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I. STATEMENT OF QUALIFICATIONS 

3 

4 Q. WOULD YOU STATE YOUR NAME AND ADDRESS? 

5 A. My name is Robert J. Henkes, and my business address is 7 Sunset Road, Old 

6 Greenwich, Connecticut, 06870. 

8 Q. WHAT IS YOUR PRESENT OCCUPATION? 

9 A. I am Principal and founder of Henkes Consulting, a financial consulting firm that 

10 specializes in utility regulation. 

11 

12 Q. WHAT IS YOIJR REGULATORY EXPERIENCE? 

13 A. I have prepared and presented numerous testimonies in rate proceedings involving 

14 electric, gas, telephone, water and wastewater companies in jurisdictions nationwide 

15 including Arkansas, Delaware, District of Columbia, Georgia, Kentucky, Maryland, 

16 New Jersey, New Mexico, Pennsylvania, Vermont, the U.S. Virgin Islands, and before 

17 the Federal Energy Regulatory Commission. A complete listing of jurisdictions and rate 

18 proceedings in which I have been involved is provided in Appendix I attached to this 

19 testimony. 

20 

2 1 Q. WHAT OTHER PROFESSIONAL EXPERIENCE HAVE YOU HAD? 

22 A. Prior to founding Henkes Consulting in 1999, I was a Principal of The Georgetown 

23 Consulting Group, Inc. for over 20 years. At Georgetown Consulting, I performed the 
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same type of consulting services that I am currently rendering through Henkes 

Consulting. Prior to my association with Georgetown Consulting, I was employed by 

the American Can Company as Manager of Financial Controls. Before joining the 

American Can Company, I was employed by the management consulting division of 

Touche Ross & Company (now Delaitte & Touche) for over six years. At Touche Ross, 

my experience, in addition to regulatory work, included numerous projects in a wide 

variety of industries and financial disciplines such as cash flow projections, bonding 

feasibility, capital and profit forecasting, and the design and implementation of 

accounting and budgetary reporting and control systems. 

Q. WHAT IS YOUR EDUCATIONAL BACKGROUND? 

A. I hold a Bachelor degree in Management Science received from the Netherlands School 

of Business, The Netherlands in 1966; a Bachelor of Arts degree received fkom the 

IJniversity of Puget Sound, Tacoma, Washington in 1971; and an MBA degree in 

Finance received from Michigan State University, East Lansing, Michigan in 1973. I 

have also completed the CPA program of the New York University Graduate School of 

Business. 
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11. SCOPE AND PURPOSE OF TESTIMONY 

WHAT IS THE SCOPE AND PURPOSE OF YOUR TESTIMONY? 

I was engaged by the Office of Rate Intervention of the Attorney General of Kentucky 

("AG) to conduct a review and analysis and present testimony regarding the petition of 

Duke Energy Kentucky ("DEK" or the "Companyyy) for an increase in its base rates for 

electric service. 

The purpose of this testimony is to present to the Kentucky Public Service Commission 

("KPSC" or "the Commission") the appropriate overall rate of return, capitalization, rate 

base and pro forma operating income, as well as the appropriate revenue requirement for 

the Company in this proceeding. 

In the determination of the recommended revenue requirement for DEK in this 

proceeding, I have relied on and incorporated the recommendations of the following 

other AG witnesses: 

- Dr. J. Randall Woolrid~e, concerning the appropriate capital structure, cost rates for 

long- and short-term debt, return on equity rate and overall rate of return. for the 

Company in this proceeding; and 

- Mr. Michael J. Maioros, Jr., concerning the appropriate depreciation expenses to be 

reflected for ratemaking purposes in this proceeding. 

WHAT INFORMATION HAVE YOU RELIED UPON IN THE DEVELOPMENT 
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1 OF YOUR TESTIMONY? 

2 A. In developing this testimony, I have reviewed and analyzed the Company's petition; 

3 testimonies, exhibits, workpapers and filing requirements; responses to AG and PSC 

4 initial and supplemental interrogatories and other relevant financial documents and data. 

5 

6 

7 



Duke Energ_y Kentucky - Case No. 2006-001 72 
Henkes Direct Testimony 

111. SUMMARY OF FINDINGS AND CONCLUSIONS 

PLEASE SUMMARIZE YOUR FINDINGS AND CONCLUSIONS IN THIS 

CASE 

The findings and conclusions reached by me in this case are as follows: 

1. Based on previously established KPSC ratemaking policy, the appropriate 

capitalization to be used for rate making purposes in DEK's base rate 

proceedings should be determined by the application of the appropriate electric 

jurisdictional rate base ratio to DEK's total capitalization exclusive of non- 

jurisdictional capital. 

In accordance with this calculation method, the Company's appropriate electric 

jurisdictional capitalization, exclusive of the capital associated with the 

Advanced Metering Initiative and including the unamortized electric Investment 

Tax Credit balance, amounts to $550,695,662. This is $6,385,040 lower than the 

Company's proposed electric jurisdictional capitalization of $557,080,702. 

(Schedule RJH-1, line 1 and Schedule RJH-4) 

2. The appropriate pro forma electric jurisdictional rate base amounts to 

$590,334,363 which is $802,864 lower than the Company's proposed pro forma 

electric jurisdictional rate base of $59 1,137,227. The corresponding ratio of 

electric jurisdictional rate base to total company jurisdictional rate base is 
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74.41 3%. (Schedule RJH-5) 

3. The AGYs expert rate of return witness, Dr. J. Randall Woolridge, has 

recommended an overall rate of return of 7.507%, including a return on equity of 

9.25%, for DEK in this proceeding. This is equivalent to a rate of return of 

7.003%' as measured based on the Company's gas jurisdictional rate base. 

By comparison, the Company has proposed an overall rate of return of 8.761%, 

which is equivalent to a rate of return of 8.256%2 as measured based on the 

Company's proposed gas jurisdictional rate base. (Schedule RJH-3) 

4. The appropriate pro forma net after-tax electric jurisdictional operating income 

amounts to $40,704,765, which is $20,179,388 higher than DEK's proposed net 

after-tax electric jurisdictional operating income of $20,525,377. (Schedule RJH- 

1, line 4 and Schedule RJH-7) 

5. The appropriate gross revenue conversion factor to be used for rate making 

purposes in this case is 1.64081 12 (Schedule RJH-1, Line 6). This 

recommended conversion factor is lower than DEK's proposed conversion factor 

of 1.6449687. (Schedule RJH-1, line 6 and Schedule RJH-2) 

6. The application of the recommended overall rate of return of 7.507% to the 

' Sch. RJH-1, line 3: $41,339,397 divided by rate base of $590,334,363 (Sch. RJI-I-5) = 7.003% 

Sch. RJH-1, line 3: $48,805,840 divided by rate base of $591,137,227 (Sch. RJH-5) = 8.256% 
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recommended electric jurisdictional capital structure of $550,695,662, combined 

with the recommended pro forma test period operating income of $40,704,765 

and the revenue conversion factor of 1.64081 12 indicates that the Company has 

an annual rate deficiency of $1,041,311. This is $45,478,499 lower than the 

Company's proposed annual rate deficiency of $46,519,8 10. These annual rate 

deficiency numbers exclude consideration of the increase in the Company's fuel 

revenue requirement. (Schedule RJH- 1, lines 1 -7) 

9 7. The Company's proposed and AG's recommended annual increase in fuel 

10 revenue requirement amounts to $20,040,364. (Schedule RJH-1, line 8) 

12 8. Including the annual increase in fuel revenue requirement, the AG's 

13 recommended total annual rate increase for DEK in this case amounts to 

14 $2 1,08 1,675. This recommended rate increase is $45,478,499 lower than the 

15 Company's proposed total annual rate increase of $66,560,174. (Schedule RJH- 

16 1, line 9) 
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IV. REVENUE REQUIREMENT ISSUES 

A. GROSS REVENUE CONVERSION FACTOR 

Q. PLEASE EXPLAIN THE DIFFERENCE BETWEEN YOUR RECOMMENDED 

AND THE COMPANY'S PROPOSED GROSS REVENUE CONVERSION 

FACTORS. 

A. As shown on Schedule RJH-2, line 2, the difference is caused by the inclusion of 

different uncollectible expense and W S C  maintenance tax ratios in the derivation of the 

Gross Revenue Conversion Factors. While the Company has reflected a KPSC 

maintenance tax ratio o f .  1670%, I have reflected the most recent actual ratio of .  1643%; 

and while the Company has reflected an uncollectible expense ratio of .5493%, I have 

reflected the more appropriate uncollectible expense ratio of .3004%. These two 

recommended adjustments have reduced the Company's proposed Gross Revenue 

Conversion Factor of 1.6449687 to the recommended Gross Revenue Conversion Factor 

of 1.6408 1 12. 

Q. WHAT IS THE BASIS OF YOUR RECOMMENDED UNCOLLECTIBLE 

EXPENSE RATIO OF .3004%? 

A. As shown in the responses to AG-1-48 and AG-2- 1 1, the net uncollectible expense (net 

of the time value of money component) reflected in the Forecasted Period amounts to 

$867,292. Taken as a ratio of the associated total billings of $288,693,617; this results 

See WPD-2.3 1 a, line 5 and response to AG-2-11. 
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in the appropriate uncollectible expense ratio of .3004% that should be used for 

ratemaking purposes in this case. 

B. OVERALL RATE OF RETURN 

PLEASE DESCRIBE THE AG'S RECOMMENDED OVERALL RATE OF 

RETURN. 

As shown on Schedule RJH-3, the AG's expert rate of return witness, Dr. J. Randall 

Woolridge, has recommended the following capital structure ratios: common equity 

ratio of 46.940% and long term- and short-term debt ratios of 46.070% and 6.990%. 

With regard to capital cost rates, Dr. Woolridge has recommended a return on equity 

rate of 9.25% and the same long term- and short-term debt cost rates of 6.090% and 

5.138% as proposed by DEK. As shown on Schedule RJH-3, the resulting recommended 

overall rate of return is 7.507%. 

C. ELECTRIC JURISDICTIONAL, CAPITALIZATION 

PLEASE DESCRIBE THE METHODOLOGY USED BY THE COMPANY TO 

DETERMINE ITS PROPOSED ELECTRIC JURISDICTIONAL 

CAPITALIZATION IN THIS CASE. 

21 A. As shown in the first column of Schedule RJH-4, line 1, the starting point of the 

22 Company's proposed electric jurisdictional capitalization is its projected 13-month 

23 average total company long-term and short-term debt and common equity balances for 
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the Forecasted Period ended December 31, 2007. The Company then removed the 

capital associated with non-jurisdictional investment in order to arrive at the total 

company jurisdictional capitalization. Next, the Company applied its proposed electric 

jurisdictional rate base allocation factor to the total company jurisdictional capitalizatian 

in order to arrive at the electric jurisdictional capitalization. Next, the Company added 

the electric jurisdictional unamortized Investment Tax Credit ("ITC"). Finally, the 

Company added its proposed electric-allocated capital investment of $6.195 million 

associated with the Advanced Metering Initiative ("AMI") to arrive at its proposed 13- 

month average Forecasted Period adjusted electric jurisdictional capitalizatian of 

approximately $557,080,702. 

DO YOU AGREE WITH THIS PROPOSED METHODOLOGY TO 

DETERMINE THE APPROPRIATE ADJUSTED ELECTRIC 

JURISDICTIONAL CAPITALIZATION BALANCE FOR RATEMAKING 

PURPOSES IN THIS CASE? 

Yes, I do. The previously described calculation methodology is in accordance with the 

method prescribed by the KPSC in the Company's most recent gas rate case, Case No. 

2005-00042. 

COULD YOU NOW DESCRIBE YOUR RECOMMENDED ELECTRIC 

JIJRISDICTIONAL CAPITALIZATION BALANCE IN THIS CASE? 

Yes. My recommended electric jurisdictional capitalization for the Forecasted Period is 

shown in the third column of Schedule RJH-4. It has been calculated in a manner 
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consistent with the previously described methodology proposed by DEK, however, with 

two adjustments. The first adjustment is the fact that my recommended electric 

jurisdictional rate base allocation factor is 74.413% as compared to DEK's proposed 

electric jurisdictional rate base allocation factor of 74.439%. The second adjustment is 

the removal of DEK's proposed AM1 capital addition in accordance with my 

recommendation to exclude any impact of the AM1 project for ratemaking purposes in 

this case. My recommended electric jurisdictional rate base allocation factor and my 

recommendation to exclude ratemaking consideration of the Company's AM1 project 

are explained in subsequent sections of this testimony. 

In summary, as shown on Schedule RJH-4 line 8, the AG's recommended adjusted 

electric jurisdictional capitalization balance amounts to $550,695,662, which is 

$6,385,040 lower than the Company's proposed electric jurisdictional capitalization 

balance of $557,080,702. 

D. ELECTRIC JURISDICTIONAL RATE BASE 

PLEASE SUMMARIZE THE COMPANY'S PROPOSED AND YOUR 

RECOMMENDED ELECTRIC JURISDICTIONAL RATE BASE LEVELS FOR 

THE FORECASTED PEFUOD IN THIS CASE. 

The Company's proposed electric jurisdictional rate base of $591,137,227 is 

summarized by specific electric jurisdictional rate base component in column A of 

Schedule RJH-5. As shown in column B of Schedule RJH-5, I have recommended one 
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rate base adjustment concerning the cash working capital rate base component. This 

recommended rate base adjustment reduces the Company's proposed electric 

jurisdictional rate base by $802,864 to a recommended electric jurisdictional rate base 

level of $590,334,363. 

Q. PLEASE EXPLAIN YOIJR RECOMMENDED CASH WORKING CAPITAL 

ADJUSTMENT. 

A. The Company has proposed to calculate the cash working capital in this case based on 

the so-called "118th formula'' method. This method assumes that 118th of the pro forma 

Forecasted Period operation and maintenance expenses, net of fuel and purchased power 

costs, represents a reasonable cash working capital approximation. I believe that only a 

properly performed detailed leadllag study would generate an accurate approximation of 

a utility's cash working capital. However, based on my review of the Company's prior 

base rate proceedings, it is my understanding that the Commission has consistently 

allowed this Company's cash working capital to be determined based on this modified 

118th method. I have therefore chosen not to challenge this method in this case. 

As summarized on Schedule WH-5, line 9 and further detailed on schedule RJH-6, the 

appropriate cash working capital requirement based on this 118th method amounts to 

$13,159,927. This is $802,864 lower than the Company's proposed cash working 

capital. The derivation of my recommended Forecasted Period operation and 

maintenance expenses to which the 118 ratio was applied is shown in detail on Schedule 

RJH- 19. 
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WHAT IS THE RECOMMENDED RATIO OF ELECTRIC JURISDICTIONAL 

RATE BASE AS COMPARED TO THE TOTAL COMPANY JURISDICTIONAL 

RATE BASE? 

The total company jurisdictional rate base for the Forecasted Period consists of the 

combined total of the gas jurisdictional rate base and the electric jurisdictional rate base. 

As I previously discussed, the recommended electric jurisdictional rate base amounts to 

$590,334,363. The appropriate gas jurisdictional rate base to be used in this ratio 

analysis amounts to $202,983,847 (Schedule RJH-5, column D) This gas jurisdictional 

rate base comes straight from the Company's filing schedule WPA-ld. Comparing the 

electric jurisdictional rate base of $590,334,363 to the sum of the gas and electric 

jurisdictional rate base amounts of $793,3 18,2 10 (Schedule RJH-5, column E) indicates 

an appropriate electric jurisdictional rate base ratio of 74.41 3%. 

E. ELECTRIC JURISDICTIONAL OPERATING INCOME 

PLEASE SUMMARIZE THE COMPANY'S PROPOSED AND YOUR 

RECOMMENDED FORECASTED PERIOD NET AFTER-TAX ELECTRIC 

JURISDICTIONAI, OPERATING INCOME LEVELS. 

The Company has proposed a net after-tax electric jurisdictional operating income level 

for the Forecasted Period of $20,525,377. On Schedule RJH-7, lines 2 through 13, I 

show that I have made 12 adjustments to the Company's proposed operating income. 

Each of these recommended operating income adjustments will be discussed in the 
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following sections of this testimony. 

Schedule RJH-7, line 15 shows that, after considering all of the recommended operating 

income adjustments, the AG's recommended net after-tax electric jurisdictional 

operating income for the Forecasted Period amounts to $40,704,765. 

- Emission Allowance Sales Proceeds 

WHAT IS THE ISSUE REGARDING EMISSION ALLOWANCE SALES 

PROCEEDS IN THIS CASE? 

As confirmed in its responses to AG-1-27 and AG-2-7, even though the Company is 

booking and collecting Emission Allowance ("EA") sales proceeds since the transfer of 

the three Plants in January 2006 and has reflected such sales proceeds in the actual 

portion of its proposed Base Period, it has not reflected any of such sales proceeds in the 

Forecasted Period because the "Sale of Emission Allowances is not budgeted."4 In its 

response to AG-2-7, the Company further confirmed the following pertinent information 

relating to these EA sales proceeds: 

1) As a result of the transfer of the Plants, DEK has been receiving, and will 
continue to receive, EA sales proceeds since 1 11 106. 

2) For calendar year 2005, the EA sales proceeds booked and received by the 
Plants' previous owner, Duke Energy Ohio ("DEO), amounted to $1 0,102,405. 

3) For the most recent 12-month period ended July 3 1,2006, the combined total EA 
sales proceeds booked and received by DEO (up until 1213 1/05) and DEK (as of 
1/1/06) amounted to $7,430,465. 

4) The Company agrees that EA sales proceeds should be treated above-the-line for 
ratemaking purposes. 

See response to AG-1-27, Account 41 1. 
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I agree with the Company's statement in its response to AG-2-7, that EA sales proceeds 

should be recognized for ratemaking purposes in this case. 

WHAT IS YOUR RECOMMENDATION WITH REGARD TO THIS ISSUE? 

I recommend that an appropriate annual level of EA sales proceeds be reflected in the 

Forecasted Period operating revenue Account 41 1 and be treated as an offset to the base 

rate revenue requirement in this case. This is particularly appropriate since the 

Company is also requesting that its base rates include the revenue requirement 

associated with the Forecasted Period EA inventory of $5.9 mi l l i~n .~  

As shown in footnote (1) of Schedule RJH-8, I believe that the average of the actual EA 

sales proceeds for 2005 and the 12-month period ended July 3 1,2006 would serve as an 

appropriate annual sales proceed level for the Forecasted Period. This recommended 

annual EA sales proceeds level amounts to $8,766,435. After considering the associated 

15 uncollectible expenses, KPSC assessments, and income taxes, my recommendation 

16 increases the Company's proposed net after-tax operating income for the Forecasted 

17 Period by $5,342,745. 

18 

19 - MIS0 Make-Whole Revenues 

20 

21 Q. WHAT IS THE ISSUE REGARDING THE MIS0 MAkX-WHOLE, REVENUES 

22 IN THIS CASE? 

See WPA-ld, line 17. 
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A. As confirmed in its responses to AG-1-27 and AG-2-8, even though the Company is 

booking and collecting MIS0 Make-Whole revenues since the transfer of the three 

Plants in January 2006 and has reflected such revenues in the actual portion of its 

proposed Base Period, it has not reflected any of such revenues in the Forecasted Period 

because "This type of transaction is not budgeted."6 In its response to AG-2-8, the 

Company further confirmed the following pertinent information relating to these 

revenues: 

1) As a result of the transfer of the Plants, DEK has been receiving, and will 
continue to receive, MIS0 Make-Whole revenues since 1/1/06. 

