COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:
ELECTRONIC APPLICATION OF NAVITAS KY )
NG, LLC FOR AN ALTERNATIVE RATE FILING ) CASE NO. 2025-00332
PURSUANT TO 807 KAR 5:076 )

RESPONSE TO COMMISSION STAFF’S REPORT

Navitas KY NG, LLC (“Navitas”), by counsel, hereby respectfully files its Response to the
Report of Commission Staff submitted in the above-referenced matter on August 12, 2026.

L INTRODUCTION

At the outset, Navitas would like to thank Commission Staff for its timely and thorough
work on this matter. By and large, Navitas embraces the rate adjustment recommended by
Commission Staff as fair, just, and reasonable. There are just two (2) items concerning the actual
recommended rate adjustment upon which Navitas is compelled to comment—specifically, Staft’s
recommendation that Distribution Expenses be reduced to remove interest expense included in
equipment rental rates charged by Navitas’s parent company, Navitas Utility Corporation
(“NUC”),! and Staff’s recommendation to remove Navitas’s executive salaries for corporate
officers from the revenue requirement.” FEach of these items have potentially-significant
implications and Navitas seeks to fully understand if and how Staff’s recommendations align with
the policy of the Commission. Navitas also wishes to briefly address each of the sixteen (16)

“Staff Comments” contained at the end of the Report.

! See Staff Report, at pp. 18-19.
2 See Staff Report, at p. 20.



II. POLICY ITEMS IN BODY OF REPORT

a. Recovery of affiliate owned equipment costs.

Navitas believes that its affiliate-owned equipment costs comply with KRS 278.2207. The
statute provides that services and products provided to a utility by an affiliate shall be priced at the
affiliate’s fully distributed cost, but in no event greater than market. The statute therefore expressly
contemplates recovery of the affiliate’s costs of providing assets or services to the utility, subject
to a market-price limitation.

The billing methodology from NUC to Navitas includes: 1) depreciation and 2) a debt-
related carrying cost based on the company-wide cost of debt and the debt-financed portion of the
investment reflected in the weighted average cost of capital (WACC) calculation. For example, a
pickup truck that originally costs $42,000 will rent to the affiliate at ($42,000/7 years) plus
($42,000 x 6% interest x 70% debt) with the total divided by twelve equals approximately $647
per month.

Consistent with the principles outlined in KRS 278.2207, Navitas uses a three-part test for
equipment cost pricing. The test was implemented in connection with the Atmos method mandated
by another jurisdiction. It was subsequently reviewed and approved twice by a third jurisdiction.
The three-part test for the pickup truck example (described above) and the results are outlined as
follows:

e Does the rental charge include any profit or equity return above the affiliate’s cost of
providing the equipment?

o No. The debt-related carrying cost is NUC’s cost of owning the equipment.

Therefore, the equipment is provided by NUC to Navitas on a cost-based basis and

does not include any additional profit or markup.



o It is important to note that the financing component represents a cost associated
with NUC-owned equipment and is not duplicative of Navitas KY’s own interest
expenses.

e s the rental charge less than the revenue requirement that would result if Navitas KY
owned the equipment directly?

o Yes. Navitas believes the affiliate arrangement benefits from economies of scale
associated with NUC’s ownership and shared use of equipment across operating
companies, resulting in a lower cost than would be incurred if Navitas KY
separately acquired and maintained comparable equipment.

e I[s the rental charge less than the market cost of obtaining comparable equipment from a
commercial third party?

o Yes. Based on available commercial rental information, Navitas estimates the
market cost of renting the pickup truck would be at least $1,000 per month, which
is higher than the ~$647 per month affiliate charge to Navitas KY.

The debt-related carrying cost also does not duplicate the interest expense otherwise
recovered by Navitas. The equipment at issue is owned by NUC and is not included in Navitas’s
rate base. Accordingly, the cost associated with financing NUC’s investment in the affiliate-
owned equipment is distinct from the interest expense associated with Navitas’s own debt
obligations.

In brief, Staff’s recommendation removes the financing component of the affiliate
equipment charge but does not identify how the cost of financing affiliate-owned equipment should

otherwise be recognized and recovered.



Navitas seeks clear direction on how it is to recover costs for equipment provided in
Kentucky and equipment located outside of Kentucky for use by the Kentucky utility (e.g., billing
computers, servers, office furniture, etc.). In the absence of clear direction, Navitas may be
required to consider less efficient alternatives, including separate acquisition of equipment by
Navitas or third-party rentals, which may result in higher costs to Kentucky ratepayers.

