
Co.

Restructuring, deregulation, stranded costs,
regulatory assets, liabilities, fossil decommissioning,
revenue requirements.

12/97

R-974104
(Surrebuttal)

PA

Duquesne Industrial
Intervenors

Duquesne Light Co.

Restructuring, deregulation, stranded costs,
regulatory assets, liabilities, nuclear and fossil
decommissioning, revenue requirements,
securitization.

1/98

U-22491
(Surrebuttal)

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Allocation of regulated and nonregulated costs, other
revenue requirement issues.

2/98

8774

MD

Westvaco

Potomac Edison Co.

Merger of Duquesne, AE, customer safeguards,
savings sharing.

3/98

U-22092
(Allocated
Stranded Cost
Issues)

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Restructuring, stranded costs, regulatory assets,
securitization, regulatory mitigation.

3/98

8390-U

GA

Georgia Natural Gas
Group, Georgia Textile
Manufacturers Assoc.

Atlanta Gas Light Co.

Restructuring, unbundling, stranded costs, incentive
regulation, revenue requirements.

3/98

U-22092
(Allocated
Stranded Cost
Issues)
(Surrebuttal)

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Restructuring, stranded costs, regulatory assets,
securitization, regulatory mitigation.

3/98

U-22491
(Supplemental
Surrebuttal)

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Allocation of regulated and nonregulated costs, other
revenue requirement issues.

10/98

97-596

ME

Maine Office of the Public
Advocate

Bangor HydroElectric Co.

Restructuring, unbundling, stranded costs, T&D
revenue requirements.
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10/98

9355-U

GA

Georgia Public Service
Commission Adversary
Staff

Georgia Power Co.

Affiliate transactions.

10/98

U-17735
Rebuttal

LA

Louisiana Public Service
Commission Staff

Cajun Electric Power
Cooperative

G&T cooperative ratemaking policy, other revenue
requirement issues.

11/98

U-23327

LA

Louisiana Public Service
Commission Staff

SWEPCO, CSW
and AEP

Merger policy, savings sharing mechanism, affiliate
transaction conditions.

12/98

U-23358
(Direct)

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Allocation of regulated and nonregulated costs, tax
issues, and other revenue requirement issues.

12/98

98-577

ME

Maine Office of Public
Advocate

Maine Public Service
Co.

Restructuring, unbundling, stranded cost, T&D
revenue requirements.

1/99

98-10-07

CT

Connecticut Industrial
Energy Consumers

United Illuminating
Co.

Stranded costs, investment tax credits, accumulated
deferred income taxes, excess deferred income
taxes.

3/99

U-23358
(Surrebuttal)

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Allocation of regulated and nonregulated costs, tax
issues, and other revenue requirement issues.

3/99

98-474

KY

Kentucky Industrial Utility
Customers, Inc.

Louisville Gas and
Electric Co.

Revenue requirements, alternative forms of
regulation.

3/99

98-426

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities Co.

Revenue requirements, alternative forms of
regulation.

3/99

99-082

KY

Kentucky Industrial Utility
Customers, Inc.

Louisville Gas and
Electric Co.

Revenue requirements.

3/99

99-083

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities Co.

Revenue requirements.

4/99

U-23358
(Supplemental
Surrebuttal)

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Allocation of regulated and nonregulated costs, tax
issues, and other revenue requirement issues.

4/99

99-03-04

CT

Connecticut Industrial
Energy Consumers

United Illuminating
Co.

Regulatory assets and liabilities, stranded costs,
recovery mechanisms.

4/99

99-02-05

CT

Connecticut Industrial Utility
Customers

Connecticut Light and
Power Co.

Regulatory assets and liabilities, stranded costs,
recovery mechanisms.

5/99

98-426
99-082
(Additional Direct)

KY

Kentucky Industrial Utility
Customers, Inc.

Louisville Gas and
Electric Co.

Revenue requirements.

5/99

98-474
99-083
(Additional Direct)

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities Co.

Revenue requirements.
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5/99

98-426
98-474
(Response to
Amended
Applications)

KY

Kentucky Industrial Utility
Customers, Inc.

Louisville Gas and
Electric Co.,
Kentucky Utilities Co.

Alternative regulation.

6/99

97-596

ME

Maine Office of Public
Advocate

Bangor HydroElectric Co.

Request for accounting order regarding electric
industry restructuring costs.

7/99

U-23358

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Affiliate transactions, cost allocations.

7/99

99-03-35

CT

Connecticut Industrial
Energy Consumers

United Illuminating
Co.

Stranded costs, regulatory assets, tax effects of asset
divestiture.

7/99

U-23327

LA

Louisiana Public Service
Commission Staff

Southwestern Electric
Power Co., Central
and South West
Corp, American
Electric Power Co.

Merger Settlement and Stipulation.

7/99

97-596
Surrebuttal

ME

Maine Office of Public
Advocate

Bangor HydroElectric Co.

Restructuring, unbundling, stranded cost, T&D
revenue requirements.

7/99

98-0452-E-GI

WV

West Virginia Energy Users
Group

Monongahela Power,
Potomac Edison,
Appalachian Power,
Wheeling Power

Regulatory assets and liabilities.

8/99

98-577
Surrebuttal

ME

Maine Office of Public
Advocate

Maine Public Service
Co.

Restructuring, unbundling, stranded costs, T&D
revenue requirements.

8/99

98-426
99-082
Rebuttal

KY

Kentucky Industrial Utility
Customers, Inc.

Louisville Gas and
Electric Co.

Revenue requirements.

8/99

98-474
98-083
Rebuttal

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities Co.

Revenue requirements.

8/99

98-0452-E-GI
Rebuttal

WV

West Virginia Energy Users
Group

Monongahela Power,
Potomac Edison,
Appalachian Power,
Wheeling Power

Regulatory assets and liabilities.

10/99

U-24182
Direct

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Allocation of regulated and nonregulated costs,
affiliate transactions, tax issues, and other revenue
requirement issues.

11/99

PUC Docket
21527

TX

The Dallas-Fort Worth
Hospital Council and
Coalition of Independent
Colleges and Universities

TXU Electric

Restructuring, stranded costs, taxes, securitization.
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11/99

U-23358
Surrebuttal
Affiliate
Transactions
Review

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Service company affiliate transaction costs.

01/00

U-24182
Surrebuttal

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Allocation of regulated and nonregulated costs,
affiliate transactions, tax issues, and other revenue
requirement issues.

04/00

99-1212-EL-ETP
99-1213-EL-ATA
99-1214-EL-AAM

OH

Greater Cleveland Growth
Association

First Energy
(Cleveland Electric
Illuminating, Toledo
Edison)

Historical review, stranded costs, regulatory assets,
liabilities.

05/00

2000-107

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Power Co.

ECR surcharge roll-in to base rates.

05/00

U-24182
Supplemental
Direct

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Affiliate expense proforma adjustments.

05/00

A-110550F0147

PA

Philadelphia Area Industrial
Energy Users Group

PECO Energy

Merger between PECO and Unicom.

05/00

99-1658-EL-ETP

OH

AK Steel Corp.

Cincinnati Gas &
Electric Co.

Regulatory transition costs, including regulatory
assets and liabilities, SFAS 109, ADIT, EDIT, ITC.

07/00

PUC Docket
22344

TX

The Dallas-Fort Worth
Hospital Council and The
Coalition of Independent
Colleges and Universities

Statewide Generic
Proceeding

Escalation of O&M expenses for unbundled T&D
revenue requirements in projected test year.

07/00

U-21453

LA

Louisiana Public Service
Commission

SWEPCO

Stranded costs, regulatory assets and liabilities.

08/00

U-24064

LA

Louisiana Public Service
Commission Staff

CLECO

Affiliate transaction pricing ratemaking principles,
subsidization of nonregulated affiliates, ratemaking
adjustments.

10/00

SOAH Docket
473-00-1015
PUC Docket
22350

TX

The Dallas-Fort Worth
Hospital Council and The
Coalition of Independent
Colleges and Universities

TXU Electric Co.

Restructuring, T&D revenue requirements, mitigation,
regulatory assets and liabilities.

10/00

R-00974104
Affidavit

PA

Duquesne Industrial
Intervenors

Duquesne Light Co.

Final accounting for stranded costs, including
treatment of auction proceeds, taxes, capital costs,
switchback costs, and excess pension funding.

11/00

P-00001837
R-00974008
P-00001838
R-00974009

PA

Metropolitan Edison
Industrial Users Group
Penelec Industrial
Customer Alliance

Metropolitan Edison
Co., Pennsylvania
Electric Co.

Final accounting for stranded costs, including
treatment of auction proceeds, taxes, regulatory
assets and liabilities, transaction costs.
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12/00

U-21453,
U-20925,
U-22092
(Subdocket C)
Surrebuttal

LA

Louisiana Public Service
Commission Staff

SWEPCO

Stranded costs, regulatory assets.

01/01

U-24993
Direct

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Allocation of regulated and nonregulated costs, tax
issues, and other revenue requirement issues.

01/01

U-21453,
U-20925,
U-22092
(Subdocket B)
Surrebuttal

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Industry restructuring, business separation plan,
organization structure, hold harmless conditions,
financing.

01/01

Case No.
2000-386

KY

Kentucky Industrial Utility
Customers, Inc.

Louisville Gas &
Electric Co.

Recovery of environmental costs, surcharge
mechanism.

01/01

Case No.
2000-439

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities Co.

Recovery of environmental costs, surcharge
mechanism.

02/01

A-110300F0095
A-110400F0040

PA

Met-Ed Industrial Users
Group, Penelec Industrial
Customer Alliance

GPU, Inc.
FirstEnergy Corp.

Merger, savings, reliability.

03/01

P-00001860
P-00001861

PA

Met-Ed Industrial Users
Group, Penelec Industrial
Customer Alliance

Metropolitan Edison
Co., Pennsylvania
Electric Co.

Recovery of costs due to provider of last resort
obligation.

04/01

U-21453,
U-20925,
U-22092
(Subdocket B)
Settlement Term
Sheet

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Business separation plan: settlement agreement on
overall plan structure.

04/01

U-21453,
U-20925,
U-22092
(Subdocket B)
Contested Issues

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Business separation plan: agreements, hold harmless
conditions, separations methodology.

05/01

U-21453,
U-20925,
U-22092
(Subdocket B)
Contested Issues
Transmission and
Distribution
Rebuttal

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Business separation plan: agreements, hold harmless
conditions, separations methodology.
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07/01

U-21453,
U-20925,
U-22092
(Subdocket B)
Transmission and
Distribution
Term Sheet

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Business separation plan: settlement agreement on
T&D issues, agreements necessary to implement
T&D separations, hold harmless conditions,
separations methodology.

10/01

14000-U

GA

Georgia Public Service
Commission Adversary
Staff

Georgia Power
Company

Revenue requirements, Rate Plan, fuel clause
recovery.

11/01

14311-U
Direct Panel with
Bolin Killings

GA

Georgia Public Service
Commission Adversary
Staff

Atlanta Gas Light Co

Revenue requirements, revenue forecast, O&M
expense, depreciation, plant additions, cash working
capital.

11/01

U-25687
Direct

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Revenue requirements, capital structure, allocation of
regulated and nonregulated costs, River Bend uprate.

02/02

PUC Docket
25230

TX

The Dallas-Fort Worth
Hospital Council and the
Coalition of Independent
Colleges and Universities

TXU Electric

Stipulation. Regulatory assets, securitization
financing.

02/02

U-25687
Surrebuttal

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Revenue requirements, corporate franchise tax,
conversion to LLC, River Bend uprate.

03/02

14311-U
Rebuttal Panel
with Bolin Killings

GA

Georgia Public Service
Commission Adversary
Staff

Atlanta Gas Light Co.

Revenue requirements, earnings sharing plan,
service quality standards.

03/02

14311-U
Rebuttal Panel
with Michelle L.
Thebert

GA

Georgia Public Service
Commission Adversary
Staff

Atlanta Gas Light Co.

Revenue requirements, revenue forecast, O&M
expense, depreciation, plant additions, cash working
capital.

03/02

001148-EI

FL

South Florida Hospital and
Healthcare Assoc.

Florida Power & Light
Co.

Revenue requirements. Nuclear life extension, storm
damage accruals and reserve, capital structure, O&M
expense.

04/02

U-25687 (Suppl.
Surrebuttal)

LA

Louisiana Public Service
Commission

Entergy Gulf States,
Inc.

Revenue requirements, corporate franchise tax,
conversion to LLC, River Bend uprate.

04/02

U-21453,
U-20925
U-22092
(Subdocket C)

LA

Louisiana Public Service
Commission

SWEPCO

Business separation plan, T&D Term Sheet,
separations methodologies, hold harmless conditions.

08/02

EL01-88-000

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc. and the Entergy
Operating
Companies

System Agreement, production cost equalization,
tariffs.

08/02

U-25888

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc. and Entergy
Louisiana, Inc.

System Agreement, production cost disparities,
prudence.
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09/02

2002-00224
2002-00225

KY

Kentucky Industrial Utilities
Customers, Inc.

Kentucky Utilities Co.,
Louisville Gas &
Electric Co.

Line losses and fuel clause recovery associated with
off-system sales.

11/02

2002-00146
2002-00147

KY

Kentucky Industrial Utilities
Customers, Inc.

Kentucky Utilities Co.,
Louisville Gas &
Electric Co.

Environmental compliance costs and surcharge
recovery.

01/03

2002-00169

KY

Kentucky Industrial Utilities
Customers, Inc.

Kentucky Power Co.

Environmental compliance costs and surcharge
recovery.

04/03

2002-00429
2002-00430

KY

Kentucky Industrial Utilities
Customers, Inc.

Kentucky Utilities Co.,
Louisville Gas &
Electric Co.

Extension of merger surcredit, flaws in Companies’
studies.

04/03

U-26527

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Revenue requirements, corporate franchise tax,
conversion to LLC, capital structure, post-test year
adjustments.

06/03

EL01-88-000
Rebuttal

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc. and the Entergy
Operating
Companies

System Agreement, production cost equalization,
tariffs.

06/03

2003-00068

KY

Kentucky Industrial Utility
Customers

Kentucky Utilities Co.

Environmental cost recovery, correction of base rate
error.

11/03

ER03-753-000

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc. and the Entergy
Operating
Companies

Unit power purchases and sale cost-based tariff
pursuant to System Agreement.

11/03

ER03-583-000,
ER03-583-001,
ER03-583-002

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc., the Entergy
Operating
Companies, EWO
Marketing, L.P, and
Entergy Power, Inc.

Unit power purchases and sale agreements,
contractual provisions, projected costs, levelized
rates, and formula rates.

ER03-681-000,
ER03-681-001
ER03-682-000,
ER03-682-001,
ER03-682-002
ER03-744-000,
ER03-744-001
(Consolidated)
12/03

U-26527
Surrebuttal

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Revenue requirements, corporate franchise tax,
conversion to LLC, capital structure, post-test year
adjustments.

12/03

2003-0334
2003-0335

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities Co.,
Louisville Gas &
Electric Co.

Earnings Sharing Mechanism.

12/03

U-27136

LA

Louisiana Public Service
Commission Staff

Entergy Louisiana,
Inc.

Purchased power contracts between affiliates, terms
and conditions.
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03/04

U-26527
Supplemental
Surrebuttal

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Revenue requirements, corporate franchise tax,
conversion to LLC, capital structure, post-test year
adjustments.

03/04

2003-00433

KY

Kentucky Industrial Utility
Customers, Inc.

Louisville Gas &
Electric Co.

Revenue requirements, depreciation rates, O&M
expense, deferrals and amortization, earnings sharing
mechanism, merger surcredit, VDT surcredit.

03/04

2003-00434

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities Co.

Revenue requirements, depreciation rates, O&M
expense, deferrals and amortization, earnings sharing
mechanism, merger surcredit, VDT surcredit.

03/04

SOAH Docket
473-04-2459
PUC Docket
29206

TX

Cities Served by TexasNew Mexico Power Co.

Texas-New Mexico
Power Co.

Stranded costs true-up, including valuation issues,
ITC, ADIT, excess earnings.

05/04

04-169-EL-UNC

OH

Ohio Energy Group, Inc.

Columbus Southern
Power Co. & Ohio
Power Co.

Rate stabilization plan, deferrals, T&D rate increases,
earnings.

06/04

SOAH Docket
473-04-4555
PUC Docket
29526

TX

Houston Council for Health
and Education

CenterPoint Energy
Houston Electric

Stranded costs true-up, including valuation issues,
ITC, EDIT, excess mitigation credits, capacity auction
true-up revenues, interest.

08/04

SOAH Docket
473-04-4555
PUC Docket
29526
(Suppl Direct)

TX

Houston Council for Health
and Education

CenterPoint Energy
Houston Electric

Interest on stranded cost pursuant to Texas Supreme
Court remand.

09/04

U-23327
Subdocket B

LA

Louisiana Public Service
Commission Staff

SWEPCO

Fuel and purchased power expenses recoverable
through fuel adjustment clause, trading activities,
compliance with terms of various LPSC Orders.

10/04

U-23327
Subdocket A

LA

Louisiana Public Service
Commission Staff

SWEPCO

Revenue requirements.

12/04

Case Nos.
2004-00321,
2004-00372

KY

Gallatin Steel Co.

East Kentucky Power
Cooperative, Inc., Big
Sandy Recc, et al.

Environmental cost recovery, qualified costs, TIER
requirements, cost allocation.

01/05

30485

TX

Houston Council for Health
and Education

CenterPoint Energy
Houston Electric, LLC

Stranded cost true-up including regulatory Central Co.
assets and liabilities, ITC, EDIT, capacity auction,
proceeds, excess mitigation credits, retrospective and
prospective ADIT.

02/05

18638-U

GA

Georgia Public Service
Commission Adversary
Staff

Atlanta Gas Light Co.

Revenue requirements.

02/05

18638-U
Panel with
Tony Wackerly

GA

Georgia Public Service
Commission Adversary
Staff

Atlanta Gas Light Co.

Comprehensive rate plan, pipeline replacement
program surcharge, performance based rate plan.
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02/05

18638-U
Panel with
Michelle Thebert

GA

Georgia Public Service
Commission Adversary
Staff

Atlanta Gas Light Co.

Energy conservation, economic development, and
tariff issues.

03/05

Case Nos.
2004-00426,
2004-00421

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities Co.,
Louisville Gas &
Electric

Environmental cost recovery, Jobs Creation Act of
2004 and §199 deduction, excess common equity
ratio, deferral and amortization of nonrecurring O&M
expense.

06/05

2005-00068

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Power Co.

Environmental cost recovery, Jobs Creation Act of
2004 and §199 deduction, margins on allowances
used for AEP system sales.

06/05

050045-EI

FL

South Florida Hospital and
Heallthcare Assoc.

Florida Power & Light
Co.

Storm damage expense and reserve, RTO costs,
O&M expense projections, return on equity
performance incentive, capital structure, selective
second phase post-test year rate increase.

08/05

31056

TX

Alliance for Valley
Healthcare

AEP Texas Central
Co.

Stranded cost true-up including regulatory assets and
liabilities, ITC, EDIT, capacity auction, proceeds,
excess mitigation credits, retrospective and
prospective ADIT.

09/05

20298-U

GA

Georgia Public Service
Commission Adversary
Staff

Atmos Energy Corp.

Revenue requirements, roll-in of surcharges, cost
recovery through surcharge, reporting requirements.

09/05

20298-U
Panel with
Victoria Taylor

GA

Georgia Public Service
Commission Adversary
Staff

Atmos Energy Corp.

Affiliate transactions, cost allocations, capitalization,
cost of debt.

10/05

04-42

DE

Delaware Public Service
Commission Staff

Artesian Water Co.

Allocation of tax net operating losses between
regulated and unregulated.

11/05

2005-00351
2005-00352

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities Co.,
Louisville Gas &
Electric

Workforce Separation Program cost recovery and
shared savings through VDT surcredit.

01/06

2005-00341

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Power Co.

System Sales Clause Rider, Environmental Cost
Recovery Rider. Net Congestion Rider, Storm
damage, vegetation management program,
depreciation, off-system sales, maintenance
normalization, pension and OPEB.

03/06

PUC Docket
31994

TX

Cities

Texas-New Mexico
Power Co.

Stranded cost recovery through competition transition
or change.

05/06

31994
Supplemental

TX

Cities

Texas-New Mexico
Power Co.

Retrospective ADFIT, prospective ADFIT.

03/06

U-21453,
U-20925,
U-22092
(Subdocket B)

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Jurisdictional separation plan.
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03/06

NOPR Reg
104385-OR

IRS

Alliance for Valley Health
Care and Houston Council
for Health Education

AEP Texas Central
Company and
CenterPoint Energy
Houston Electric

Proposed Regulations affecting flow- through to
ratepayers of excess deferred income taxes and
investment tax credits on generation plant that is sold
or deregulated.

04/06

U-25116

LA

Louisiana Public Service
Commission Staff

Entergy Louisiana,
Inc.

2002-2004 Audit of Fuel Adjustment Clause Filings.
Affiliate transactions.

07/06

R-00061366,
Et. al.

PA

Met-Ed Ind. Users Group
Pennsylvania Ind.
Customer Alliance

Metropolitan Edison
Co., Pennsylvania
Electric Co.

Recovery of NUG-related stranded costs, government
mandated program costs, storm damage costs.

07/06

U-23327

LA

Louisiana Public Service
Commission Staff

Southwestern Electric
Power Co.

Revenue requirements, formula rate plan, banking
proposal.

08/06

U-21453,
U-20925,
U-22092
(Subdocket J)

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc.