2) MIS0 Make-Whole payments started April 1, 2005, with the MIS0 Day 2 
market. For the most recent 12-month period since April 1, 2005, i.e., for the 
12-month period ended July 3 1, 2006, the combined total MIS0 Make-Whole 
revenues booked and received by Duke Energy Oho (up until 1213 1/05) and 
Duke Energy Kentucky (as of 1 11 106) arnounted to $3,8 17,325. 

3) While the Company agrees that MIS0 Make-Whole revenues should be treated 
above-the-line for ratemaking purposes, it believes these revenues should be 
included as a credit in the fuel clause. 

Q. WHAT IS YOUR WCOMMENDATION WITH REGARD TO THIS ISSUE? 

A. 1 recommend that an appropriate annual level of MIS0 Make-Whole revenues be 

reflected in the Forecasted Period operating revenue Account 456025 and be treated as 

an offset to the base rate revenue requirement in this case. This is particularly 

appropriate since the Company is also proposing that its base rates include the revenue 

requirement associated with all of the Forecasted Period's MIS0 costs. As shown on 

line 1 and footnote (1) of Schedule RJH-9, I have used the MIS0 Make-Whole revenues 

for the most recent 12-month period for which actual data are available at this time as 

the appropriate revenue level for the Forecasted Period. This annual period is the 12- 

See response to AG-1-27, Account 456025. 

16 
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month period ended July 31, 2006 with actual MIS0 Make-Whole revenues of 

$3,8 17,325. Afier considering the associated uncollectible expenses, KPSC 

assessments, and income taxes, my recommendation increases the Company's proposed 

net after-tax operating income for the Forecasted Period by $2,326,486. 

- Fuel Management Revenues 

IS THERE AN ISSUE WITH THE COMPANY'S FUEL MANAGEMENT 

REVENUES IN THIS CASE? 

There may be an issue. As confirmed in its responses to AG-1-27 and AG-2-9e, even 

though the Company is booking and collecting fuel management revenues since the 

transfer of the three Plants in January 2006 and has reflected such revenues in the actual 

portion of its proposed Base Period, it has not reflected any of such revenues in the 

Forecasted Period. In its response to AG-2-9e, the Company further confirmed the 

following pertinent information relating to these fuel management revenues: 

The Company started receiving he1 management revenues in January 2006 
beginning with the transfer of the generating stations. See below for the 
monthly [revenue] amounts beginning in January 2006. 

Month 
January 
February 
March 
April 
May 
June 
July 

Amount 
$113,319 
$ 22,163 
$ 24,686 
$ 37,056 
$ 22,500 
$ 21,733 
$ 22,840 

The Company is currently booking these revenues and expects to continue 
booking them until December 31, 2006. The revenues are related to a 
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synthetic fuel project that, based on current market conditions, is likely to 
end at the end of 2006. 

As can be calculated from the above table, if one were to annualize the actual fuel 

management revenues for the first 7 months of 2006, such an annualized revenue level 

would be approximately $453,000. Based on the Company's claimed uncertainty 

regarding the continuation of these revenues in the Forecasted Period, I have chosen not 

to reflect these annualized fuel management revenues as an offset to the Forecasted 

Period base rate revenue requirement. However, in case the Company will continue to 

receive such fuel management revenues after 12/31/06, I recommend that all such 

revenues booked and collected by the Company from 1/1/07 forward be treated as a 

credit in the Company's fuel clause. 

- Rent Revenue from Common Facilitv Unit 7 

WHAT IS THE ISSUE WITH THE RENT REVENUES FROM COMMON 

FACILITY UNIT 7 IN THIS CASE? 

As confirmed in its responses to AG-1-27 and AG-2-9d, even though the Company is 

booking and collecting these rent revenues since the transfer of the three Plants in 

January 2006 and has reflected such revenues in the actual portion of its proposed Base 

Period, it has not reflected any of such rent revenues in the Forecasted Period. In its 

response to AG-2-9d, the Company further confirmed the following pertinent 

information relating to these rent revenues: 

The Company started receiving these rent revenues in January 2006 
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beginning with the transfer of the generating stations. See below for the 
monthly [rent revenue] amounts beginning in January 2006. 

Month 
January 
February 
March 
April 
May 
June 
July 

Amount 
$55,616 
$55,6 16 
$55,616 
$55,6 16 
$55,6 16 
$55,616 
$55,616 

These rentals are related to common facilities at Miami Fort Station and the 
agreement with Duke Energy Ohio for use of these common facilities is 
currently in effect and is expected to be in place during the Forecasted 
Period. 

Q. WHAT IS YOUR RECOMMENDATION WITH REGARD TO THIS ISSUE? 

A. The aforementioned information indicates that the Company is currently receiving 

annualized rent revenues of $666,192 ($55,616 x 12 months) and will continue to 

receive such rent revenues in the Forecasted Period. I therefore recommend that an 

annual level of $666,192 for such rent revenues be reflected in the Forecasted Period 

operating revenue Account 4547 10 and be heated as an offset to the base rate revenue 

requirement in this case. As shown on Schedule RJH-10, after considering the 

associated uncollectible expenses, WSC assessments, and income taxes, my 

recommendation increases the Company's proposed net after-tax operating income for 

the Forecasted Period by $406,014. 
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- Other opera tin^ Revenues 

ARE THERE ADDITIONAL "OTHER OPERATING REVENUES" WHICH 

ARE CONSISTENTLY BOOKED AND COL1,ECTED BY THE COMPANY, 

BUT WHICH HAVE NOT BEEN REFLECTED BY THE COMPANY IN THE 

FORECASTED PERIOD? 

Yes. The response to AG-1-26 shows the actual annual revenues received by the 

Company for each of its Other Operating Revenue accounts during the years 2003 

through 2005 and the 12-month period ended 5/31/06. In the table below, I have listed 

the actual average revenues for the period 2003 through 513 1/06 for each of the Other 

Operating Revenue that have not already been addressed in the prior three sections of 

this testimony: 

Acct. 45 1 Miscellaneous Service Revenues 
Acct. 45 1020 Miscellaneous Connection Charge 
Acct. 45 1040 Temporary Facilities* 
Acct. 45 1050 Customer Diversion 
Acct. 45 1060 Bad Check Charge 
Acct. 454020 Rent Elec Other Equipment 
Acct. 4541 00 Pole Contact Revenues 
Acct. 456865 Transmission Rev RB Interco 
Total Other Operating Revenues 

* Average excludes year 2003 

Actual Average Annual Revenues 
For 2003 through Mav 3 1,2006 

$ 32,314 
59,128 
95,578 

5,414 
18,23 1 
27,570 

1 3 5,477 
2 1 8,408 

$592.120 

As confirmed in the response to AG-1-27, the Company has not reflected any of these 

Other Operating Revenues in the Forecasted Period. 
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WHAT IS YOUR RECOMMENDATION WITH REGARD TO THIS ISSIJE? 

Since the Company is consistently booking and collection these Other Operating 

Revenues, I recommend that the annual revenues in the above table, totaling $592,120, 

be reflected in the corresponding Forecasted Period Other Operating Revenue accounts 

and be treated as an offset to the base rate revenue requirement in this case. 

IS THERE ANOTHER OTHER OPERATING REVENUE ISSUE? 

Yes. As discussed on page 34 of the direct testimony of Company witness Bailey, the 

Company in this case is proposing new reconnection charges. As confirmed in its 

response to AG-1-24, the Company has not reflected the annualized incremental 

revenues associated with these newly proposed reconnection charges in the Forecasted 

Period. In its response to AG-2-6, the Company agrees that it would be appropriate to 

reflect such annualized incremental revenues for ratemaking purposes in this case and 

has quantified7 that such additional revenues amount to $140,217. Thus, I recommend 

that such additional revenues also be treated as an offset to the Forecasted Period base 

rate revenue requirement. 

WHAT IS THE IMPACT OF YOIJR OTHER OPERATING REVENUE 

RECOMMENDATIONS ON THE COMPANY'S PROPOSED FORECASTED 

PERIOD NET AFTER-TAX OPERATING INCOME? 

As shown on Schedule RJH-11, after considering the associated uncollectible expenses, 

KPSC assessments, and income taxes, my recommendation increases the Company's 

By way of its response to KPSC-3-44. 
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proposed net after-tax operating income for the Forecasted Period by $446,326. 

- Weather Normalization 

DID THE COMPANY USE WEATHER NORMALS IN ITS SALES FORECAST 

FOR THE FORECASTED PERIOD? 

Yes. As described on page 14 of Company witness Stevie, the Company used 5,018 

Heating Degree Days ("HDD") and 1,048 Cooling Degree Days ("CDD) as the basis of 

normal weather in developing its Forecasted Period sales forecast. These weather 

normals are based on weather data for the 10-year period ended 2004. 

IS THIS PROPOSED 10-YEAR WEATHER NORMALIZATION APPROACH 

CONSISTENT WITH THE WEATHER NORMALIZATION APPROACH USED 

BY THE COMMISSION IN THE COMPANY'S RECENTLY CONCLUDED 

GAS RASE RATE CASE, CASE NO. 2005-00042? 

No. In its Order dated December 22, 2005 in Case No. 2005-00042, the Commission 

ordered that the weather normalization in the Company's most recent gas rate case be 

based on the most recent 25-year period for which actual weather data were available at 

that time. Case No. 2005-00042 also was the second consecutive ULH&P gas rate case 

where the Cornrnission rejected the Company's proposed 10-year weather normalization 

approach. 

WHAT WEATHER NORMALIZATION APPROACH DO YOU RECOMMEND 
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BE USED IN THE DETERMINATION OF THE FORECASTED PERIOD 

SALES FORECAST IN THIS CASE? 

A. I recornmend that the Forecasted Period's sales forecast in this case be weather 

normalized in a manner consistent with the weather normalization approach ordered by 

the Commission as recently as December 22,2005 in the Company's gas rate case, Case 

No. 2005-00042. Specifically, I recommend that the sales forecast for the Forecasted 

Period be based on weather data for the most recent available 25-year period from 198 1 

through 2005. 

Q. DID THE COMPANY CALCULATE THE IMPACT ON ITS PROPOSED 

FORECASTED PERIOD NET REVENUES OF USING THIS RECOMMENDED 

25-YEAR WEATHER NORMALI2;ATION APPROACH? 

A. Yes. In its response to KPSC-2-37c, the Company calculated that the use of a 25-year 

weather normalization approach (1 98 1-2005) rather than the Company's proposed 10- 

year weather normalization approach (1 985-2004) would increase the Forecasted Period 

net revenues8 by $866,797. 

Q. WHAT IS THE IMPACT OF YOUR RECOMMENDATION ON THE 

COMPANY'S PROPOSED FORECASTED PERIOD NET AFTER-TAX 

OPERATING INCOME? 

A. As shown on Schedule RJH-12, after considering the associated uncollectible expenses, 

KPSC assessments, and income taxes, my recommendation increases the Company's 

Revenues net of associated he1 costs. 
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proposed net after-tax operating income for the Forecasted Period by $528,273 

- AM1 Investment and Operating Income Impact 

DO YOU AGREE WITH THE COMPANY'S PROPOSAL TO REFLECT THE 

INVESTMENT AND OPERATING INCOME IMPACT OF THE ADVANCED 

METERING INITIATIVE ("AMI") PROGRAM IN THE ELECTRIC RATES TO 

BE ESTABLISHED IN THIS CASE? 

No, I do not. I believe that the AM1 revenue requirement reflected by the Company in 

this case cannot be considered adequately known and measurable as it is based on too 

many speculative assumptions and relies on cost and cost savings estimates from as far 

out as the year 20 1 1. Specifically, the Company has not spent any costs on this program 

and is not assumed to do so until December 2006 at the earliest. The Company then 

made the assumption that 45% of the meters will be replaced during the 2007 Forecasted 

Period. Next, the Company assumed that by the year 201 1, the program will have 

reached a "steady state" such that all of the net savings will have leveled out. Based on 

these assumptions, the Company estimated the program costs and savings for each of the 

years 2006 through 2011 and then relied on the estimated costs and savings from the 

year 20 1 1 in its determination of the 2007 Forecasted Period AM1 revenue requirement. 

In addition, the Company has not applied for a Certificate of Public Convenience and 

Necessity ("CPCN) for the AM1 program in its May 3 1, 2006 Application and, at this 

time, the Commission has not granted a CPCN for this program. 
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WHAT IS YOUR RECOMMENDATION REGARDING THE COMPANY'S 

PROPOSED RATE RECOVERY FOR THIS PROGRAM? 

Based on the aforementioned information, I recommend that the Commission reject the 

Company's requested rate recovery for this AM1 program in this case. Company 

witness Stanley indicates on page 20 of his direct testimony that the implementation of 

the AMI program is projected to generate substantial cost savings to the extent of $34 

million through the year 2020. These AM1 related savings are not included in the 

Forecasted Period financial results. Thus, if the Company goes ahead with this program 

once it has received a CPCN fiom the Commission, it may well be that the incremental 

revenue requirement associated with the AM1 program implementation will be 

completely or mostly offset by the savings generated by the program, thereby not 

requiring any increase in the base rates. 

WHAT IS THE IMPACT OF YOUR RECOMMENDATION ON THE 

COMPANY'S PROPOSED FORECASTED PERIOD CAPITALIZATION AND 

NET AFTER-TAX OPERATING INCOME? 

As shown on Schedule RJH-4, line 7, my recommendation decreases the Company's 

electric-allocated capitalization by $6,195,185. In addition, as shown on Schedule RJH- 

7, line 7, my recommendation decreases the Company's proposed Forecasted Period net 

after-tax operating income by $159,187 

- Back-up Power Sales Capacitv Char~es 
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WHAT RECOMMENDED POSITION REGARDING THE CAPACITY 

CHARGES IN THE COMPANY'S BACK-UP POWER SALES AGREEMENT 

("PSA") IS RIEFLECTED IN THIS TESTIMONY? 

The Forecasted Period Back-Up PSA capacity charges that have been reflected by me in 

this testimony are the capacity charges that have been calculated in accordance with the 

terms of the Back-Up PSA that was approved by the Commission in Case No. 2003- 

00252. As shown in the response to AG-1-Glc, these capacity charges amount to 

$5,059,000, which is $5,372,923 lower than the Company's proposed Forecasted Period 

Back-Up capacity charges of $10,43 1,923 based on the "refreshed pricing" of the Back- 

Up PSA capacity charges that were approved by the Commission in Case No. 2003- 

00252. As shown on Schedule RJH-13, this recommended position increases the 

Company's proposed Forecasted Period net after-tax operating income by $3,289,841. 

If the Commission were to approve a Back-up PSA capacity charge amount different 

from the $5,059,000 amount that reflects the terms of the Back-up PSA approved by the 

Commission in Case No. 2003-00252, my testimony on this issue and the information 

on Schedule RJH- 13 should be changed to be consistent with this Commission ruling. 

- Amortization of Deferred Expenses 

IS THE COMPANY PROPOSING TO AMORTIZE CERTAIN DEFERRED 

COSTS IN THIS CASE? 

Yes. The Company is proposing to amortize two regulatory assets for rate recovery in 
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this case. These regulatory assets and the Company's proposed rate treatment for these 

regulatory assets are shown on WPD-2.15a and described on pages 15 and 16 of 

Company witness Wathen. 

Q. PLEASE EXPLAIN THE COMPANY'S RATEMAKING PROPOSAL WITH 

REGARD TO THE FIRST REGULATORY ASSET. 

A. The first regulatory asset concerns the deferred costs associated with a work force 

reduction program offered by the Company in 1992, almost 15 years ago. When the 

Company implemented this severance program in 1992, it incurred $1,530,917 of 

electric-allocated implementation costs. The Company deferred this cost and has not 

amortized this deferred cost balance up to this point. Mr. Wathen presents the following 

proposal with regard to this issue on pages 15 and 16 of his direct testimony: 

The gas portion of the severance program costs and savings were reflected 
in gas rates by the Commission in its Order in Case No. 92-346. Since the 
Company has not filed an electric rate case since Case No. 91 -370, it has not 
had an opportunity to recover these costs from [its electric] ratepayers.. .. 
Since it has been over ten years since the severance program was offered, 
the Company believes that a three-year amortization period in this 
proceeding is appropriate. 

Thus, in this case, the Company is proposing to charge its electric ratepayers with an 

annual amortization amount of $5 10,306.~ 

Q. DO YOU AGREE WITH THIS PROPOSED DEFERRED COST 

AMORTIZATION? 

A. No. There are many reasons why this proposal is inappropriate. First, it should be 

$1,530,9 17 amortized over three years. 
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understood that the Commission only allowed the Company to include in its gas rates 

an amortization of the gas-allocated deferred severance program implementation cost in 

Case No. 92-346 because the gas rates in that case also included the annual expense 

savings from this severance program. In this regard, page 25 of the Commission's 

Order in Case No. 92-346 indicates that the annual labor and other expense savings 

from the severance program that were included in the Case No. 92-346 gas rates 

amounted to $968,736 as compared to the one-time gas-allocated program 

implementation cost of $1,009,887. In order to match the costs with the expense 

savings associated with this severance program, the Commission allowed an 

appropriate amortization of the severance program cost in the Case No. 92-346 gas 

rates. 

The situation with regard to the electric-allocated expense savings and costs associated 

with this 1992 severance program is completely different. The annual electric labor 

and other expense savings have never been reflected in the Company's electric rates 

and, therefore, have never been received by the Company's electric ratepayers. While 

the Company concedes in its response to AG-1-42c that it experienced cost savings 

from the implementation of the 1992 work force reduction program during the period 

1992 - 2006, it has indicated that it cannot specifically quantify these savings because 

"the Company is unable to locate the information that would be required to estimate the 

electric portion of the workforce reduction costs and savings."10 However, as 

previously discussed, we know from the Case No. 92-346 Order that the estimated gas 

'O See the responses to AG-1-42d, KPSC-2-83a and KPSC-3-40b. 
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portion of the annual labor and other cost savings associated with the severance 

program amounts to $968,736. Assuming that the electric annual cost savings portion 

would similarly be around $968,736," this would indicate a total cumulative electric 

cost savings amount of $14.5 million for the 15-year period .from 1992 through 2006. 

This total cumulative expense savings amount is almost 10 times higher than the 

deferred cost balance of $1.53 million the Company is proposing to charge to its 

electric ratepayers on a going forward basis starting in 2007. In summary, the 

Company's stockholders have been reimbursed many times over by the ratepayers for 

their $1.53 million cost outlay back in 1992 and it would be very inappropriate and 

inequitable to charge these costs to the ratepayers again. 

A second reason why the Company's proposed rate recovery of this deferred cost 

should be disallowed is that the Company never sought approval .from the Commission 

to establish a regulatory asset for this electric portion of the 1992 workforce reduction 

program. This was confirmed by the Company in its response to KPSC-3-40. 

A third reason why the Company's proposal regarding this deferred cost should be 

disallowed is that the Company should have started amortizing this cost balance in 

1992 to match the electric cost savings from the workforce reduction program, and had 

it properly done so, the deferred cost balance of $1.53 million would no longer be on its 

books at this time. 

" This is a conservative assumption since the Company's electric workforce reduction was larger in scale than 
the Company's gas workforce reduction. 
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WHAT IS YOUR RECOMMENDATION WITH REGARD TO TIIIS ISSUE? 

Based on the aforementioned findings and conclusions regarding this issue, I 

recomend that the Company's proposal to amortize over 3 years this regulatory asset 

balance of $1,530,917 be rejected by the Commission. My recommendation is 

reflected an Schedule RJH-14, lines 4-6. 