Because Staff removed interest, but included it back through an alternative calculation,
Navitas is not looking to adjust the revenue requirement due to this issue. Rather it seeks
clarification going forward.

b. Allowance of wage compensation for owner-officer-manager

Navitas notes a fundamental principle: ownership and employment are separate economic
roles. The owner provides capital, bears investment risk, and may receive a return on his or her
invested capital. The CEO provides labor and management services and receives compensation
for those services.

The fact that the same individual serves as both an owner and an officer does not eliminate
this distinction. An ownership interest does not make the individual’s labor free, nor does it
eliminate the management functions necessary to operate the utility. Federal tax rules similarly
recognize that an owner of equity in an entity taxed as an S-corporation may also be an employee
who receives reasonable compensation for services performed.

Navitas is not aware of any ratemaking precedent (in Kentucky or elsewhere) establishing
that an employee’s ownership interest in a utility eliminates the utility’s ability to recover
reasonable compensation for that employee's services. Taken to its logical conclusion, Staff’s
approach would call into question recovery of salary-based compensation for any executive or

employee also earning equity-based compensation; moreover, an issue seemingly arises for the



CEO of an investor-owned utility if the CEO owned shares of the utility, a long-tenured manager
at an investor-owned utility if the manager owned shares of the manager, or an Area Manager at
an investor-owned utility if the manager owned shares of the publicly-traded utility. Such a result
would represent a sweeping departure from the basic distinction between ownership and
employment.

Accordingly, the relevant ratemaking inquiry should be whether the officers perform
necessary services for Navitas, whether their compensation is reasonable, and whether the
appropriate portion of that compensation has been allocated to Navitas. If Staff believes that the
compensation is excessive, the appropriate analysis is to compare that compensation with a
reasonable market level. Ownership alone does not provide a basis for treating otherwise necessary
and reasonably compensated services as having zero cost.

Navitas notes that if the current officers ceased providing services to Navitas, the Company
would still require qualified personnel to perform those functions and would have to hire
replacement management. The cost of the replacement management would be significant.
Navitas’s principal lender requires a life insurance policy payable to the Company because, as
affirmed by the President of Bank7, “in the event of [Mr. Hartline’s] untimely demise, it is likely
that Navitas will have to pay substantially more salary to attract [his] level of talent and
experience.” This indicates that replacing the existing owner-officer could increase, rather than
reduce, the costs ultimately borne by ratepayers.

Staff's tax argument does not change this conclusion. Whatever tax consequences may arise
from Navitas’s S-corporation structure relate to the owners’ economic interests in the business;

they do not eliminate the separate value of labor performed as employees.



Moreover, a tax benefit associated with a business loss does not create an economic
incentive to incur that loss. Using a 21% tax rate for illustration, losing $1.00 may reduce taxes by
approximately $0.21, but the owner is still economically worse off by approximately $0.79.
Conversely, earning $1.00 and paying approximately $0.21 in tax leaves the owner approximately
$0.79 better off. Thus, the potential tax treatment of a loss does not provide a rational basis for
concluding that the owners benefit from operating Navitas at a loss or should provide necessary
management services without compensation.

Staff's recommendation therefore conflates the economic consequences of ownership with
compensation for services performed as employees of the Company. Navitas respectfully requests
that the Commission reject Staft’s recommendation on this issue and restore the $90,005 of officer
compensation to the revenue requirement. To moderate customer impacts, Navitas proposes that
recovery of this amount be included in an additional phase of the rate adjustment to be effective
January 1, 2029.

I1I. RESPONSE TO STAFF’S COMMENTS

Beginning on page 36 of Commission Staff’s Report, there are sixteen (16) Comments which
generally seek action by the Commission. While a response is provided to each in turn, they may
generally be grouped into either an Ordered Procedure (Comment Nos. 1-5, 12) or a
Recommended Procedure or Method (Comment Nos. 8, 11, 13-16), and further many can be
viewed as Funding Centric (Comment Nos. 6, 7, 9, 10—these are issues which require proper
revenue funding and cannot be addressed in its absence; as such, Navitas’s general position on
each is that they be held in abeyance for a period of time and revisited as necessary following full

implementation of, and time to operate under, updates rates).