Jurisdictional separation plan.

11/06

05CVH03-3375
Franklin County
Court Affidavit

OH

Various Taxing Authorities
(Non-Utility Proceeding)

State of Ohio
Department of
Revenue

Accounting for nuclear fuel assemblies as
manufactured equipment and capitalized plant.

12/06

U-23327
Subdocket A
Reply Testimony

LA

Louisiana Public Service
Commission Staff

Southwestern Electric
Power Co.

Revenue requirements, formula rate plan, banking
proposal.

03/07

U-29764

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc., Entergy
Louisiana, LLC

Jurisdictional allocation of Entergy System Agreement
equalization remedy receipts.

03/07

PUC Docket
33309

TX

Cities

AEP Texas Central
Co.

Revenue requirements, including functionalization of
transmission and distribution costs.

03/07

PUC Docket
33310

TX

Cities

AEP Texas North Co.

Revenue requirements, including functionalization of
transmission and distribution costs.

03/07

2006-00472

KY

Kentucky Industrial Utility
Customers, Inc.

East Kentucky Power
Cooperative

Interim rate increase, RUS loan covenants, credit
facility requirements, financial condition.

03/07

U-29157

LA

Louisiana Public Service
Commission Staff

Cleco Power, LLC

Permanent (Phase II) storm damage cost recovery.

04/07

U-29764
Supplemental
and Rebuttal

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States,
Inc., Entergy
Louisiana, LLC

Jurisdictional allocation of Entergy System Agreement
equalization remedy receipts.

04/07

ER07-682-000
Affidavit

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc. and the Entergy
Operating
Companies

Allocation of intangible and general plant and A&G
expenses to production and state income tax effects
on equalization remedy receipts.

04/07

ER07-684-000
Affidavit

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc. and the Entergy
Operating
Companies

Fuel hedging costs and compliance with FERC
USOA.
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05/07

ER07-682-000
Supplemental
Affidavit

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc. and the Entergy
Operating
Companies

Allocation of intangible and general plant and A&G
expenses to production and account 924 effects on
MSS-3 equalization remedy payments and receipts.

06/07

U-29764

LA

Louisiana Public Service
Commission Staff

Entergy Louisiana,
LLC, Entergy Gulf
States, Inc.

Show cause for violating LPSC Order on fuel hedging
costs.

07/07

2006-00472

KY

Kentucky Industrial Utility
Customers, Inc.

East Kentucky
Power Cooperative

Revenue requirements, post-test year adjustments,
TIER, surcharge revenues and costs, financial
need.

07/07

ER07-956-000
Affidavit

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Storm damage costs related to Hurricanes Katrina
and Rita and effects of MSS-3 equalization
payments and receipts.

10/07

05-UR-103
Direct

WI

Wisconsin Industrial
Energy Group

Wisconsin Electric
Power Company,
Wisconsin Gas, LLC

Revenue requirements, carrying charges on CWIP,
amortization and return on regulatory assets,
working capital, incentive compensation, use of rate
base in lieu of capitalization, quantification and use
of Point Beach sale proceeds.

10/07

05-UR-103
Surrebuttal

WI

Wisconsin Industrial
Energy Group

Wisconsin Electric
Power Company,
Wisconsin Gas, LLC

Revenue requirements, carrying charges on CWIP,
amortization and return on regulatory assets,
working capital, incentive compensation, use of rate
base in lieu of capitalization, quantification and use
of Point Beach sale proceeds.

10/07

25060-U
Direct

GA

Georgia Public Service
Commission Public
Interest Adversary Staff

Georgia Power
Company

Affiliate costs, incentive compensation, consolidated
income taxes, §199 deduction.

11/07

06-0033-E-CN
Direct

WV

West Virginia Energy
Users Group

Appalachian Power
Company

IGCC surcharge during construction period and
post-in-service date.

11/07

ER07-682-000
Direct

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc. and the Entergy
Operating
Companies

Functionalization and allocation of intangible and
general plant and A&G expenses.

01/08

ER07-682-000
Cross-Answering

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc. and the Entergy
Operating
Companies

Functionalization and allocation of intangible and
general plant and A&G expenses.

01/08

07-551-EL-AIR
Direct

OH

Ohio Energy Group, Inc.

Ohio Edison
Company, Cleveland
Electric Illuminating
Company, Toledo
Edison Company

Revenue requirements.

02/08

ER07-956-000
Direct

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc. and the Entergy
Operating
Companies

Functionalization of expenses, storm damage
expense and reserves, tax NOL carrybacks in
accounts, ADIT, nuclear service lives and effects on
depreciation and decommissioning.
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03/08

ER07-956-000
Cross-Answering

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc. and the Entergy
Operating
Companies

Functionalization of expenses, storm damage
expense and reserves, tax NOL carrybacks in
accounts, ADIT, nuclear service lives and effects on
depreciation and decommissioning.

04/08

2007-00562,
2007-00563

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities
Co., Louisville Gas
and Electric Co.

Merger surcredit.

04/08

26837
Direct
Bond, Johnson,
Thebert, Kollen
Panel

GA

Georgia Public Service
Commission Staff

SCANA Energy
Marketing, Inc.

Rule Nisi complaint.

05/08

26837
Rebuttal
Bond, Johnson,
Thebert, Kollen
Panel

GA

Georgia Public Service
Commission Staff

SCANA Energy
Marketing, Inc.

Rule Nisi complaint.

05/08

26837
Suppl Rebuttal
Bond, Johnson,
Thebert, Kollen
Panel

GA

Georgia Public Service
Commission Staff

SCANA Energy
Marketing, Inc.

Rule Nisi complaint.

06/08

2008-00115

KY

Kentucky Industrial Utility
Customers, Inc.

East Kentucky
Power Cooperative,
Inc.

Environmental surcharge recoveries, including costs
recovered in existing rates, TIER.

07/08

27163
Direct

GA

Georgia Public Service
Commission Public
Interest Advocacy Staff

Atmos Energy Corp.

Revenue requirements, including projected test year
rate base and expenses.

07/08

27163
Taylor, Kollen
Panel

GA

Georgia Public Service
Commission Public
Interest Advocacy Staff

Atmos Energy Corp.

Affiliate transactions and division cost allocations,
capital structure, cost of debt.

08/08

6680-CE-170
Direct

WI

Wisconsin Industrial
Energy Group, Inc.

Wisconsin Power
and Light Company

Nelson Dewey 3 or Colombia 3 fixed financial
parameters.

08/08

6680-UR-116
Direct

WI

Wisconsin Industrial
Energy Group, Inc.

Wisconsin Power
and Light Company

CWIP in rate base, labor expenses, pension
expense, financing, capital structure, decoupling.

08/08

6680-UR-116
Rebuttal

WI

Wisconsin Industrial
Energy Group, Inc.

Wisconsin Power
and Light Company

Capital structure.

08/08

6690-UR-119
Direct

WI

Wisconsin Industrial
Energy Group, Inc.

Wisconsin Public
Service Corp.

Prudence of Weston 3 outage, incentive
compensation, Crane Creek Wind Farm incremental
revenue requirement, capital structure.

09/08

6690-UR-119
Surrebuttal

WI

Wisconsin Industrial
Energy Group, Inc.

Wisconsin Public
Service Corp.

Prudence of Weston 3 outage, Section 199
deduction.
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09/08

08-935-EL-SSO,
08-918-EL-SSO

OH

Ohio Energy Group, Inc.

First Energy

Standard service offer rates pursuant to electric
security plan, significantly excessive earnings test.

10/08

08-917-EL-SSO

OH

Ohio Energy Group, Inc.

AEP

Standard service offer rates pursuant to electric
security plan, significantly excessive earnings test.

10/08

2007-00564,
2007-00565,
2008-00251
2008-00252

KY

Kentucky Industrial Utility
Customers, Inc.

Louisville Gas and
Electric Co.,
Kentucky Utilities
Company

Revenue forecast, affiliate costs, ELG v ASL
depreciation procedures, depreciation expenses,
federal and state income tax expense,
capitalization, cost of debt.

11/08

EL08-51

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Spindletop gas storage facilities, regulatory asset
and bandwidth remedy.

11/08

35717

TX

Cities Served by Oncor
Delivery Company

Oncor Delivery
Company

Recovery of old meter costs, asset ADFIT, cash
working capital, recovery of prior year restructuring
costs, levelized recovery of storm damage costs,
prospective storm damage accrual, consolidated tax
savings adjustment.

12/08

27800

GA

Georgia Public Service
Commission

Georgia Power
Company

AFUDC versus CWIP in rate base, mirror CWIP,
certification cost, use of short term debt and trust
preferred financing, CWIP recovery, regulatory
incentive.

01/09

ER08-1056

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Entergy System Agreement bandwidth remedy
calculations, including depreciation expense, ADIT,
capital structure.

01/09

ER08-1056
Supplemental
Direct

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Blytheville leased turbines; accumulated
depreciation.

02/09

EL08-51
Rebuttal

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Spindletop gas storage facilities regulatory asset
and bandwidth remedy.

02/09

2008-00409
Direct

KY

Kentucky Industrial Utility
Customers, Inc.

East Kentucky
Power Cooperative,
Inc.

Revenue requirements.

03/09

ER08-1056
Answering

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Entergy System Agreement bandwidth remedy
calculations, including depreciation expense, ADIT,
capital structure.

03/09

U-21453,
U-20925
U-22092 (Sub J)
Direct
Rebuttal

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States
Louisiana, LLC

Violation of EGSI separation order, ETI and EGSL
separation accounting, Spindletop regulatory asset.

2009-00040
Direct-Interim
(Oral)

KY

Kentucky Industrial Utility
Customers, Inc.

Big Rivers Electric
Corp.

Emergency interim rate increase; cash
requirements.

04/09
04/09
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04/09

PUC Docket
36530

TX

State Office of
Administrative Hearings

Oncor Electric
Delivery Company,
LLC

Rate case expenses.

05/09

ER08-1056
Rebuttal

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Entergy System Agreement bandwidth remedy
calculations, including depreciation expense, ADIT,
capital structure.

06/09

2009-00040
DirectPermanent

KY

Kentucky Industrial Utility
Customers, Inc.

Big Rivers Electric
Corp.

Revenue requirements, TIER, cash flow.

07/09

080677-EI

FL

South Florida Hospital and
Healthcare Association

Florida Power &
Light Company

Multiple test years, GBRA rider, forecast
assumptions, revenue requirement, O&M expense,
depreciation expense, Economic Stimulus Bill,
capital structure.

08/09

U-21453, U20925, U-22092
(Subdocket J)
Supplemental
Rebuttal

LA

Louisiana Public Service
Commission

Entergy Gulf States
Louisiana, LLC

Violation of EGSI separation order, ETI and EGSL
separation accounting, Spindletop regulatory asset.

08/09

8516 and 29950

GA

Georgia Public Service
Commission Staff

Atlanta Gas Light
Company

Modification of PRP surcharge to include
infrastructure costs.

09/09

05-UR-104
Direct and
Surrebuttal

WI

Wisconsin Industrial
Energy Group

Wisconsin Electric
Power Company

Revenue requirements, incentive compensation,
depreciation, deferral mitigation, capital structure,
cost of debt.

09/09

09AL-299E
Answer

CO

CF&I Steel, Rocky
Mountain Steel Mills LP,
Climax Molybdenum
Company

Public Service
Company of
Colorado

Forecasted test year, historic test year, proforma
adjustments for major plant additions, tax
depreciation.

09/09

6680-UR-117
Direct and
Surrebuttal

WI

Wisconsin Industrial
Energy Group

Wisconsin Power
and Light Company

Revenue requirements, CWIP in rate base, deferral
mitigation, payroll, capacity shutdowns, regulatory
assets, rate of return.

10/09

09A-415E
Answer

CO

Cripple Creek & Victor
Gold Mining Company, et
al.

Black Hills/CO
Electric Utility
Company

Cost prudence, cost sharing mechanism.

10/09

EL09-50
Direct

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Waterford 3 sale/leaseback accumulated deferred
income taxes, Entergy System Agreement
bandwidth remedy calculations.

10/09

2009-00329

KY

Kentucky Industrial Utility
Customers, Inc.

Louisville Gas and
Electric Company,
Kentucky Utilities
Company

Trimble County 2 depreciation rates.

12/09

PUE-2009-00030

VA

Old Dominion Committee
for Fair Utility Rates

Appalachian Power
Company

Return on equity incentive.
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12/09

ER09-1224
Direct

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Hypothetical versus actual costs, out of period
costs, Spindletop deferred capital costs, Waterford 3
sale/leaseback ADIT.

01/10

ER09-1224
Cross-Answering

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Hypothetical versus actual costs, out of period
costs, Spindletop deferred capital costs, Waterford 3
sale/leaseback ADIT.

01/10

EL09-50
Rebuttal

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Waterford 3 sale/leaseback accumulated deferred
income taxes, Entergy System Agreement
bandwidth remedy calculations.

Supplemental
Rebuttal
02/10

ER09-1224
Final

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Hypothetical versus actual costs, out of period
costs, Spindletop deferred capital costs, Waterford 3
sale/leaseback ADIT.

02/10

30442
Wackerly-Kollen
Panel

GA

Georgia Public Service
Commission Staff

Atmos Energy
Corporation

Revenue requirement issues.

02/10

30442
McBride-Kollen
Panel

GA

Georgia Public Service
Commission Staff

Atmos Energy
Corporation

Affiliate/division transactions, cost allocation, capital
structure.

02/10

2009-00353

KY

Kentucky Industrial Utility
Customers, Inc.,

Louisville Gas and
Electric Company,
Kentucky Utilities
Company

Ratemaking recovery of wind power purchased power
agreements.

Attorney General
03/10

2009-00545

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Power
Company

Ratemaking recovery of wind power purchased power
agreement.

03/10

E015/GR-09-1151

MN

Large Power Interveners

Minnesota Power

Revenue requirement issues, cost overruns on
environmental retrofit project.

04/10

2009-00459

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Power
Company

Revenue requirement issues.

04/10

2009-00548,
2009-00549

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities
Company, Louisville
Gas and Electric
Company

Revenue requirement issues.

08/10

31647

GA

Georgia Public Service
Commission Staff

Atlanta Gas Light
Company

Revenue requirement and synergy savings issues.

08/10

31647
Wackerly-Kollen
Panel

GA

Georgia Public Service
Commission Staff

Atlanta Gas Light
Company

Affiliate transaction and Customer First program
issues.

08/10

2010-00204

KY

Kentucky Industrial Utility
Customers, Inc.

Louisville Gas and
Electric Company,
Kentucky Utilities
Company

PPL acquisition of E.ON U.S. (LG&E and KU)
conditions, acquisition savings, sharing deferral
mechanism.
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09/10

38339
Direct and
Cross-Rebuttal

TX

Gulf Coast Coalition of
Cities

CenterPoint Energy
Houston Electric

Revenue requirement issues, including consolidated
tax savings adjustment, incentive compensation FIN
48; AMS surcharge including roll-in to base rates; rate
case expenses.

09/10

EL10-55

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc., Entergy
Operating Cos

Depreciation rates and expense input effects on
System Agreement tariffs.

09/10

2010-00167

KY

Gallatin Steel

East Kentucky
Power Cooperative,
Inc.

Revenue requirements.

09/10

U-23327
Subdocket E
Direct

LA

Louisiana Public Service
Commission

SWEPCO

Fuel audit: S02 allowance expense, variable O&M
expense, off-system sales margin sharing.

11/10

U-23327
Rebuttal

LA

Louisiana Public Service
Commission

SWEPCO

Fuel audit: S02 allowance expense, variable O&M
expense, off-system sales margin sharing.

09/10

U-31351

LA

Louisiana Public Service
Commission Staff

SWEPCO and Valley
Electric Membership
Cooperative

Sale of Valley assets to SWEPCO and dissolution of
Valley.

10/10

10-1261-EL-UNC

OH

Ohio OCC, Ohio
Manufacturers Association,
Ohio Energy Group, Ohio
Hospital Association,
Appalachian Peace and
Justice Network

Columbus Southern
Power Company

Significantly excessive earnings test.

10/10

10-0713-E-PC

WV

West Virginia Energy Users
Group

Monongahela Power
Company, Potomac
Edison Power
Company

Merger of First Energy and Allegheny Energy.

10/10

U-23327
Subdocket F
Direct

LA

Louisiana Public Service
Commission Staff

SWEPCO

AFUDC adjustments in Formula Rate Plan.

11/10

EL10-55
Rebuttal

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc., Entergy
Operating Cos

Depreciation rates and expense input effects on
System Agreement tariffs.

12/10

ER10-1350
Direct

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc. Entergy
Operating Cos

Waterford 3 lease amortization, ADIT, and fuel
inventory effects on System Agreement tariffs.

01/11

ER10-1350
Cross-Answering

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc., Entergy
Operating Cos

Waterford 3 lease amortization, ADIT, and fuel
inventory effects on System Agreement tariffs.

03/11

ER10-2001
Direct
Cross-Answering

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc., Entergy
Arkansas, Inc.

EAI depreciation rates.

04/11
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04/11

U-23327
Subdocket E

LA

Louisiana Public Service
Commission Staff

SWEPCO

Settlement, incl resolution of S02 allowance expense,
var O&M expense, sharing of OSS margins.

04/11

TX

05/11

38306
Direct
Suppl Direct

Cities Served by TexasNew Mexico Power
Company

Texas-New Mexico
Power Company

AMS deployment plan, AMS Surcharge, rate case
expenses.

05/11

11-0274-E-GI

WV

West Virginia Energy Users
Group

Appalachian Power
Company, Wheeling
Power Company

Deferral recovery phase-in, construction surcharge.

05/11

2011-00036

KY

Kentucky Industrial Utility
Customers, Inc.

Big Rivers Electric
Corp.

Revenue requirements.

06/11

29849

GA

Georgia Public Service
Commission Staff

Georgia Power
Company

Accounting issues related to Vogtle risk-sharing
mechanism.

07/11

ER11-2161
Direct and
Answering

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc. and Entergy
Texas, Inc.

ETI depreciation rates; accounting issues.

07/11

PUE-2011-00027

VA

Virginia Committee for Fair
Utility Rates

Virginia Electric and
Power Company

Return on equity performance incentive.

07/11

11-346-EL-SSO
11-348-EL-SSO
11-349-EL-AAM
11-350-EL-AAM

OH

Ohio Energy Group

AEP-OH

Equity Stabilization Incentive Plan; actual earned
returns; ADIT offsets in riders.

08/11

U-23327
Subdocket F
Rebuttal

LA

Louisiana Public Service
Commission Staff

SWEPCO

Depreciation rates and service lives; AFUDC
adjustments.

08/11

05-UR-105

WI

Wisconsin Industrial Energy
Group

WE Energies, Inc.

Suspended amortization expenses; revenue
requirements.

08/11

ER11-2161
Cross-Answering

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc. and Entergy
Texas, Inc.

ETI depreciation rates; accounting issues.

09/11

PUC Docket
39504

TX

Gulf Coast Coalition of
Cities

CenterPoint Energy
Houston Electric

Investment tax credit, excess deferred income taxes;
normalization.

09/11

2011-00161
2011-00162

KY

Kentucky Industrial Utility
Consumers, Inc.

Louisville Gas &
Electric Company,
Kentucky Utilities
Company

Environmental requirements and financing.

10/11

11-4571-EL-UNC
11-4572-EL-UNC

OH

Ohio Energy Group

Columbus Southern
Power Company,
Ohio Power
Company

Significantly excessive earnings.

10/11

4220-UR-117
Direct

WI

Wisconsin Industrial Energy
Group

Northern States
Power-Wisconsin

Nuclear O&M, depreciation.
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11/11

4220-UR-117
Surrebuttal

WI

Wisconsin Industrial Energy
Group

Northern States
Power-Wisconsin

Nuclear O&M, depreciation.

11/11

PUC Docket
39722

TX

Cities Served by AEP
Texas Central Company

AEP Texas Central
Company

Investment tax credit, excess deferred income taxes;
normalization.

02/12

PUC Docket
40020

TX

Cities Served by Oncor

Lone Star
Transmission, LLC

Temporary rates.

03/12

11AL-947E
Answer

CO

Climax Molybdenum
Company and CF&I Steel,
L.P. d/b/a Evraz Rocky
Mountain Steel

Public Service
Company of
Colorado

Revenue requirements, including historic test year,
future test year, CACJA CWIP, contra-AFUDC.

03/12

2011-00401

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Power
Company

Big Sandy 2 environmental retrofits and
environmental surcharge recovery.

4/12

2011-00036

KY

Kentucky Industrial Utility
Customers, Inc.

Big Rivers Electric
Corp.

Rate case expenses, depreciation rates and expense.

Direct Rehearing
Supplemental
Rebuttal
Rehearing
04/12

10-2929-EL-UNC

OH

Ohio Energy Group

AEP Ohio Power

State compensation mechanism, CRES capacity
charges, Equity Stabilization Mechanism

05/12

11-346-EL-SSO

OH

Ohio Energy Group

AEP Ohio Power

State compensation mechanism, Equity Stabilization
Mechanism, Retail Stability Rider.

11-348-EL-SSO
05/12

11-4393-EL-RDR

OH

Ohio Energy Group

Duke Energy Ohio,
Inc.

Incentives for over-compliance on EE/PDR
mandates.

06/12

40020

TX

Cities Served by Oncor

Lone Star
Transmission, LLC

Revenue requirements, including ADIT, bonus
depreciation and NOL, working capital, self insurance,
depreciation rates, federal income tax expense.