PLEASE EXPLAIN THE COMPANY'S RATEMAKING PROPOSAL WITH 

REGARD TO THE SECOND REGULATORY ASSET. 

The second regulatory asset concerns the actuallprojected deferred cost of $1,478,571 

associated with the transfer of the Plants. In accordance with the December 5, 2003 

Commission Order in Case No. 2003-00252, the Company is proposing to amortize this 

deferred cost balance over 5 years, resulting in a proposed annual amortization expense 

amount of $295,714 in this case. 

WHAT FINDINGS DID THE COMMISSION MAKE IN ITS DECEMBER 5, 

2003 ORDER IN CASE NO. 2003-000252 REGARDING THIS COST 

DEFERRAL,? 

On pages 12 - 14 of its Order, the Commission presented the following findings: 

Transaction Costs 
In its amended application, ULH&P requests that it be permitted to defer no 
more than $2.45 million of transaction costs incurred in conjunction with the 
proposed acquisition. ULH&P also proposes that the deferred costs be 
amortized over 5 years, without carrying charges, beginning on the effective 
date of the Commission's Order in the next general rate case. ULH&P has 
estimated that the total transaction costs would be $4.9 million, and would 
include transaction costs associated with filing preparation, financing, and 
taxes.. .. 



Duke Energy Kentucky - Case No. 2006-001 72 
Hen kes Direct Testimony 

. . .The Commission finds that ULH&P's proposal is reasonable and should 
be approved. Limiting the deferral provides for a sharing of the transaction 
costs between ULH&P's shareholders and ratepayers .... [emphasis 
supplied] 

Thus, in Case No. 2003-00252, the Company essentially committed that it would share 

its deferred transfer cost on a 50150 basis between its ratepayers and shareholders. 

Another way of looking at this is that, since the Company estimated that the total 

transfer costs would be $4.9 million, it essentially declared in Case No. 2003-00252 

that it was willing to have its shareholders absorb a maximum deferred transfer cost 

amount of $2.45 million. In fbrther support of this, footnote 21 on page 13 of the 

Corn.mission7s Case No. 2003-00252 states that ULH&P explained that: 

. . .The proposal to defer roughly half of the estimated transaction costs was 
one of the areas in which ULH&P felt comfortable in shifting the "balance 
more in customers' favor." W T . E . ,  Volume I, October 29,2003, at 16. 

BASED ON THE AFOREMENTIONED INFORMATION, DO YOU 

AGREE WITH THE COMPANY'S PROPOSAL IN THIS CASE TO 

CHARGE 100% OF ITS TOTAL TRANSFER COSTS OF $1,478,571 TO 

THE RATEPAYERS? 

No, I do not. The Company made a commitment in Case No. 2003-00252 to 

share its transfer cost on a 50150 basis between ratepayers and shareholders and, 

in fact, implied that it was willing to have its shareholders absorb a maximum 

transfer cost amount of $2.45 million. The Commission's Case No. 2003-00252 

ruling to allow the Company to defer and amortize in future rates up to $2.45 

million worth of these transaction costs was based on the expectation that the 
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Company's total cost estimate of $4.9 million would be accurate and that there 

would be a 50150 ratepayerlshareholder sharing of this total cast amount. The fact 

that the total transfer costs is now estimated to be $1,478,571, i.e., less than half 

of the Company's estimate of $4.9 million in Case No. 2003-00252, should not 

mean that, therefore, the ratepayers should pay for the entire transfer cost. This 

would be inconsistent with the original intent of both the Company and the 

Commission in Case No. 2003-00252 and with the Company's position expressed 

in Case No. 2003-00252 that "it felt comfortable in shifting the balance more in 

customers' favor." 

In summary, the Company should honor the commitments it made in Case No. 

2003-00252 with regard to this issue. There are two approaches one could take in 

hlfilling these commitments. The first approach would disallow rate treatment 

for the entire transfer cost of $1,478,571 in view of the facts that the Company 

was willing to have its shareholders absorb a maximum transfer cost amount of 

$2.45 million and that the actual total transfer cost of $1,478,57 1 is below this 

maximum cost absorption limit. The second approach would be to maintain the 

status quo of the ratepayerlshareholder 50150 sharing of the total transfer cost that 

was established in Case No. 2003-00252. Under this approach, half of the total 

transfer cost amount of $1,478,571 would be disallowed for ratemaking purposes 

in this case. 

WHAT IS YOUR RECOMMENDATION WITH FLEGARD TO THIS ISSIJE? 
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To be conservative, I recommend that the Commission implement the aforementioned 

second ratemaking approach which allows 50%, or $739,286, of the total transfer cost 

of $1,478,571 for rate recovery. Using a 5-year amortization for this allowed deferred 

cost amount results in a recommended annual amortization expense of $147,857. My 

recommendation is reflected on Schedule RJH-14, lines 1-3. Lines 4-6 address the 

workforce reduction issue 

WHAT IS THE IMPACT OF YOUR DEFERRED COST 

RECOMMENDATIONS ON THE COMPANY'S PROPOSED FORECASTED 

PERIOD OPERATING INCOME? 

As shown an Schedule RJH-14, my recommended deferred cost adjustments have the 

effect of increasing the Company's proposed Forecasted Period net after-tax operating 

income by $402,993. 

- Miscellaneous Expense Adjustments 

PLEASE EXPLAIN THE MISCEL1,ANEOUS EXPENSE ADJUSTMENTS YOU 

SHOW ON SCHEDULE RJH-15. 

The first adjustment item concerns the recommended removal of governmental affairs 

expenses that are included in the Company's proposed above-the-line Forecasted Period 

operating expenses. In its response to AG- 1 -59a, the Company states that the nature and 

purpose of these expenses . . ." is to monitor legislative and executive public policy as it 

pertains to the utility industry and specifically to Duke Energy Kentucky's business.. ." 
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I recommend that these expenses be removed for ratemaking purposes in this case, since 

I do not believe that they are required to provide safe, adequate and reliable electric 

service. It should be noted that the Company agreed to remove similar governmental 

affairs expenses in its recent gas base rate case, Case No. 2005-00042.12 AS shown in 

footnote (1) of Schedule RJH-15, the total Forecasted Period governmental affairs 

expenses amount to $120,970. However, of this total expense, an amount of $8 1,921 

was already excluded fiom the Forecasted Period as part of the Company's proposed 

Miscellaneous Expense adjustment detailed on WD-2.22a. 1 recommend that the 

remaining Forecasted Period governmental expense amount of $39,049 also be excluded 

for ratemaking purposes in this case. 

The second recommended expense adjustment concerns the Company's proposed 

Forecasted Period association dues. As shown in the response to AG-1-57, the 

Forecasted Period includes $18 1,260 for association dues. This same response also 

shows that the corresponding actual association dues for 2005 and the 12-month period 

ended May 3 1,2006 were $105,8 17 and $130,633, respectively. In AG-2-16, DEK was 

requested to provide a detailed component breakout of the Forecasted Period association 

dues amount of $181,260. The Company's response was that such an expense 

component breakout is not available. In this same data response, the Company did 

provide a detailed component breakout of the actual association dues of $130,633 for the 

12-month period ended 5/31/06. Since the Company cannot provide an adequate basis 

for its proposed Forecasted Period association dues amount of $181,260, I recommend 

I2 See Appendix D to the Commission Order in Case No. 2005-00042. 
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that the actual association dues amount of $130,633 for the 12-month period ended 

5/31/06 be used as the starting point for the appropriate Forecasted Period association 

dues determination. As shown in footnote (2) of Schedule RJH-15, I then removed 

various association dues components in order to amve at the recommended net 

association dues amount of $55,607. This recommendation reduces the Company's 

proposed Forecasted Period association dues amount of $18 1,260 by $125,653. 

PLEASE DESCRIBE THE ASSOCIATION DUES COMPONENTS THAT YOU 

HAVE, REMOVED FOR RATEMAKING PURPOSES IN THIS CASE, AS 

SHOWN IN FOOTNOTE (2) OF SCHEDULE RJH-15. 

The first excluded association dues component concerns the Company's Edison Electric 

Institute ("EEI") dues of $68,692. EEI is an organization whose primary purpose is 

lobbying on behalf of the electric industry. On page 48 of its Order of the Company's 

most recent electric rate case, Case No. 91-370, the Commission made the following 

statements in support of its decision to disallow EEI dues for ratemaking purposes in 

that case: 

ULH&P indicated that it has not performed any cost/benefit analysis for the 
EEI dues. Further, ULH&P could not identify any specific benefits it or its 
ratepayers received fkom membership. The Commission is familiar with 
EEI and aware of the nature of its activities. We have excluded EEI 
membership dues in other rate proceedings when ratepayer benefit could not 
be demonstrated. Given the nature of EEI and ULH&P's lack of 
demonstrating ratepayer benefit of membership, the Commission has 
removed from operating expenses the allocated membership dues of 
$50,993. 

In its response to AG-1-52 in the current case, where the Company was requested to 

provide the most recent study conducted to quantify the ratepayer benefits of the 
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Company's EEI membership, the Company stated that: 

Duke Energy Kentucky has not performed any formal studies to quantify 
the benefits of the Company's EEI membershp. 

Based on the aforementioned findings, I have recommended the removal of EEI dues 

for ratemaking purposes in this case. 

The second excluded association dues component concerns American Gas Association 

("AGA") dues of $4,456. I do not believe it appropriate that DEK's electric ratepayers 

be charged with these gas operations related dues. 

The third and fourth excluded association dues components concern Democratic 

Leadership Council dues of $1,578 and American 1,egislative Exchange dues of $300. 

In my opinion, such dues should not be charged to the Company's ratepayers. 

PLEASE EXPLAIN THE FINAL MISCELLANEOUS EXPENSE 

ADJUSTMENT S H O W  ON SCHEDULE RJH-15, LINE 3. 

This expense adjustment concerns various professional service fees that I have removed 

from the Forecasted Period based on my review af the Company's workpaper WPF-Sb 

and its responses to Commission data requests KPSC-2-33 and KPSC-3-22. As shown 

on Schedule RJH-15, line 3 and footnote (3), the recommended expense adjustment 

totals $227,124. 

WHAT IS THE IMPACT OF YOUR MISCELLANEOIJS EXPENSE 
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ADJUSTMENTS ON THE COMPANY'S PROPOSED FORECASTED PERIOD 

OPERATING INCOME? 

A. As shown on Schedule RJH-15, line 6, my recommended miscellaneous expense 

adjustments have the effect of increasing the Company's proposed Forecasted Period 

net after-tax operating income by $239,9 15. 

- Pro~ertv Tax Adiustments 

Q. PLEASE DESCRIBE THE COMPANY'S PROPOSED PROPERTY TAXES FOR 

THE FORECASTED PERIOD. 

A. As shown on Schedules RJH-10, the Company's proposed property taxes for the 

Forecasted Period amount to $5,625,540. This proposed Forecasted Period property tax 

amount has not been adjusted downwards to reflect the fact that the Company in prior 

years has consistently been successful in negotiating assessment values lower than net 

book value with the Kentucky Department of Revenues ("KDR). On page 10 of his 

direct testimony, Company witness Keith Butler states with regard to the Company's 

proposed property taxes: 

We calculated the property tax expense based on the assessed value of Duke 
Energy Kentucky's property located in Kentucky and Ohio with adjustments 
for anticipated property tax rate increases, additions including the power 
plant transfers, retirements and additional depreciation. As in prior years, 
Duke Energy Kentucky will attempt to negotiate proper assessment values 
with the KDR [Kentucky Department of Revenues]. The Company will 
notify the Commission of the result of its negotiations with the KDR for the 
2006 tax year so the Commission can determine whether to adjust Duke 
Energy Kentucky's property tax expense for the forecasted test period.. .. 
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HOW SUCCESSFUL HAS THE COMPANY BEEN IN PRIOR YEARS IN ITS 

NEGOTIATIONS WITH THE KDR TO OBTAIN ASSESSMENT VALUES 

LOWER THAN NET BOOK VALUE? 

As confirmed in the response to AG-1-20, during the 4-year period 2002 - 2005, the 

Company was able to negotiate the following final assessment values in comparison to 

net book value: 

Tentative Assessment Final Negotiated Assessment 
J% of Net Book Value) (% of Net Book Value) 

2002 112% 85% 
2003 91% 76% 
2004 106% 79% 
2005 141% - 82% 
Average 113% 81% 

Thus, while the KDR-established tentative assessments for DEK's properties averaged 

11 3% of net book value for the most recent 4-year period 2002 - 2005, DEK was able to 

negotiate final assessment values that averaged 81 % of net book value during this same 

period. 

HAS THE COMPANY RE-CALCULATED ITS FORECASTED PERIOD 

PROPERTY TAXES BASED ON THE ASSUMPTION THAT THE COMPANY, 

IN ITS CURRENT NEGOTIATIONS WITH THE KDR, WILL BE EQUALLY 

SUCCESSFUL IN REDUCING ITS PROPERTY ASSESSMENT VALUE AS IT 

WAS IN THE MOST RECENT 2005 TAX YEAR? 

Yes. In its responses to AG-1-20b and AG-2-4, the Company has calculated the reduced 

Forecasted Period property taxes that would result if the Company would be successfbI 

in obtaining an assessment value of 82.27% (equal to the 2005 final assessment) of the 
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2006 net book value. As shown on Schedule RJH-16, lines 1 and 2, these reduced 

property taxes add to a total amount of $4,627,771, which is $997,769 lower than the 

Company's proposed Forecasted Period property taxes of $5,625,540. 

ARE THERE ADDITIONAL ISSUES WITH REGARD TO THE COMPANY'S 

PROPOSED FORECASTED PERIOD PROPERTY TAXES? 

Yes. As confirmed in the Company's response to AG-2-5, the proposed Forecasted 

Period property taxes include $282,301 worth of property taxes associated with the non- 

jurisdictional plant for the Florence service building, which amount should be removed 

for ratemaking purposes in this case. This same response also indicates that property 

taxes of $24,807 associated with the Cox Road facility were not, but should be, included 

in the Forecasted Test Period. I have reflected these required property tax corrections 

on Schedule RJH- 16, lines 3 and 4. 

WHAT ARE YOUR RECOMMENDATIONS WITH REGARD TO THE 

APPROPRIATE FORECASTED PERIOD PROPERTY TAXES TO BE 

REFLECTED FOR RATEMAKING PURPOSES IN THIS CASE? 

As shown on Schedule RJH-16, line 5, at this time I recommend that the appropriate 

Forecasted Period property taxes should amount to $4,370,277. This recommendation 

increases the Company's proposed Forecasted Period operating income by $768,598. I 

also recommend that if the actual assessment results of the Company's current 

negotiations with the KDR for the 2006 tax year become available before the close of 

record in this proceeding, the Company should re-calculate its Forecasted Period 
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1 property taxes based on these latest negotiated assessment results, and these re- 

2 calculated property taxes should replace the currently recommended property tax levels 

3 on Schedule RJH- 1 6, lines 1 and 2. 

4 

5 - Interest Svnchronization Adiustment 

6 

7 Q. ON SCHEDULE RJH-17 YOU SHOW THE COMPANY'S PROPOSED AND 

8 YOIJR RECOMMENDED INTEREST SYNCHRONIZATION ADJUSTMENTS. 

9 ARE THERE ANY ISSUES ASSOCIATED WITH THE INTEREST 

10 SYNCHRONIZATION ADJUSTMENT IN THIS CASE? 

11 A. No, there are no issues per se. I agree with the approach and calculation components of 

12 the Company's proposed interest synchronization adjustment, and the only reason for 

13 the difference between the two adjustments is that the Company's proposed and my 

14 recommended electric capitalization balances and weighted cost of debt percentages are 

15 different. 

16 

17 As shown on Schedule RJH-17, the difference between my recommended and the 

18 Company's proposed interest synchronization adjustments increases the Company's 

19 proposed Forecasted Period net after-tax operating income by $466,834. 

20 

2 1 - Depreciation Expense Adiustment 

22 

23 Q. PLEASE EXPLAIN THE OPERATING INCOME ADJUSTMENT WITH 
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1 REGARD TO DEPRECIATION EXPENSES SHOWN ON SCHEDULE RJH-18. 

2 A. This Forecasted Period operating income adjustment reflects my adoption of the 

3 depreciation expense recommendations contained in the testimony of Michael Majoros, 

4 the AG's expert depreciation witness. As shown on Schedule RJH-18, Mr. Majoros' 

5 depreciation recommendations reduce the Company's proposed Forecasted Period 

6 depreciation expenses by $9,996,000 which, in turn, increases DEK's proposed 

7 Forecasted Period net after-tax income by $6,120,551. 

8 

- Transmission Cost Recoverv Mechanism 

IN THIS CASE THE COMPANY IS PROPOSING TO IMPL,EMENT A 

TRACKER COST RECOVERY MECHANISM ("RIDER TCRM") TO PASS 

THROUGH TO CUSTOMERS INCREMENTAL CHANGES IN CERTAIN 

MIS0 TRANSMISSION COSTS AS COMPARED TO THE CORRESPONDING 

MIS0 TRANSMISSION COSTS INCLUDED IN BASE RATES. DO YOU 

AGREE WITH THIS PROPOSAL? 

No. While counsel will address the legal issues relating to the establishment of a 

tracker, I will address the accounting impact of trackers and why this tracker should not 

be allowed. 

Traditional ratemaking involves the establishment of a base rate that allows the utility an 

opportunity to recover its cost of service and to earn a fair rate of return but does not 

guarantee either because some expenses and revenues will rise and others will fall while 
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the base rate remains the same. Both the risk and reward of the efficient operation of 

the company are on the utility when the cost of service is recovered through base rates. 

Trackers are formula rates that set up the elements of expense or revenue to be 

collected/credited under the rate. The tracker may result in a credit or charge based on 

how the included expenses and revenues actually materialize. The purpose of a tracker 

is to guarantee cost recovery. 

From an accounting perspective, the impact of a tracker established in the context of 

general rate case, where the base rates are set on traditional principles of ratemaking, is 

to declare that the general rates established in the case cannot in and of themselves be 

fair, just and reasonable because the expenses and revenues covered by the tracker 

cannot be accommodated within the traditional ratemaking expectation that some 

expenses and revenues will rise and others will fall, but the opportunity to earn will 

continue to be present until new rates are sought. Outside of (i) trackers agreed to by all 

parties to allow the parties to give and/or receive the benefits of settlements, and (ii) 

trackers allowed or required by the state's regulatory scheme, my experience has been 

that trackers are generally utilized only when the covered costs or revenues represent a 

very significant portion of the utility's total operating costs or operating revenues - i.e., 

are "material" - and exhibit extreme volatility and unpredictability. These are the 

properties that underlie the most commonly utilized trackers, fuel adjustment clauses 

and gas recovery clauses. Rate recovery through a tracking mechanism should continue 

to be allowed only when very specific requirements of materiality and volatility can be 

met. 
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As shown and source-referenced an Schedule RJH-20, while the Company's Forecasted 

Period total MIS0 costs amount to $21,876,213, the only component of these total 

MIS0 transmission costs that the Company has claimed is potentially volatile is the 

MIS0 Day 2 market cost of $12,047,693. I believe that this MIS0 cost component fails 

to meet the "materiality" requirement. The MIS0 Day 2 market cost of $12,047,693 

represents only 5.3% of the total Forecasted Period O&M exPenses.l3 By comparison, 

the Company's Forecasted Period fuel and purchased power expense of $1 13,892,375 

(for which the Company has a fuel adjustment clause) represents 50.3%'~ of the total 

Forecasted Period O&M expenses. It should also be noted that the annual MIS0 Day 2 

market cost of $12,047,693 will be included in the Company's base rates and only the 

potential annual change from this base rate cost represents a cost volatility. From this 

perspective, the materiality of the cost subject to volatility would probably be close to 

negligible. 

