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SOUTH KENTUCKY RURAL ELECTRIC
COOPERATIVE’S REPLY BRIEF

Comes now, South Kentucky Rural Electric Cooperative (“South Kentucky”), by counsel,
pursuant to the Kentucky Public Service Commission’s (“Commission”) July 21, 2025 Order, and
for its reply brief in support of its position hereby states as follows:

INTRODUCTION

South Kentucky and the Attorney General, by and through the Office of Rate Intervention
(“Attorney General”) filed simultaneous briefs in this matter on August 8, 2025 setting forth their
positions in this matter. As stated in South Kentucky’s brief, consistent with KRS 278.030(1),
South Kentucky seeks approval to increase its annual revenues by $10,766,999.1 This will allow
South Kentucky to achieve an Operating Times Interest Earned Ratio (“OTIER”) of 1.85. South
Kentucky based its proposed rates on a twelve-month historic test period ending May 31, 2024.
Included in the request is an increase of the monthly residential customer charge from $17.50 to

$30.75. These rates are based on the results of a comprehensive COSS. The rates are appropriately

! Application at Paragraph 4 (filed February 3, 2025).



adjusted for known and measurable changes consistent with Commission regulations and
precedent.

Through extensive discovery, each of South Kentucky’s assertions and claims were
explored by Commission Staff and the Attorney General. As is normal in any contested rate case,
there are differing positions on the revenue requirement, customer charge, and pro forma
adjustments. South Kentucky supported its position with a COSS and the methodologies
employed for calculation of its requested pro forma adjustments are accurate and reliable and
should provide the basis for a Commission decision granting the requests in this case.

ARGUMENT IN RESPONSE

At the outset, the Attorney General fails to acknowledge at any point in this case that
distribution cooperatives are not for profit.2 South Kentucky does not have any reason to request
a higher revenue requirement or utilize one method for determining the revenue requirement over
another. South Kentucky is owned by the members it serves. South Kentucky does not have any
investors that require a return on their investment into the corporation and therefore South
Kentucky has no incentives to request higher rates than are needed to run the cooperative. The
revenue requirement requested by South Kentucky is simply the amount needed to meet its OTIER
minimums in its debt covenants and to continue to provide safe and reliable electric service to its
members. The main difference in this proceeding from other distribution cooperatives, is that

South Kentucky has not met the United States Department of Agriculture (“USDA”) Rural Utility

2 See OAG Post-Hearing Brief (filed August 8, 2025).



Service (“RUS”) minimums for OTIER in 2023 or 2024.3 The Attorney General completely failed
to acknowledge this fact.*

If South Kentucky does not rectify this situation and drastically improve its OTIER, it will
default on its RUS loans. This is an unimaginable consequence for a distribution cooperative. The
Commission should allow the revised revenue request of $10,425,364. This amount is necessary
to allow South Kentucky the potential, but not guaranteed, OTIER of 1.85. This will result in fair,
just and reasonable rates and ensure that South Kentucky will not continue to fall short of its debt
covenants.

As if not meeting its OTIER minimums the past two years was not enough of a reason for
South Kentucky to be authorized to earn the revenue requirement contained in its rebuttal
testimony, South Kentucky also suffered significant damage from a devastating tornado on May
17, 2025. South Kentucky must have the additional margins to repair the damage to its system
that will not be covered by insurance or the Federal Emergency Management Agency (“FEMA”).
While those costs are not included in the proposed revenue increase, because they were not
incurred during the test period, the Commission should not ignore the reality of the adverse impacts
that the tornado is having and will continue to have on South Kentucky’s financial position when
it considers the requested rate revisions. This is another issue the Attorney General completely
ignored.®

South Kentucky is the only party in this proceeding that performed a comprehensive COSS.

This unrefuted COSS supported a residential customer charge of $30.91.6 Based on the results of

3 South Kentucky’s Post-Hearing Brief (Filed August 8, 2025).
4 See OAG Final Brief.
5 See OAG Final Brief.

& Application, Exhibit 10, Direct Testimony of John Wolfram at 21.



the COSS, South Kentucky proposed to increase the current customer charge of $17.50 to $30.75
and the energy charge from $0.09816 to $0.09869.’