07/12

120015-EI

FL

South Florida Hospital and
Healthcare Association

Florida Power & Light
Company

Revenue requirements, including vegetation
management, nuclear outage expense, cash working
capital, CWIP in rate base.

07/12

2012-00063

KY

Kentucky Industrial Utility
Customers, Inc.

Big Rivers Electric
Corp.

Environmental retrofits, including environmental
surcharge recovery.

09/12

05-UR-106

WI

Wisconsin Industrial Energy
Group, Inc.

Wisconsin Electric
Power Company

Section 1603 grants, new solar facility, payroll
expenses, cost of debt.

10/12

2012-00221

KY

Kentucky Industrial Utility
Customers, Inc.

Louisville Gas and
Electric Company,
Kentucky Utilities
Company

Revenue requirements, including off-system sales,
outage maintenance, storm damage, injuries and
damages, depreciation rates and expense.

FL

South Florida Hospital and
Healthcare Association

Florida Power & Light
Company

Settlement issues.

2012-00222

10/12

120015-EI
Direct
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11/12

120015-EI

FL

South Florida Hospital and
Healthcare Association

Florida Power & Light
Company

Settlement issues.

Rebuttal
10/12

40604

TX

Steering Committee of
Cities Served by Oncor

Cross Texas
Transmission, LLC

Policy and procedural issues, revenue requirements,
including AFUDC, ADIT – bonus depreciation & NOL,
incentive compensation, staffing, self-insurance, net
salvage, depreciation rates and expense, income tax
expense.

11/12

40627

TX

City of Austin d/b/a Austin
Energy

City of Austin d/b/a
Austin Energy

Rate case expenses.

Direct
12/12

40443

TX

Cities Served by SWEPCO

Southwestern Electric
Power Company

Revenue requirements, including depreciation rates
and service lives, O&M expenses, consolidated tax
savings, CWIP in rate base, Turk plant costs.

12/12

U-29764

LA

Louisiana Public Service
Commission Staff

Entergy Gulf States
Louisiana, LLC and
Entergy Louisiana,
LLC

Termination of purchased power contracts between
EGSL and ETI, Spindletop regulatory asset.

01/13

ER12-1384

FERC

Louisiana Public Service
Commission

Entergy Gulf States
Louisiana, LLC and
Entergy Louisiana,
LLC

Little Gypsy 3 cancellation costs.

TX

City of Austin d/b/a Austin
Energy

City of Austin d/b/a
Austin Energy

Rate case expenses.

Rebuttal

02/13

40627
Rebuttal

03/13

12-426-EL-SSO

OH

The Ohio Energy Group

The Dayton Power
and Light Company

Capacity charges under state compensation
mechanism, Service Stability Rider, Switching
Tracker.

04/13

12-2400-EL-UNC

OH

The Ohio Energy Group

Duke Energy Ohio,
Inc.

Capacity charges under state compensation
mechanism, deferrals, rider to recover deferrals.

04/13

2012-00578

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Power
Company

Resource plan, including acquisition of interest in
Mitchell plant.

05/13

2012-00535

KY

Kentucky Industrial Utility
Customers, Inc.

Big Rivers Electric
Corporation

Revenue requirements, excess capacity,
restructuring.

06/13

12-3254-EL-UNC

OH

The Ohio Energy Group,
Inc.,

Ohio Power
Company

Energy auctions under CBP, including reserve prices.

Office of the Ohio
Consumers’ Counsel
07/13

2013-00144

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Power
Company

Biomass renewable energy purchase agreement.

07/13

2013-00221

KY

Kentucky Industrial Utility
Customers, Inc.

Big Rivers Electric
Corporation

Agreements to provide Century Hawesville Smelter
market access.

10/13

2013-00199

KY

Kentucky Industrial Utility
Customers, Inc.

Big Rivers Electric
Corporation

Revenue requirements, excess capacity,
restructuring.
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12/13

2013-00413

KY

Kentucky Industrial Utility
Customers, Inc.

Big Rivers Electric
Corporation

Agreements to provide Century Sebree Smelter
market access.

01/14

ER10-1350
Direct and
Answering

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Waterford 3 lease accounting and treatment in annual
bandwidth filings.

02/14

U-32981

LA

Louisiana Public Service
Commission

Entergy Louisiana,
LLC

Montauk renewable energy PPA.

04/14

ER13-432
Direct

FERC

Louisiana Public Service
Commission

Entergy Gulf States
Louisiana, LLC and
Entergy Louisiana,
LLC

UP Settlement benefits and damages.

05/14

PUE-2013-00132

VA

HP Hood LLC

Shenandoah Valley
Electric Cooperative

Market based rate; load control tariffs.

07/14

PUE-2014-00033

VA

Virginia Committee for Fair
Utility Rates

Virginia Electric and
Power Company

Fuel and purchased power hedge accounting, change
in FAC Definitional Framework.

08/14

ER13-432
Rebuttal

FERC

Louisiana Public Service
Commission

Entergy Gulf States
Louisiana, LLC and
Entergy Louisiana,
LLC

UP Settlement benefits and damages.

08/14

2014-00134

KY

Kentucky Industrial Utility
Customers, Inc.

Big Rivers Electric
Corporation

Requirements power sales agreements with
Nebraska entities.

09/14

E-015/CN-121163
Direct

MN

Large Power Intervenors

Minnesota Power

Great Northern Transmission Line; cost cap; AFUDC
v. current recovery; rider v. base recovery; class cost
allocation.

10/14

2014-00225

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Power
Company

Allocation of fuel costs to off-system sales.

10/14

ER13-1508

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Entergy service agreements and tariffs for affiliate
power purchases and sales; return on equity.

10/14

14-0702-E-42T
14-0701-E-D

WV

West Virginia Energy Users
Group

First EnergyMonongahela Power,
Potomac Edison

Consolidated tax savings; payroll; pension, OPEB,
amortization; depreciation; environmental surcharge.

11/14

E-015/CN-121163
Surrebuttal

MN

Large Power Intervenors

Minnesota Power

Great Northern Transmission Line; cost cap; AFUDC
v. current recovery; rider v. base recovery; class
allocation.

11/14

05-376-EL-UNC

OH

Ohio Energy Group

Ohio Power
Company

Refund of IGCC CWIP financing cost recoveries.

11/14

14AL-0660E

CO

Climax, CF&I Steel

Public Service
Company of
Colorado

Historic test year v. future test year; AFUDC v. current
return; CACJA rider, transmission rider; equivalent
availability rider; ADIT; depreciation; royalty income;
amortization.

12/14

EL14-026

SD

Black Hills Industrial
Intervenors

Black Hills Power
Company

Revenue requirement issues, including depreciation
expense and affiliate charges.
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12/14

14-1152-E-42T

WV

West Virginia Energy Users
Group

AEP-Appalachian
Power Company

Income taxes, payroll, pension, OPEB, deferred costs
and write offs, depreciation rates, environmental
projects surcharge.

01/15

9400-YO-100
Direct

WI

Wisconsin Industrial Energy
Group

Wisconsin Energy
Corporation

WEC acquisition of Integrys Energy Group, Inc.

01/15

14F-0336EG
14F-0404EG

CO

Development Recovery
Company LLC

Public Service
Company of
Colorado

Line extension policies and refunds.

02/15

9400-YO-100
Rebuttal

WI

Wisconsin Industrial Energy
Group

Wisconsin Energy
Corporation

WEC acquisition of Integrys Energy Group, Inc.

03/15

2014-00396

KY

Kentucky Industrial Utility
Customers, Inc.

AEP-Kentucky Power
Company

Base, Big Sandy 2 retirement rider, environmental
surcharge, and Big Sandy 1 operation rider revenue
requirements, depreciation rates, financing, deferrals.

03/15

2014-00371
2014-00372

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities
Company and
Louisville Gas and
Electric Company

Revenue requirements, staffing and payroll,
depreciation rates.

04/15

2014-00450

KY

Kentucky Industrial Utility
Customers, Inc. and the
Attorney General of the
Commonwealth of
Kentucky

AEP-Kentucky Power
Company

Allocation of fuel costs between native load and offsystem sales.

04/15

2014-00455

KY

Kentucky Industrial Utility
Customers, Inc. and the
Attorney General of the
Commonwealth of
Kentucky

Big Rivers Electric
Corporation

Allocation of fuel costs between native load and offsystem sales.

04/15

ER2014-0370

MO

Midwest Energy
Consumers’ Group

Kansas City Power &
Light Company

Affiliate transactions, operation and maintenance
expense, management audit.

05/15

PUE-2015-00022

VA

Virginia Committee for Fair
Utility Rates

Virginia Electric and
Power Company

Fuel and purchased power hedge accounting; change
in FAC Definitional Framework.

05/15

EL10-65
Direct,
Rebuttal
Complaint

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Accounting for AFUDC Debt, related ADIT.

07/15

EL10-65
Direct and
Answering
Consolidated
Bandwidth
Dockets

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

Waterford 3 sale/leaseback ADIT, Bandwidth
Formula.

09/15

14-1693-EL-RDR

OH

Public Utilities Commission
of Ohio

Ohio Energy Group

PPA rider for charges or credits for physical hedges
against market.

09/15
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12/15

45188

TX

Cities Served by Oncor
Electric Delivery Company

Oncor Electric
Delivery Company

Hunt family acquisition of Oncor; transaction
structure; income tax savings from real estate
investment trust (REIT) structure; conditions.

12/15

6680-CE-176
Direct,
Surrebuttal,
Supplemental
Rebuttal

WI

Wisconsin Industrial Energy
Group, Inc.

Wisconsin Power and
Light Company

Need for capacity and economics of proposed
Riverside Energy Center Expansion project;
ratemaking conditions.

FERC

Louisiana Public Service
Commission

Entergy Services,
Inc.

03/16
04/16
05/16
06/16

EL01-88
Remand
Direct
Answering
Cross-Answering
Rebuttal

Bandwidth Formula: Capital structure, fuel inventory,
Waterford 3 sale/leaseback, Vidalia purchased power,
ADIT, Blythesville, Spindletop, River Bend AFUDC,
property insurance reserve, nuclear depreciation
expense.

03/16

15-1673-E-T

WV

West Virginia Energy Users
Group

Appalachian Power
Company

Terms and conditions of utility service for commercial
and industrial customers, including security deposits.

04/16

39971
Panel Direct

GA

Georgia Public Service
Commission Staff

Southern Company,
AGL Resources,
Georgia Power
Company, Atlanta
Gas Light Company

Southern Company acquisition of AGL Resources,
risks, opportunities, quantification of savings,
ratemaking implications, conditions, settlement.

04/16

2015-00343

KY

Office of the Attorney
General

Atmos Energy
Corporation

Revenue requirements, including NOL ADIT, affiliate
transactions.

04/16

2016-00070

KY

Office of the Attorney
General

Atmos Energy
Corporation

R & D Rider.

05/16

2016-00026
2016-00027

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities Co.,
Louisville Gas &
Electric Co.

Need for environmental projects, calculation of
environmental surcharge rider.

05/16

16-G-0058
16-G-0059

NY

New York City

Keyspan Gas East
Corp., Brooklyn
Union Gas Company

Depreciation, including excess reserves, leak prone
pipe.

06/16

160088-EI

FL

South Florida Hospital and
Healthcare Association

Florida Power and
Light Company

Fuel Adjustment Clause Incentive Mechanism re:
economy sales and purchases, asset optimization.

07/16

160021-EI

FL

South Florida Hospital and
Healthcare Association

Florida Power and
Light Company

Revenue requirements, including capital recovery,
depreciation, ADIT.

07/16

16-057-01

UT

Office of Consumer
Services

Dominion Resources,
Inc. / Questar
Corporation

Merger, risks, harms, benefits, accounting.

08/16

15-1022-EL-UNC
16-1105-EL-UNC

OH

Ohio Energy Group

AEP Ohio Power
Company

SEET earnings, effects of other pending proceedings.

01/16

03/16
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9/16

2016-00162

KY

Office of the Attorney
General

Columbia Gas
Kentucky

Revenue requirements, O&M expense, depreciation,
affiliate transactions.

09/16

E-22 Sub 519,
532, 533

NC

Nucor Steel

Dominion North
Carolina Power
Company

Revenue requirements, deferrals and amortizations.

09/16

15-1256-G-390P
(Reopened)
16-0922-G-390P

WV

West Virginia Energy Users
Group

Mountaineer Gas
Company

Infrastructure rider, including NOL ADIT and other
income tax normalization and calculation issues.

10/16

10-2929-EL-UNC
11-346-EL-SSO
11-348-EL-SSO
11-349-EL-SSO
11-350-EL-SSO
14-1186-EL-RDR

OH

Ohio Energy Group

AEP Ohio Power
Company

State compensation mechanism, capacity cost,
Retail Stability Rider deferrals, refunds, SEET.

11/16

16-0395-EL-SSO
Direct

OH

Ohio Energy Group

Dayton Power & Light
Company

Credit support and other riders; financial stability of
Utility, holding company.

12/16

Formal Case 1139

DC

Healthcare Council of the
National Capital Area

Potomac Electric
Power Company

Post test year adjust, merger costs, NOL ADIT,
incentive compensation, rent.

01/17

46238

TX

Steering Committee of
Cities Served by Oncor

Oncor Electric
Delivery Company

Next Era acquisition of Oncor; goodwill, transaction
costs, transition costs, cost deferrals, ratemaking
issues.

02/17

16-0395-EL-SSO
Direct
(Stipulation)

OH

Ohio Energy Group

Dayton Power & Light
Company

Non-unanimous stipulation re: credit support and
other riders; financial stability of utility, holding
company.

02/17

45414

TX

Cities of Midland, McAllen,
and Colorado City

Sharyland Utilities,
LP, Sharyland
Distribution &
Transmission
Services, LLC

Income taxes, depreciation, deferred costs, affiliate
expenses.

03/17

2016-00370
2016-00371

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities
Company, Louisville
Gas and Electric
Company

AMS, capital expenditures, maintenance expense,
amortization expense, depreciation rates and
expense.

06/17

29849
(Panel with Philip
Hayet)

GA

Georgia Public Service
Commission Staff

Georgia Power
Company

Vogtle 3 and 4 economics.

08/17

17-0296-E-PC

WV

West Virginia Energy
Users Group

Monongahela Power
Company, The
Potomac Edison
Power Company

ADIT, OPEB.

10/17

2017-00179

KY

Kentucky Power
Company

Weather normalization, Rockport lease, O&M,
incentive compensation, depreciation, income
taxes.

Kentucky Industrial Utility
Customers, Inc.
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10/17

2017-00287

KY

Kentucky Industrial Utility
Customers, Inc.

Big Rivers Electric
Corporation

Fuel cost allocation to native load customers.

12/17

2017-00321

KY

Attorney General

Duke Energy
Kentucky (Electric)

Revenues, depreciation, income taxes, O&M,
regulatory assets, environmental surcharge rider,
FERC transmission cost reconciliation rider.

12/17

29849
(Panel with Philip
Hayet, Tom
Newsome)

GA

Georgia Public Service
Commission Staff

Georgia Power
Company

Vogtle 3 and 4 economics, tax abandonment loss.

01/18

2017-00349

KY

Kentucky Attorney General

Atmos Energy
Kentucky

O&M expense, depreciation, regulatory assets and
amortization, Annual Review Mechanism, Pipeline
Replacement Program and Rider, affiliate expenses.

06/18

18-0047

OH

Ohio Energy Group

Ohio Electric Utilities

Tax Cuts and Jobs Act. Reduction in income tax
expense; amortization of excess ADIT.

07/18

T-34695

LA

LPSC Staff

Crimson Gulf, LLC

Revenues, depreciation, income taxes, O&M, ADIT.

08/18

48325

TX

Cities Served by Oncor

Oncor Electric
Delivery Company

Tax Cuts and Jobs Act; amortization of excess ADIT.

08/18

48401

TX

Cities Served by TNMP

Texas-New Mexico
Power Company

Revenues, payroll, income taxes, amortization of
excess ADIT, capital structure.

08/18

2018-00146

KY

KIUC

Big Rivers Electric
Corporation

Station Two contracts termination, regulatory asset,
regulatory liability for savings

09/18

20170235-EI
20170236-EU
Direct
Supplemental
Direct

FL

Office of Public Counsel

Florida Power & Light
Company

FP&L acquisition of City of Vero Beach municipal
electric utility systems.

2017-370-E
Direct
2017-207, 305,
370-E
Surrebuttal
Supplemental
Surrebuttal

SC

Office of Regulatory Staff

South Carolina
Electric & Gas
Company and
Dominion Energy,
Inc.

Recovery of Summer 2 and 3 new nuclear
development costs, related regulatory liabilities,
securitization, NOL carryforward and ADIT, TCJA
savings, merger conditions and savings.

12/18

2018-00261

KY

Attorney General

Duke Energy
Kentucky (Gas)

Revenues, O&M, regulatory assets, payroll, integrity
management, incentive compensation, cash working
capital.

01/19

2018-00294
2018-00295

KY

Kentucky Industrial Utility
Customers, Inc.

Kentucky Utilities
Company, Louisville
Gas & Electric
Company

AFUDC v. CWIP in rate base, transmission and
distribution plant additions, capitalization, revenues
generation outage expense, depreciation rates and
expenses, cost of debt.

10/18
09/18
10/18
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01/19

2018-00281

KY

Attorney General

Atmos Energy Corp.

AFUDC v. CWIP in rate base, ALG v. ELG
depreciation rates, cash working capital, PRP Rider,
forecast plant additions, forecast expenses, cost of
debt, corporate cost allocation.

02/19

UD-18-17
Direct
Surrebuttal and
Cross-Answering

New
Orleans

Crescent City Power Users
Group

Entergy New
Orleans, LLC

Post-test year adjustments, storm reserve fund, NOL
ADIT, FIN48 ADIT, cash working capital,
depreciation, amortization, capital structure, formula
rate plans, purchased power rider.

03/19

2018-0358

KY

Attorney General

Kentucky American
Water Company

Capital expenditures, cash working capital, payroll
expense, incentive compensation, chemicals
expense, electricity expense, water losses, rate case
expense, excess deferred income taxes.

03/19

48929

TX

Steering Committee of
Cities Served by Oncor

Oncor Electric
Delivery Company
LLC, Sempra Energy,
Sharyland
Distribution &
Transmission
Services, L.L.C..,
Sharyland Utilities,
L.P.

Sale, transfer, merger transactions, hold harmless
and other regulatory conditions.

06/19

49421

TX

Gulf Coast Coalition of
Cities

CenterPoint Energy
Houston Electric

Prepaid pension asset, accrued OPEB liability,
regulatory assets and liabilities, merger savings,
storm damage expense, excess deferred income
taxes.

07/19

49494

TX

Cities Served by AEP
Texas

AEP Texas, Inc.

Plant in service, prepaid pension asset, O&M, ROW
costs, incentive compensation, self-insurance
expense, excess deferred income taxes.

08/19

19-G-0309
19-G-0310

NY

New York City

National Grid

Depreciation rates, net negative salvage.

10/19

42315

GA

Atlanta Gas Light Company

Public Interest
Advocacy Staff

Capital expenditures, O&M expense, prepaid pension
asset, incentive compensation, merger savings,
affiliate expenses, excess deferred income taxes.

10/19

45253

IN

Duke Energy Indiana

Office of Utility
Consumer Counselor

Prepaid pension asset, inventories, regulatory assets
and labilities, unbilled revenues, incentive
compensation, income tax expense, affiliate charges,
ADIT, riders.

12/19

2019-00271

KY

Attorney General

Duke Energy
Kentucky

ADIT, EDIT, CWC, payroll expense, incentive
compensation expense, depreciation rates, pilot
programs

05/20

202000067-EI

FL

Office of Public Counsel

Tampa Electric
Company

Storm Protection Plan.

06/20

20190038-EI

FL

Office of Public Counsel

Gulf Power Company

Hurricane Michael costs.

04/19
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07/20

PUR-2020-00015
Direct
Surrebuttal

VA

Old Dominion Committee
for Fair Utility Rates

Appalachian Power
Company

Coal Amortization Rider, storm damage, prepaid
pension and OPEB assets, return on joint-use assets.

SC

Office of Regulatory Staff

Dominion Energy
South Carolina

Integrated Resource Plan.

09/20

2019-226-E
Direct
Surrebbutal

10/20

2020-00160

KY

Attorney General

Water Service
Corporation of
Kentucky

Return on rate base v. operating ratio.

10/20

2020-00174

KY

Attorney General and
Kentucky Industrial Utility
Customers, Inc.

Kentucky Power
Company

Rate base v. capitalization, Rockport UPA, prepaid
pension and OPEB, cash working capital, incentive
compensation, Rockport 2 depreciation expense,
EDIT, AMI, grid modernization rider.

11/20

SC

Office of Regulatory Staff

12/20

2020-125-E
Direct
Surrebuttal

Dominion Energy
South Carolina

Summer 2 and 3 cancelled plant and transmission
cost recovery; TCJA; regulatory assets.

12/20

2020172-EI

FL

Office of Public Counsel

Florida Power & Light
Company

Hurricane Dorian costs.

12/20

29849
(Panel with Philip
Hayet, Tom
Newsome)

GA

Georgia Public Service
Commission Staff

Georgia Power
Company

Vogtle 3 and 4 rate impact analyses.

02/21

2019-224-E
2019-225-E

SC

Office of Regulatory Staff

Duke Energy
Carolinas, LLC, Duke
Energy Progress,
LLC

Integrated Resource Plans.