In summary, I don't believe that the MIS0 costs that are subject to potential volatility 

can be considered material enough to justify the implementation of the proposed 

tracking mechanism. I also note that if the Commission were to allow the Company's 

tracking mechanism proposal, this would represent a novelty in that it would, for the 

first time, introduce a tracker in an area (transmission) where previously no trackers 

have been allowed. 

l 3  $12,047,693 divided by total Forecasted Period O&M expenses of $226,948,657 is 5.30%. 

l4  $1 13,892,375 divided by total Forecasted Period O&M expenses of $226,948,657 is 50.2%. 
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DO YOU HAVE ANY OTHER COMMENTS REGARDING THIS ISSUE? 

Yes. In its testimonies and in the proposed Rider TCRM tariff sheet on Schedule L-2.2, 

page 71 of 88, the Company seems to indicate that the only MIS0 costs that would be 

eligible for inclusion in Rider TCRM would be the MIS0 Day 2 market costs. For the 

Forecasted Period this MIS0 cost amounts to $12,047,693. For example, Mr. Wathen 

states on page 35 of his direct testimony: 

The Company proposes traditional base rate recovery of its projected 
transmission costs for the forecasted test year. In addition, because of 
the volatility and magnitude of transmission costs associated with 
participation in the Midwest IS0 Dav 2 market, we propose to establish 
a tracker cost recovery mechanism ("Rider TCRM") to pass through to 
customers incremental changes in costs compared to the amounts 
included in base rates. (emphasis supplied) 

In addition, the proposed Rider TCRM tariff sheet on Schedule L-2.2, page 71 shows 

that the future eligible TCRM costs will be compared to the corresponding TCRM costs 

in the '"oase year" (the Forecasted Period in this proceeding) and the eligible TCRM 

costs in the base year are shown to be the Forecasted Period MIS0 Day 2 market costs 

of $12,047,693. 

However, in its response to AG-2-23, the Company now indicates that it proposes that 

the Rider TCRM eligible costs would include all MIS0 costs of $21,876,213,'~ 

including the $9,828,520 MIS0 cost components that are to be considered stable, not 

volatile. This is inconsistent with the Company's testimony and tariff sheet regarding 

Rider TCRM and requires clarification on the part of the Company in its rebuttal 

See Schedule RJH-20 for a breakout of this total cost amount. 

44 
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1 testimony. 

3 Q. MR. HENKES, DOES THIS COMPLETE YOUR TESTIMONY? 

4 A. Yes, it does. 
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Prior Regulatory Experience of Robert J. Henkes 

* = Testimonies prepared and submitted 

ARKANSAS 

Docket 83-045-U Southwestern Bell Telephone Company 
Divestiture Base Rate Proceeding* 

DELAWARE 

Delmarva Power and Light Company 
Electric Fuel Clause Proceeding 

Docket 4 1-79 

Delmarva Power and Light Company 
Electric Fuel Clause Proceeding 

Docket 80-39 

Delmarva Power and Light Company 
Sale of Power Station Generation 

Complaint 
Docket 279-80 

Delmarva Power and Light Company 
Electric Base Rate Proceeding 

Docket 8 1 - 1 2 

Delmarva Power and Light Company 
Gas Base Rate Proceeding* 

Docket 8 1 - 1 3 

Delmarva Power and Light Company 
Electric Fuel Clause Proceeding* 

Docket 82-45 

Delmarva Power and Light Company 
Electric Fuel Clause Proceeding* 

Docket 83-26 

Delmarva Power and Light Company 
Electric Fuel Clause Proceeding* 

Docket 84-30 

Delmarva Power and Light Company 
Electric Fuel Clause Proceeding* 

Docket 85-26 

Delmarva Power and Light Company 
Report of DP&L Operating Earnings* 

Docket 86-24 

Delmarva Power and Light Company 
Electric Base Rate Proceeding* 

Docket 86-24 

Delmarva Power and Light Company Docket 85-26 
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Report Re. PROMOD and Its Use in 
Fuel Clause Proceedings* 

Diamond State Telephone Company 
Base Rate Proceeding* 

Docket 86-20 

Delmarva Power and Light Company 
Electric Fuel Clause Proceeding* 

Docket 87-33 

Delmarva Power and Light Company 
Electric Fuel Clause Proceeding* 

Docket 90-35F 

Delmarva Power and Light Company 
Electric Base Rate Proceeding* 

Docket 9 1-20 

Delmarva Power and Light Company 
Gas Base Rate Proceeding* 

Docket 9 1-24 

Artesian Water Company 
Water Base Rate Proceeding* 

Docket 97-66 

Artesian Water Company 
Water Base Rate Proceeding* 

Docket 97-340 

United Water Delaware 
Water Base Rate Proceeding* 

Docket 98-98 

Delmarva Power and Light Company 
Revenue Requirement and Stranded Cost 
Reviews 

Not Docketed 

Artesian Water Company 
Water Base Rate Proceeding* 

Docket 99- 1 97 
(Direct Test.) 

Artesian Water Company 
Water Base Rate Proceeding* 

Docket 99- 197 
(Supplement. Test) 

Tidewater Utilities1 Public Water Co. 
Water Base Rate Proceedings* 

Docket No. 99-466 

Delmarva Power & Light Company 
Competitive Services Margin Sharing Proceeding* 

Docket No. 00-3 14 

Artesian Water Company 
Water Base Rate Proceeding* 

Docket No. 00-649 
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Chesapeake Gas Company 
Gas Base Rate Proceeding* 

Tidewater Utilities 
Water Base Rate Proceeding* 

Artesian Water Company 
Water Base Rate Proceeding* 

Delmarva Power & Light Company 
Electric Cost of Service Proceeding 

Delmarva Power & Light Company 
Gas Base Rate Proceeding* 

Artesian Water Company 
Water Base Rate Proceeding* 

DISTRICT OF COLUMBIA 

District of Columbia Natural Gas Co. 
Gas Base Rate Proceeding* 

District of Columbia Natural Gas Co. 
Gas Base Rate Proceeding* 

District of Columbia Natural Gas Co. 
Waiver of Certain GS Provisions 

Chesapeake and Potomac Telephone Co. 
Base Rate Proceeding* 

Chesapeake and Potomac Telephone Co. 
Base Rate Proceeding* 

Bell Atlantic - District of Columbia 
SPF Surcharge Proceeding 

Bell Atlantic - District of Columbia 
Price Cap Plan and Earnings Review 

GEORGIA 

Southern Bell Telephone Company 

Docket No. 0 1-307 1 21200 1 

Docket No. 02-28 0712002 

Docket No. 02-1 09 0912002 

Docket No. 02-23 1 0312003 

Docket No. 03-1 27 0812003 

Docket No. 04-42 0812004 

Formal Case 870 0511988 

Formal Case 890 02/1990 

Formal Case 898 081 1990 

Formal Case 850 0711991 

Formal Case 926 1011993 

Formal Case 926 061 19/94 

Formal Case 8 14 IV 0711995 

Docket 3465-U 
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Base Rate Proceeding 

Southern Bell Telephone Company 
Base Rate Proceeding 

Georgia Power Company 
Electric Base Rate and Nuclear 
Power Plant Phase-In Proceeding* 

Georgia Power Company 
Electric Base Rate and Nuclear 
Power Plant Phase-In Proceeding* 

Southern Bell Telephone Company 
Base Rate Proceeding 

Southern Bell Telephone Company 
Implementation, Administration and 
Mechanics of Universal Service Fund* 

Atlanta Gas Light Company 
Gas Base Rate Proceeding* 

Southern Bell Telephone Company 
Report on Cash Working Capital* 

Atlanta Gas Light Company 
Gas Base Rate Proceeding* 

Atlanta Gas Light Company 
Gas Base Rate Proceeding 

Georgia Independent Telephone Companies 
Earnings Review and Show Cause Proceedings 

Georgia Power Company 
Earnings Review - Report to GPSC* 

Georgia Alltel Telecommunication Companies 
Earnings and Rate Reviews 

Frontier Communications of Georgia 
Earnings and Rate Review 

Georgia Power Company 
Electric Base Rate 1 Accounting Order Proceeding 

Docket 3 5 1 8-U 

Docket 3673-U 

Docket 3840-U 

Docket 3905-U 

Docket 392 1 -U 

Docket 4 1 77-U 

Docket 3905-U 

Docket No. 445 1 -U 

Docket No. 5 1 16-U 

Various Dockets 

Non-Docketed 

Docket No. 6746-U 

Docket No. 4997-U 

Docket No. 9355-U 
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Savannah Electric Power Company Docket No. 146 18-U 0312002 
Electric Base Rate CaseIAlternative Rate Plan* 

Georgia Power Company 
Electric Base Rate 1 Alternative Rate Plan Proceeding* Docket No. 18300-U 1212004 

Savannah Electric Pawer Company Docket No. 19758-U 0312005 
Electric Base Rate CaseIAlternative Rate Plan* 

FERC 

Philadelphia ElectriclConowingo Power 
Electric Base Rate Proceeding* 

KENTUCKY 

Kentucky Power Company 
Electric Base Rate Proceeding* 

Kentucky Power Company 
Electric Base Rate Proceeding* 

Kentucky Power Company 
Electric Base Rate Proceeding* 

South Central Bell Telephone Company 
Base Rate Proceeding* 

Kentucky-American Water Company 
Base Rate Proceeding* 

Delta Natural Gas Company 
Base Rate Proceeding* 

Kentucky Utilities and LG&E Company 
Environmental Surcharge Proceeding 

Delta Natural Gas Company 
Experimental Alternative Regulation Plan* 

Delta Natural Gas Company 
Base Rate Proceeding* 

Docket ER 80-5571558 0711 98 1 

Case 8429 

Case 8734 

Case 906 1 

Case 9 160 

Case 97-034 

Case 97-066 

97-SC- 109 1 -DG 

Case No. 99-046 

Case No. 99- 176 
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Louisville Gas & Electric Company Case No. 2000-080 0612000 
Gas Rase Rate Proceeding* 

Kentucky-American Water Company 
Base Rate Proceeding* 

Jackson Energy Cooperative Corporation 
Electric Base Rate Proceeding* 

Kentucky- American Water Company 
Base Rate Rehearing* 

Kentucky-American Water Company 
Rehearing Opposition Testimony* 

Union Light Heat and Power Company 
Gas Base Rate Proceeding* 

L,ouisville Gas & Electric Company and 
Kentucky Utilities Company 
Deferred Debits Accounting Order 

Fleming-Mason Energy Cooperative 
Electric Base Rate Proceeding 

Northern Kentucky Water District 
Water District Base Rate Proceeding 

Louisville Gas & Electric Company 
Electric Base Rate Proceeding* 

1,ouisville Gas & Electric Company 
Gas Base Rate Proceeding* 

Delta Natural Gas Company 
Base Rate Proceeding* 

Union Light Heat and Power Company 
Gas Base Rate Proceeding* 

Big Sandy Rural Electric Cooperative 
Electric Base Rate Proceeding 

Louisville Gas & Electric Company 
Value Delivery Surcredit Mechanism* 

Case No. 2000-1 20 0712000 

Case No. 2000-373 021200 1 

Case No. 2000- 120 021200 1 

Case No. 2000- 120 0312001 

Case No. 200 1-092 0912001 

Case No. 2001-169 

Case No. 200 1-244 

Case No. 2003-0224 

Case No. 2003-0433 

Case No. 2003-0433 

Case No. 2004-00067 

Case No. 2005-00042 

Case No. 2005-001 25 

Case No. 2005-00352 
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Kentucky Utilities Company 
Value Delivery Surcredit Mechanism* 

Kentucky Power Company 
Electric Base Rate Proceeding* 

Cumberland Valley Electric Cooperative 
Electric Rase Rate Proceeding 

Case No. 2005-0035 1 1212005 

Case No. 2005-0034 1 0 112006 

Case No. 2005-001 87 0512006 

South Kentucky Rural Electric Cooperative Case No. 2005-00450 0712006 
Electric Base Rate Proceeding 

MAINE 

Continental Telephone Company of Maine 
Base Rate Proceeding 

Central Maine Power Company 
Electric Base Rate Proceeding 

New England Telephone Corporation - Maine 
Chapter 120 Earnings Review 

MARYLAND 

Potomac Electric Power Company 
Electric Base Rate Proceeding* 

Delmarva Power and Light Company 
Electric Base Rate Proceeding* 

Chesapeake and Potomac Telephone Company 
Western Electric and License Contract 

Chesapeake and Potomac Telephone Company 
Base Rate Proceeding* 

Washington Gas Light Company 
Gas Base Rate Proceeding 

Delmarva Power and Light Company 
Electric Base Rate Proceeding* 

Chesapeake and Potomac Telephone Company 

Docket 90-040 

Docket 90-076 

Docket 94-254 

Case 7384 

Case 7427 

Case 7467 

Case 7467 

Case 7466 

Case 7570 

Case 7591 
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Base Rate Proceeding* 

Chesapeake and Potomac Telephone Company Case 7661 
Base Rate Proceeding* 

Chesapeake and Potornac Telephone Company Case 7661 
Computer Inquiry 11* 

Chesapeake and Potomac Telephone Company Case 7735 
Divestiture Base Rate Proceeding* 

AT&T Communications of Maryland 
Base Rate Proceeding 

Case 7788 

Chesapeake and Potomac Telephone Company Case 785 1 
Base Rate Proceeding* 

Potomac Electric Power Company 
Electric Base Rate Proceeding 

Delmarva Power and Light Company 
Electric Base Rate Proceeding 

NEW HAMPSHIRE 

Granite State Electric Company 
Electric Rase Rate Proceeding 

NEW JERSEY 

Elizabethtown Water Company 
Water Base Rate Proceeding 

Jersey Central Power and Light Company 
Electric Base Rate Proceeding 

Middlesex Water Company 
Water Base Rate Proceeding 

Jersey Central Power and Light Company 
Electric Base Rate Proceeding 

Public Service Electric and Gas Company 
Electric and Gas Base Rate Proceedings 

Case 7878 

Case 7829 

Docket DR 77-63 

Docket 757-769 

Docket 759-899 

Docket 76 1-37 

Docket 769-965 

Docket 76 1-8 
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Atlantic City Electric Company 
Electric Base Rate Proceeding* 

Public Service Electric and Gas Company 
Electric and Gas Base Rate Proceedings* 

Public Service Electric and Gas Company 
Raw Materials Adjustment Clause 

Rockland Electric Company 
Electric Rase Rate Proceeding* 

New Jersey Bell Telephone Company 
Base Rate Proceeding 

Rockland Electric Company 
Electric Fuel Clause Proceeding* 

Rockland Electric Company 
Electric Base Rate Proceeding* 

Rockland Electric Company 
Electric Fuel Clause Proceeding* 

Public Service Electric and Gas Company 
Electric Fuel Clause Proceeding* 

Public Service Electric and Gas Company 
Raw Materials Adjustment Clause 

New Jersey Bell Telephone Company 
Rase Rate Proceeding 

Rockland Electric Company 
Electric Fuel Clause Proceeding* 

Public Service Electric and Gas Company 
Electric and Gas Base Rate Proceedings* 

New Jersey Bell Telephone Company 
Base Rate Proceeding 

AT&T Communications of New Jersey 
Base Rate Proceeding* 

Docket 772- 1 13 

Docket 771 1-1 107 

Docket 794-3 10 

Docket 795-4 13 

Docket 802- 1 35 

Docket 801 1-836 

Docket 8 1 1-6 

Docket 8 1 10-883 

Docket 8 12-76 

Docket 8 12-76 

Docket 82 1 1 - 1030 

Docket 829-777 

Docket 837-620 

Docket 83 1 1-954 

Docket 83 1 1 - 103 5 



Appendix Page 10 
Prior Regulatory Experience of Robert J. Henkes 

Rockland Electric Company 
Electric Fuel Clause Proceeding* 

AT&T Communications of New Jersey 
Base Rate Proceeding* 

Public Service Electric and Gas Company 
Electric and Gas Base Rate Proceedings* 

Public Service Electric and Gas Company 
Electric Fuel Clause Proceeding* 

Rockland Electric Company 
Electric Fuel Clause Proceeding* 

Rockland Electric Company 
Electric Fuel Clause Proceeding* 

Public Service Electric and Gas Company 
EIectric Fuel Clause Proceeding* 

United Telephone of New Jersey 
Base Rate Proceeding 

Rockland Electric Company 
Electric Fuel Clause Proceeding* 

United Telephone of New Jersey 
Base Rate Proceeding 

Elizabethtown Gas Company 
Gas Base Rate Proceeding* 

Rockland Electric Company 
EIectric Fuel Clause Proceeding 

Jersey Central Power and Light Company 
Electric Fuel Clause Proceeding 

New Jersey Natural Gas Company 
Gas Base Rate Proceeding* 

Public Service Electric and Gas Company 
Electric and Gas Base Rate Proceedings* 

Rockland Electric Company 

Docket 849- 1 0 14 

Docket 83 1 1 - 1 064 

Docket ER85 12- 1 163 

Docket ER85 12- 1 163 

Docket ER8609-973 

Docket ER87 10- 1 189 

Docket ER85 12- 1 163 

Docket TR88 10-1 187 

Docket ER9009- 10695 

Docket TR9007-0726J 

Docket GR90 12- 139 1 J 

Docket ER9 1 09 145 J 

Docket ER9112 17655 

Docket GR9108- 1393 J 

Docket ER9 1 1 1 1698J 

Docket ER92090900J 
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Electric Fuel Clause Proceeding 

Middlesex Water Company 
Water Base Rate Proceeding* 

Elizabethtown Water Company 
Water Base Rate Proceeding* 

Docket WR92090885J 0 111 993 

Docket WR92070774J 0211 993 

Public Service Electric and Gas Company Docket ER91111698J 0311993 
Electric Fuel Clause Proceeding 

New Jersey Natural Gas Company 
Gas Base Rate Proceeding* 

Atlantic City Electric Company 
Electric Fuel Clause Proceeding 

Docket GR93040 1 14 

Docket ER9402003 3 

Borough of Butler Electric Utility Docket ER94020025 1994 
Various Electric Fuel Clause Proceedings 

Elizabethtown Water Company 
Water Base Rate Proceeding 

Non-Docketed 1111994 

Public Service Electric and Gas Company Docket ER 94070293 1111994 
Electric Fuel Clause Proceeding 

Rockland Electric Company 
Electric Fuel Clause Proceeding and 
Purchased Power Contract By-Out 

Docket Nos. 940200045 
and ER 9409036 1211 994 

Jersey Central Power & Light Company Docket ER94120577 0511 995 
Electric Fuel Clause Proceeding 

Elizabethtown Water Company Docket WR950 100 10 051 1995 
Purchased Water Adjustment Clause Proceeding* 

Middlesex Water Company Docket WR94020067 0511 995 
Purchased Water Adjustment Clause Proceeding 

New Jersey American Water Company* 
Base Rate Proceeding 

Rockland Electric Company 
Electric Fuel Clause Proceeding 

Docket WR95040165 0111996 

Docket ER95090425 01/1996 

United Water of New Jersey Docket WR95070303 0111996 
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Base Rate Proceeding* 