Special Contract Customer. Navitas recognizes the Commission’s authority over special

contracts with customers. Navitas does not believe an investigation is warranted at this
time, and it respectfully submits that undertaking one now would not further the interests
of ratepayers or the Commission; instead, Navitas requests a finite period of time to review
its application of the existing contract’s terms with the customer (which, notably, is one of
Navitas’s largest customers and one of the largest food manufacturers in the world) and, as
necessary, file an amended or restated contract for Commission approval. Navitas does
not oppose filing a semiannual report on the usage of the customer, as recommended by
Commission Staff.

Non-compliance with Case No. 2019-00430. While Navitas has carefully maintained an

accounting of the subject funds since the Commission’s Order in Case No. 2019-00430,
the fact that the funds have not been maintained in a segregated bank account is an
inadvertent oversight. That said, at this time Navitas asks the Commission to relieve it of
the requirement to maintain a separate bank account for the funds, for practical reasons.
While it is not entirely clear from the record of Case No. 2019-00430, Navitas can
conjecture that Commission Staff projected the annual revenue from the tariff would be
approximately $24,000 per year. Under those circumstances the account could contain
enough funds to both be free of monthly charge and generate some appreciable amount of
interest. However, annual collections have run about half of those projected. Given that
Navitas generally clears the balance sheet liability quarterly, the average balance of a
separate bank account will be insufficient to generate meaningful interest and would likely
incur monthly service charges exceeding any such interest, thus costing the ratepayers

money. Consequently, rather than require a separate bank account, Navitas suggests the



Commission order that the tariff be remitted monthly as opposed to the current practice of
quarterly.

Returned Payment Charge. Navitas has identified thirteen (13) instances in which it

mistakenly collected $50 (instead of $15) as a returned check charge. Each of the instances
involve existing customers and, as of this submission, the customers have been issued
credits on their accounts. Consequently, Navitas does not believe an investigation is
warranted at this time, and it respectfully submits that undertaking one now would not
further the interests of ratepayers or the Commission.

Bill Compliance with 807 KAR 5:006, Section 7. As discussed during this case, NUC is

rolling out a full-page, updated bill in the jurisdictions served by its subsidiaries, including
in Kentucky. Navitas does not oppose Staff’s recommendation and expects it will submit
a tariff filing within ninety (90) days seeking review and approval of an updated bill format.

Capital Structure and Debt. Navitas expects to comply with KRS 278.300 and other

applicable law in connection with future applications for approval of long-term debt.

Late Payment Penalties on Debt. Navitas will endeavor to avoid late-payment penalties,

and it is hopeful that additional funding resulting from this case will support Navitas’s
timely payment of its debt service.

Capital Investments. Navitas is committed to the long-term safety and reliability of its

system and is hopeful that additional funding resulting from this case will support Navitas’s
further investments in the Commonwealth of Kentucky.

. Allocation Methodology. Navitas does not disagree with the logic of a) allocating some

costs to Hydro, and b) adjusting the allocation method to factor the number of direct

charged employees (or regular service contractors). While Staff did not color its reason
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for recommending the allocation methodology change, one can clearly see the argument
that, just as with net plant driving management attention, so too could the number of direct
charged employees. Because of the significant impact on other jurisdictions, which have
previously reviewed and approved the Atmos method, Navitas requests an opportunity to
confer with Staff in a post-case informal conference in order to promote alignment on how
to appropriately allocate expenses.

Gas Losses. Staff highlights this issue not just in this case, but also in other cases, and
deservedly so; however, Navitas would be remiss if it does not point out that in 2023 and
prior, as shown in the data submitted with the quarterly GCA, its line loss was very low,
notably under the 5% threshold. With additional funding hopefully forthcoming as a result
of this case, Navitas anticipates an ability to more vigorously pursue this matter.
Furthermore, Navitas has requested that Staff consider the matter of measurement timing
whereby Navitas has demonstrated that in a quarter it may be under the 5% threshold but
individually a single month could show over the threshold while the other two months are
significantly under (or potentially even showing the creation of gas), which is clearly a
timing difference between when individual meters are read and when the supplier meter is
read. Navitas believes further discussion with Staff on this issue may be fruitful.