09/20
07/20
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Kentucky Utilities Company Coal Units
Current and Requested Depreciation Rates and Related Expense
Sourced From 2020 Depreciation Study

Gross
Plant In Service
as of
6/30/2020

Book Depr
Reserve
6/30/2020

NBV
at
6/30/2020

Net Salvage
Percentage
2020 Study

Net Salvage
Costs
Added

NBV and
Net Salvage
at
6/30/2020

Current
Depr
Rate

Requested
Depr
Rate

Annual
Depreciation
Expense
Current
Depr Rates

Annual
Depreciation
Expense
Requested
Depr Rates

Coal Units
Brown Unit 3 - Including Scrubber
Acct 311 - Structures and Improvements
Acct 311 - Structures and Improvements-Scrubber
Acct 312 - Boiler Plant Equipment
Acct 312 - Boiler Plant Equipment-Scrubber
Acct 314 - Turbogenerator Units
Acct 315 - Accessory Electric Equipment
Acct 315 - Accessory Electric Equipment-Scrubber
Acct 316 - Miscellaneous Power Plant Equipment
Total - All Accounts

29,535,742
45,553,347
475,691,478
335,830,028
51,368,471
16,028,996
29,324,457
7,055,460
990,387,979

(16,392,923)
(17,738,141)
(112,434,187)
(110,279,694)
(10,926,704)
(7,224,123)
(10,389,867)
(3,561,568)
(288,947,207)

13,142,819
27,815,206
363,257,291
225,550,334
40,441,767
8,804,873
18,934,590
3,493,892
701,440,772

-4%
-4%
-4%
-4%
-4%
-4%
-4%
-4%

1,181,430
1,822,134
19,027,659
13,433,201
2,054,739
641,160
1,172,978
282,218
39,615,519

14,324,249
29,637,340
382,284,950
238,983,535
42,496,506
9,446,033
20,107,568
3,776,110
741,056,291

3.17%
4.54%
5.19%
4.92%
5.29%
3.74%
4.75%
3.36%

6.10%
8.16%
10.22%
9.03%
10.60%
7.41%
8.57%
6.81%

936,283
2,068,122
24,688,388
16,522,837
2,717,392
599,484
1,392,912
237,063
49,162,482
4.96%

1,801,680
3,717,153
48,615,669
30,325,452
5,445,058
1,187,749
2,513,106
480,477
94,086,343
9.50%

Ghent Unit 1 - Including Scrubber
Acct 311 - Structures and Improvements
Acct 311 - Structures and Improvements-Scrubber
Acct 312 - Boiler Plant Equipment
Acct 312 - Boiler Plant Equipment-Scrubber
Acct 314 - Turbogenerator Units
Acct 315 - Accessory Electric Equipment
Acct 315 - Accessory Electric Equipment-Scrubber
Acct 316 - Miscellaneous Power Plant Equipment
Acct 316 - Miscellaneous Power Plant Equipment-Scrubber
Total - All Accounts

22,056,975
8,491,199
369,600,397
140,930,831
43,274,490
13,719,113
12,223,380
1,749,101
962,012
613,007,498

(10,737,142)
(6,589,785)
(124,256,311)
(71,240,328)
(24,793,360)
(8,795,425)
(6,951,331)
(1,623,519)
(927,221)
(255,914,422)

11,319,833
1,901,414
245,344,086
69,690,503
18,481,130
4,923,688
5,272,049
125,582
34,791
357,093,076

-7%
-7%
-7%
-7%
-7%
-7%
-7%
-7%
-7%

1,543,988
594,384
25,872,028
9,865,158
3,029,214
960,338
855,637
122,437
67,341
42,910,525

12,863,821
2,495,798
271,216,114
79,555,661
21,510,344
5,884,026
6,127,686
248,019
102,132
400,003,601

1.68%
1.14%
4.83%
4.16%
3.34%
2.37%
3.69%
1.06%
0.90%

4.24%
2.12%
5.41%
4.15%
3.72%
3.11%
3.59%
1.06%
0.79%

370,557
96,800
17,851,699
5,862,723
1,445,368
325,143
451,043
18,540
8,658
26,430,531
4.31%

935,216
180,013
19,995,381
5,848,629
1,609,811
426,664
438,819
18,540
7,600
29,460,675
4.81%

Ghent Unit 2 - Including Scrubber
Acct 311 - Structures and Improvements
Acct 311 - Structures and Improvements-Scrubber
Acct 312 - Boiler Plant Equipment
Acct 312 - Boiler Plant Equipment-Scrubber
Acct 314 - Turbogenerator Units
Acct 315 - Accessory Electric Equipment
Acct 315 - Accessory Electric Equipment-Scrubber
Acct 316 - Miscellaneous Power Plant Equipment
Total - All Accounts

17,043,479
15,622,910
279,599,048
71,576,384
37,337,160
21,943,434
951,199
1,586,837
445,660,451

(9,583,870)
(11,673,583)
(86,888,301)
(65,165,290)
(21,733,856)
(11,522,428)
(383,184)
(1,468,488)
(208,419,000)

7,459,609
3,949,327
192,710,747
6,411,094
15,603,304
10,421,006
568,015
118,349
237,241,451

-7%
-7%
-7%
-7%
-7%
-7%
-7%
-7%

1,193,044
1,093,604
19,571,933
5,010,347
2,613,601
1,536,040
66,584
111,079
31,196,232

8,652,653
5,042,931
212,282,680
11,421,441
18,216,905
11,957,046
634,599
229,428
268,437,683

1.31%
1.16%
5.10%
1.19%
2.62%
1.66%
4.85%
0.89%

3.70%
2.34%
5.62%
1.17%
3.70%
3.94%
4.77%
1.08%

223,270
181,226
14,259,551
851,759
978,234
364,261
46,133
14,123
16,918,556
3.80%

630,609
365,576
15,713,466
837,444
1,381,475
864,571
45,372
17,138
19,855,651
4.46%

Ghent Unit 3 - Including Scrubber
Acct 311 - Structures and Improvements
Acct 312 - Boiler Plant Equipment
Acct 312 - Boiler Plant Equipment-Scrubber
Acct 314 - Turbogenerator Units
Acct 315 - Accessory Electric Equipment
Acct 315 - Accessory Electric Equipment-Scrubber
Acct 316 - Miscellaneous Power Plant Equipment
Total - All Accounts

52,344,491
446,413,638
120,240,145
52,603,067
33,509,060
12,041,998
3,760,163
720,912,562

(32,350,874)
(198,136,005)
(47,910,875)
(23,815,317)
(26,572,938)
(5,575,078)
(2,827,966)
(337,189,053)

19,993,617
248,277,633
72,329,270
28,787,750
6,936,122
6,466,920
932,197
383,723,509

-7%
-7%
-7%
-7%
-7%
-7%
-7%

3,664,114
31,248,955
8,416,810
3,682,215
2,345,634
842,940
263,211
50,463,879

23,657,731
279,526,588
80,746,080
32,469,965
9,281,756
7,309,860
1,195,408
434,187,388

2.15%
3.54%
3.99%
2.12%
1.73%
3.66%
2.17%

2.71%
3.86%
4.11%
3.87%
1.69%
3.58%
1.98%

1,125,407
15,803,043
4,797,582
1,115,185
579,707
440,737
81,596
23,943,256
3.32%

1,418,536
17,231,566
4,941,870
2,035,739
566,303
431,104
74,451
26,699,569
3.70%

Kentucky Utilities Company Coal Units
Current and Requested Depreciation Rates and Related Expense
Sourced From 2020 Depreciation Study

Gross
Plant In Service
as of
6/30/2020

Book Depr
Reserve
6/30/2020

NBV
at
6/30/2020

Net Salvage
Percentage
2020 Study

Net Salvage
Costs
Added

NBV and
Net Salvage
at
6/30/2020

Current
Depr
Rate

Requested
Depr
Rate

Annual
Depreciation
Expense
Current
Depr Rates

Annual
Depreciation
Expense
Requested
Depr Rates

Ghent Unit 4 - Including Scrubber
Acct 311 - Structures and Improvements
Acct 312 - Boiler Plant Equipment
Acct 312 - Boiler Plant Equipment-Scrubber
Acct 314 - Turbogenerator Units
Acct 315 - Accessory Electric Equipment
Acct 315 - Accessory Electric Equipment-Scrubber
Acct 316 - Miscellaneous Power Plant Equipment
Total - All Accounts

47,120,498
935,918,755
255,524,660
59,246,410
52,634,602
15,148,042
13,277,146
1,378,870,113

(18,031,143)
(213,147,201)
(111,014,196)
(37,713,454)
(22,253,545)
(5,031,760)
(4,623,857)
(411,815,156)

29,089,355
722,771,554
144,510,464
21,532,956
30,381,057
10,116,282
8,653,289
967,054,957

-7%
-7%
-7%
-7%
-7%
-7%
-7%

3,298,435
65,514,313
17,886,726
4,147,249
3,684,422
1,060,363
929,400
96,520,908

32,387,790
788,285,867
162,397,190
25,680,205
34,065,479
11,176,645
9,582,689
1,063,575,865

3.44%
4.35%
3.57%
2.64%
3.56%
4.15%
3.53%

4.09%
5.14%
3.87%
2.75%
3.85%
4.35%
4.40%

1,620,945
40,712,466
9,122,230
1,564,105
1,873,792
628,644
468,683
55,990,865
4.06%

1,927,228
48,106,224
9,888,804
1,629,276
2,026,432
658,940
584,194
64,821,099
4.70%

Trimble County Unit 2 - Including Scrubber
Acct 311 - Structures and Improvements
Acct 311 - Structures and Improvements-Scrubber
Acct 312 - Boiler Plant Equipment
Acct 312 - Boiler Plant Equipment-Scrubber
Acct 314 - Turbogenerator Units
Acct 315 - Accessory Electric Equipment
Acct 315 - Accessory Electric Equipment-Scrubber
Acct 316 - Miscellaneous Power Plant Equipment
Total - All Accounts

96,921,494
5,781,870
685,667,781
73,202,110
92,095,706
46,199,255
1,415,469
7,631,764
1,008,915,449

(21,944,531)
(3,419,962)
(129,987,925)
(23,493,665)
(23,537,987)
(11,452,971)
(848,756)
(1,065,766)
(215,751,563)

74,976,963
2,361,908
555,679,856
49,708,445
68,557,719
34,746,284
566,713
6,565,998
793,163,886

-13%
-13%
-13%
-13%
-13%
-13%
-13%
-13%

12,599,794
751,643
89,136,812
9,516,274
11,972,442
6,005,903
184,011
992,129
131,159,008

87,576,757
3,113,551
644,816,668
59,224,719
80,530,161
40,752,187
750,724
7,558,127
924,322,894

1.81%
1.21%
2.17%
1.96%
2.14%
1.99%
1.42%
2.26%

2.06%
1.26%
2.34%
2.04%
2.26%
2.03%
1.41%
2.41%

1,754,279
69,961
14,878,991
1,434,761
1,970,848
919,365
20,100
172,478
21,220,783
2.10%

1,996,583
72,852
16,044,626
1,493,323
2,081,363
937,845
19,958
183,926
22,830,475
2.26%

Total - All Coal Plants

5,157,754,052

(1,718,036,401)

3,439,717,651

391,866,071

3,831,583,722

Items Not Counted From Depreciation Study
Acct 311 - Trible County Training Center
Acct 311 - System Lab
Acct 311 - Retired Plant
Acct 312 - Ash Ponds
Acct 316 - System Lab
Brown 1 and 2 Still on Schedule
Total Coal for Check
KU Table 1 Coal Total
Variance

1,284,344
1,177,261
2,153,262
78,788,906
4,048,518
20,266,927
5,265,473,270
5,265,473,270
-

(32,559)
(773,273)
(2,368,588)
(72,190,989)
(1,190,089)
(21,077,604)
(1,815,669,503)
(1,815,669,503)
-

1,251,785
403,988
(215,326)
6,597,917
2,858,429
(810,677)
3,449,803,767
3,449,803,767
-

64,217
11,773
40,485
391,982,546

1,316,002
415,761
6,597,917
2,898,914
3,842,812,316
3,842,812,314
2

-5%
-1%
0%
0%
-1%
-4%

193,666,473

Rounding

257,753,813

Louisville Gas and Electric Company Coal Units
Current and Requested Depreciation Rates and Related Expense
Sourced From 2020 Depreciation Study

Plant In Service
as of
6/30/2020

Book Depr
Reserve
6/30/2020

NBV
at
6/30/2020

Net Salvage
Percentage
2020 Study

Net Salvage
Costs
Added

NBV and
Net Salvage
at
6/30/2020

Coal Units
Mill Creek Unit 1
Acct 311 - Structures and Improvements
Acct 311 - Structures and Improvements-Scrubber
Acct 312 - Boiler Plant Equipment
Acct 312 - Boiler Plant Equipment-Scrubber
Acct 314 - Turbogenerator Units
Acct 315 - Accessory Electric Equipment
Acct 315 - Accessory Electric Equipment-Scrubber
Acct 316 - Miscellaneous Power Plant Equipment
Total - All Accounts

18,754,074
184,942,674
16,811,977
27,258,907
18,109,189
202,167
719,268
266,798,256

(17,220,582)
(58,284,730)
(9,504,810)
(12,185,078)
(12,367,099)
(36,884)
(511,529)
(110,110,712)

1,533,492
126,657,944
7,307,167
15,073,829
5,742,090
165,283
207,739
156,687,544

-7%
-7%
-7%
-7%
-7%
-7%
-7%
-7%

1,312,785
12,945,987
1,176,838
1,908,123
1,267,643
14,152
50,349
18,675,878

2,846,277
139,603,931
8,484,005
16,981,952
7,009,733
179,435
258,088
175,363,422

Mill Creek Unit 2 - Including Scrubber
Acct 311 - Structures and Improvements
Acct 311 - Structures and Improvements-Scrubber
Acct 312 - Boiler Plant Equipment
Acct 312 - Boiler Plant Equipment-Scrubber
Acct 314 - Turbogenerator Units
Acct 315 - Accessory Electric Equipment
Acct 315 - Accessory Electric Equipment-Scrubber
Acct 316 - Miscellaneous Power Plant Equipment
Acct 316 - Miscellaneous Power Plant Equipment-Scrubber
Total - All Accounts

19,795,540
465
212,884,171
113,357,088
31,310,218
13,365,294
5,652,402
74,668
396,439,846

(10,207,821)
(498)
(44,545,536)
(12,857,330)
(12,895,686)
(5,912,668)
(872,534)
(25,237)
(87,317,310)

9,587,719
(33)
168,338,635
100,499,758
18,414,532
7,452,626
4,779,868
49,431
309,122,536

-7%
-7%
-7%
-7%
-7%
-7%
-7%
-7%
-7%

1,385,688
33
14,901,892
7,934,996
2,191,715
935,571
395,668
5,227
27,750,789

10,973,407
(0)
183,240,527
108,434,754
20,606,247
8,388,197
5,175,536
54,658
336,873,325

Mill Creek Unit 3 - Including Scrubber
Acct 311 - Structures and Improvements
Acct 311 - Structures and Improvements-Scrubber
Acct 312 - Boiler Plant Equipment
Acct 312 - Boiler Plant Equipment-Scrubber
Acct 314 - Turbogenerator Units
Acct 315 - Accessory Electric Equipment
Acct 315 - Accessory Electric Equipment-Scrubber
Acct 316 - Miscellaneous Power Plant Equipment
Total - All Accounts

27,065,033
135,376
315,305,719
149,926,264
40,689,104
26,922,251
1,088,905
770,586
561,903,238

(20,500,404)
(144,853)
(81,467,868)
(13,435,495)
(19,513,757)
(14,642,746)
(1,136,341)
(318,387)
(151,159,851)

6,564,629
(9,477)
233,837,851
136,490,769
21,175,347
12,279,505
(47,436)
452,199
410,743,387

-7%
-7%
-7%
-7%
-7%
-7%
-7%
-7%

1,894,552
9,476
22,071,400
10,494,838
2,848,237
1,884,558
76,223
53,941
39,333,227

8,459,181
(1)
255,909,251
146,985,607
24,023,584
14,164,063
28,787
506,140
450,076,614

72,486,970
2,476,548
750,135,463
195,689,043
57,615,792
33,383,302
8,052,008
11,951,532
43,212
1,131,833,870

(42,437,364)
(2,295,887)
(153,552,408)
(25,457,009)
(25,907,523)
(18,964,792)
(586,418)
(4,161,773)
(44,422)
(273,407,596)

30,049,606
180,661
596,583,055
170,232,034
31,708,269
14,418,510
7,465,590
7,789,759
(1,210)
858,426,274

-7%
-7%
-7%
-7%
-7%
-7%
-7%
-7%
-7%

5,074,088
173,358
52,509,482
13,698,233
4,033,105
2,336,831
563,641
836,607
3,025
79,228,371

35,123,694
354,019
649,092,537
183,930,267
35,741,374
16,755,341
8,029,231
8,626,366
1,815
937,654,645

Mill Creek Unit 4 - Including Scrubber
Acct 311 - Structures and Improvements
Acct 311 - Structures and Improvements-Scrubber
Acct 312 - Boiler Plant Equipment
Acct 312 - Boiler Plant Equipment-Scrubber
Acct 314 - Turbogenerator Units
Acct 315 - Accessory Electric Equipment
Acct 315 - Accessory Electric Equipment-Scrubber
Acct 316 - Miscellaneous Power Plant Equipment
Acct 316 - Miscellaneous Power Plant Equipment-Scrubber
Total - All Accounts

Current
Depr
Rate

Requested
Depr
Rate

1.76%

3.40%

6.15%
3.67%
4.76%
3.31%
0.07%
4.23%

17.02%
11.42%
14.04%
8.67%
19.99%
8.49%

2.31%

6.98%

6.27%
6.78%
4.22%
3.77%
4.97%
3.18%

11.05%
12.23%
8.41%
7.93%
11.47%
9.29%

1.83%

1.68%

4.47%
5.54%
2.63%
2.89%
4.75%
0.77%

4.58%
5.46%
3.27%
2.83%
0.15%
3.57%

2.21%
2.80%
3.61%
4.47%
2.88%
2.16%
3.15%
3.47%
0.04%

2.60%
0.77%
4.86%
5.28%
3.46%
2.74%
5.29%
4.13%
0.23%

Annual
Depreciation
Expense
Current
Depr Rates

Annual
Depreciation
Expense
Requested
Depr Rates

330,072
11,373,974
617,000
1,297,524
599,414
142
30,425
14,248,550
5.34%

637,639
31,477,243
1,919,928
3,827,151
1,570,067
40,413
61,066
39,533,506
14.82%

457,277
13,347,838
7,685,611
1,321,291
503,872
280,924
2,374
23,599,187
5.95%

1,381,729
23,523,701
13,863,572
2,633,189
1,059,868
648,331
6,937
43,117,326
10.88%

495,290
14,094,166
8,305,915
1,070,123
778,053
51,723
5,934
24,801,204
4.41%

454,693
14,441,002
8,185,974
1,330,534
761,900
1,633
27,510
25,203,245
4.49%

1,601,962
69,343
27,079,890
8,747,300
1,659,335
721,079
253,638
414,718
17
40,547,284
3.58%

1,884,661
19,069
36,456,584
10,332,381
1,993,506
914,702
425,951
493,598
99
52,520,553
4.64%

Louisville Gas and Electric Company Coal Units
Current and Requested Depreciation Rates and Related Expense
Sourced From 2020 Depreciation Study

Plant In Service
as of
6/30/2020

Book Depr
Reserve
6/30/2020

NBV
at
6/30/2020

Net Salvage
Percentage
2020 Study

Net Salvage
Costs
Added

NBV and
Net Salvage
at
6/30/2020

Current
Depr
Rate

Requested
Depr
Rate

Annual
Depreciation
Expense
Current
Depr Rates

Annual
Depreciation
Expense
Requested
Depr Rates

Trimble County Unit 1 - Including Scrubber
Acct 311 - Structures and Improvements
Acct 311 - Structures and Improvements-Scrubber
Acct 312 - Boiler Plant Equipment
Acct 312 - Boiler Plant Equipment-Scrubber
Acct 314 - Turbogenerator Units
Acct 315 - Accessory Electric Equipment
Acct 315 - Accessory Electric Equipment-Scrubber
Acct 316 - Miscellaneous Power Plant Equipment
Total - All Accounts

107,923,783
889,015
325,309,086
68,153,675
59,116,131
65,490,512
2,736,920
3,201,189
632,820,311

(66,792,233)
(157,715)
(92,670,973)
(30,812,888)
(30,913,793)
(32,377,733)
(2,460,753)
(1,799,746)
(257,985,834)

41,131,550
731,300
232,638,113
37,340,787
28,202,338
33,112,779
276,167
1,401,443
374,834,477

-11%
-11%
-11%
-11%
-11%
-11%
-11%
-11%

11,871,616
97,792
35,783,999
7,496,904
6,502,774
7,203,956
301,061
352,131
69,610,234

53,003,166
829,092
268,422,112
44,837,691
34,705,112
40,316,735
577,228
1,753,574
444,444,711

1.68%
3.57%
3.02%
2.31%
2.17%
2.26%
0.92%
2.59%

2.03%
3.79%
3.69%
3.02%
2.58%
2.58%
0.91%
2.86%

1,813,120
31,738
9,824,334
1,574,350
1,282,820
1,480,086
25,180
82,911
16,114,538
2.55%

2,190,853
33,694
12,003,905
2,058,241
1,525,196
1,689,655
24,906
91,554
19,618,004
3.10%