Elizabethtown Water Company 
Rase Rate Proceeding* 

New Jersey Water and Sewer Adjustment Clauses 
Rulemaking Proceeding* 

United Water Vernon Sewage Company 
Base Rate Proceeding* 

United Water Great Gorge Company 
Base Rate Proceeding* 

South Jersey Gas Company 
Rase Rate Proceeding 

Middlesex Water Company 
Purchased Water Adjustment Clause Proceeding* 

Atlantic City Electric Company 
Fuel Adjustment Clause Proceeding* 

Public Service Electric & Gas Company and 
Atlantic City Electric Company 
Investigation into the continuing outage of the 
Salem Nuclear Generating Station* 

Rockland Electric Company 
Electric Fuel Clause Proceeding* 

Consumers New Jersey Water Company 
Base Rate Proceeding* 

Atlantic City Electric Company 
Fuel Adjustment Clause Proceeding* 

Public Service Electric & Gas Company 
Electric Restructuring Proceedings* 

Atlantic City Electric Company 
Limited Issue Rate Proceeding* 

Rockland Electric Company 
Limited Issue Rate Proceeding 

Docket WR95 1 1 0557 0311 996 

Non-Docketed 0311996 

Docket WR96030204 0711 996 

Docket WR96030205 071 1 996 

Docket GR960 100932 081 1996 

Docket WR96040307 081 1996 

Docket No.ER96030257 0811996 

Docket Nos. ES96039158 
& ES96030159 1011 996 

Docket No.EC96110784 0111 997 

Docket No.WR96100768 0311 997 

Docket No.ER97020 105 0871 997 

Docket Nos. EX912058Y, 
E09707046 1, E097070462, 
E097070463 1111997 

Docket No.ER97080562 1211 997 

Docket No.ER97080567 1211 997 
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South Jersey Gas Company 
Limited Issue Rate Proceeding 

New Jersey American Water Company 
Limited Issue Rate Proceeding 

Elizabethtown Water Company and Mount 
Holly Water Company 
Limited Issue Rate Proceedings 

United Water of New Jersey, United Water 
Toms River and United Water Larnbertville 
Limited Issue Rate Proceedings 

Public Service Electric & Gas Company 
Electric Restructuring Proceedings* 

Consumers New Jersey Water Company 
Base Rate Proceeding* 

New Jersey-American Water Company 
Base Rate Proceeding* 

Consumers New Jersey Water Company 
Merger Proceeding 

Atlantic City Electric Company 
Fuel Adjustment Clause Proceeding* 

Middlesex Water Company 
Base Rate Proceeding* 

Mount Holly Water Company 
Base Rate Proceeding - Phase I* 

Mount Holly Water Company 
Base Rate Proceeding - Phase 11* 

New Jersey American Water Company 
Acquisitions of Water Systems 

Mount Holly Water Company 
Merger with Homestead Water Utility 

Docket No.GR97050349 1211 997 

Docket No.WR97070538 1211 997 

Docket Nos. WR97040288, 
WR97040289 1211997 

Docket Nos.WR9700540, 
WR9707054 1, 
WR97070539 1211997 

Docket Nos. EX912058Y7 
E09707046 1, E097070462, 
E097070463 0111998 

Docket No. WR970806 15 0 11 1998 

Docket Na.WR98010015 0711998 

Docket No.WM98080706 1211 998 

Docket No.ER98090789 0211 999 

Docket No.WR98090795 0311 999 

Docket No. WR99010032 0711 999 

Docket No. WR99010032 0911 999 

Docket Nos. WM99 100 18 0911 999 
WM99 100 19 0911 999 

Docket No. WM9902009 1 1 01 1 999 
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Applied Wastewater Management, Inc. Docket ~ r ~ 9 9 0 2 0 0 9 0  1011 999 
Merger with Homestead Treatment Utility 

Environmental Disposal Corporation (Sewer) Docket No.WR99040249 0212000 
Base Rate Proceeding* 

Elizabethtown Gas Company 
Gas Cost Adjustment Clause Proceeding 
DSM Adjustment Clause Proceeding 

New Jersey American Water Company 
Gain on Sale of Land 

Jersey Central Power & Light Company 
NTJG Contract Buydown 

Shore Water Company 
Base Rate Proceeding 

Shorelands Water Company 
Water Diversion Rights Acquisition 

Docket No.GR99070509 0312000 
Docket No. GR990705 10 0312000 

Docket No. WM99090677 0412000 

Docket No. EM99 12095 8 0412000 

Docket No. WR99090678 0512000 

Docket No. WOO0030 183 0512000 

Mount Holly and Elizabethtown Water Companies Docket Nos. W099040259 0612000 
Computer and Billing Services Contracts W09904260 0612000 

United Water Resources, Inc. 
Merger with Suez-Lyonnaise 

E'Town Corporation 
Merger with Thames, Ltd. 

Consumers Water Company 
Water Base Rate Proceeding* 

Atlantic City Electric Company 
Buydown of Purchased Power Contract 

Applied Wastewater Management, Inc. 
Authorization for Accounting Changes 

Docket No. WM99 1 10853 0612000 

Docket No. WM99120923 0812000 

Docket No. WR00030174 0912000 

Docket No. EE00060388 0912000 

Docket No. WR00010055 1012000 

Elizabethtown Gas Company 
Gas Cost Adjustment Clause Proceeding Docket No. GR00070470 1012000 
DSM Adjustment Clause Proceeding Docket No. GR0007047 1 1012000 

Trenton Water Works 
Water Base Rate Proceeding* 

Docket No. WR00020096 1012000 



Appendix Page 15 
Prior Regulatory Experience of Robert 1. Henkes 

Middlesex Water Company 
Water Base Rate Proceeding* 

New Jersey American Water Company 
Land Sale - Ocean City 

Pineland Water Company 
Water Base Rate Proceeding* 

Pineland Wastewater Company 
Wastewater Rase Rate Proceeding* 

Elizabethtown Gas Company 
Regulatory Treatment of Gain on Sale of 
Property* 

Wildwood Water Utility 
Water Base Rate Proceeding* 

Roxbury Water Company 
Water Base Rate Proceeding 

SB Water Company 
Water Base Rate Proceeding 

Pennsgrove Water Company 
Water Base Rate Proceeding* 

Public Service Electric & Gas Company 
Gas Base Rate Proceeding* 
Direct Testimony 

Public Service Electric & Gas Company 
Gas Base Rate Proceeding* 
Surrebuttal Testimony 

Elizabethtown Water Company 
Water Base Rate Proceeding* 

Middlesex Water Company 
Financing Proceeding 

New Jersey American Water Company 
Financing Proceeding 

Docket No. WROO060362 1112000 

Docket No. WM000603 89 1 112000 

Docket No. WROO070454 1212000 

Docket No. WROO070455 1212000 

Dacket No. GR00070470 021200 1 

Docket No. WR00 1007 17 0412001 

Docket No. WR0 1 0 10006 061200 1 

Docket No. WR01040232 06/2001 

Docket No. WR00 120939 07/200 1 

Dacket No. GR01050328 0812001 

Docket No. GR01050328 0912001 

Docket No. WR0 1040205 1012001 

Docket No. WF01090574 121200 1 

Docket No. WF01050337 1212001 



Appendix Page 16 
Prior Regulatory Experience of Robert 1. Henkes 

Consumers New Jersey Water Company 
Stock TransferIChange in Control Proceeding 

Consumers New Jersey Water Company 
Water Base Rate Proceeding 

New Jersey American Water Company 
Change of Control (Merger) Proceeding* 

Borough of Haledon - Water Department 
Water Base Rate Proceeding* 

New Jersey American Water Company 
Change of Control (Merger) Proceeding 

Public Service Electric & Gas Company 
Electric Base Rate Proceeding 
Direct Testimony* 

United Water Lambertville 
Land Sale Proceeding 

United Water Vernon Hills & Hampton 
Management Service Agreement 

United Water New Jersey 
Metering Contract With Affiliate 

Public Service Electric & Gas Company 
Electric Base Rate Proceeding 
Surrebuttal and Supplemental Surrebuttal Testimonies* 

Public Service Electric & Gas Company 
Minimum Pension Liability Proceeding 

Public Service Electric & Gas Company 
Electric Base Rate Proceeding 
Supplemental Direct Testimony* 

Public Service Electric & Gas Company 
Electric Deferred Balance Proceeding 
Direct Testimony* 

Rockland Electric Company 
Electric Base Rate Proceeding 
Direct Testimony* 

Docket No. WF01080523 0112002 

Docket NO. WR02030 133 0712002 

Docket No. WM01120833 0712002 

Docket No. WR01080532 0712002 

Docket No. WM02020072 0912002 

Docket No. ER02050303 1012002 

Docket No. WM02080520 1112002 

Docket No. WE02080528 1112002 

Docket No. WOO2080536 1212002 

Docket No. ER02050303 1212002 

Docket No. E002 1 10853 1212002 

Docket No. ER02050303 1212002 

Docket No. ER02050303 0 112003 

Docket No. ER02 100724 0 1 /2003 



Appendix Page 17 
Prior Regulatory Experience of Robert J. Henkes 

Public Service Electric & Gas Company Docket No. ER02050303 0212003 
Supplemental Direct Testimony* 

Rockland Electric Company 
Electric Rase Rate Proceeding 
Supplemental Direct Testimony* 

Consumers New Jersey Water Company 
Acquisition of Maxim Sewerage Company 

Rockland Electric Company 
Audit of Competitive Services 

New Jersey Natural Gas Company 
Audit of Competitive Services 

Public Service Electric & Gas Company 
Audit of Competitive Services 

Mount Holly Water Company 
Water Base Rate Proceeding* 

Elizabethtown Water Company 
Water Rase Rate Proceeding* 

New Jersey-American Water Company 
Water and Sewer Base Rate Proceeding* 

Applied Wastewater Management, Inc. 
Water and Sewer Base Rate Proceeding* 

Middlesex Water Company 
Water Base Rate Proceeding 

Consumers New Jersey Water Company 
Water Base Rate Proceeding 

Roxiticus Water Company 
Purchased Water Adjustment Clause 

Rockland Electric Company 
Societal Benefit Charge Proceeding 

Wildwood Water Utility 
Water Base Rate Proceeding - Interim Rates 

Docket No. ER02 100724 0212003 

Docket No. WM02 1 10808 0512003 

Docket No. EA02020098 0612003 

Docket No. GA02020 1 00 0612003 

Docket No. EA02020097 0612003 

Docket No. WR03070509 1212003 

Docket No. WR030705 10 1212003 

Docket No. WR030705 1 1 1212003 

Docket No. WR03030222 0 112004 

Docket No. WR03 1 10900 0412004 

Docket No. WR02030133 0712004 

Docket No. WR04060454 0812004 

Docket No. ET04040235 0812004 

Docket No. VVR04070620 0812004 



Appendix Page 18 
Prior Regulatory Experience of Robert J. Henkes 

United Water Toms River 
Litigation Cost Accounting Proceeding 

Lake Valley Water Company 
Water Base Rate Proceeding 

Public Service Electric & Gas Company 
Customer Account System Proceeding 

Jersey Central Power and Light Company 
Various Land Sales Proceedings 

Environmental Disposal corporation 
Water Base Rate Proceeding 

Universal Service Fund Compliance Filing 
For 7 New Jersey Electric and Gas Utilities 

Rockland Electric Company 
Societal Benefit Charge Proceeding 

Public Service Electric & Gas Company 
Buried Underground Distribution Tariff Proceeding 

Aqua New Jersey Acquisition of Berkeley Water Co. 
Water Merger Proceeding 

Middlesex Water Company 
Water Base Rate Proceeding 

Public Service Electric Rc Gas Company 
Land Sale Proceeding 

Public Service Electric & Gas Company 
Merger of PSEG and Exelon Corporation 
Direct Testimony 

Public Service Electric & Gas Company* 
Merger of PSEG and Exelon Corporation 
Surrebuttal Testimony 

Public Service Electric & Gas Company* 
Financial Review of Electric Operations 

Docket No. WF04070603 1 112004 

Docket No. WR04070722 1212004 

Docket No. EE040707 18 0212005 

Docket No. EM041 0 1 107 0212005 
Docket No. EM04 1 0 1 073 0212005 
Docket No. EM041 11473 0312005 

Docket No. WR040080760 0512005 

Docket No. EX0002009 1 0512005 

Docket No. ET050403 13 0812005 

Docket No. ET05010053 0812005 

Docket No. WM04 12 1767 0812005 

Docket No. WR0505045 1 1012005 

Docket No. EM05070650 1012005 

Docket No. EM05020106 1 1/2005 

Docket No. EM05020 106 1212005 

Docket No. ER02050303 12/2005 



Appendix Page 19 
Prior Regulatory Experience of Robert J. Henkes 

Rockland Electric Company 
Competitive Services Audit 

Public Service Electric & Gas Company 
Customer Accounting System Cost Recovery 

Roxiticus Water Company 
Stock Sale and Change of Ownership and Control 

Public Service Electric & Gas Company 
Competitive Services Audit 

Wildwood Water Company 
Water Base Rate Proceeding 

Pinelands Water Company 
Water Base Rate Proceeding* 

Pinelands Wastewater Company 
Wastewater Base Rate Proceeding* 

Aqua New Jersey Water Company 
Water Rase Rate Proceeding* 

Public Service Electric & Gas Company 
Gas Base Rate Proceeding* 

NEW MEXICO 

Southwestern Public Service Company 
Electric Base Rate Proceeding* 

El Paso Electric Company 
Rate Moderation Plan 

El Paso Electric Company 
Electric Base Rate Proceeding 

Gas Company of New Mexico 
Gas Base Rate Proceeding* 

El Paso Electric Company 
Electric Base Rate Proceeding* 

Public Service Company of New Mexico 

Docket No. EA02020098 1212005 

Docket No. -EE040707 18 0 112006 

Docket No. W05080755 0112006 

Docket No. EA02020097 0212006 

Docket No. WR050706 13 0312006 

Docket No. WR05080681 0312006 

Docket No. WR05080680 0312006 

Docket No. WR05 12 1022 0612006 

Docket No. GR05 100845 0712006 

Case 1957 

Case 2009 

Case 2092 

Case 2 147 

Case 2 162 

Case 2 146lPhase I1 



Appendix Page 20 
Prior Regulatory Experience of Robert J. Henkes 

Phase-In Plan* 

El Paso Electric Company 
Electric Base Rate Proceeding* 

Gas Company of New Mexico 
Gas Base Rate Proceeding* 

El Paso Electric Company 
Rate Moderation Plan* 

Case 2279 1111989 

Case 2307 041 1 990 

Case 2222 041 1 990 

Generic Electric Fuel Clause - New Mexico Case 2360 
Amendments to NMPSC Rule 550 

Southwestern Public Service Company 
Rate Reduction Proceeding 

El Paso Electric Company 
Base Rate Proceeding 

OHIO 

Dayton Power and Light Company 
Electric Base Rate Proceeding 

PENNSYLVANIA 

Duquesne Light Company 
Electric Base Rate Proceeding* 

AT&T Communications of Pennsylvania 
Base Rate Proceeding* 

AT&T Communications of Pennsylvania 
Base Rate Proceeding* 

National Fuel Gas Distribution Company 
Gas Base Rate Proceeding* 

M O D E  ISLAND 

Blackstone Valley Electric Company 
Electric Base Rate Proceeding 

Case 2573 0311 994 

Case 2722 0211 998 

Case 76-823 

R.I.D. NO. R-821945 0911 982 

Docket P-830452 0411 984 

Docket P-830452 1111984 

Docket R-8707 19 1211987 

Docket No. 1289 



Appendix Page 21 
Prior Regulatory Experience of Robert I. Henkes 

Newport Electric Company 
Report on Emergency Relief 

VERMONT 

Continental Telephone Company of Vermont 
Base Rate Proceeding 

Green Mountain Power Corporation 
Electric Base Rate Proceeding 

Central Vermont Public Service Corp. 
Rate Investigation 

Central Vermont Public Service Corp. 
Electric Rase Rate Proceeding* 

Green Mountain Power Corporation 
Electric Base Rate Proceeding* 

Green Mountain Power Corporation 
Electric Base Rate Proceeding* 

VIRGIN ISLANDS 

Virgin Islands Telephone Corporation 
Base Rate Proceeding* 

Docket No. 3986 

Docket No. 5695 

Docket No. 5701 

Docket No. 5724 

Docket No. 5780 

Docket No. 5857 

Docket 126 



DUKE ENERGY KENTUCKY 

CASE NO. 2006-0001'72 

SCHEDULES RJH-1 THROUGH RJH-20 



Foreasted Period Ended 12/31 107 
Case No. 2006-001 72 

DEK PROPOSED RATE OF RETURN 

Common Equity 

Long-Term Debt 

Short-Term Debt 

Total 

DUKE ENERGY KENTUCKY 
RATE OF RETURN 

Weighted 
Ratios Cost Rates Cost Rates 

(1) (1) (1) 

Weighted 
AG's RECOMMENDED RATE OF RETURN Ratios Cost Rates Cost Rates 

(1 (1) (1) 

Common Equity 50.882% 9.500% (2) 4.834% 

Long-Term Debt 40.626% 6.090% 2.474% 

Short-Term Debt 

Total 

(1) Filing Schedule J-1, page 2. 

(2) Testimony of Dr. J. Randall Woolridge 



Sch. RJH-1 Forecasted Period Ended 12/31/07 
Case No. 2006-001 72 

Capitalization Allocated to Electric 

Rate of Return 

Operating lncome Requirement 

Pro Forma Operating lncome 

Operating lncome Deficiency 

Gross Revenue Conversion Factor 

Revenue Deficiency Excluding Fuel 

lncrease in Fuel Revenue Req. 

Requested Revenue lncrease 
Including Fuel 

DUKEENERGYKENTUCKY 
REVENUE DEFICIENCY 

DEK Adjustment AG 
(1) 

$ 557,080,702 $ (6,385,040) $ 550,695,662 Sch. RJH-4 

8.761 % 7.507% Sch. RJH-3 

48,805,840 41,339,397 

1.6449687 1.64081 12 Sch. RJH-2 

46,519,810 (45,478,499) 1,041,311 

( 1 )  Filing Schedule A 



Forecasted Period Ended 12/31 107 
Case No. 2006-00172 

1. Operating Revenues 

2. Less: a. Uncollectible Expense 
b. KPSC Maintenance Tax 
c. Total 

3. lncome Before SIT and FIT 

4. State lncome Tax Q 5.80% 

5. lncome Before FIT 

6. Federal lncome Tax Q 35% 

7. After-Tax lncome 

8. Revenue Conversion Factor [Ll 11-71 

Sch. RJH-2 

DUKEENERGYKENTUCKY 
REVENUE CONVERSION FACTOR 

DEK Adjustment AG 
(1 

(1) Schedule H, page 2 

(2) Per response to AG-2-11: 

- Adjusted net charge-off per filing $ 867,292 

- Total billings subject to charge-off $ 288,693,617 
- Percent net charge offs to total billings 0.3004% 

(3) Response to AG-1-45c 



Foreasted Period Ended 12/31 107 
Case No. 2006-00172 

DEK PROPOSED RATE OF RETURN 

Common Equity 

Long-Term Debt 

Short-Term Debt 

Total 

Sch. RJH-3 

DUKEENERGYKENTUCKY 
RATE OF RETURN 

Weighted 
Ratios Cost Rates Cost Rates 

(1 (1) (1 

Weighted 
AG's RECOMMENDED RATE OF RETURN Ratios Cost Rates Cost Rates 

(2) (2) (2) 

Common Equity 46.940% 9.250% 4.342% 

Long-Term Debt 46.070% 6.090% 2.806% 

Short-Term Debt 

Total 

(1) Filing Schedule J-1, page 2. 