South Kentucky presented evidence regarding why South Kentucky decided to distribute
the required rate increase more heavily in the customer charge, as opposed to the energy charge.
This is consistent with the COSS and it creates a lower negative impact to economically vulnerable
members. The Attorney General’s brief completely ignored the quantitative analysis performed
by South Kentucky regarding the impact to low income customers and also ignored the hearing
testimony of its own witness, that proves a higher customer charge, instead of a higher energy
charge, provides less fluctuation in costs from month to month and in fact results in a lower total
annual cost for that customer segment® Both South Kentucky and the Attorney General’s
witnesses at the hearing testified that customers would still have the incentive to conserve energy
to lower their monthly bills even if the increase is placed more on the fixed charge.® Allowing
South Kentucky to recover more of its fixed costs through the customer charge will decrease some
of the uncertainty and unpredictability that a distribution cooperative faces in its revenue stream.
This will also allow South Kentucky to start earning enough revenue to meet its OTIER minimums.

As stated in the initial brief, South Kentucky noted the Attorney General’s continued
argument against a movement toward cost-based rates in all distribution cooperative rate

proceedings.l® As expected in the Attorney General’s brief, there is no evidence South Kentucky’s

" Application, Exhibit 10, Direct Testimony of John Wolfram at 24.
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COSS is incorrect.'* The undisputed evidence in this proceeding is that the fixed costs to serve
South Kentucky’s residential members is $30.91 per month. Aside from its argument against cost-
based rates, the Attorney General additionally argues in this proceeding that because South
Kentucky had a rate increase in 2022 it should somehow not be awarded the requested customer
charge in this proceeding.'> However, the Attorney General fails to explain how this is different
from any other utility that files rate proceedings on a consistent three-year cycle.

The Attorney Generally argued South Kentucky’s request for an adjustment of rates on a
1.85 OTIER s incorrect.'®> However, the Attorney General has not provided any relevant case
law, regulations, or statutes stating it is incorrect to use OTIER instead of TIER for a rate
adjustment.’* As explained in written testimony, the formal hearing, and its brief, South Kentucky
has experienced such a decrease in margins that it did not meet the minimums for TIER or OTIER
in 2023 or 2024.> South Kentucky’s margins deteriorated such that it had to notify RUS that it
had not met its OTIER minimum of 1.10 for the average of the best two (2) out of three (3) years.®
RUS has required South Kentucky to explain what is being done to rectify this situation and has
not given a firm response on what will happen if South Kentucky continues to fall short of its

OTIER minimum.!” Despite the fact that OTIER is the metric that South Kentucky must remedy

11 OAG Final Brief at 6-8.
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in order to satisfy RUS, the Attorney General claims there is no basis for utilizing OTIER as the
requested method for determining the revenue requirement.8

The Attorney General argued that South Kentucky does not even need a 2.0 TIER.®® The
Attorney General argued that a 1.85 TIER is equivalent to a 1.40 OTIER.?® What this argument
fails to acknowledge, is that South Kentucky’s rates are currently set so that it may attempt to
achieve a 2.0 TIER; however, South Kentucky has failed to achieve anything close to a 2.0 TIER
since its last rate proceeding. If the Commission agreed with the Attorney General in this
proceeding and only awarded South Kentucky a 1.85 TIER instead of a 1.85 OTIER, South
Kentucky would be at a huge risk to default on its RUS loans.

CONCLUSION

South Kentucky’s proposal is based upon a comprehensive and reliable COSS employing
both known and measurable changes to the test year. It is fair, just and reasonable both in terms
of the revenue request and the rate design. South Kentucky respectfully requests the Commission
enter a final order adopting its request in full, including the recovery of its rate case expense
amortized over a three-year period.

This 15" day of August 2025.

18 OAG Final Brief at 13-16.
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20 OAF Final Brief at 17.
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