Trimble County Unit 2 - Including Scrubber
Acct 311 - Structures and Improvements
Acct 311 - Structures and Improvements-Scrubber
Acct 312 - Boiler Plant Equipment
Acct 312 - Boiler Plant Equipment-Scrubber
Acct 314 - Turbogenerator Units
Acct 315 - Accessory Electric Equipment
Acct 315 - Accessory Electric Equipment-Scrubber
Acct 316 - Miscellaneous Power Plant Equipment
Total - All Accounts

18,610,043
252,621
286,919,491
15,352,428
22,692,471
11,108,163
4,082,818
359,018,035

(3,207,677)
(18,405)
(28,314,449)
(3,948,518)
(5,292,482)
(2,103,255)
(421,769)
(43,306,555)

15,402,366
234,216
258,605,042
11,403,910
17,399,989
9,004,908
3,661,049
315,711,480

-11%
-11%
-11%
-11%
-11%
-11%
-11%
-11%

2,047,105
27,788
31,561,144
1,688,767
2,496,172
1,221,898
449,110
39,491,984

17,449,471
262,004
290,166,186
13,092,677
19,896,161
10,226,806
4,110,159
355,203,464

2.16%
2.25%
2.39%
2.33%
2.21%
2.21%

2.12%
2.33%
2.62%
2.26%
2.22%
2.12%

2.69%

2.85%

401,977
5,684
6,857,376
357,712
501,504
245,490
109,828
8,479,570
2.36%

394,533
5,886
7,517,291
346,965
503,773
235,493
116,360
9,120,301
2.54%

3,348,813,556

(923,287,858)

2,425,525,698

274,090,483

2,699,616,181

5,354,917
745,719
8,282,800
10,315,356
1,930,485

(493,155)
(21,047)
(9,111,079)
(9,635,960)
(128,442)

3,375,442,833
3,375,442,833
-

(942,677,541)
(942,677,541)
-

1,606,475
37,286
96,524
275,830,768

6,468,237
761,958
679,396
1,898,567
2,709,424,339
2,709,424,335
4

Total - All Coal Plants
Items Not Counted
Acct 311 - Riverport Distribution Center
Acct 311 - Trimble County Training Center
Acct 311 - Retired Plant
Acct 312 - Ash Ponds
Acct 316 - Riverport and Distribution Center
Brown 1 and 2 Still on Schedule
Total Coal for Check
LG&E Table 1 Coal Total
Variance

4,861,762
724,672
(828,279)
679,396
1,802,043
2,432,765,292
2,432,765,292
-

-30%
-5%
0%
0%
-5%
-4%

127,790,332

Rounding

189,112,935

EXHIBIT ____ (LK-31)
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UtiLity cost recovery through securitization
is credit positive
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Utility cost recovery charge (UCRC) secliritization, a financing technique used to recover
stranded costs, storm costs and other expenses, can be a credit positive tool br regulated
utilities. UCRC securitization, whereby utilities issue bonds with Lower financing costs that are
paid back through a special customer charge, is typically underpinned by state legislation and
in recent years has become more versatile and widespread. The ability to use securitization
as a toot to recover, often signihcant, costs rei.ated to ta’ge o unfoiesee’ cleveloy-’ents
a.o’es utifts to avoid pctentaly c’ed negative events Howevec tho:gh the rr.ecnanisrn
typically be:ee.ts ut l.t es rd t;neir .cusr.oncers. too nucb secunization can have negative
consequences.
o

Securitization typicaLLy benefits utiLities and their current customers. Uoities
benefit because tey receive a immeda:e sotrce of cash ¶c’’ the secultzatEcn
nrcceecs and ae enscinec recovery of large costs H a tirre.y manner that ray, othesvise,
DC recoverec over a ;e’-gtliy Deroc o’ tme w dened recovery a(toge:hen Curre’t •Jt.liry
customers benefit because the cost of the securitized debt is lowei than the utilitjs cost
of debt, which reduces the impact on their monthly bills.

o

UCRC securitization has become more versatiLe and prevalent, utility securitization
became widespread for the recovery of stranded costs following deregulation of the
sector in the late 1990s. It is now used to recover costs associated with storm restoration
and environmental costs, utility restructuring, deferred fuel costs and renewable energy
projects.
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State law and financing orders strongly protect securitization assets. There are
three major cor000nients of a UCRC securitizalion—state legislation, a Idnancing order and
a true—up mechanism—which ultimately protect the assets backing the bonds.
Too much securitization can have negative consequences. e use of seciririzaton
remove-s the t:ti.:ys 00001unty to cciuce the coccespordng asset V its ca:e base and
te acEl.ty to earn a return on that asset A sign ficant amojil of sec’ tEzation debt coud
:n’Dact custome’ blis sLbstantaly white hurt ng the ui tys firancia fex5Lty rd ably
to raise rates for other reasons, such as to recover future costs and investments.
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Securitization typically benefits utilities and their current customers
JCRC sect: cizatc was w;cely used aftenne ceree.at a-’ & the A Ity sector V the are 1990s as a wa to f:racce so-called standed
costs—the shortfall between the marKet value of utilities generation assets and their book value who’s certain states switched to
cc’pet.t cc eect-c suppy markets anc uti. lies sole ther gereration assets In UCRC securitization, unities issue bonds wit” owe
na”c’ng costs r”at ac paid back though ad scete custome- charge We tynica..y view use of the :echniqce as creC:t oasitve ‘or
.atIities.

A utiLity benefits from the securitization because it receives an immediate source of cash. The ability to use securitizaton generally
means the utility is alLowed to recover aL or most of the costs in question in a timely manner. The abihty to use securitization as a 1001
to recover costs reLated to large or unforeseen developments aLlows utilities to avoid potentialLy credit negative events. The utility’s
ratepayers benefit because customer rates are Lower than if the securitization was not utiLized and in many cases avert the need for a
substantiaL rate increase. Under state Legislation, the utiLity must show that the savings to its customers on a net present value basis
will be higher than they would have been without securitization.
The savings result from the cost of the securitized debt being Lower than the utiLity’s unsecuritized cost of debt and much lower than its
aLL-in cost of capital, which reduces the revenue requirement associated with the cost recovery. The speciaL surcharges involved are also
spread out over a long period, typicaLLy corresponding to the matuniry of rile securitization bonds. This eases the impact on customer
bitLs when compared with requesting cost recovery from customers through a one—time payment.
Exhibit 1 shows an iLLustrative example of the potentiaL impact over time on a utility’s ratio of cash flow from operations pre-working
capita changes (GO Die-V//C) to deoL all ese beir.g ecual Deoe-’ding on the size of the securitzatoi’ ceb: as a y000rrion of total
debt, the v”cac: on a or Icy s ‘inancra ‘errics can vary. tthe secjr’t.zatcn is a sign.fican: ccrr.nonent of total debt tne a utiltys
raoc of GO Iye-V/IC to debt cou.d be severe.y reeat.vely affected.
t”ti,L’,[ 1

Itlustrative exarr.pte of the impact UCRC seeuritization can have on a utility’s ratio of cFo pre-W/C to debt
—
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In the presentation of securinization debt in our pubLished financiaL ratios, we make our own assessment of the appropriate credit
reresentation bt in most cases v/e 1ollow the acccJ’::tg in a0d tee state-rents u”cer US Generally Accepted Accoun:i-’g Prncpes
(CAA°), ‘yj’ch :n tn-n considers tne te’rn.s 0’ enab:;ng lcg’slat.on. As a esult, accountng 1eat”ent may vary.
most cases. ut’l:t.es
°ave been recired to consolicete securit:zat:on debt un-eec GAAR ever. though t is tech’lca..y nor-.recoJrse.
We typically view securitization debt of utilities as on-credit neht, in part oecause the rates associated with it reduce the utLLitys
ueadcorc to increase -aces fo- othe’ orposes n.h .e iteeair.g ab-,n rates affordable to customers bus. whee accounticg teatment
is of’ nalance sheet, we see.c to açtst the companys financal ratios by’.ncucing z”e secur;riza:cn debt anc -elarec -evenues in our
anatysrs Wbe-e the securit rod debris on balance sheet. our cred t a’ta.ysis also consde’s the s.gci’ cance off narcia. ‘at.c•s thet
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exclude securitization debt and related revenues to ensure that the benehts of secuntization are not ignored. Since securitization debt
amorhzes morrgase-style. incLuding it makes financial ratios look worse in early years, when most of the revenue collected goes to nay
h:e’est, a’d celter ‘1 .ate’ years. we’- most or the re—e’ue coLected goes to pay prir.c pal.

CenterPoint Energy Houston Electric has a tong history of issuing securitization bonds
In 1999, the Texas legislatnie adopted the Texas Electric Choice Psan, under which integiateo utilities operatingwithinthe [lectiic Reliability
Council of Texas. Inc (ERCOT, /ra stable) were required to unbundle their operations into separate retali sales, po’.ver generator., and
transrr:ssion anti distrihutino mnrnpanies The legislatinn ,nrnvried fnratran un’i perind and a true-up rn@chan.mi for Ilie utililies to recover
stranded and certain n:he: costs resulhng from the transition Those costs wee recoverable, after appova’ by the Public Utihty Cor.-mission of
Texas (PUC t. either through the ssuance of soc-irizatie.n bonds or tb”ot.gh the in3pleisientation of a competaion tr-ansilion charge as a rider
to the ut di ty’s tan II
In [he early 2000s. Cen:erPoir.t Erro:gy l-Iousto:i Electric, LLC ((Er-IL, A3 stabte) ze:,uct,ced its business in accordance wsh the no’.’: law and
its generating stations were sold to third panics. Ovei the years that followed. [fElt has worked with tegulators to obtain rr:covery of mnst its
stranded assets and associated costs I hrorsgfs the use of secui itization bonds and oilier regtsiatoiy mechanisms,
In October 2011, PIJCT approved a linal order that, allowed CEHE to recover an addiiional 91 695 billion of stranded costs through the tise
of securitization bonds In january 2012, CEHE created a new special purpose subsidiary. CenterPoint Energy Transition Bond Company IV,
LLC, which issued $1,695 billion of securilizalion bonds in three tranches with interest iates ranging from 09012% to 3.0282% and final
rnalunty dates ranging [turn April 15, 2018 to October 15, 2025. The secu,iti/aliurr bonds will be repaid over Lime through a charge iniprised
on custornrers in CLI It’s service territory.
The overall time-weighted interest rate of approximately 2.5% for the securitizalion bonds was substantially lower Ll’ian lb’ie average rate ott
CEI-IF’s unsectiritized debt of about 766% at that time. The PIICT estimated that the reduced interesl charges from the secirritization or die

stranded costs resulted in savings for (El-bE’s customers of more than $700 million over the life of the bonds.
Exhibit? shows our estimate of the impact nn CEdE’s ratio of CEO pie-W/C to debt from 2012 through ?Ol7due to the impact of the $1695
billion securitization debt. We esriniate that the secoiitization debt had at most a 200-basis-point impact on CEHE’s ratio of CEO pre-W/iE to
debt either positive or negative, depending or the year.
Exhibit 2

How CEHE’s ratio of CEO pre-W/C to debt was impacted by securitization debt from 2012 through 2017
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UCRC securitization has become more versati[e and widespread
UCRC bonds were createc a’tc’ the deregulation of it it as in the ete l3YCs as a wa to france stranded costs. To date, more than
20 states nave used this mo:ei to recover not only stranded costs ‘out also costs associated with storm recovery and to a Lesser degree
oily r
e.nta. restoration, utility restrzcturi.ig, cEreeC fue. costs anc renewac.e energy o-oec:s
In june 2005, fo exa]:e, Sectiofl 366.g260 of the Eorida Statutes was noted crough Seflate all 366, aHcv/ng the F.orda
Public Service Comtciss:cn to authocize the state’s ut’::ies ru secui:ize stocn’ recoFecv costs. Footing u ricaes Ka:-i-a. Rita and
‘Wilma in 2005, Arkansas, Louisiana, Aississippi and Texas joined Florida by passing special legislation giving utilities operating in
their jurisdictions the option oF utilizing securitization for recovery of storm costs. Recently in California, legislators are considering
an amended version of Assembly BilL 33 which, as amended, would allow securitization to be used for pi udently incurred costs arising
from wildhres, a credit positive step for utilities dealing with potentially significant wildfire-related liabilities. Exhibit 3 shows a list of
securitizations completed by utilities in recent years.
In each case, with the exception of the Entergy New Orleans LLC’s (END, Bal stable) bond issuance (Mi (si)) in 2015, we rated the
securitizatiori bonds Aaa (sf) owing to the strength of the state legislation, including the state’s non-impairment pledge, the irrevocable
financing order typically from the state public utility commission, credit enhancement consisting of a statutory uncapped true-up
ad1ustment mechanism, the manageable size of the cost recovery charge and the remote likelihood of a successful legal, political nr
regulatory challenge, among other factors.
The Aal (so rating on END’s securitization bond issuance, which is one-notch lower than the typical Aaa (sf) rating. reflects the relative
small size and concentration of the racepaye case from wnoni te storm recovery cbege ‘s II be collected. The bonds are e::co:.et to
the r:sk o’ dec,’nes in dw rate paye- base in me se’v’ce area of END in case oi severe eoents, sc as anther severe iicane.
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Exhibit]

Moodys rated UCRC securitzations issued since 2012
lssuar.ce
IS rniiiior’sl

Yra’
Compicied

Raling
(all

Slate

Public Serv,ce Co-cl New
Hampshire

5636

2016

Aaa

L.ty Debt Securitaslic— Authorly Reslr,.clurino Bonds. Series 2017

Long Island Power Authority

369

20’ 7

uli::y Debt Securlizalion Authority Reslruclurr,g Bonds. Seres 20169

Long Island Power Authority

469

2016

Duke Energy Flohda LLC

1294

2016

Long Island Power Authority

637

2016

Aaa

‘e-.’,York

Long Island ‘ower Authority

‘002

2015

Ass

kewYork

Deat Nanic

°SNl

Servicer

F_nd.r.g LLC 3, Ser.es 21St

-

Ace

New
tra’nps:-’e
New vcik

ftaa

New Yo’k

Aaa

Florida

-

Duke Energy Fiorida Project Finance. LLC

-

Ut[ly Debt Securitization Ajthcrity Restructuring Bonds. Series 2016A
Liii ty Debt Secteritizatio Author

ty

Reslructurirg Bonds. Series 2015

Entergy New Or:ear,s Storm Recovery Fund.ng I.L.L.C.

Erlergy New O’icars LLC

99

235

Aa

State ol bawa Departo-er: o’ Busness. Econori:c Devepnent. ad
Tourisn Green Energy ‘.la*et Seccir ion: an Bonds 20’ 4 Sec. A

Hawa Electic Lg”t Compary.
re and Ma,.i Liectric Company,
Limited

‘51

2014

Ass

LJsinaToEai C-overrrrer.l Erv.tanrnerr& Each ties ard on’.rn’ri:y
Development Authority System Restoration Bonds ILouisiana Utilities
Restoralion Corporation Project;EGSLI. Ser. 20t’l IFedersity Taxable)
Louisiana Local Government Environmental Facilities and Communily
Development Authority System Restoration Bonds (Louisiana Ulililies
Resloration Corporation Projecl-ELL). Sex. 20r 4 (Federal Taxable)
Consumer 20t 4 Securilization Funding LLC Senior Secured Securiuzation
Bonds, Series 2014’A
Utility Debt Securilizatton Aulhortly Restructuring Bonds Series 201 ST and
Series 2013TE
Appalachian Consumer Rate Reliel Funding LLC Senior Secured Consumer
Rate Reliel Bonds
Ohio PhaseInRecovery Funding LLC

Erlergy GwI Slates Louis.ar.a,
L.L.C.

71

2014

Aaa

Louisiana

EL Investment Company, LLC

244

2014

Aae

Louisiana

Consumers Energy Company

575

2014

Ass

Michigriil

Long stand Power Aulhortly

2022

2013

Ass

New York

Appalachian Power Company

360

2013

Aaa

.

-

Louisana
-

hawa

.

-

Ohio Power Company

267

2013

Aaa

West
Virginia
Ohio

FirslEnergy Ohio PIRO Special Purpose Trust 2013

Cleveland Electric Illuminating
Company (Thel. Ohio Edison
Company. Toledo Edison
Company

445

2013

Ass

Ohio

AEP Texas Central Transition Funding III LLC, Senior Secured Transition
Bonds

AEP Texas Central Company

500

2012

Ass

CencerPotnl Energy Transiliori Bond Company IV, LLC, Series 2012 Senior
Secured Transition Bonds

CerilerPoint Energy Houston
Etectric. LLC

1695

2012

Aaa

-

-

—

-

—

Texas
Texas

—

Source’ Moody’i Inreilor Service
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State Law and financing order strongly protect the securitization assets
There are three rnaior components of a UCRC securitization state legislation a finandng order and a true-uo mechanism, as shown n
Ex iioit 4 The securit’zat on law and I nacng orde. egally J’cteci )‘e assets backr’g te bocs.
Eyhibt 4

UCRC securitization has three major components

State Legislation

Financing Order

True-up Mechanism

Source Moody’s Investors Service

The state legislature typically passes a law authorizing the UtiLity to finance the recovery of certain costs through the issuance of
securitization bonds. The legislation authorizes the creation of a property right allowing the issuer to coLlect speciaL charges from
customers which are used to repay the bonds Bondholders receive protection through a non-impairment pledge, under which the state
pledges that it will not take any actions that alter the charges or the law tintil the bonds have been repaid in fuLL.
The legislation also mandates an irrevocable financing order, typically issued by the state public utility commission, which means the
state cannot change or revoke the financing order once it is issued. The order authorizes the transaction servicer, typically the utility, on
behalf of the issuer of the debt, to charge and collect the special surcharges from the utility’s ratepayer base
The securitization law and the financing order mandate a true—up adjustment mechanism under which the serv:cer must adjust the
charges at least annually to ensure the collection of adequate funds to provide for timely payments on the securitization bonds. The
securitization law also establishes the issuer of the debt as a bankruptcy-renrote speciaL purpose entity (SPE), and the utility sells the
securitized asset (the property right) to the SPE via a true saLe transaction. The assets are thus legally isolated from the utility. The SPE
ssues te oonds and uses the proceecs to accu:re the assec The SPE thefl uses the cnarge coleced “or the t:lity’s customers to pay
debt service unti. the cncs are repa d in fuh. Inc ci:i:ty recei5es the moceeds from :ne bend issja’ce.
Too much securitization Can aLso have negative consequences

W”ile the use of secur;tzation does covide mo’e tmety recovery of costs ‘n’ the utlity, tee ca” be so’’e dowrside. In cases
w’ere utilties use sea/it zaric-’ :o’ecove’ strarreed costs, the mechanism requires uti.it:Cs to give up the opportunty to include the
corresponding asset in its rate base as well as the ability to earn a return on that asset This diminishes the utility’s future earnings
power and cash how generation.
A signicant amc—: o! securt zation ceis coulc repesent a s’jhstartoi ponro” of t’e ut.l ty’s customer b.lis. lbs wou.d not only ‘cisc
customer rates but could &so prevent ‘eguctos fro” anproving rate i-ceases n the .Jture, our of concern trra: rates ate sing toe
much. Th,s ccu.c in toni alfect :e at li:y’s canita. i-rvesrr’.ents and the ab:i:y to add any such rivestments to rate base and earn era
retjn o t’em
-

In addition, since the surcharge on customer bills used to pay off the securitization bonds will typically exist for several years. any new
customers in the urilitys service terrirory will be subject to this surcharge. As a result, luture customers will be paying for costs related
to historical occurrences, vv[i’ch may deter new commerciaL and industrial businesses from moving into the service territory ii rates
become less competitive

6

15 4’iiy 2018

Reguia ted utilities

-

ii S uriiay coo treroser

through securitizarion is credit positive

C,

MObDYS INVESTORS SERVICE

CROSS-SECTOR

Further customer rates or cash flow used to service securitization debt is senior and has a higher legal pr;ority to the utibtys remaining
cash flow generation. As such, securitization bondholders would have a senior claim in a Liability waterFall during times of financial
distress Soa sgn:ficant a’r1OL: of secritization debt vs thu a ca,.ta. strjt’e cojd put secures ard ursecjied rzeb: holders a: ris< &
less than lull recavely na bancruetcy f:hng.