(2) Testimony of Dr. J. Randall Woolridge, Schedule JRW-1 



Forecasted Period Ended 12/31 I07 
Case No. 2006-001 72 

DUKEENERGYKENTUCKY 
ELECTRIC-ALLOCATED CAPITALIZATION 

Sch. RJH-4 

DEK Adjustment AG 
(1) 

1. Total Capitalization 

2. Less: Non-Jurisdictional Plant 

3. Jurisdictional Capitalization 

4. Electric Jurisdictional Rate Base Allocator 

5. Electric Jurisdictional Capitalization 

6. Plus: Jurisdictional Electric ITC 

7. Cap. Increase from AM1 Project 

8. Total Electric-Allocated Capitalization 

( 1 )  WPA-lc 
(2) Testimony of Robert J. Henkes 



Forec,-,~d Period Ended 12/31/07 
Case No. 2006-001 72 

1. Utility Plant in Service 
2. CWIP 
3. Fuel lnventory 
4. Propane Inventory 
5. Other Materials and Supplies 
6. Gas Stored Underground 
7. Prepayments 
8. Emission Allowances 
9. Cash Working Capital 
10. Depreciation Reserve 
11. Accumulated Deferred Income Taxes 
12. Customer Advances for Construction 
13. Investment Tax Credit - 3% 
14. Total 

DUKE ENERGY KENTUCKY 
ELECTRIC-ALLOCATED JURISDICTIONAL RATE BASE 

Gas Total Co. 
Electric Jurisdictional Rate Base Jursidictional Jursidictional 

DEK Adjustment AG Rate Base Rate Base 
(1) tA+Bl (1 tC+Dl 

15. Ratio of Electric Jurisdictional to Total Company Jurisdictional [CIE]: 74.413% 



Forecasted Period Ended 12/31/07 
Case No. 2006-001 72 - 

1. Total Pro Forma O&M Expense 
Exclusive of Fuel & Purchased 
Power Expense 

2. CWC Ratio 

3. Cash Working Capital 

DUKEENERGYKENTUCKY 
CASH WORKING CAPITAL 

DEK Adjustment AG 

$ 1 1 1,702,325 $ (6,422,912) $ 105,279,413 Sch. RJH-19, L5 

0.125 0.125 0.1 25 

$ 13,962,791 $ (802,864) $ 13,159,927 



Forecasted Period Ended 12/31 107 
Case No. 2006-00172 

DUKEENERGYKENTUCKY 
PRO FORMA OPERATING INCOME 

1. Pro Forma Operating lncome Proposed by DEK 

AG-Recommended Oneratinu lncome Adjustments: 

2. Emission Allowances Sales Proceeds 
3. MISO Make-Whole Revenues 
4. Rent Revenue from Common Facility Unit 7 
5. Other Operating Revenues 
6. Weather Normalization Adjustment 
7. Reversal of AM1 Operating lncome Adjustment 
8. Back-Up Power Sales Capacity Charges 
9. Amortization of Deferred Expenses 
10. Miscellaneous Expense Adjustments 
1 1. Property Tax Adjustment 
12. Interest Synchronization Adjustment 
13. Depreciation Expense Adjustment 

14. AG-Recommended lncome Adjustments 

15. AG-Recommended Pro Forma Operating lncome 

Sch. RJH-7 

(1) Filing Schedule C-1 

(2) Schedule D-1, page 8 



Forecasted Period Ended 12/31/07 
Case No. 2006-00172 

DUKEENERGYKENTUCKY 
REVENUES FROM SALES OF EMISSION ALLOWANCES 

1. Estimate of Acct. 41 1 - Emission Allowance Sale Proceeds 
in Forecasted Period 

2. lmpact on Uncollectibles Q .3004% of Line 1 

3. lmpact on KPSC Assessments Q .1643% of Line 1 

4. impact on Pre-Tax Operating lncome [Ll - L2 - L3] 

5. Composite After-Tax lncome Rate 

6. lmpact on Operating lncome 

(1) Per response to AG-2-7b: 
- Actual 2005 Emission Allowance proceeds 
- Actual 12-months ended 7/31/06 Emission Allowance proceeds 
- Average Emission Allowance proceeds 

(2) Composite of SIT of 5.8% and FIT of 35% = 38.77%. 1 minus 38.77% = 61.23% 



Forecasted Period Ended 12/31/07 
Case No. 2006-001 72 

DUKEENERGYKENTUCKY 
MIS0 MAKE-WHOLE REVENUES 

1. Estimate of Acct. 456025 - MIS0 Make-Whole Revenues 
in Forecasted Period 

2. lmpact on Uncollectibles @ .3004% of Line 1 

3. lmpact on KPSC Assessments Q .1643% of Line 1 

4. lmpact on Pre-Tax Operating lncome [LI - L2 - L3] 

5. Composite After-Tax lncome Rate 

6. lmpact on Operating lncome 

(1) Per response to AG-2-8b: Actual Revenues for 12-Months 

- Woodsdale Unit 1 

- Woodsdale Unit 2 

- Woodsdale Unit 3 

- Woodsdale Unit 4 

- Woodsdale Unit 5 

- Woodsdale Unit 6 

- Miami Fort 6 

- Total 

Ended 7/31/06 

$ 22,549 
22,784 

1,429,318 

22,246 

1,422,593 

852,664 

Sch. RJH-9 

(2) Composite of SIT of 5.8% and FIT of 35% = 38.77%. 1 minus 38.77% = 61.23% 



Forecasted Period Ended 12/31/07 
Case No. 2006-00172 

DUKE ENERGY KENTUCKY 
ACCOUNT 454710 - RENT REVENUE FROM COMMON FACILITY UNIT 7 

1. Acct. 454710 - Rent Revenue from Common Facility Unit 7 
in Forecasted Period 

2. lmpact on Uncollectibles Q .3004% of Line 1 

3. lmpact on KPSC Assessments 8 .1643% of Line 1 

4. lmpact on Pre-Tax Operating lncome [Ll - L2 - L3] 

5. Composite After-Tax lncome Rate 

6. lmpact on Operating lncome 

(1) Per response to AG-2-9d: 

- Current monthly rent revenues $ 55,616 

- Annualization factor 12 

- Annualized rent revenues for forecasted period $ 667,392 

(2) Composite of SIT of 5.8% and FIT of 35% = 38.77%. 1 minus 38.77% = 61.23% 



Forecasted Period Ended 12/31/07 
Case No. 2006-001 72 

DUKE ENERGY KENTUCKY 
OTHER OPERATING REVENUES 

1. Other Operating Revenues in Accts. 451,454 and 456 
Not Reflected by DEK in Forecasted Period 

2. Incremental Revenues from DEK's Proposed New Miscellaneous 
Charge Revenues 

3. Total Recommended Other Operating Revenues Adjustment 

4. lmpact on Uncollectibles Q .3004% of Line 3 

5. lmpact on KPSC Assessments Q .1643% of Line 3 

6. lmpact on Pre-Tax Operating lncome [L3 - L4 - L5] 

7. Composite After-Tax lncome Rate 

8. lmpact on Operating lncome 

(1) Per responses to AG-1-26 and AG-1-27: 

Acct. 451 

Acct. 451 020 

Acct. 451 040 

Acct. 451 050 

Acct. 451 060 

Acct. 454020 

Acct. 4541 00 

Acct. 456865 

Total 

Miscellaneous Service Revenues 

Misc Reconnection Charge 

Temporarty Facilities 

Customer Diversion 

Bad Check Charge 

Rent Elec Other Equipment 

Pole Contact Revenues 

Transmission Rev RB lnterco 

* Average excludes year 2003 

Actual Average 

Annual Revenues for Forecasted 

2003 through 5/31/06 Period 

$ 32,314 $ 

59,128 

95,578 * 

5,414 

18,231 

27,570 

135,477 

21 8,408 

(2) Composite of SIT of 5.8% and FIT of 35% = 38.77%. 1 minus 38.77% = 61.23% 



Forecasted Period Ended 12/31/07 
Case No. 2006-001 72 

DUKE ENERGY KENTUCKY 
WEATHER NORMALIZATION ADJUSTMENT 

1. lmpact on Net Revenues from Using 25-Year Weather Normalization 
Period 1981 - 2005 versus DEK's Proposed 10-Year Weather 
Normalization Period 

2. lmpact on Uncollectibles Q .3004% of Line 1 

3. lmpact on KPSC Assessments Q .1643% of Line 1 

4. lmpact on Pre-Tax Operating lncome [Ll - L2 - L3] 

5. Composite After-Tax lncome Rate 

6. lmpact on Operating lncome 

Sch. RJH-12 

(1) Response to PSC-2-37 

(2) Composite of SIT of 5.8% and FIT of 35% = 38.77%. 1 minus 38.77% = 61 -23% 



Forecasted Period Ended 1213110 
Case No. 2006-0001 72 

DUKE ENERGY KENTUCKY 
BACK-UP POWER SALES CAPACITY CHARGE ADJUSTMENT 

Sch. RJH-13 

1. Back-Up Power Sales Capacity Charges as per DEK's Proposed 
"Refreshed Pricing" $ 10,431,923 (1) 

2. Back-Up Power Sales Capacity Charges as per Contract Approved 
by Commission in Case No. 2003-00252 5,059,000 (2) 

3. Difference in Capacity Charges 5,372,923 

4. Composite After-Tax Income Rate 

5. Impact on Operating Income 

(1) Schedule D-2.25 
(2) Response to AG-1-61 c 

(3) Composite of SIT of 5.8% and FIT of 35% = 38.77%. 1 minus 38.77% = 61.23% 



Forecasted Period Ended 12/31/07 
Case No. 2006-001 72 

DUKEENERGYKENTUCKY 
AMORTIZATION OF DEFERRED EXPENSES 

Sch. RJH-14 

DEK Adjustment AG 
(1) (2) 

1. Deferred Costs Associated with Transfer of Plants: 
a. Actual Through 2/28/06 $ 1,291,571 $ (645,786) $ 645,786 
b. Projected for Consultants 87,000 (43,500) 43,500 
c. Projected for Outside Counsel 
d. Total 

2. Amortization Period (Yrs) 
3. Annual Amortization Expense 

4. Deferred Costs - Electric Workforce Reduction 1,530,917 (1,530,917) 
5. Amortization Period (Yrs) 3 3 3 
6. Annual Amortization Expense 510,306 (510,306) 

7. Total Annual Amortization Expense [L3 + L6) $ 806,020 $ (658,163) $ 147,857 

8. Composite After-Tax Income Rate 61.23% (3) 

9. Impact on Operating Income $ 402,993 

(1) WPD-2.15a 

(2) Testimony of Robert J. Henkes 
(3) Composite of SIT of 5.8% and FIT of 35% = 38.77%. 1 minus 38.77% = 61.23% 



Forecasted Period Ended 12/31/07 
Case No. 2006-001 72 

DUKEENERGYKENTUCKY 
MISCELLANEOUS EXPENSE ADJUSTMENTS 

1. Remove Governmental Affairs Expenses $ (39,049) (1) 

2. Adjust Association Dues (1 25,653) (2) 

3. Remove Certain Professional Services Fees (227,124) (3) 

4. Total Miscellaneous Expense Adjustments (391,826) 

5. Composite After-Tax Income Rate 61.23% (4) 

6. Impact on Operating Income $ 239,915 

(1) - Total governmental affairs expenses in forecasted period: 

- Govt. affairs expenses already removed from forecasted period 
- Additional governmental affairs expenses to be removed 

(2) Per Response to AG-2- 16: 

- Actual dues for 12-month period ended 5/31/06 
- Less: EEI dues 
- Less: AGA dues 
- Less Democratic Leadership Council dues 

- Less: American Legislative Exhange dues 

- Recommended dues for forecasted period 

- DEK-proposed dues for forecasted period 

- Recommended expense adjustment 

(3) Removal of following forecasted period professional fees: 

- Annual Report Design 

- Annual Report Print 
- Sarbanes Oxley 
- Shareholder meeting 
- Stock sil~eillance 

- Stock transfer agent 
- Sarbanes Oxley (Pricewaterhouse Coopers) 
- Total professional fees removal 

Sch. RJH-15 

(4) Composite of SIT of 5.8% and FIT of 35% = 38.77%. 1 minus 38.77% = 61 "23% 



Forecasted Period Ended 12/31/07 
Case No. 2006-001 72 

I. Property Taxes in Accts 408020,408025, 
and 408056 

DUKEENERGYKENTUCKY 
PROPERTY TAX ADJUSTMENT 

2. Property Taxes in Acct 408065 (East Bend) 

3. Remove Non-Jurisdictional Property Taxes 
re. Florence Service Building 

4. Add Cox Road Property Taxes 

5. Total Property Taxes 

4. Composite After-Tax Income Rate 

5. Impact on Operating Income 

DEK Adjustment AG 
(1 

(1) Sch. C-2.1, page 13 of 14 

(2) Response to AG-1-20 

(3) Response to AG-2-4 

(4) Response to AG-2-5 

(5) Composite of SIT of 5.8% and FIT of 35% = 38.77%. 1 minus 38.77% = 61.23% 



Forecasted Period Ended 12/31/07 
Case No. 2006-0017 

DUKEENERGYKENTUCKY 
INTEREST SYNCHRONIZATION ADJUSTMENT 

1. Electric-Allocated Capitalization 

2. Less: CWlP Subject to AFUDC 

3. Net Capitalization 

4. Weighted Debt Cost Rates: 
a. Long Term Debt 
b. Short Term Debt 
c. Total Weighted Debt Cost 

5. Pro Forma lnterest [L3 x L4c] 

6. Forecasted Period Per Books lnterest 

7. Tax-Deductible lnterest Adjustment 

8. Composite Income Tax Rate 

9. Impact on Operating Income 

DEK Adjustment AG 
(1 

2.474% 2.806% Sch. RJH-3 

(1) WPD-2.18a 

(2) Composite of SIT of 5.8% and FIT of 35% = 38.77%. 



Forecasted Period Ended 12/31/07 
Case No. 2006-0017 

Sch. RJH-18 

DUKE ENERGY KENTUCKY 
DEPRECIATION EXPENSE ADJUSTMENT 

1. Forecasted Period Depreciation Expenses 
Excluding AM1 Depreciation 

2. Composite After-Tax Income Rate 

3. Impact on Operating Income 

DEK Adjustment AG 
(1) (2) 

(1) Schedule 8-3.2, pages 1-6 

(2) Testimony of Michael Majoros 
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Q. PLEASE STATE YOUR FULL NAME, ADDRESS, AND OCCUPATION. 

A. My name is J. Randall Woolridge and my business address is 120 Haymaker Circle, State 

College, PA 16801. I am a Professor of Finance and the Goldman, Sachs & Co. and Frank P. 

Smeal Endowed University Fellow in Business Administration at the University Park Campus of 

the Pennsylvania State University. I am also the Director of the Smeal College Trading Room and 

President of the Nittany Lion Fund, LLC. A summary of my educational background, research, and 

related business experience is provided in Appendix A. 

I. SUBJECT OF TESTIMONY 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 

A. I have been asked by the Kentucky Office of the Attorney General to provide an opinion as 

to the overall fair rate of return or cost of capital for the electric utility operations of Union Light, 

Heat, and Power Company d/b/a Duke Energy Kentucky ("DEK" or "Companyt') and to evaluate 

DEK's rate of return testimony in this proceeding. 

Q. PLEASE REVIEW YOUR COST OF CAPITAL RETURN FINDINGS. 

A. I have arrived at a cost of capital for the electric utility services of DEK. I have established 

an equity cost rate of 9.25% for DEK by applying the Discounted Cash Flow ("'DCF") and a Capital 

Asset Pricing Model ("CAPM) approaches to two groups of electric utility companies. Utilizing 

my equity cost rate, capital structure ratios, and senior capital cost rates, I am recommending an 

overall fair rate of return of 7.51% far DEK. This recommendation is summarized in 



ExhibitJJRW- 1). 

11. AN OVERVIEW OF CAPITAL COSTS IN TODAY'S MARKETS 

Q. P1,EASE DISCUSS CAPITAL COSTS IN TODAY'S MARKETS. 

A. Long-term capital cost rates for U.S. corporations are currently at their lowest levels in 

more than four decades. Long-term corporate capital cost rates are determined by the level of 

interest rates and the risk premium demanded by investors to buy the debt and equity capital of 

corporate issuers. The base level of interest rates in the US economy is indicated by the rates on 

ten-year U.S. Treasury bonds. The rates are provided in the graph below fi-om 1953 to the 

present. As indicated, prior to the decline in rates that began in the year 2000, the 10-year 

Treasury had not been in the 4-5 percent range since the 1960s. 

Yields on Ten-Year Treasury Bonds 

1953-Present 

Source: hth1://researcl1.stlouisfed.org/fi-ed2/data/GSIO.l& 

The second base component of the corporate capital cost rates is the risk premium. The 
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1 risk premium is the return premium required by investors to purchase riskier securities. Risk 

2 premiums for bonds are the yield differentials between different bond classes as rated by 

3 agencies such as Moody's, and Standard and Poor's. The graph below provides the yield 

4 differential between Baa-rate corporate bonds and 10-year Treasuries. This yield differential 

5 peaked at 350 basis points (BPS) in 2002 and has declined significantly since that time. This 

6 is an indication that the market price of risk has declined and therefore the risk premium has 

7 declined in recent years. 

Corporate Bond Yield Spreads 
Baa-Rated Corporate Bond Yield Minus Ten-Year Treasury Bond Yield 

Source: h t t p : / / ~ . t r e a s . g o v / o f i c e s / d o m e s t i c - f i  

The equity risk premium is the return premium required to purchase stocks as 

opposed to bonds. Since the equity risk premium is not readily observable in the markets 

(as are bond risk premiums), and there are alternative approaches to estimating the equity 

premium, it is the subject of much debate. One way to estimate the equity risk premium is 

3 



1 to compare the mean returns on bonds and stocks over long historical periods. Measured in 

this manner, the equity risk premium has been in the 5-7 percent range. But recent studies 

by leading academics indicate the forward-looking equity risk premium is in the 3-4 percent 

range. These authors indicate that historical equity risk premiums are upwardly biased 

measures of expected equity risk premiums. Jeremy Siegel, a Wharton finance professor 

and author of the book Stock for the Long Term, published a study entitled "The Shrinking 

Equity Risk ~remium."' I-le concludes: 

The degree of the equity risk premium calculated from data 
estimated from 1926 is unlikely to persist in the future. The real 
return on fixed-income assets is likely to be significantly higher than 
estimated on earlier data. This is confirmed by the yields available 
on Treasury index-linked securities, which currently exceed 4%. 
Furthermore, despite the acceleration in earnings growth, the return 
on equities is likely to fall from its historical level due to the very 
high level of equity prices relative to fundamentals. 

Even Alan Greenspan, the former Chairman of the Federal Reserve Board, indicated in an 

October 14, 1999, speech on financial risk that the fact that equity risk premiums have 

declined during the past decade is "not in dispute." His assessment focused on the 

relationship between information availability and equity risk premiums. 

There can be little doubt that the dramatic improvements in 
information technology in recent years have altered our approach to 
risk. Some analysts perceive that information technology has 
permanently lowered equity premiums and, hence, permanently 
raised the prices of the collateral that underlies all financial assets. 