Payment to Natural Gas Suppliers. There can be no doubt that Navitas has faced financial

difficulty in recent years, but its efforts to overcome those issues should also be clear.
Navitas recognized its financial issues prior to seeking rate relief in Case No. 2024-00252;
as part of the Commission’s rejection of any rate relief following that extensive (and costly)
proceeding, the Commission suggested Navitas should address various issues, file another

rate case, and pursue emergency rate relief—all of which Navitas did. It has worked with
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12.

13.

Commission Staff to resolve numerous complex GCA cases and a show-cause case (Case
No. 2025-00010), and at no point has the service it provides been inadequate, dangerous,
or otherwise unacceptable to either its regulators or its customers. At this point, the
emergency rates approved for Navitas as part of this matter, as well as additional funding
which hopefully results from a final Order in this case, will allow Navitas to significantly
improve its financial position and avoid additional issues with suppliers. Consequently,
Navitas does not believe an investigation is warranted at this time, and it respectfully
submits that undertaking one now would not further the interests of ratepayers or the
Commission. Navitas instead asks for patience as it continues to take great strides in the
right direction.

Contributions in Aid of Construction (CIAC). For Navitas this issue is more pertinent in a

Net Plant method of revenue requirement determination. Given that Kentucky is a Cost of
Service based determination, or in this instance a Discounted Cash Flow based
determination, the effect of Staff’s recommended change is fairly minimal. It should be
noted though that many utilities have taken to increasing aid-to-construct contributions to
include profit and taxes precisely because a utility cannot operate at cost. This practice can
have the effect of reducing economic growth by eliminating projects, which is why Navitas

opposes it.

Certificate of Public Convenience and Necessity (CPCN). Navitas expects to comply with
KRS 278.020 and other applicable law in connection with future projects.

Proposed Revenue Allocation. Navitas appreciates Commission Staff’s thoughts on this

matter and agrees that the overall impact for residential customers must be considered when

proposing rates. As clarification, Navitas simply points out that a residential customer
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charge of $39.00 was not proposed to come into effect until 2030, at which time it may not
be as relatively-high as it may seem at present.

14. Customer Notice. Navitas does not oppose providing additional customer notice post-case,

but respectfully requests clear guidance as to method and content to avoid the time and cost
associated with multiple notices.

15. Length of Time Between Rate Cases. Navitas does not oppose a directive that it file a rate

case within a certain amount of time, but proposes a deadline be set that allows 2029 to
serve as the test year in its next rate case. Additionally, Navitas is hopeful that a cost of
service study may be avoided should its next rate case be an alternative rate filing,
consistent with the amortization treatment of the cost of service study performed in
connection with this case.

16. Record Keeping and Annual Reports. Personnel changes due to a retirement as of June 30,

2026, are dramatically altering Navitas’s reporting position. Going forward, Navitas’s
long-time employee, Johnny Gorman, will be submitting the reports (and another current
employee, Sara Esparza, will be assisting with the GCA filing). Johnny will do so with the
review of Jerry Foreman, Navitas’s long-time compliance documentation specialist. If the
Commission still believes it necessary, Navitas is not opposed to an auditor review of its
2026 annual report. However, finding an auditor to engage for such a task may be difficult.

IV.  CONCLUSION

Again, Navitas thanks the Commission and its Staff for their work on this matter. Navitas
respectfully asks the Commission to carefully consider Staff’s Comments and clarify the two

policy issues highlighted by Navitas.
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This the 26™ day of August, 2026.

Respectfully submitted,

/s/ M. Evan Buckley

M. Evan Buckley

DINSMORE & SHOHL LLP

100 West Main Street, Suite 900
Lexington, Kentucky 40507

E-mail: evan.buckley@dinsmore.com
Phone: (859) 425-1000

Fax: (859) 425-1099

R. Brooks Herrick

Hannah D. Thompson

DINSMORE & SHOHL LLP

101 South 5™ Street, Suite 2500
Louisville, KY 40202

E-mail: brooks.herrick@dinsmore.com
E-mail: hannah.thompson@dinsmore.com
Telephone: (502) 540-2300

Facsimile: (502) 585-2207

Counsel to Navitas KY NG, LLC

Certification

I hereby certify that a copy of this filing has been served electronically on all parties of
record through the use of the Commission’s electronic filing system, and there are currently no
parties that the Commission has excused from participation by electronic means. Pursuant to the
Commission’s July 22, 2021 Order in Case No. 2020-00085, a paper copy of this filing has not
been transmitted to the Commission.

/s/ M. Evan Buckley
Counsel to Navitas KY NG, LLC
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