Pacific Gas & Electric’s securitization during bankruptcy in the early 2000’s demonstrates the enforceability and resiliency of the
legal structure
In 1991, ?ac ‘ic Gas & Electric Company (PG&E, A] negative) issued $29 billion of securhzation cones at tat obtainig spovai by the
California Public Ut’Ity Ccir-’missior to recover stianded asset costs associated wdii the states ::‘kyderegulation. When PG&E filed to,
bank’uptcy or 6 Ap’ii 7001. both the company and ba-k’uptcy court respected the ba’kruptcy-remnte st’ucture of the securitization that

the parties had estahiishec in order to isolate the assets of PG&E’s securtization from PG&E banuuptcy estate. PC&E remained the servicer
of the Irarsaci:o’i and continued to collect am] —emit the sertiril zatrnn jiiip’ I he i ii:.’ sat ‘01 ca ‘rh-,’. s wn’e ot a’ ‘r’rr.<J by ‘he
bakiuptcy cue to a ho-ui_s.p in
resetve fund and the ‘ate level at ctistcmer consumption ..soo to calcuato flie 200t tatift ‘err,aiiiec
elat ively stable. For these reasons among ot liets, the an (sf ‘at ing on PG& C’s si i anded costs recovery securitization bonds was mai rrtai ned
tFtuugliuut the Lot npanys bariki uptLy
-

The bankruptcy remoteness of secumitization transactions is stionigri tI ran tat of other. pLirely corporate asset—harked securities lot several
reasons including the explicit recognition, by slate logislaiiori, of rho irghl to collect ho special surchai ge from customers as well as the Inst
lien nn the asset I hat is oh eli p anleil by riuiule upon its trarisfet The cnnci iniplinn-baced fee is imposed on ratepayers and is not dependent
on a particular electricat supplier. The fee is not affected if the servicer becomes bankrupt. The underlying legislation usually requires that any
successor to the original utility (due to bankruptcy, reorganization, merger, or acquisition) must satisfy all obligations of the original utility.
iticludiug the collection of lire special surcharge The right to collect the special surcharge is irrevocable atid cannot be altered by eithet the
state ul lily commission or the state.
In January 2005, PG&1 issued $1.9 billion of securitization known as energy recovery bonds ([RBs) The securitization financing accelerated the
company’s rollectinn of rho regularnry asset that was created as part of PG&E’s hankruptcy A second secunilizaliori financing was completed
in late 2005 which enabled PG&E to largely recover the entire regulatory asset. this was another example where securitization was used as a
toul to significantly reduce the uncertainty and length of time in the recovery of significant costs, a credit positive, while also reducing costs
for customers by keeping rates lower ever the long-term
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Moodys related publications
Sector In-Depth:
>,

Poer

eene’ato

-

US: Cea.. iircir’ o{ant closures cortnue CO? ecime but power ‘aket ro’ i”::ted 14 June 2018

Qffsco.-e Wind is Ready for Prime Time 29 Nla’ch ?O8
Thx Reform
m

is Cred t Nega:ive for Ree..ated U:: as Sec:o out 1:cr Var es

Cross-Sector— US. FAQ on the Credit Impact
Cross-Sector

,‘

—

Renulated Electnc & Gas Utilities— US: Insulating Utilities from Parent Contagion Risk is Increasingly a Focus of Regulators 18
September 2017

Renewable Energy
2097

n

of New Tax La•N 24 january 2098

US: Coroorate Tax Cur is Credit Positive, While Fflecrs ol Other Provisions Vary by Sector 21 December 2017

Renevable Energy

,,

Comca•, 24 ;anary 2018

Gjobab Failing Cost of Renewabies Reduces Risks to Paris Agreement Complianç 6 September 2017
—

Global: Renewabtes Sector

Risks Shift as Coijopftition Reduces Reliance on Government Subsdv 6 September

Utility Cost Recovery Charge Securitizations US; True-up Mechanism Mitigates Risk Of Volatility in Electrical Consumption 6 April
2097
-

Bayenc Soranded Cost Recovery: New Cost Recovery Bonds Reoresen: Variations or, St’anded Cost
2001. Re’ ev and 200? Oc:ock: Stranded Utility Costs Securit.zation Crecit Issues

in

Soct.rcht

1

Be-ms 10 November 2008

‘e’:s Dut 11 january 2002

tires c:’a-’ded U evCcs:s Securitizations: Are all Transactions Crea:ed Eouat? 11 Decembec 1998

Outlook:
--

-

?G’ nutock sh:’ts to cegat:ve due toweaKercash flows ccnt,ec n.g— eve[ace 18 june 20i

Rating Methodologies:

atedElectrc and Gas Utilnies 23 june 2011

>>

kc

a

Regulated Electric and Gas Networks 16 March 2097

a U.S. Electric Generation & transmission 95 April2093
a

Natural Gas Pinelines 6 July 2018

a

Moodys Global Appipglpj Ras0g Securities Backed by Utility Cost Recovery Charges?? June 2095

To access any of these reports, click on the enrry above Note that these references are current as of the date of publication of this
repor and rca: more recent reports may be aiai.able. All research rosy not be a’aiabe to a ciients
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This report presents Fitch Ratings anatyt:cal approach to rating US, utility tarffistranded cost
bonds. The criteria are relevant for new ratings and surveillance, wtth differences detailed
herein. It outlines the unique features of a tariff bond relative to a traditional asset-backed
security (ASS), notably, the bond’s characteristics as an intangible, future-flow regulatory asset,
and the special protections available to holders of tariff bonds that qualify achievement of
MAst’ ratings.
The revenue streams provided by the dedicated tariff are used for utilities to recoup cost
associated with lost revenue or cost associated with repairing utilities’ transmission and
distribution system following a natural disaster (utility tariff bonds). Additionally, the dedicated
tariff can be used to recoup unrecoverable contractual and sunk cost (stranded cost) due to de
regulation within the utility sector.
Fitch has only assigned ‘MAst ratings in this sector; therefore. Fttch’s new issue methodology
only addresses ‘AAAsf ratng outcomes. To date, F:tch has only rated transactions issued by
&ectr,c util:ties, and the analyses have been focused on electc consumption by customers
cvlt;n’n the utiii:ies’ service terr.tory. However Fitch believes the analysis and st’ess
assumptions detailed in the criterion can be appfled to other Utility sectors, such as water and
gas. In these unique circumstances, Fitch expects the ega and mg0latory framework to oe
consistent with typical electhc AiI’ty-issued transactions.

Key Rating Drivers
Each of the following key rating drivers is of equal importance for the analysis,
Regulatory Framework: Unlike that of other ABS transactions, the cash flow stream
supporting tariff bonds is a special tariff established under legislative or regulatory authority.
Thus, the first and most significant component in Fitch’s rating analysis is a thorough
understanding of the statute and order,
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Legal Risks: Fitch’s analysis of tariff transactions includes a review of the legal structure to
confirm that the cash flow derived from the special tariff will not be impaired or diminished.
Revenue Stability The cash flow supporting tariff bonds is generated by payments from all or

designated categories of customers in the utility’s service territory. As such, Fitch reviews the
composition of the service territory. Fitch also reviews the size of the tariff relative to the total
customer bill to determne its viabitity. as (in Fitch’s view) excessive charges may present
addt;onal risk of political or regulatory chaPenge.
Structural and cash Flow Analysis: Etch uses a proprietary cash flow model, which is

customized to reflect the payment structure of the transaction, and tests the impact of stressing
various assumptions, includ:ng historical chargeoff and variance patterns. The ovtput of the cash
flow model is revewed to determine whethe the rated bonds are fuLy paid in accordance whh the
:ransac:ton docurr .s ‘n each stress scenaric associated wt’- a par:c0lar bonds rating.
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Data Sources and Adequacy
Fi:cb uti .zes historical data prov:ded by the utlity as inputs in its cash flow model, as well as for
pei-’orm.ance-based quahatlve measures: Specifically, the stresses derived for the purposes of
ths methodo!oay were developed based a combinator of hstobcal data specfc to each utity
issuing the bonds and Fitch’s aralytical expertise. Therefore: Fitch reviews to receive a
minmum of five to 10 years & historical data demonstrat.ro forecast consumption variance,
delinquency rates and cha’geoffs for eacb customer class. Etch a’so expects to see data
suppoding the calculation and allocation of the tariff charge for each customer class, including
the average customer bit for each ciass.
Hs:oca’ data anatyss may be deemed inadecuate by Fitch due to (but rot limited to) factors
such as imited data avai;abitity and a history of poor consumption forecasting: tn
circumstances where futi data sets are not provided or where Fitch deems provided data
inadequate. Fitch will adjust its cash flow model assumptions accordingly, likely using a worst
case scenario approach. If data provided are inadequate or insufficient, Fitch may cap the
ratings it assigns or elect to not rate the transaction outright.

Legal and Regulatory Framework
Utility tariff/stranded cost bonds are secured by collateral in the form of a dedicated special tariff.
The special tariff is a regulatory asset established pursuant to an enabling act (the statute) passed
by a state legislature to serve a public interest need for this type of financing. The statute is followed
by a regulatory approval referred to as a flnancing order (the order) issued by that state’s utility
commission or the equivalent agency of the state authorizing the issuance of bonds backed by the
special tariff.
The statute uses the authority of the state
contemplating securitization to establish
obligations, such as the state pledge, and to
grant the commission or the equivalent
agency of the state any rights that it would
otherwise lack under existing state law: The
statute serves to order and implement the
state’s policy objectives with regard to the
tariff monetzation. whereas the order s
analogous to a comprehensive procedures
manua that sets forth specific iransacton
terms aid related provisions.
Fitch begins its analysis of utility
tariff/stranded cost seccritizat:ons
by
closely analyzing the legal framework in
place, spec:ficatiy. the statute and order. In
states cons der:ng securitizatio, a special
tariff component will be establshed as an
irrevocable charge through the statute
approved by the state legislature and by
the order approved by the commission or
the equivalent agency of the state. While
reviewing the provisions of the statute
and/or order, Fitch focuses primarily on the
U:S Utility Tariff/Stranded Cost Bonds Rating Criteria
November 30. 2017

Legal and Regulatory Checklist
•
•

•
•
•
•

•

.

Special tariff established as a property right.
Irrevocable by subsequent legislatures or
commissions or the equivalent agency of
the state.
Statute. if applicable. includes the state non
impainrent pledee.
Supported by federal and state constitutional
protections.
tmp:ication of the state referendum or batlot
initiative process.
Bankruptcy-remote issuer. nonconsolidation
of trust assets wtth the utitity and a true sate
of property rights.
First-perfected security interest ir the
property rights granted to the indenture
trustee.
Tarff true-up mediar:ism.
Nonbypassable charges for customers
connected to the distribution network.
Guidelines for consolidated billing by thirdparty energy providers, if applicable.
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foPIowng seven eca and/or regu:atory features of the transaction to deterrnir:e comptiance to
its criteria:
•

property rigkt:

•
•
•

irrevocabtity and state suoport:
bankruptcy remoteness/true sate;
ut:lty successor requirements:
third-party energy providers:
true-up mechanism: and
nonbypassability.

•
•
•

1 is important to emphasize that Fitch views the absence of enabling provisions (in the statute
and/or order) that address any of the first five elements listed above as generally inconsistent
with AAAsf’ ratings.

Property Right
Since the asset securing the tariff honds is a right to a future cash flow stream, Fitch expects
the statute or order to establish future special tariff collections as a property right that can be
transferred and pledged as a security interest. Since the prooerty right may not be governed by
the Uniform Comnercal Code. pocecures for estab::shir.g a first-perfected security interest
should also be cutlned in the statute or order as applicable. The amoun: of the special tariff.
as well as the ‘ules for its co’lecton, should be defined in the orde- approved by the
commission or the equivalent agency of the state in the relevant szate.

Irrevocability and State Support
Irrevocability of the special tariff prohbits the legislature, the commission or any other agency or
governmental entity from rescinding, altering or amenoing the special tariffs or property rights in any
way that would reduce or impair their value. Fitch considers the irrevocability language an important
protection against changing political agendas in the legislative or executive branches of government.
It represents a high level of assurance of state regulatory action in support of the revenue
requirements of tariff bonds.
Once the bonds are issued, Fitch expects this high level of assurance of state regulatory action
to be further supported by the contracts and takings clauses of the U.S. Constitution and most
state constitutions, which protect against contract impairment and property seizures without
just compensation.
Tariff bonds are not direct obligations of the state or guaranteed by the state’s full faith and
credit. However, if the tariff bonds are issued pursuant to specific legislation, the statute
typicaty inc.udes a state non-mpaVnent pledge V-erein tre stale agrees that it wiil not [mit or
alter the special tariffs (the property right), the order or any other rght under the bonds unti: the
principa and interest on the bonds are fully paid or uness adequate compensation has been
made to safeguard bondholder rights.
Because the assets securing these bonds are created through the politicat and regulatory
processes, the statute and order wit be subject to chatenge from opposing Da’lies. While the
poh:ical process d:ffers from state to state, the enactment of legistation or issuance of the order
involves a process in which interested pates have the opportun:ty to cha: enge or submit
amendments to the proposed language.

U.S Ulitity Tariff/Stranded Cost Bonds Rating Criteria
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Geieral’y, after the statute is approved by the legislatve aid/or the order s issued by the
ccmmiss:on or the equivaen: agency of the state, there is an aedihonal defined period when outside
parties can challenge the statute or order through litigation. When this period expires, the potential
for fur.her poftical and recu’atory attack s substantial’y diminished Themore. lransaction closings
we expected to occur only after the statute and order become non-appealable.
Fitch recognizes that many states have a ballot inilatve and!or referendum process that a! ows
opposition groups to place a petition on the election ballot upon receipt of a given number of voter
signatures. When analyzing tariff bonds issued under the relevant statute in these states, it is important
to understand how ballot initiatives or referenda affect the federal and state constitutiona! protections.
the irrevocability language and the state non-impairment pledge. Fitch expects transaction counsel to
provide an analysis of the constitutional protections and issues in the relevant state.

Bankruptcy Remote/True Sale
The statute or order is expected to protect bondholders from the interruption or impairment of
cash flows in the event of a utility bankruptcy, as explained in the Utility Successor
Requirements section below, It is also expected to provide that the transfer of property rights to
the trust will be treated as an absolute transfer, not as a pledge, of the seller’s right to, title to
and interest in the property. The statute or order shou!d also define conditions for a valid,
enforceable and perfected secur’ty interest for the indenture trustee.

Lega opinions :ypcal’y provded by counsei representing pa’lies
transactons are detaled in Appendix B.

fl

utiiity tariff/stranded cost

To date, there have only been a I mited number of ut’lity bankruptdes associated with securitizations.
this sna I subset, the securi:izations contued to perform within expectations w.th no
in:erfererce from any legislative or government erti:y. Since 2005, Fitch has not been aware of any
uthty bankruptcies that have impacted a Fitch-rated ABS transaction.

Utility Successor Requirements
As with any future-flow securitization, asset-generation risk or the risk that the assets (special

tariffs) may not be generated as expected in the future due to the utility’s inability to continue
operating, is a key consideration. Fitch believes this risk is largely mitigated by successor
requirements imposed by the statute/order and the essential nature of utility services.
Therefore, to effectively de-link the rating of tariff bonds from that of the utility, Fitch considers it
essential that the statute or order create an obligation on the commission or the equivalent
agency of the state to ensure that, in the event of the incumbent utility’s sale or bankruptcy. any
successor to the utility (including, but not limited to, the utilrty as debtor-in-possession and the
reorgan’zed utllhy after bankruptcy) be treated as a successor (for purposes of imposition of
special tariffs on the successor’s customers) and be ordered to cont.nue serv;cing the tariff
bonds to avoid disruption in billing and col1ecting.
This provides a protect’on if the utlity merges in:o another entity (as was the case with
Montana Power Co.. which merged with NolhWestern Corooration). Moreover, in bankrup:cy
reorganization, the ut’lity that erne-ges from barkrupcy is .egaly a new entity. distinct from the
former company, as in the 2004 reorcanizations of PacJc Gas and Electric Company and
Nonhwesterr. Transactior,s that do not provide for such uti’ity successor recurements we
unlikely to meet Fitch’s criteria for ‘AAAsf’ ratings.

U S Utility Tariff/Stranded Cost Bonds Rating Criteria
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Third-Party Energy Providers
In some states. lb rd-party energy providers (e.g. non-uti:i:y power generators, energy
marketers and independent brokers) are granted the right to bdI customers directly. not oniy for
the energy commodity. bt also for network dislribution sen,ices performed by the u:i.ity
(consolidated b- ‘Vg). In this case, the third-pany provider collects and remts back to the util-ty
the distribution fees and spedal tariff to service the tariff bonds.
If the statute or order ailows for third-party consolidateo billing, a typical result is the imposition
by the state, authority or equivalent agency of the state of minimum credit quality o’ colateral
req’jtements on parties wishg to assume this service. Generally, such guidelines include
setting minimum credit standards for such providers, posting cash collatera’ to cove- a period
for whEor revenues are at risk and/or assurnptEon o’ personal liabiiity by the third party for bilied
amounts, regardless of collections. Rtch expects these guideines to define the circumstances
which a tbrdparty provider v,’o’uld be replaced either by the incumbent utility or ar aternate
servicer. This is important as commission or the equivalent agency of the state approval is
often a prerequisite for the transfer of billing and servicing responsibilities away from
designated third-party energy providers under such jurisdictions.

True-Up Mechanism
The statute or order requires that the special tariff be reset periodically at east annually or semi
annually. The reset, referred to as the true-up mechanism, adjusts the special tariff to a level
sufficient to ensure that the periodic bond payment requirements (PBPR5) (interest payments,
scheduled principal amortization, related fees and any replenishment of any credit enhancement
[CE] balances) are met. The statute or order may provide for more frequent resets, either
discretionary or mandatory, based on the occurrence of certain events, such as a minimum
percentage variance between projected and actual principal amortization. Several states have also
provided for more frequent true-ups in the final years of the transactions life.
The true-up can increase or decrease lhe special tariff, depending on the positive or negative
variance of actual tariff payments and/or energy consumption from the utitity’s projections.
Applications for special tariff true-ups are generally filed with the commissiQn or the equivalent
agency of the state based on uodated sales forecasts for the forthcoming years. Under the statute
or order, the comm’ssion or the equivalent agency of the state does not have the discretion to
disapprove or a ter ne true-up ca:culat or, excep: to correct ccmp’jtational or other mar ifest errors.
Atso, the commiss:on or the eqJvaent agency of the state is usually obliged by the statute or order
to estabhsh special tariffs at a level sufftient to repay the debt over he schedu-ed term.
Under the financing order, the tariff is deemed irrevocable and pro-ibits any legislature, agency Or
governmental authority from rescinding, amending or altering the tariff that would impair or reduce
the tariff vaue. Tre passed iegislation ircudes a state impairment cause that ensures the va:ue of
the tarff cannot be altered in a negahve macner until the issued bonds are paid in ful.
The absence of a true-up mechanism wou d oreclude the abi;ty to assign a ‘Wsf rating. However.
to date. Fitch has not rated a uti ity tariff/strandec cost transaction that was structured without a trueup mechansm. When it exists adjustment of the special tariffs through this mechanism is the most
significant credit component for these transactions However, if the regulatory framework does not
provide for any adjustment or if the true-up mechanism is inadequate, additional CE, such as
reserve accounts or subordinated tranches, may offset the absence of the true-up mechanism. In
such instances, Fitch will place greater reliance on the outcome of its cash flow stress scenarios to
demnnstrate adequacy of alternate forms of CE.

U.S Utility TarifF/Stranded Cost Bonds Rating Crileria
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Nonbypassability
The special tariff is usua’ly assessed as a charge on &ectric. water or gas delivery, app;cabe to the
ronooo!y retaJ uti.ty service. Therefore, regardless of which gas, water or electricity provcfe’
suppies the commodity delivered to the customer, the special tariff will be colected based or
delivery service. This type of special tariff is frecent’y referred to as a network charge, since it
arol es to service over the utlity’s wire or ppeline system.
When customers are able to choose an alternative gas, water or power providers, they need to be
connected to the distribution system, whether for primary or backup service, tends to limit their ability
to bypass the special tariff. Customers can avoid the special lariff by changing their consumption of
energy so that they are not using the distribution system or by moving out of the service area.
The slatute generally provides that the speciat tariffs are nonbypassable, implying that a utility can
collect these charges from all existing relail customers and alt future retail customers within the
service territory without any (or with a few) exceptions. Instances where covenants retated to
nonbypassability that allow for weaker provisions (that allow for significant exceptions) would not be
consistent with a ‘AMsf rating.
If the statute contains provisions that allow for significant exceptions, Fitch will apply more severe
variance stresses to the related customer classes in its cash flow scenarios, However, the complete
exclusion of nonbypassability provisions wil likely
a lrasacton from receiving a
‘PAst’ ra5ng. since it would ntroduce sigr.ihcart uncertainty in fuLre cash 9ows. which wculc be
cuff cult to quantify in cash fIov stresses.

Credit Analysis
Since the cash flow supporting the tariff bonds is generated by payments ‘rom at or designa:ed
categcries of customers in the utility’s service terri:oiy it is imoortant to analyze the ccmposition of
the service territory to determine the size and usage level of the customer base, customer
delinquencies, regional economic sensitivities and weather-related seasonality.

Customer Base
The

size and variability of the
customer base have a significant
potential effect on cash flows to the
bonds. Fitch reviews a number of
economic factors in its analysis of the
customer base, including the size and
shape of the service territory (the
geograoiic iooprint) diversity of the
customer pool, change in housing
starts during recessionary periods,
exposum to ey industries. cyclica.ity
of
historical
key
industries,
recess:onary bankruptcy data and
existence of any major mi.i:ary bases
in the territory. These qual:tative
factors
Fitch
help
an
develop
understanding of the utilities’ customer
base, which, ultimately, provides the
cash flows to pay the liabilities of the
U.S Utility Tariff/Stranded Cost Bonds Rating Criteria
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Credit Checklist
•
•

•
•
•
•
•
•
•

Composition of the customer base.
Customer concentrations in commercial and
industrial segments and customer class cross
collateralization.
Regional industrial concentrations,
Strength of the regional economy.
Geographic footprint
Seasonaty and cyclicalty.
Size of the dedicated special tariff and effect on
the al-in cost to consumers.
Development of ahernat.ve energygeneration
tedinotogies.
Opportunities for self-generators to dsconnect
from the power grid while maintaining exemption
to special tariffs.

6

•4 Fit eb Ratings
in general a utility $ customer oase is segmented nto four primary segments
esider.t’al, commercial, industrial and governrner*

tr’st.