The reason, of course, is that information is critical to the 
evaluation of risk. The less that is known about the current state of 
a market or a venture, the less the ability to project future outcomes 

Jeremy J. Siegel, "The Shrinking Equity Risk Premium," The Journal of Portfolio Management (Fall, 1999), p. 15. 
4 



and, hence, the more those potential outcomes will be discounted. 

The rise in the availability of real-time information has reduced the 
uncertainties and thereby lowered the variances that we employ to 
guide portfolio decisions. At least part of the observed fall in 
equity premiums in our economy and others over the past five 
years does not appear to be the result of ephemeral changes in 
perceptions. It is presumably the result of a permanent technology- 
driven increase in information availability, which by definition 
reduces uncertainty and therefore risk premiums. This decline is 
most evident in equity risk premiums. It is less clear in the 
corporate bond market, where relative supplies of corporate and 
Treasury bonds and other factors we cannot easily identify have 
outweighed the effects of more readily available information about 
 borrower^.^ 

In sum, the relatively law interest rates in today's markets as well as the lower risk 

premiums required by investors indicate that capital costs for U.S. companies are the lowest in 

decades. In addition, the Jobs and Growth Tax Relief Reconciliation Act of 2003 further lowered 

capital cost rates for companies. 

Q. HOW DID THE JOBS AND GROWTH TAX RELIEF RECONCILL4TION ACT of 

2003 REDUCE THE COST OF CAPITAL FOR COMPANIES? 

A. On May 28th of 2003, President Bush signed the Jobs and Growth Tax Relief Reconciliation 

Act of 2003. The primary purpose of this legislation was to reduce taxes to enhance economic 

growth. A primary component of the new tax law was a significant reduction in the taxation of 

corporate dividends for individuals. Dividends have been described as "double-taxed." First, 

corporations pay taxes on the income they earn before they pay dividends to investors, then 

2 
Alan Greenspan, 'Measuring Financial Risk in the Twenty-First Century," Office of the Comptroller of the 
Currency Conference, October 14, 1999. 



investors pay taxes on the dividends that they receive from corporations. One of the implications 

of the double taxation of dividends is that, all else equal, it results in a higher cost of raising 

capital for corporations. The tax legislation reduced the effect of double taxation of dividends by 

lowering the tax rate on dividends from the 30 percent range (the average tax bracket for 

individuals) to 15 percent. 

Overall, the 2003 tax law reduced the pre-tax return requirements of investors, thereby 

reducing corporations' cost of equity capital. This is because the reduction in the taxation of 

dividends for individuals enhances their after-tax returns and thereby reduces their pre-tax 

required returns. This reduction in pre-tax required returns (due to the lower tax on dividends) 

effectively reduces the cost of equity capital for companies. The 2003 tax law also reduced the 

tax rate on long-term capital gains from 20% to 15%. My assessment indicates that the 

magnitude of the reduction in corporate equity cost rates could be as large as 100 basis points 

(See Exhibit-(JRW-2)). 

111. COMPARISON GROUP SELECTION 

Q. PLEASE DESCRIBE YOUR APPROACH TO DEVELOPING A FAIR RATE OF 

RETURN RECOMMENDATION FOR DEK 

A. To develop a fair rate of return recommendation for DEK, I evaluated the return 

requirements of investors on the common stock of two groups of publicly-held electric utility 



companies. 

Q. PLEASE DESCRIBE YOUR GROUPS OF ELECTRIC SERVICE COMPANIES. 

A. My primary proxy group consists of the companies in Moody's Electric Utilities. I require 

that ( I )  they receive at least 50% of revenues from regulated electric utility operations and (2) they 

are not currently in the process of being acquired. As a result, this primary group, which I call 

Group A, includes thirteen electric utility companies. Summary financial statistics for the 

companies in Group A are provided on page 1 of Exhibit-/JRW-3). On average, the operating 

revenues and net plant for the proxy group are $7,872M and $12,135M, respectively. The group 

has an average common equity ratio of 43.6%, and a current average earned return on common 

equity of 1 1.5%. 

My second group, which I call Group B, is the group of vertically integrated electric utility 

companies identified by Dr. Morin. As above, these companies receive at least 50% of revenues 

fiom regulated electric utility operations and are not currently in the process of being acquired. As a 

result I end up with twenty-six companies in Group B. The average operating revenues and net 

plant for the proxy group are $6,08 1M and $9,410M7 respectively. The group has an average 

common equity ratio of 45.6%, and a current average earned return on common equity of 9.6%. 

IY. CAPITAL STRUCTURE RATIOS AND DEBT COST RATES 

Q. WHAT CAPITAL STRUCTURE RATIOS AND SENIOR CAPITAL COST RATES 

ARE YOU USING TO ESTIMATE AN OVERALL RATE OF RETURN FOR DEK? 



1 A. Exhibit-(JRW-4) provides an evaluation of DEK's proposed capital structure and the 

2 average capital structures of the companies in the proxy group. The Company has proposed a 

3 capital structure consisting of 8.49% short-term debt, 40.63% long-term debt, and 50.88% common 

4 equity. The Company has employed a short-term debt cost rate of 5.14% and a long-term debt cost 

5 rate of 6.09%. 

6 Also shown in Exhibit-(JRW-4) is the average capitalization of the companies in my 

7 primary proxy group, Group A. On average, these companies employ 5.48% short-term debt, 

8 5 1.52% long-term debt, and 43.00% shareholders' equity. Hence, it is clear that DEK is proposing 

9 a capital structure that contains much more common equity than the companies in Group A which 

10 represents Moody's Electric Utilities. 

11 To develop a capital structure in this proceeding, I am proposing to use the average of (1) 

1 2  DEK's proposed capital structure, and (2) the average for Group A. I will adopt the Company's 

1 3  proposed senior capital cost rates. The resulting common equity ratio - 46.94% -- is entirely 

1 4  consistent with the common equity ratio of my proxy Group B. This is summarized below 

1 5  DEK, Inc. 
1 6  Proposed Capital Structure and Senior Capital Cost Rates 

Source of Capital 
Short-Term Debt 

V. THE COST OF COMMON EQUITY CAPITAL 

Long-Term Debt 
Common Equity 

2 0 A. OVERVIEW 

Capitalization Ratio 
6.99% 

2 1  Q. WHY MUST AN OVERALL COST OF CAPITAL OR FAIR RATE OF RETURN 

Cost Rate 
5.14% 

46.07% 
46.94% 

6.09% 



BE ESTABLISHED FOR A PUBLIC UTILITY? 

A. In a competitive industry, the return on a firm's common equity capital is determined 

through the competitive market for its goods and services. Due to the capital requirements needed 

to provide utility services, however, and to the economic benefit to society fiom avoiding 

duplication of these services, some public utilities are monopolies. It is not appropriate to permit 

monopoly utilities to set their own prices because of the lack of competition and the essential nature 

of the services they provide. Thus, regulation seeks to establish prices which are fair to consumers 

and at the same time are sufficient to meet the operating and capital costs of the utility, i.e., provide 

an adequate return on capital to attract investors. 

Q. PLEASE PROVIDE AN OVERVIEW OF THE COST OF CAPITAL IN THE 

CONTEXT OF THE THEORY OF THE FIRM. 

A. The total cost of operating a business includes the cost of capital. The cost of common 

equity capital is the expected return on a firm's common stock that the marginal investor would 

deem sufficient to compensate for risk and the time value of money. In equilibrium, the expected 

and required rates of return on a company's common stock are equal. 

Normative economic models of the firm, developed under very restrictive assumptions, 

provide insight into the relationship between firm performance or profitability, capital costs, and the 

value of the firm. Under the economist's ideal model of perfect competition, where entry and exit is 

costless, products are undifferentiated, and there are increasing marginal costs of production, firms 

produce up to the point where price equals marginal cost. Over time, a long-run equilibrium is 

established where price equals average cost, including the firm's capital costs. In equilibrium, total 



1 revenues equal total costs, and because capital costs represent investors' required return on the 

firm's capital, actual returns equal required returns and the market value and the book value of the 

firm's securities must be equal. 

In the real world, firms can achieve competitive advantage due to product market 

imperfections. Most notably, companies can gain competitive advantage through product 

differentiation (adding real or perceived value to products) and by achieving economies of scale 

(decreasing marginal costs of production). Competitive advantage allows firms to price products 

above average cost and thereby earn accounting profits greater than those required to cover capital 

costs. When these profits are in excess of that required by investors, or when a firm earns a return 

on equity in excess of its cost of equity, investors respond by valuing the firm's equity in excess of 

its book value. 

James M. McTaggart, founder of the international management consulting firm Marakon 

Associates, has described this essential relationship between the return on equity, the cost of equity, 

and the market-to-book ratio in the following manner:3 

Fundamentally, the value of a company is determined by the cash flow it 
generates over time for its owners, and the minimum acceptable rate of return 
required by capital investors. This "cost of equity capital" is used to discount the 
expected equity cash flow, converting it to a present value. The cash flow is, in turn, 
produced by the interaction of a company's return on equity and the annual rate of 
equity growth. High return on equity (ROE) companies in low-growth markets, such 
as Kellogg, are prodigious generators of cash flow, while low ROE companies in 
high-growth markets, such as Texas Instruments, barely generate enough cash flow 
to finance growth. 

A company's ROE over time, relative to its cost of equity, also determines 
whether it is worth more or less than its book value. If its ROE is consistently 
greater than the cost of equity capital (the investor's minimum acceptable return), the 

James M. McTaggart, "The Ultimate Poison Pill: Closing the Value Gap," Commentary (Spring 1988), p. 2. 
10 



business is economically profitable and its market value will exceed book value. If, 
however, the business earns an ROE consistently less than its cost of equity, it is 
economically unprofitable and its market value will be less than book value. 

As such, the relationship between a firm's return on equity, cost of equity, and market-to-book ratio 

is relatively straightforward. A firm which earns a return on equity above its cost of equity will see 

its common stock sell at a price above its book value. Conversely, a firm which earns a return on 

equity below its cost of equity will see its common stock sell at a price below its book value. 

Q. PLEASE PROVIDE ADDITIONAL INSIGHTS INTO THE RELATIONSHIP 

BETWEEN RETURN ON EQUITY AND MARKET-TO-BOOK RATIOS? 

A. This relationship is discussed in a classic Harvard Business School case study entitled "A 

Note on Value Drivers." On page 2 of that case study, the author describes the relationship very 

For a given industry, more proJitableJirms - those able to generate higher returns 
per dollar of equity - should have higher market-to-book ratios. Conversely, firms which 
are unable to generate returns in excess of their cost of equity should sell for less than book 
value. 

Pro fita bilitv Value 
IfROE > K then Market/Book > I 
IfROE = K then Market/Book =I 
IfROE < K then Market/Book < 1 

To assess the relationship by industry, as suggested above, I have performed a regression study 

between estimated return on equity and market-to-book ratios using natural gas distribution, electric 

utility and water utility companies. I used all companies in these three industries which are covered 

by Value Line and who have estimated return on equity and market-to-book ratio data. The results 

are presented below. 



The Relationship Between Estimated ROE and Market-to-Book Ratios 
Value Line Electrics Companies, Gas Distribution Companies, and Water Utilities 

Elechic Companies -----_I 

0 - .l-l---"" .i__l_-. T1 pT-.. ---"-T------ 

0 5 10 15 20 25 30 

Estimated ROE 

Gas Companies 

0 5 10 15 

Estimated ROE 

Benjamin Esty, "A Note on Value Drivers," Harvard Business School Case No. 9-297-082, April 7, 1997. 
12 



- 

Water Companies 1 

I 0 2 4 6 8 10 

Estimated ROE L -- - -- - 
R-Square = .93 

N=4 

The average R-squares for the electric, gas, and water companies are 0.70, 0.64, and 0.93. This 

demonstrates the strong and statistically significant relationship between ROES and market-to-book 

ratios. 

Q. WHAT ECONOMIC FACTORS HAVE AFFECTED THE COST OF EQUITY 

CAPITAL FOR PUBLIC UTILITIES? 

A. ExhibitJJRW-5) provides indicators of public utility equity cost rates over the past decade. 

Page 1 shows the yields on 10-year, 'A' rated public utility bonds. These yields peaked in the 

1990s at lo%, and have generally declined since that time. They hovered in the 4.5 to 5.0 percent 

between 2003 and 2005, and have since increased to the 5.5%. Page 2 provides the dividend yields 

for the fifteen utilities in the Dow Jones Utilities Average over the past decade. These yields peaked 

in 1994 at 7.2%. Since that time they have declined and were below 4.0% as of 2005. 

Average earned returns on common equity and market-to-book ratios are given on page 3 of 



Exhibit-(JRW-5). Over the past decade, earned returns on common equity have consistently been 

in the 10.0 - 13.0 percent range. The high point was 13.45 % in 200 1, and they have decreased 

since that time. As of 2005, the average was 1 1.75%. Ova the past decade, market-to-book ratios 

for this group have increased gradually, but with several ups and downs. The market-to-book 

average was 1.75 as of 2001, declined to 1.45 in 2003, and increased to 1.95 as of 2005. 

The indicators in ExhibitJJRW-5), coupled with the overall decrease in interest rates, 

suggest that capital costs for the Dow Jones Utilities have decreased over the past decade. 

Specifically for the equity cost rate, the increase in the market-to-book ratios, coupled with a 

slightly lower average return on equity, suggests a decline in the overall equity cost rate. 

Q. WHAT FACTORS DETERMINE INVESTORS' EXPECTED OR WQUIRIID 

RATE OF RETURN ON EQUITY? 

A. The expected or required rate of retum on common stock is a function of market-wide, as 

well as company-specific, factors. The most important market factor is the time value of money as 

indicated by the level of interest rates in the economy. Common stock investor requirements 

generally increase and decrease with like changes in interest rates. The perceived risk of a firm is 

the predominant factor that influences investor retum requirements on a company-specific basis. A 

firm's investment risk is often separated into business and financial risk. Business risk encompasses 

all factors that aftect a firm's operating revenues and expenses. Financial risk results from incurring 

fixed obligations in the form of debt in financing its assets. 

Q. HOW DOES THE INVESTMENT RISK OF ELECTRIC UTIIJTY COMPANIES 

COMPARE WITH THAT OF OTHER INDUSTRIES? 



A. Due to the essential nature of their service as well as their regulated status, public utilities 

are exposed to a lesser degree of business risk than other, non-regulated businesses. This relatively 

low level of business risk allows public utilities to meet much of their capital requirements through 

borrowing in the financial markets, thereby incurring greater than average financial risk. 

Nonetheless, the overall investment risk of public utilities is below most other industries. 

Exhibit(JRW-6) provides an assessment of investment risk for 100 industries as measured by 

beta, which according to modern capital market theory is the only relevant measure of investment 

risk that need be of concern for investors. These betas come fiom the Value Line Investment Survey 

and are compiled by Aswath Damodoran of New Yark University. They may be found on the 

Internet at http://www.stern.nyu.edu/-adamodd. The study shows that the investment risk of 

public utilities is relatively low. The average beta for electric utilities is in the bottom third of the 

100 industries in terms of beta. As such, the cost of equity for the electric utility industry is among 

the lowest of all industries in the U.S. 

Q. HOW CAN THE EXPECTED OR REQUIRED RATE OF RETURN ON COMMON 

EQUITY CAPITAL BE DETERMINED? 

A. The costs of debt and preferred stock are normally based on historical or book values and 

can be determined with a great degree of accuracy. The cost of common equity capital, however, 

cannot be determined precisely and must instead be estimated from market data and informed 

judgment. This return to the stockholder should be commensurate with returns on investments in 

other enterprises having comparable risks. 

According to valuation principles, the present value of an asset equals the discounted value 



of its expected kture cash flows. Investors discount these expected cash flows at their required rate 

of return that, as noted above, reflects the time value of money and the perceived riskiness of the 

expected kture cash flows. As such, the cost of common equity is the rate at which investors 

discount expected cash flows associated with common stock ownership. 

Models have been developed to ascertain the cost of common equity capital for a firm. 

Each model, however, has been developed using restrictive economic assumptions. Consequently, 

judgment is required in selecting appropriate financial valuation models to estimate a firm's cost of 

common equity capital, in determining the data inputs for these models, and in interpreting the 

models' results. All of these decisions must take into consideration the firm involved as well as 

conditions in the economy and the financial markets. 

Q. HOW DO YOU PLAN TO ESTIMATE THE COST OF EQUITY CAPITAL FOR 

THE COMPANY? 

A. I rely primarily on the Discounted Cash Flow ("DCF") model to estimate the cost of equity 

capital. Given the investment valuation process and the nature of the utility business, I believe that 

the DCF model provides a good measure of equity cost rates for public utilities. I have also 

estimate an equity cost rate for the Company using the Capital Asset Pricing Model (CAPM) study. 

R. DISCOUNTED CASH FLOW ANALYSIS 

Q. BRIEFLY DESCRIBE THE THEORY BEHIND THE TRADITIONAL DCF 

MODEL. 



1 A. According to the discounted cash flow model, the current stock price is equal to the 

discounted value of all future dividends that investors expect to receive h m  investment in the firm. 

As such, stockholders' returns ultimately result &om current as well as future dividends. As 

owners of a corporation, common stockholders are entitled to a pro-rata share of the firm's earnings. 

The DCF model presumes that earnings that are not paid out in the form of dividends are 

reinvested in the firm so as to provide for future growth in earnings and dividends. The rate at 

which investors discount future dividends, which reflects the timing and riskiness of the expected 

cash flows, is interpreted as the market's expected or required return on the common stock. 

Therefore this discount rate represents the cost of common equity. Algebraically, the DCF model 

can be expressed as: 

where P is the current stock price, D, is the dividend in year n, and k is the cost of common equity. 

Q. IS THE DCF MODEL CONSISTENT WITH VALUATION TECHNIQUES 

EMPIAOYED BY INVESTMENT FIRMS? 

A. Yes. Virtually all investment firms use some form of the DCF model as a valuation 

technique. One common application far investment firms is called the three-stage DCF or dividend 

discount model (DDM). This model presumes that a company's dividend payout progresses initially 

through a growth stage, then proceeds through a transition stage, and finally assumes a steady-state 

stage. The dividend-payment stage of a firm depends on the profitability of its internal investments, 



1 which, in turn, is largely a function of the life cycle of the product or service. These stages are 

2 depicted in the graphic below labeled the Three-Stage DCF Model. 

1. Growth stage: Characterized by rapidly expanding sales, high profit margins, and 
abnormally high growth in earnings per share. Because of highly profitable 
expected investment opportunities, the payout ratio is low. Competitors are 
attracted by the unusually high earnings, leading to a decline in the growth rate. 

2. Transition stage: In later years, increased competition reduces profit margins and 
earnings growth slows. With fewer new investment opportunities, the company 
begins to pay out a larger percentage of earnings. 

3. Maturity (steady-state) stage: Eventually the company reaches a position where 
its new investment opportunities offer, on average, only slightly attractive returns 
on equity. At that time its earnings growth rate, payout ratio, and return on equity 
stabilize for the remainder of its life. The constant-grawth DCF model is appropriate 
when a firm is in the maturity stage of the life cycle. 

In using this model to estimate a firm's cost of equity capital, dividends are projected into 

20 the future using the different growth rates in the alternative stages, and then the equity cost rate is 

2 1 the discount rate that equates the present value of the future dividends to the current stock price. 

2 2 Three-Stage DCF Model 

This description comes from William F. Sharp, Gordon J. Alexander, and JefEey V. Bailey, Investments (Prentice- 
Hall, 1995), pp. 590-9 1. 