The residential segment will provide a high level of customer diversification, similar to that found in
credit card receivables ASS transactions, Since the special tariff is assessed against a household
rather than an individual, it is assumed that the majority of residents moving away from a service
territory will be replaced with new residen:s. Thus, the residential segment lends to be a large,
diversified and relatively stable source of cash flow,
Industry and individual commercial concentrations are also assessed, as the utilitys commercial and
industrial customers may represent significant concentration in the customer base. These customers
tend to be fewer in number and contribute higher tariff revenues per account than residential
customers. The government segment has historically represented a tower percentage of usage but
can be exposed to government aDpropriation risk. Fitch incorporates the hsks associated with
customer corcentratons in its cash flow stress tests
Risk is greater if responsibility for specified portions of the securitized special tariffs is assigned to
particular customer classes, including one or more classes with relatively few customers, Risk is
mitigated if all customer classes bear responsibility through the true-up mechanism to pay in full the
secur,tized speciat tariffs. In this case, the customer classes are sad to be cross.co!ateraized.
An examp’e of customer class concentrations is depicted in tne table below. Of note, residential
customers represent 50.0% of consumption and 43.3% of billed revenue. The industrial class
represents 30.0% of consumption and 26.7% of billed revenue. The remaining customer
concentration resides in the commercial customer class, which represents 20.0% and 30.0% of total
consumption and billed revenue, respectively.
Due to the concentration diversity, the cross-collateratzatlon softens the impact of reduced
consumption in the event usage within a specific customer class oeclines. Wnile utility service areas
are typically diversified in regards to customer classes, Fitch may incorporate additional stresses on
a nondiversified pool. In particular, if the customer base concentrations are outside historical levels
for the utility, a higher stress would be considered to account for the change in concentrations. For
example, in a pool with a high concentration of commerciai customers and no industria customers.
Filch may appy a sirnitar stress on the commercial customers as descnbed in the No-lndustrta!s
Stress section detailed on page 14 of this report.

Customer Service Territory: XYZ Utility Co.
Customer Crass
Resideniia
commerciai
indusirisi
Total

consun1pfljWh
500
200
300
1,000

—

% of Total
50
20
30
100

kWh- Kiiowaii hours. Note. Numbers may not add due to

Retail SHied Revenues tS600)
653.300

nsc.coo
4co.occ
1,500,000

¼ of Totai
43.3
30.0
26 7
1 00.0

Founding.
—

Size of Dedicated Tariff Component
Fitch believes that when me special tariff dedicated to servicing the bonds is a relatively small
portion of customers’ all-in cost of utility service, increases in the special tariff under the true-up
mechanism are less likely to reduce consumers’ demand for utility services or to stimulate
consumers to adopt alternative, oft-the-grid energy services (see the Self-Generat,bn and Alternate
Technologies section starting on page 19. If the special tarif is la’ge or total rates are high,
custort,eis may have a greater economic incentive to invest n alternaUve energy technologies
,
reduce their consumption, become s&f-generators or seek political or legal overturn, It is
U.S Utility Tariff/Stranded cost Bonds Rating criteria
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ut’.favorabe from a credit viewpoint if t:ne specia’ tah represents a ego Fcant porion of the total
detivered cost of utility services. especiaty if it may affect the economic conipeU:iveness of major
industrial customers in the utititys service area
Fitch incorporates an analysis that attempts to stress pools wi:h high ndustria customr class
concentration. The analysis :ests tn.e abitty of the transachon to wi:hs:and the con’pee loss 01
consumotion om the industrial c:ass, assuming base case condUons hotd. Where special tariffs
are cross-cotlateratited within the utility’s service territory, consumption shortfalls for a customer
class (such as industrial) can be corrected with a true-up across customer ctasses.
Fitch believes that special tariffs (under all scenarios) in excess of 20% of the customer bil]
over a long financing term would generalty be inconsistent with a AAAsf’ rating. tn
circumstances where the special tariff exceeds the 20% threshold, the tikefihood of full principat
payment by the tegat finat maturity would not be consistent with a ‘AAAsf rating. In
circumstances where multiple tariffs are charged to one specific service area, Fitch witt take
into consideration the aggregate amount of tariffs.
For exampte, if a utility issues muttipte securitizations, the 20% threshold woutd apply to the
aggregate tariffs from alt the securitizations. This is a guideline utilized by Fitch based on the
premise that, as tong as speciat tariffs continue to represent a small percentage of an average
customer bitt, the potentia for politics’ or regutatory chattenge is substantiaty dmmnished, and
the retia’&tity of the rue-up mechanism as the primary source of CE is preseied.

Structural and Cash Flow Model Analysis
Transaction Structure
At c:osing, the sete. which is typicatty
the utility, transfers its ownership
interest in the property rights to a
bankruptcy-remote SPV (usually a
limited liabitity company) that serves as
the issuer of the securities.
The SPV, pursuant to its statutory or
regulatory authorization, witt grant a
first-perfected security interest in the
tariff property to a trustee on behalf of
bondholders. The flow chart at right
summarizes the basic structure for
these transactions.

Tansaction Structure

Utility
(Seller)Servlcer)
Property
Rights

Proceeds
Servicing
Agreement

Special
Purpose EntRy
(Issuer)

Fins-Perfected
Security interest In
P’operty Rights
Indenture
Trustee

TarIff bonds issued by the SPV may be
t’ached into multiple classes of selfPro :eeds
amo,tz:ro zonds vi:h serial maturilies
The principal amortization schedule
may be structured as eve;, mortgage
Bondholders
s:y,e or varlarte payments. The key to
assessing Ine appropriate amortzation schedue is to determine that proposed payments are
consistent vr,b’, forecast seasonal fluctuations in c&ections.
-

While the projected principal amortization schedule is established at closing, principal shortfalls
generally do not trigger an immediate default under the transaction documents. If there is a periodic
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reset, the true-up mechanism is used to make up for any prior shortfalls in interest, principal, fees or
any CE ba1ances so that principa’ shortfalls are compensated by tariff adiustments on the true-up
fling anr.iversa.’ :mmediateiy scceed:ng such shortfa, (or sooner if permiled by the Order).
Fitch evaluates the relalcnships of all aspects of the st’ucture in deve!oo:ng the rating for tariff
bonds. However, certain suclural faciors are g:ven greater weight. For example, if the authority :0
impose the special tariff exptes after a specified date, the fins maturity date for the bonds is
expected to fal within the maximum term of the ta’iff, as defined by the statute or ordw. Back-ended
principal payments (e.g. mortgage-style amortization) may increase risk toward the end of the term.
Also. gven the techno:ogy risks associated with tariff bond transactrons. Fitc applies more
cha’lenging cash flow stress scena’ios for anger-term bonds see the Self-Generation and Alternate
Technologies section, starting on page 19, and the Cash Flow Modeling section on page IQJ

Credit Enhancement
The primary form of CE for tariff bonds is the true-up mechanism, which requires that the
commission or the equivalent agency of the state review and adjust the special tariff periodically to
correct any undercollections or overcollections. The true-up mechanism, along with the essential
nature of utility services, help mitigate the cash flow variability that may be present in a utility
tarifflstranded cost transaction. Traditional CE, such as cash reserves or overcollateralization, tends
to be relatively small (historically 0.5%—i .5% of the initial principal amount).
Fitch considers this minimum amount of enhancement as sufficient to achieve ‘AAAsf ratings for
bonds structured with an adequate true-up mechanism, since cash flow variability is mitigated by the
periodic true-ups and the essential nature of utility services. Traditional CE would be necessary to
cover any timing gaps between when the bond payment is due and when the tariff true-up occurs.
These traditional fonts of CE are detailed in Fitch’s ‘Global Structured Finance Rating Criteria,”
which discusses the various forms of CE and risks inherent in each. Therefore, it is important to
understand the terms of the true-up mechanism and the overall bond structure. Fitch will review the
relevant CE structure, including the true-up mechanism in each transaction and replicate it within the
agency’s cash flow model.
In addition to the true-up mechanism, other forms of CE typically included in the structure of tariff
bonds are reserve, or excess funds, subaccounts and capital subaccounts, Reserve subaccounts
are funded with excess spread, to the extent avaiabte. in each reporti—.g perod, which may have
requVed evels based on the outslandng deb: level. A terratively. capital subaccounts are funded at
transaction dosng. Subaccounts are establ’shed to cover t’mrng misrr,a:cnes of cotectrons and
requ’red oaymets. Withd-awais from subaccounts may occ-u’ to cover payment shortfal’s.
Followinc w1hdrawas, the capital and overcollateralization subaccounts are rep.enshed in.
subsequent periods to the extent excess funds are available.
However, for reserve subaccounts, the true-ups are either calculated to ut;ize and el minate al
remaining amounts lest the tariff over-collections from customers or. in some cases, to replenish the
reserve subaccounts to a requ:red level. While the true-up mechanism ad1usts the special tariffs
at east annualy, idealy. any cash flow shortfal s are expected to be recovered by the end of
the followng year.
Historically, volatility in tariff charges for Fitch-rated transactions has been limited. n cases where
there is a large move in the tariff because of a true-up (accounting for large over/undercollections), this scenario has been short lived, as the tariff was adjusted at the next true-up date.
Furthermore, the majority of Fitch-rated transactions are allowed to true-up more frequently if
performance was significantly outside of expectations. The capital subaccount typically
represents a small percentage of the initial principal balance, providing some liquidity in the early
U S Utility l’ariff/Stranded Cost Bonds Rating Criteria
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stages of the deal, in addition to support toward the end of the transaction. Although back-end
credit support is generally provided by avatable subaccounts, uttAmately, the true-up
mechanism is the primary cretLt support for most utlty tariff!st’an.ded cost transactions.
Sizing of the CE depeflds on the terms of the true-up mechanism, bond structure and slrenoth of
cash f.cws. For example, bonds structured w.th back-ended princiPa. amortization may reed hgher
CE in the eary years to compensate for lower nterest coverage. If bonds were structured without a
true-up mec”,anism, substanbally Hgher CE levels would be expected.

Collection Accounts
An indenture :rustee establishes cot ection accounts into whicn at special tariff collections wiL
be deposited. The frequency of the utii:y s deposits to the collecton accounts will depend on
ccmrringling provisions, as described in the Counterparty Risk section on page 5. Funds held
in these accounts will pay !ransac:ion fees and expenses, principa and interest and any
overcollaterahzation requirements on a monthly, quarterly or semi-annual basis. Any excess
cash collected is normally held in a reserve account and, if applicable, incorporated in the
calculation of the next true-up.

Cash Flow Modeling
Fitch integrates the primary asset- and liability-side data presented in each structure into its
internal proprietary tariff bond cash flow model. The assumptions embedded in the cash flow
model are based on the proposed structure and terms outlined in the order. Such an approach
provides Fitch with a consistent basis for comparison across different transactions, However,
while the cash flow model is an important consideration in determining the final rating, ratings
are ultimately assigned by a Fitch rating committee, which takes into consideration both
quantitative and qualitative factors.
While forms of cash flow models vary based on the structure of the bond, as well as the
statutory and regulatory framework, the models address fundamental credit issues common to
all securities in this asset class. Cash flow models incorporate: the forecast energy
consumption (by customer class); assumptions on collections and chargeoffs; the true-up
mechanism, including the mandated frequency of true-ups and any allocation factors specified
by the order: bling and serv.cng rss posed by thrd-oarty energy provders. if applcable;
spec;a; tariffs by customer class; CE; and PBPRs.

Modeling Methodology
When anayzing tarff bond transactions, Fitch assumes a permanent and appreciable decine
in consumption attributable to various factors, including economic recessions, de’—ographic
s—Vts, co-generation, energy conservatan ano forecast.r.g erors. Fitch’s cash flow stress
methocotogy aggregates these mutip’e con:ributory factors and applies a sngle variance
percentage to cash cokections to determine if revenue declines from adverse consumption
variances are offset in subsequer.t periods by the appLcation of the true-uo mechanism.

AAAst’ Stress
Fitch has only assigned AAAsf ratings in this sector; therefore, Fitch’s new issue methodology
only addresses ‘AAAsf’ rating outcomes. Fitch’s new issue methodology includes two stresses,
the ‘AAAsf’ stress and no-industrials stress, as described below. To assign ‘AAAsf’ ratings, the
special tariff cannot be in excess of 20% of the customer bill under both stress scenarios.
Fitch’s ‘AAAsf stress case stresses the following key model variables, each of which is meant
U.S tJtility Tariff/Stranded Cost Bonds Rating Criteria
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to incorporate multiple risk factors previously described and results in a reduction in cash flows
below projections.

Stress Forecast Variance
The first stress variable is applied as a stressed forecast variance to projected consumption.
The consumption forecast is provided by the utility (issuer) to Fitch, The stressed variance is
intended to incorporate the effect of an economic recession, extreme weather changes,
changing usage patterns or general demographic shifts The ‘AAAsf stressed forecast variance
is set at .0x the historical five- to IC-year peak absolute forecast variance (i.e. the largest
variance, whether the forecast was too hgh or too low) As a further stress, these stressed
variances were apolied to the ti’st year and increased 1% annually t”ereafler (or the first 10 years,
then by 15% for :he next live years and 2% thereafter.
Fi:ch bel eves the P&Asf stresses appropriately account for potenttal asset deterinration from
future weakfless in the U.S. economy. I’ five to O years of hstor;cal forecast data are ot available.
Etch wil. revew the avalab:e hs:ory but may apoly h.gher mJtipies to adjust for limited data.

Reforecasting Stress
Etch assumes that, even as actual consumption declines beiow original forecasts (by t’ne stressed

forecast variance above), the utitty does not promptly rectify its o’igina forecasts to reflect this
adverse variance Specifica.y. this stress assumes tna: a revis.cn of orignal forecasts (or a
reforecasting process) wit oflly commence two years after the stressed forecast variances take
effect. Thereafter, forecasts will be aligned with actual experience However, in the interim two-year
period, an inadequate true-up adjustment will occur, resulting in additional cash flow stresses.

Seif-G enerationlTethnology Risk
Fitch assumes that technologica uncertainty increases over time, especially for commercial
and nd’jstrial customers. This would subseouently ncrease the hsk o self-generation or
adoption of alternate energy sources as greater technological options become avalable. To
‘ncorporate ths risk, Fitch assumes that the stressed variance increases expcnentia:iy over the
term of the bonds, based on the perceived rsk of self-generation or alternate energy sources
for the utility’s customer base. In some states, the specal tariff is mposed even if a consumer
sw:tches to self-generation. However, Fitch does not ‘nco’porate forecast consumphon from
this source n its cash ‘low analysis. In circumstances w’-ere consumption has increased or
expected to increase, Fitch w.lI consider incorporating add;bonal stresses in the agency’s stressed
cash flow scenarios, such as the application of a higher multiple to the 10-year peak consumption
variance in the ‘AAAsf stress scenario.

Delinquency Rates
To incorporate the effects of delinquency rates on forecast collections, Fitch reviews the utilitys
historical delinquency experience and applies a 5.Ox multiple to the highest delinquency period.
If the transaction uses a collections curve, Fitch assumes delays in actual collections beyond
the collections curve.

Chargeoffs
Despite utilities’ historically low chargeoff ratios, Fitch applies chargeoff ratios at 5.Ox the
five- to 10-year historical peak chargeoff. The historical data to be analyzed may vary based on
the credit quality and term of the deal.
U.S Utility Tarifr/Stranded Cost Bonds Rating Criteria
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Successor Servicer Fee
The AAAsf’ stress case assumes that a successor servcer is apnointed at closing. Acccrdngly.
a hioher successor servicer fee (provided for in transaction documents or as speciied in the
order) is utlized for purposes of cash Cow model:ng.
To date, only a limited number o se-vicers have experienced significant credit-relaled distress.
Fitch believes there is a market for backup servicing wth’n this sector. However, there have
been limited servicer transfers in prior bankruptcy cases. Due to the essential-use nature of a
utility, t’e servicer was mandated to continue to service their potoiios, having ro impact or,
secuntization performance. Fitch has not heen aware of any ut ity bankruptcies tnat have had
a matera moact on Fitch-rated ABS transactions.

Billing Risk
Fitch assumes that, each year, cash Cows relating to the month with the largest bi,.ed amount are
fully written off due to a servicing disruption event.

Additional ‘AAAsf’ Stresses (If Applicable)
Third-Party Billing Agent Default
In jurisdictions where third-party energy providers are allowed to perform consolidated billing, the
‘AAAsC stress model incorporates a test of the transaction’s maximum exposure to third-party
collections. To test the effect of a potential third-party default, the stress case assumes third parties
take over billing for a large percentage of the customer base and default each year for the entire
term of the bonds. The length of the assumed default and percentage of the customer base affected
vary based on the third party’s commingling restrictions contained in the statute or order.

Franchise Fee Stress
In certain jurisdictions, franchise agreements between a utility and municipality are required for the
utility to use the municipality’s right of way (public property) and establish a transmission and
distribution system within that particular service area. In circumstances where the utility has entered
into franchise agreements permitting it to provide service to municipalities (or parishes) in exchange
for a franchise fee, an implied loss s added to base case chargeoff rates, as descibed below.
Franchise fees payaole to a mun c’pat;ty by a u: lity are typically recoverable ‘ron’ customers. The
franchise fee stress assumes tiat the portion of franchise fees recoverabe from customers
applicabe municipalities (as a percentage of the total base revenue of the utitty) is not recovered.
For example, if $5.00 is recoverable from customers as a franchse fee and the tota. base case
revenue of the utility is $1,000.00. 0.5% is modeled as an implied loss. The implied loss (0.5°/c) is
added to the base case chargeoff level (say, 2.0%) to arrive at 2.5% and a 5.Ox mubple is app.ied to
it, resulting in a MAsf modeled chargeoff rate of 12.5%. instead of 10.0%.

Interest Rate Risks
Fitch wlll iden:ify any underlying interest rate m smatches in a proposed transacbon and analyze the
extent to which these positions are mitigated through the transaction’s hedging structure, if any.
Fitch expects any relevant hedge counterparlies to be consistent with Fitch’s “Structured Finance
and Covered Bonds Counterparty Rating Criteria,” and “Structured Finance and Covered Bonds
Interest Rate Stresses Rating Criteria,” available on Fitch’s website at wfitchratings.com.
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Example: XYZ Trust Series A
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Year 1
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1
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0.013
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100
10
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—
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3
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Illustrative Example
To illustrate the application of the AAAsf stress case, a hypothetical tariff bond transaction has
been created —XYZ Trust Series A, with XYZ Utility Co. as the sponsoring utility. As shown in
the table below, XYZ Co. provides electric service to three customer classes (residential,
commercial and industrial), which accounted for 50%, 20% and 3Qb/ of total consumphon in
that service territory, respectively, as of the closing date.

Calculation of the Special Tariff at Each True-Up Period
The special tariff is assessed against each customer bill based on consumption (energy usage in
kilowatt hour [kWh]) and is required to be adjusted via the true-up mechanism once every year. The
order establishing the special tariff also stipulates that the revenue burden each period, or the PBPR,
of $10 be allocated among the three customer classes in a specific proportion. These relative
revenue proportions are referred to as allocation factors and are stipulated in the order.
The initial allocation factors require that the PBPR be allocated 30%, 30% and 40% among the
residential, commercial and industrial customer classes, respectively. The order allows for allocation
factors to be updated periodically to reflect changes in average demand across customer classes
over time and to facilitate cross-collateralizatiori across customer classes. However. for purposes of
cash flow modeling, the cash flow model may assume that aocation factors remair fixed, which
creates higker volati i:y ir the spec:a ta-ifs than woud aclua’ly occur.
As the expected distribution of consumption by customer c!ass need not match the prescribed
dstribion of revenue burden by customer class, a uniform specia tariff cannot be levied across all
customer classes. Tne-efore. on each hue-up cats, the model solves for a special tariff applicable to
each of the three customer classes, which would not only be sufficient to meet the PBPR but also
maintan the inteity of the two reative cist’ioutions described above. Based o’ ths methodoogy.
the i.nitia’ soecia tariffs are 06. 1.5 and 1.3 cents/kWh for toe residentia, commercial and industrial
casses, respect.vely.

AAAsf’ Stress Variables
Fitch first applied a multiple of 5.Ox to XYZ Co.s historical 10-year peak consumption variance
5%, 20/e and 10% experienced in the residential, commercial and industrial classes,
respectively. For the residential class, this translates into a stress forecast variance of 25% in

of

year 0, which means that only 75% (i.e 375 kWh) of the original forecast consumption of
500 kWh is realized. This stressed variance is then increased 1% annually until it reaches 28%
on the legal final maturity date (year 3).
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A special tariff of 0,6 cents/kwh is levied on the stressed consumption levels (for the residential
class). resulting in lower billed revenues relative to the base case. To address bVling risk. Fitch
assumed tnat 100% of the b’lled revenue for the peak blirci month (say. September) n each year is
whtte o” with no reccve-v. Next, to n-odel de.ays in I:ne collection of b.lled revenues, me collection
curve is ,engtbened such that 50% of the amofls bil1ed for the first two months are subject to a
30-day d&ay. Fitch aso app’ied a 5.Ox multip’e to peak chageoffs of 2%. -esuit’ng in stressed
cbargeoffs of 0%. Addit:onally. the increased successor secer fee of 1% (the maximum fee
permitted by the order) was utilized for purposes of cash flow modeling.

Fitch AAAsf Stress Scenario
Stress Variable Variance and Consumption Stress
hz-test Absolute Total variance co-Yea’ H,storica
.k&Ast Stress (5.Da H:gnesl Absolute Vararcet
% Increase In ‘/eriance Siress Each Year

Year
Year
Year
Year

Residential

(%)

Stress Variable: Oelinquency Stress
Paid on Due Dale
One Month Overdue
Two Months Overdue
Three Months Overdue
Four Monlhs Overdue
Five Months Overdue
Six Monlhs Overdue
Never Collected
chargeoff Stress (5.Ox Historical 10-Year Peak chargeorts)
Servicer Fee: Successor Servicer Fee
—

Billing Risk

Base Case

(%)
40
44
8
4

0
2
2
0.25
N.A.

(%)
2
0
1

25

AAAsV
Variancej%J
25
26
27
28

0
1
2
3

Commercial

AAASI
Consumptio&
375.0

AAAsf Variance

3137

3723
370.9
A.A,Asf

AAAsI
Consumptio&
10
180.0
11
1 79.8
12
119.5
13
179.3

Industrial_(!2)_
10
50
1
AAAsf
AAAsI
Variance (%) consumption
150.0
50
1485
51
146.9
52
145.3
53

(%)

20
42
20
2
2
2
2
10
10
1 .00
One Mo.
Vdriteotf

AAAsfconsurnplion emjPase case consumphon limes one minus variance. NA. —Not available.

No-Industrials Stress
This case is desiorec to test te risk from self-generation and new technologies, which is more
inherent in this asset class. In service territories deemed to have ndustri& concentrations, Fitch
tests the ab”fty of the transact-on to w.thstand the compie:e loss of consunp:ion from the industrial
class, assuming base case condtions hold. Stress tests may be further customized for specific
industry concentrations that pose higher than normal credit and/or cogeneration risk.
The goa of this scenario is to ana’yze the impact o” peak special tarift for residentia1, commercial
and other customer classes if all the industrial customers were to leave the service territory upon a
transaction’s closng.

Rating Sensitivity Analysis
Fitch’s rating sensitivity analysis seeks to determine the break-even rate of consumption
decline a transaction could withstand before leading to a default in the payment terms of the
transaction. In its analysis, Fitch utilizes its cash flow model to decrease the rate of
consumption in 1% increments until the amounts collected are no longer enough to meet the
minimum interest required each period or fully repay principal by the legal final maturity date
US Utility Tariff/Stranded Cost Bonds Rating Criteria
November 30, 2017

14

FiicliRatings

nJfr
-

(provided that nonpayment of principal according to the amortization schedule does not
corsUtute an event of default under the bonds).
Fitch’s sensvit analysis is revewed to understand the amount of adverse consumption variance
that the transaclon could lstand i” a situaton o’ a ma:erial decine in elect’icity demand The
goa: of this scenario is to stress only one variable, the variance in consumption; therefore, at: other
assumptions shoulc be consisteflt with t,ne base case.
Generally, the period between the transaction closing date and first payment date is the most
sensitive to consumption declines. This is because reduced tariff collections resulting from
significant declines in consumpon early in a transact’on’s lfe cannot be ccrrected until te frst trueup date. A’so. frst payment dates often tenb to follow more than six months a’ter the transaction’s
close, as op3osed to normal semi-annual payments, ailowng for greater declines in consumption
than wouid typicaly be expected from a six-month payment intewaL The exact cases developed to
achieve Ihis goal vAIl vary by transaction.

Counterparty Risk
The following section highlights some counterparty risks to utility tariff ABS transactions.
However, Fitch’s counterparty analysrs should be considered in conjunction with the relevant
counterparty risk criteria. For more information on counterparty risk, refer to Fitch’s “Structured
Finance Transactions and Covered Bonds Counterparty Rating Criteria,” which includes Fitch’s
rating criteria for assessing the operational risk of servicers of structured finance products,
including ABS.

Commingling
As tariff charge remittances are received by the utility (as servicer), transaction documents may
allow for commingling of such remittances with the utility’s funds for a short period. This
presents the risk that, in the event of servicer bankruptcy, such remittances could be deemed
to be part of the utility’s bankruptcy estate, However, in accordance with Fitch’s counterparty
criteria, the agency views this risk as being largely mitigated because of utility tarifflstranded
cost ABS waterfall structures, which generally allow principal payments to be used to pay
interest, white subsequent scheduled principal amortization shortt&ls are covered via the trueup mechanism (Fitch’s counterparty criteria stipulate that suc’plementary CE, in this case the
true-up mechanism, can be sufficient to address short-term commingling risk,)
Transactions that do rot aiow fOr principal to pay interest or contan other structura features
tha: negate tnis m.itigant are expected to foltow the requirements governed in Fitch’s
counterparty criteria. To date, Fitch has not rated a utility tariff/stranded cost transaction that
did not allow for principal to pay for interest, Moreover, as described in Fitch’s Cash Flow
Modeling section on page 10, its ‘AAAsf stress scenario includes stresses that are intended to
address each transaction’s ability to w’thstand servictng disruptions. Add’tionally. rem’ttances
are receved on a daily hass, not clustered in a small number cf days during ar.y giver, month,
and then transferred from the utiiity to the transaction-specific lock box within a short per,od (in
most cases wthin two business days) This limits the ikelihood of a substantia an’out of trust
cash flows being commingled with the utility’s other collection accounts.

Seller/Servicer (Utility Provider) Operational Analysis
Fitch recognizes that the quality, stability and financial condition of the seller/servicer’s operations
have a meaningful impact on the performance of utility tariff/stranded cost ABS transactions. Fitch’s
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utility tariff/stranded cosUstranded cost ABS ratings include an evaluation of the seller/servicer.
Historically, these transactions are serviced by the originator (the utility) & the assets. Fitch
considers the serbng disnption risk low for the sector given the relat.ve ease & servcing these
type portioros. estab.isbed servcing standards. essentia use nature of ut’tities and imited instances
& barkrvptc;es. V the two instances where the uti.ity ‘lIed for bankruptcy, the cowl affirmed the
ban.kruotcy due to the essential use nature of electricity and Mowed the utility to confinue to charge
and service the special tariff.
For these reasons, Fitch does not usually look for backup servicing arrangements or similar risk
rnifigants in its analysis. However, f servicing continuity risk is present (e.g weak servicer cred
qa’ty and limited servicing experience). Fitch wI anayze the Servicing disruptiofl risk in line
wi: Criteria ot med in its ‘Staictured Finance and Covered Bonds Counterparty Rating Criteria’
report, ‘.vhch typically calls for other mitigating factors, such as backup servic ng arrangements,
to mainta’n high iflvestment-grade tra—saction ratings,
The utility is normally designated to act as servicer for the bonds, performing activities such as billing,
calculating and collecting the tariff; calculating and filing for true-up adjustments; and forecasting
sales and usage. In circumstances where a third-party energy service company performs
consolidated billing, the utility junctions as master servicer to consolidate and supervise coflections
from third parties. Utilities normally have extensive experience in the functions necessary to act as
servicer. Also, a utility’s ability to terminate utility services to nonpaying consumers is a strong
incentive for bill payment. Additionally, the utility has an ongoing interest in continuing to perform
billing and collection services, since it retains the majority of the total tariff. As such. Fitch’s review of
the seller/servicer focuses primarily on the utility provider.
Fitch expects to conduct a review of the utility’s operations, including its credit evaluation processes,
usage forecasting and servicing divisions, combined with a corporate review, prior to assigning
ratings for new issuers. These reviews are often completed in conjunction with Fitch’s Corporate
Global Power and ABS groups. Fitch’s operational analysis focuses on three main factors:
•
•
•

corporate performance, including operational and financial stability;
the capabilities and quality of credit evaluation processes and usage forecasting; and
the capabilities and quality of servicing operations.

G:ven the essental use nature of uti4lies. there have been limited instances of bankruptcies that
have ed to servicer transfers. Furthermore, the servicing is cenera.ly uniform across utilit’es
a .owir,o for relatIve ease of servicing transition, f requted. As such. F.tcb typica’y does not
compete post-close operational reviews. However, if unque cirwmstances ase such as signi’icant
charges in utilities’ sta or ooe-abcnal changes that cculo have a negative impact of me
transactions performance, Fitch wod speak with senior management to gan an understandng of
the changes end assess the impact on servicing.

Corporate Overview
Ar. understandIng of the company s history. structure, stra:eg c objectives. management
experence and funding capab.lit:es is key to :‘e operatjonal evew undertaken by Fitch.
Ult:mately the servicer’s strength affects Fitch’s performance expectations, as well as its
counterparty risk analysis.
Fitch believes that the financial condition of a company/servicer has a direct impact on the
stability of its operational platform and, ultimately, on the performance of utility tariff/stranded
cost ABS transactions. Fitch considers several factors and quantitative metrics in reviewing a
company’s financial condition to assess a seller/servicer’s business viability, operations and

us
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financial health, These include available public credit ratings and, if not available, internal credit
evaluaUo wili be conducted by Fitch. For cornoanies not rated by FiLth, the agency exoects to
receive at east three years of aucited financial statements, hstory of pro’itability and sources
and leveis of captal and liquidity.
As pa-t of the evaluation, Fitch reviews mergen/acqu1sition activ.ty. expansion plans or :n:em:ons to
eat or scale back specifc ousiresses that could influence operating performance. Aggressive
growth object yes nvotving acqu’sitions reqL”re greater scctry o the utility’s volume capacity and
resources, as well as integration planning and execution.
While a suh-investment-gade t.:ity may be an acceptable servcer based on its operationa’
qua’lcaions. Fitch expects the transaction to provide for the hght to rep!ace the util ty with an
aiternate servicer in the event of a decline in credit rating, insolvency on fa’ure to perform any of the
dutes of servcer. The order andtor transact:on documents typcelly incorporate a successor servicer
fee sufficier.t to adeGuately compensate a backup servicer that takes on this role.
Allhough Fitch views positively such backup servicer provisions in transaction documents, the lack
of such provisions per se is not likely to limit a potential ‘AMsf rating. However, as explained in the
Utility Successor Requirements section on page 4, Fitch views it as imperative that the statute or
order create an obligation on the commission or the equivalent agency of the state to ensure that, in
the event of the incumbent utility’s sale or bankruptcy, the successor to the utility (at the very least)
be ordered to continue servicing the tariff bonds.
Fitch looks at the experience and tenure of the underwriting and servicing employees on three levels
senior management, middle management and staff. Employee hiring, turnover and retention are
important issues reviewed, as are the stability and depth of the management team. Training
programs are included in the evaluation of a seller/servicer.
Fitch may adjust or cap the ABS ratings issued on a securitization, adjust base case assumptions or
decline to rate a transaction in cases where the agency believes it is merited based on its review of
the utility. Reasons for doing so could include poor financial or operational strength and/or tow
corporate rating/credit assessment of an issuer/servicer/parent; inadequate ability or lack of
experience in servicing or operational ability; and inadequate financial, operational or performance
data/information provided by the applicable party.

Credit Evaluation
Under state a’; or regulations, a utility is typicaily required to provide service to all customers,
regardless of the customers’ creditworthness. In some states with dramatic sw’ngs in temperature,
utlities may be pronibited from disconnecting service during er.reme’y hot or cod seasofls. For
these reasons. an important factor in a utility’s assessment of its customers is the utility’s
requirement of additional security from riskier customers. These riskier credits could result in higher
delinquencies ard losses. whic’ would reed to be accounted for in Fitch’s st-ess cash flow
assumptions. V service cannot be deried, most utities require a securIty deposit for new customers
or those w’ro pose a greater cred’t risk.

Forecasting
Since scheduled principal amortization is based on the utility’s sales forecasts, it is important to
assess the utility’s forecasting ability and accuracy. Utilities generally maintain econometric models
that relate historical values of energy variables to measures of the weather, economy and number of
customers. Fitch reviews the utility’s actual sales for prior periods relative to historical sales forecasts
to determine the peak unfavorable forecast variance and the reasons for such variance for each
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customer class included in the securitization. These results are used in the cash flow stress
scenarios, as outlined in the Cash Flow Modeling section and stress cases, starIng ocr page 10.

Collections, Delinquencies and Chargeoffs
The utility is expected to have a weil-esta’olishect process for pursuing and cc ecling del”nqenc’es

However, since customers consider electricity or gas for heating an essential servce. historical
chargeoff and de.nquency rates for uCites tenc to be relativey low, compared with other consumer
assets. It is not unusual for utilities to experience 0.50% average chargeoffs for a 20year period. Ar’
impndat factor in the evaluation is whether the defivery utility is able to disconnect service for
nonpayment, even if a third-party energy provider is suppying power. In some states. the ability to
disconnect may be detayed or prohibited n the case of a third-party suppler, resuhing in higher
cei’quences and chargeoffs.
Sample Collections Curve
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Billing and Remittances
Typically, the special tariff is billed by the utility as a separate line item on the customers bill, but, in
some cases, it is bundled into a single aggregate charge and not specifically identified on the bill
The utility’s billing systems are expected to be able to incorporate multiple components of billing
information. As part of the rating process, Fitch reviews the utility’s bilhng systems tc determine
whether they are adequately prepared to identify the special tariffs and track cofiections.
When the specat tariff : bitied and coilected by the utility as servicer. aor.g vAth other charges that
belong to the utility, it is the responsibty o’ the utifty as servicer to calculate the proportion of
coections that b&ong 10 the SPV.
Absent
b:lling
and
remittance
Servicer Checklist
processing systems that permit the
•
Forecasting methocs and accuracy.
utility as servicer to identify the
•
Procedures for assessing customer credit.
proportion of the bill payment by each
•
cot scUm’s process, notice and disconnection
ndivdual consumer corresponding to
policy.
tne specia. tarff and remit the actuat
H.stodcat delinquency and chargeoft data
•
collections, most transactions use an
•
Bi:tir.g systems.
alternate
appoac’
to
allocate
•
Procedures for coordnating wth third-party
cotections to the SPV,
energy providers (if applicable).
A common alternative is the use of a
•
Limitations on commingling of securitized tarIffs.
collections curve to approximate the
•
Requirements and fees for altemate servicers,
actual collections. A collections curve
specifies the required percentage of
each bill that must be remitted to the trust. The curve is calculated by the servicer based on an
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h:storica aveage percetage & bits colected by month, with percentages ad:’usted period.cally
basec on updated co..ections experience.
Another method utifzed to approximate aCtual collections is to remit estImated collechor-s based on the
utititys h’stoccal expebence c the average number of days customers’ bits remain cutstanding.
Simi!ar to the elections curve metnod. the perceniages o’ days octstand:ng are adjusted periodically
to reflect more recent elections expenence.

Self-Generation and Alternate Technologies
Because the special tariffs are assessed on energy delivery services, the market entrance of
alternative energy providers is not expected to affect tariff receipts However, in some jurisdictions,
customers could potentially avoid payment of the special tariff by performing energy generation on
site and disconnecting completely from the distribution grid in the case of electricity or switching to
an alternate fuel in the case of natural gas.
Tariff bonds are subject to a potential risk if a substantial number of electric power consumers switch
to existing or new technologies to generate power for their own use (called self-generation or
autoproduction) or purchase power from a local source delivered without the use of the utility
network. In aggregate, these decentralized sources are known as distributed generation. Based on
data provided by ut titles within the utitty tariff/stranded cost ABS sector, Etch considers it unl.kely
that a significant pcrton of the customers will implement self-generation or dstdbuled generation
‘mmediat€y or that alternatIve technologies will develop sufficiently within the next five to 10 years to
allow for widespread disconnectIon from the utlities’ grid.

Performance Analytics
After a rating has been assigned by Fitch, the oflgoing mcnoring of such rabng is transitiored to a
primary analyst. The anayst is responsible for colecing and analyzing relevant transaction data and
presenting collected information to a rating committee, as described below. Although monitored
upon receipt of a servicer certificate, each transaction is reviewed at least once annually. Fitch will
investigate and resolve any identified potential data issues prior to proceeding with the analysis of
that transaction. If data critical to the analysis are unavailable or determined to be insufficient, Fitch
may consequently withdraw the related ratings.
Fitch expects to receive periodic servicer certificates, received at least annually, to be utilized in its
review process. Servicer certificates and performance for every transaction are tracked on a
quarterly or semi-annual basis, depending on bond payment frequencies. Based on performance
data, if bonds are not amortizing as expected or if capital or overcollateralization subaccounts are
not at levels required by the transaction’s documentation, an analyst will make inquiries with the
issuer, possibly triggering an in-depth review, Transaction-specific performance is published on
Fitch’s surveillance website. Metrics such as bond amo,’ltzalon. colleofons and CE levels are
tracked and available to investors
Utilizing the data gathred ‘rom the servicer certificates and aggregated on F:tcts internal database,
the analyst evaluates the various performance metrics listed above, as well as the evaluation of
microecoom c and macroeconomic issues affecting the issuer, Tnese metrcs are compared with
initial expecta:ions and industry/sector trends. Fitch will contact the servicer/issuer if additonal detail
is needed regardIng performance changes w;tk.in the transactIon, Additiona’ informatior requests
may include luther tariff detail, billing collections and color on consumption variance.
Furthermore, Fitch expects to receive data demonstrating the size of the tariff charge relative to
the total customer bill to verify thai the charge is not approaching threshold levels. To date,
US Utility Tarifi/Slranded Cost Bonds Rating Critera
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Fitch has not employed the use of its cash flow model as part of the review process, as other
performance measures as described above are sufficient for Fitch’s analysis. Giver, the
effectiveness of the true-up mechanism in all Fitcn-rated transactions, there have not been a”y
negative ing actions taken in this sector. However, in a circumstance whe’e the true-up coes
not provide adeouate credit support. resulting in shortfals in the subaccounts, significant
chances in amortization and an increase in the tarff oeyond the 20% thresho.d. a more
n-depth review of the transaction would be completed.
The more in-depth review would include updated stress cash flow modeling scenarios. Updated
consumption forecast are not induced in the aforementioned se.icer certiflcates. However, as part
of the in-depth review. Fitch wou’d expect to receive an updated consunptior forecast from the
utility. Consistent with the ratng rnethodoiogy for new transactions. Fitci woulc apply a 5.Ox
mutiple to the absolute peak varance for each customer class and the peak net
lcss/charge&fs in its cash flow mcdel. Additionally, the incorporatic of all the ‘AAAsF stresses
detaijed on pages 10—13 would also be included. The goal of this analysis is to evaluate the
impact on the peak special tariIf as a percentage of the residential customer bill.
A tariff in excess of 20% would not be consistent with a ‘AAAsf rating. In circumstances where the
tariff is in excess of 20%, utilizing the 5.Dx multiple on the variance and net loss/chargeoff
assumptions would suggest a potential for negative rating action. As such, Fitch would incorporate
lower multiples for lower rating categories in its cash flow modeling scenarios. The rating multiples
applied would be 4.Ox 3.Ox and 2,Dx for ‘A4sf, Asf and ‘BBBsF respectively. For example, if
under a 4.Ox multiple on the variance and net loss/chargeoff assumptions resulted in the peak
tariff falling below the 20% threshold, the transaction would be considered for a downgrade to ‘AAsf
from AAAsI.
Counterparties to an outstanding transaction, such as servicers, trustees and derivative providers,
can affect the cash flow, liquidity and performance of the transaction. Consistent with the initial
review, Fitch reviews all transaction counterparties during a subsequent review to determine
whether they continue to meet Fitch’s criteria. Furthermore, analysts receive notice of all rating
actions taken on counterparty ratings on a daily basis, as the downgrade of a transaction
counterparty below a certain threshold will trigger a subsequent review, regardless of the
performance of the transaction to date. Details of Fitch’s counterparty criteria can be found in
‘Structured Fnance and Cove’ed Bonds Counterparty Rating Criteria.”

Variations from Criteria
Fitch’s crteria are designed tc be used in coRunction with experenced aralyticat judgment
exercised through a committee process. The combinator of transparent criteria, analytica’
judgment applied on a transaction-by-transaction or issuer-by-issuer basis and full disclosure
via rating commentary strengthens Fitch’s rating pocess while assisting n’aket part’cpants in
understanding the analysis beh’nd our ratings.

A rating commirtee may ad!ust the application of these criteha to reflect the r’sks of a specific
fransaction or entity Such adjustments are called vahat’nns All variations wit be csdosed in the
respective rating action commentahes, including :he:r moact on the rating wnere approphate.
A variation can be approved by a ratings committee where the risk, feature or other factor
relevant to the assignment of a rating and the methodology applied to it are both included
within the scope of the criteria, but where the analysis described in the criteria requires
modification to address factors specific to the particular transaction or entity.

U.S Utility Tariff/Stranded Cost Bonds Rating Criteria
November 30. 2017

20

Fitch Ratings
Limitations
Ra:ings. ir-c!’ding Rating Watches and O1ooks assgned by Fitch, are si.bect :o t:e
l;mitatios specified in Fitchs Rahngs DefThitions page atvmi.fitchratings.corn.
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Appendix: Additional Legal Considerations
Fitchs analysis of the legal risks in tariff bond transactions 5 compa’able to its ana;yss of
other structured 9nance trarsact.ors. For fore detail on corsiceratior,s related to the analysis
of slr,ctured finaflce transactions, see Fitch Research on Gtcbal Structured Fna”ce Ratir.o
Criteria. There are also some unque aspects to the analysts of utility tarifffstranced
cost/stranded cost transactions a—c. therefore, Fitch also considers.
•
•

•
•

enforceability and constitutionality of the statute/order/pledge;
the rights of and effect on bondhoders upon an action seeking to mpair the rigrts
estahished pursuant to tr.e statute/order arc tansacticn documents under the U.S.
Corstitution and the relevant state constituton;
the severabTty of the provisions of the s:atu;e/ocer; and
the abi;i:y of ctizens of the relevant state to seek to amend or epeal the statute/order anc
the keli”ood of success.
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