1 Q. HOW DO YOU ESTIMATE STOCKJ30LDERS1 EXPECTED OR REQUIRED 

RATE OF RETURN USING THE DCF MODEL? 

A. Under certain assumptions, including a constant and infinite expected growth rate, and 

constant dividendlearnings and pricelearnings ratios, the DCF model can be simplified to the 

following: 

where Dl represents the expected dividend over the coming year and g is the expected growth rate 

of dividends. This is known as the constant-growth version of the DCF model. To use the 

constant-growth DCF model to estimate a finn7s cost of equity, one solves for k in the above 

expression to obtain the following: 

The economics of the public utility business indicate that the industry is in the steady-state 

or constant-growth stage of a three-stage DCF. The economics include the relative stability of the 

utility business, the maturity of the demand for public utility services, and the regulated status of 

public utilities (especially the fact that their returns on investment are effectively set through the 

ratemaking process). The DCF valuation procedure for companies in this stage is the constant- 

growth DCF. In the constant-growth version of the DCF model, the current dividend payment 

and stock price are directly observable. Therefore, the primary problem and controversy in 



applying the DCF model to estimate equity cost rates entails estimating investors' expected 

dividend growth rate. 

Q. WHAT FACTORS SHOULD ONE CONSIDER WHEN APPLYING THE DCF 

METHODOLOGY? 

A. One should be sensitive to several factors when using the DCF model to estimate a firm's 

cost of equity capital. In general, one must recognize the assumptions under which the DCF model 

was developed in estimating its components (the dividend yield and expected growth rate). The 

dividend yield can be measured precisely at any point in time, but tends to vary somewhat over 

time. Estimation of expected growth is considerably more difficult. One must consider recent firm 

performance, in conjunction with current economic developments and other information available 

to investors, to accurately estimate investors' expectations. 

Q. PLEASE DISCUSS EXHIBIT-(JRW-7). 

A. My DCF analysis is provided in Exhibit-(JRW-7). The DCF summary is on page 1 of 

this Exhibit and the supporting data and analysis for the dividend yield and expected growth rate 

are provided on the following pages. 

Q. WHAT DIVIDEND YIELDS ARE YOU EMPLOYING IN YOUR DCF ANALYSIS 

FOR YOUR TWO GROUPS OF ELECTRIC UTILITY COMPANIES? 

A. The dividend yields on the common stock for the companies in the two groups are 

provided on page 2 of ExhibitJJRW-7) for the six -month period ending August, 2006. Over this 

period, the average monthly dividend yield for the companies in Groups A and B have been 

4.40% and 4.20%, respectively. As of August, 2006, the mean dividend yield for the companies 



in the groups were 4.40% and 4.20%, respectively. For the DCF dividend yield, I use the average 

of the six month and August, 2006 dividend yields. Hence, the DCF dividends yield for Groups 

A and B are 4.40% and 4.20%, respectively. 

Q. P1,EASE DISCUSS THE APPROPRIATE ADJUSTMENT TO THE SPOT 

DIVIDEND YIELD. 

A. According to the traditional DCF model, the dividend yield term relates to the dividend 

yield over the coming period. As indicated by Professor Myron Gordon, who is commonly 

associated with the development of the DCF model for popular use, this is obtained by (1) 

multiplying the expected dividend over the coming quarter by 4, and (2) dividing this dividend by 

the current stock price to determine the appropriate dividend yield for a firm, which pays dividends 

on a quarterly basis.6 

In applying the DCF model, some analysts adjust the current dividend for growth over the 

coming year as opposed to the coming quarter. This can be complicated because firms tend to 

announce changes in dividends at different times during the year. As such, the dividend yield 

computed based on presurned growth over the coming quarter as opposed to the coming year can be 

quite different. Consequently, it is cornon  for analysts to adjust the dividend yield by some 

fiaction of the long-term expected growth rate. 

The appropriate adjustment to the dividend yield is fbrther complicated in the regulatory 

process when the overall cost of capital is applied to a projected or end-of--future-test-year rate base. 

The net effect of this application is an overstatement of the equity cost rate estimate derived fiom 

Petition for Modijkation of Prescribed Rate of Return, Federal Communications Commission, Docket No. 79-05, 
Direct Testimony of Myron J. Gordon and L,awrence I. Gould at 62 (April 1980). 
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the DCF model. In the context of the constant-growth DCF model, both the adjusted dividend yield 

and the growth component are overstated. The overstatement results from applying an equity cost 

rate computed using current market data to a future or test-year-end rate base which includes 

growth associated with the retention of earnings during the year. In other words, an equity cost rate 

times a future, yet to be achieved rate base, results in an inflated dividend yield and growth rate. 

Q. GIVEN THIS DISCUSSION, WHAT ADJUSTMENT FACTOR WILL YOU USE 

FOR YOUR DIVIDEND YIELD? 

A. I will adjust the dividend yield by 112 the expected growth so as to reflect growth over the 

coming year. 

Q. PLEASE DISCUSS THE GROWTH RATE COMPONENT OF THE DCF MODEL. 

A. There is much debate as to the proper methodology to employ in estimating the growth 

component of the DCF model. By definition, this component is investors' expectation of the long- 

term dividend growth rate. In developing growth expectations, investors have access to both 

historical and projected growth rates for earnings and dividends per share and for internal or book 

value growth. 

Q. WHAT GROWTH DATA HAVE YOU REVIEWED FOR THE TWO GROIJPS OF 

ELECTRIC COMPANIES? 

A. I have analyzed a number of measures of growth for the electric utility companies. I have 

reviewed Value Line's historical and projected growth rate estimates for EPS, DPS, and BWS. In 

addition, I have utilized the average EPS growth rate forecasts of Wall Street analysts as provided 

by Zacks, Reuters, and First Call. These services solicit 5-year earning growth rate projections for 



securities analysts and compile and publish the averages of these forecasts on the Internet. Finally, I 

have also assessed prospective growth as measured by prospective earnings retention rates and 

earned returns on common equity. 

Q. PLEASE DISCUSS HISTORICAL GROWTH IN EARNINGS AND DIVIDENDS 

AS WELL AS INTERNAL GROWTH. 

A. Historical growth rates for EPS, DPS, and BVPS are readily available to virtually all 

investors and presumably are an important ingredient in forming expectations concerning &re 

growth. However, one must use historical growth numbers as measures of investorsf expectations 

with caution. In some cases, past growth may not reflect future growth potential. Also, employing 

a single growth rate number (for example, for five or ten years), is unlikely to accurately measure 

investors' expectations due to the sensitivity of a single growth rate figure to fluctuations in 

individual firm performance as well as overall economic fluctuations (i.e., business cycles). 

However, one must appraise the context in which the growth rate is being employed. According to 

the conventional DCF model, the expected return on a security is equal to the sum of the dividend 

yield and the expected long-term growth in dividends. Therefore, to best estimate the cost of 

common equity capital using the conventional DCF model, one must look to long-term growth rate 

expectations. 

Internally generated growth is a function of the percentage of earnings retained within the 

firm (the earnings retention rate) and the rate of return earned on those earnings (the return on 

equity). The internal growth rate is computed as the retention rate times the return on equity. 

Internal growth is significant in determining long-mn earnings and, therefore, dividends. Investors 



recognize the importance of internally generated growth and pay premiums for stocks of companies 

that retain earnings and earn high returns on internal investments. 

Q. PLEASE SUMMARIZE YOUR ANA1,YSIS OF VALUE LINE'S HISTORICAL 

AND PROJECTED GROWTH RATES FOR THE PROXY GROUP OF ELECTRIC 

UTILITY COMPANIES. 

A. Page 3 of Exhibit-(JRW-7) provides the historical growth rates for the companies in the 

two groups as provided in the Value Line Investment Survey. Due to the presence of outliers, both 

means and median measures of central tendency are shown. For Group A, historic growth has been 

relatively low and volatile. The range of the central tendency measures is fkom -1.3% to 2.5%, with 

an average of 0.8%. The historical growth rate pattern for Group B is very similar to that of Group 

A. The range of the central tendency measures for Group B is fkom -1.5% to 3.0%, with an average 

of 0.9%. 

Page 4 of Exhibit-(JRW-7) provides a summary of projected growth rates for the 

companies in the two groups as provided in the Value Line Investment Survey. As above, due to 

outliers, both the means and medians are shown. For Group A, the meadmedian projected growth 

rates for EPS, DPS, and BVPS are 6.0%/5.0%, 5.1%/4.5%, and 5.0%/5.0%. The average of the 

mean and median figures is 5.1%. Also shown on page 4 of ExhibitJJRW-7) is the prospective 

internal growth as indicated by the prospective earnings retention rate and return on common 

equity. The average of the mean and median figures for internal growth is 4.4% for Group A. 

Projected growth rate measures for Group B are again similar to those for Group A. The 

meadmedian projected growth rates for Group B for EPS, DPS, and BVPS are 5.4%/5.5%, 



4.0%/4.5%, and 4.5%/4.00%. The average of the mean and median figures is 4.7%. Prospective 

internal growth, also shown on page 4 of Exhibit-(JRW-7), is the product of the prospective 

earnings retention rate and return on common equity. The average of the mean and median figures 

for internal growth is 3.80% for Group B. 

Q. PLEASE ASSESS GROWTH FOR THE GROUPS AS MEASURED BY 

ANALYSTS' FORECASTS OF EXPECTED 5-YEAR GROWTH IN EPS. 

A. Zacks, First Call, and Keuters collect, summarize, and publish Wall Street analysts' 

projected five-year EPS growth rate forecasts for companies. These forecasts are provided for the 

companies in the electric utility proxy groups on page 5 of Exhibit-(JRW-7). The average of the 

mean and median analysts' projected growth forecasts is 4.9% for Group A and 5.5% for Group B . ~  

Q. PLEASE SIJMMARIZE YOUR ANALYSIS OF THE HISTORICAL AND 

PROSPECTJYE GROWTH OF THE ELECTRIC COMPANY PROXY GROUPS. 

A. The table below shows the summary DCF growth rate indicators for the two groups of 

electric utility companies. For both groups, Value Line's historical growth rate in EPS, DPS, and 

BVPS is quite low and with means of only 0.8% and 0.9%. The average of Value Line's 

projected growth rates for EPS, DPS, and BVPS is 5.1% for Group A and 4.7% for Group B. 

Prospective internal growth is 4.4% for Group A and 3.80% for Group R using Value Line's 

average projected earning retention rate and average return on common equity. The average of the 

mean and median projected EPS growth rate figures of Wall Street analysts are 4.90% for Group A 

and 5.50% for Group B. 

7 ~ i n c e  there is considerable overlap in analyst coverage between the three services, and not all of the companies have 
forecasts fiom the different services, I have averaged the expected 5-year EPS growth rates from the three services for 

2 5 



DCF Growth Rate Indicators 

L ~ i r s t  Call, Reuters, and Zacks I 
ROE * Retention rate 

Projected EPS Growth fkom 

Based on these growth rate indicators, and giving more weight to the projected figures, an 

Group B 

0.8% 

4.7% 

3.8% 

Growth Rate Indicator 
Historic Value Line Growth in 

EPS, DPS, and BVPS 
Projected Value Line Growth 

in EPS, DPS, and BVPS 
Internal Growth 

expected growth rate for Group A would appear to be in the 4.50-5.00 percent range. I will use the 

Group A 

0. 8% 

5.1% 

4.4% 

4.9% 

midpoint of this range - 4.75% - as my expected DCF growth rate for Group A. For Group B, 

5.5% 

projected growth rate figures suggest a slightly higher expected growth rate. Hence, I will use an 

expected DCF growth rate of 5.0% for Group R. 

Q. BASED ON THE ABOVE ANALYSIS, WHAT IS YOUR INDICATED COMMON 

EQUITY COST RATE FROM THE DCF MODEL FOR THE GROUPS? 

A. My DCF-derived equity cost rate for the two groups are: 

D 
DCF Equity Cost Rate (k) - - -------- '+ g 

P 

each company to arrive at an expected EPS growth rate by company. 
2 6 

-. 

Group A 
Group B 

DCF 
Growth Rate 

4.75% 
5.00% 

Equity 
Cost Rate 

9.25% 
9.31% .-- 

Dividend 
Yield 
4.40% -- 
4.20% 

$4 Growth 
Adjustment 

1.02375 
1.02500 



1 These results are summarized on page 1 of Exhibit-(JRW-7). 

C. CAPITAL ASSET PRICING MODEL RESULTS 

Q. PLEASE DISCUSS THE CAPITAL ASSET PRICING MODEL (CAPM). 

A. The CAPM is a risk premium approach to gauging a firm's cost of equity capital. 

According to the risk premium approach, the cost of equity is the sum of the interest rate on a risk- 

fiee bond (Rf) and a risk premium (RP), as in the following: 

k - - Rf + RP 

The yield on long-term Treasury securities is normally used as Rf. Risk premiums are measured in 

different ways. The CAPM is a theory of the risk and expected returns of common stocks. In the 

CAPM, two types of risk are associated with a stock: firm-specific risk or unsystematic risk; and 

market or systematic risk, which is measured by a firm's beta. The only risk that investors 

receive a return for bearing is systematic risk. 

According to the CAPM, the expected return on a company's stock, which is also the 

equity cost rate (K), is equal to: 

K = (R$ + D i h  * - @$I 
Where: 

0 K represents the estimated rate of return on the stock; 
E(R,,) represents the expected return on the overall stock market. Frequently, the 'market' 
refers to the S&P 500; 
(Rf) represents the risk-fiee rate of interest; 



[E(R,,J - (Ra represents the expected equity or market risk premium-the excess return 
that an investor expects to receive above the risk-free rate for investing in risky stocks; 
and 
Beta-(Bi) is a measure of the systematic risk of an asset. 

To estimate the required return or cost of equity using the CAPM requires three inputs: 

the risk-free rate of interest (Rf), the beta (Bi), and the expected equity or market risk premium, 

[E(R,,J - (RfU. Rf is the easiest of the inputs to measure - it is the yield on long-term Treasury 

bonds. Oi, the measure of systematic risk, is a little more difficult to measure because there are 

different opinions about what adjustments, if any, should be made to historical betas due to their 

tendency to regress to 1.0 over time. And finally, an even more difficult input to measure is the 

expected equity or market risk premium, [E(R,,J - (I?$]. I will discuss each of these inputs, with 

most of the discussion focusing on the expected equity risk premium. 

Q. PLEASE DISCUSS EXHIRIT']r(JRW-8). 

A. ExhibitJJRW-8) provides the summary results for my CAPM study. Page 1 shows the 

results, and the pages following it, contain the supporting data. 

Q. PLEASE DISCUSS THE RISK-FREE INTEREST RATE. 

A. The yield on long-term Treasury bonds has usually been viewed as the risk-free rate of 

interest in the CAPM. The yield on long-term Treasury bonds, in turn, has been considered to be 

the yield on Treasury bonds with 30-year maturities. However, since the Treasury issuance of 30- 

Year Treasuries was interrupted for a period of time in recent years, the yield on 10-year 

Treasury bonds has replaced the yield on 30-year Treasury bonds as the benchmark long-term 

Treasury rate. The 10-year Treasury yields over the past five years are shown in the chart below. 



1 These rates hit a 60-year low in the summer of 2003 at 3.33%. They increased with the 

2 rebounding economy and fluctuated in the 4.0-4.50 percent range over the past three years until 

3 advancing to 5.0% in recent months in response to a strong economy and increases in energy, 

4 commodity, and consumer prices. 

5 Ten-Year U.S. Treasury Yields 
6 January 2000-August 2006 - 1 

Source: http://www.federalreserve.gov/releases/hlS.pdf 

Q. WHAT RISK-l?REE INTEREST RATE ARK YOIJ USING IN YOIJR CAPM? 

A. With the growing budget deficit, the U.S. Treasury has decided to again begin issuing a 

30-year bond. As such, the market may again begin to focus on its yield as the benchmark for 

long-term capital costs in the U.S. 

In recent months, the yields on the 10- and 30- year Treasuries have increased and have 

been in the 5.00%-5.25% range. As of September 11, 2006, as shown in the table below, the rates 



1 on 10- and 30- Treasuries were 4.77% and 4.92%, respectively. Given this recent range and recent 

2 movement, I will use 5.00% as the risk-free rate, or Rfi in my CAPM. 

U.S. Treasury Yields 
Se~tember 11.2006 

1 

NOTES/BONDS 

MATURITY CURRENT 
COUPON 

DATE PRICEIYIELD 

1 O-YEAR 4.875 08/15/2016 

Q. WHAT BETAS ARE YOU EMPLOYING IN YOUR CAPM? 

A. Beta (8) is a measure of the systematic risk of a stock. The market, usually taken to be 

the S&P 500, has a beta of 1 .O. The beta of a stock with the same price movement as the market 

also has a beta of 1.0. A stock whose price movement is greater than that of the market, such as 

a technology stock, is riskier than the market and has a beta greater than 1 .O. A stock with below 

average price movement, such as that of a regulated public utility, is less risky than the market 

and has a beta less than 1 .O. Estimating a stock's beta involves running a linear regression of a 

stock's return on the market return as in the following: 



Galculaiion of Beta 

/ I Market Return 

The slope of the regression line is the stock's 13. A steeper line indicates the stock is more 

sensitive to the return on the overall market. This means that the stock has a higher 13 and greater 

than average market risk. A less steep line indicates a lower 13 and less market risk. 

Numerous online investment information services, such Yahoo and Reuters, provide 

estimates of stock betas. Usually these services report different betas for the same stock. The 

differences are usually due to (1) the time period over which the 13 is measured and (2) any 

adjustments that are made to reflect the fact that betas tend to regress to 1.0 over time. In 

estimating an equity cost rate for the two groups of electric utility companies, I am using the 

average betas for the companies as provided in the Value Line Investment Survey. As shown on 

page 2 of Exhibit-(JRW-8), the median beta for the companies in both Groups A and B is 0.85. 

Q. PLEASE DISCUSS ANY OPPOSING VIEWS REGARDING THE EQUITY RISK 

PREMIUM. 

A. The equity or market risk premium-[E(R,,J - Rfl: is equal to the expected return on the 
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stock market (e.g., the expected return an the S&P 500 (E(R,)) minus the risk-Eree rate of interest 

(Rf). The equity premium is the difference in the expected total return between investing in equities 

and investing in "safe" fixed-income assets, such as long-term government bonds. However, while 

the equity risk premium is easy to define conceptually, it is difficult to measure because it requires 

an estimate of the expected return on the market. 

Q. PLEASE DISCUSS THE ALTERNATIVE APPROACHES TO ESTIMATING 

THE EQUITY RISK PREMIUM. 

A. The table below highlights the primary approaches to, and issues in, estimating the 

expected equity risk premium. The traditional way to measure the equity risk premium is to use 

the difference between historical average stock and bond returns. In this case, historical stock 

and bond returns, also called ex post returns, are used as the measures of the market's expected 

return (known as the ex ante or fonvard-looking expected return). This type of historical 

evaluation of stock and bond returns is often called the "Ibbotson approach" after Professor 

Roger Ibbotson who popularized this method of using historical financial market returns as 

measures of expected returns. Most historical assessments of the equity risk premium suggest an 

equity risk premium of 5-7 percent above the rate on long-term Treasury bonds. However, this 

can be a problem because (1) ex post returns are not the same as ex ante expectations, (2) market 

risk premiums can change over time, increasing when investors become more risk-averse, and 

decreasing when investors become less risk-averse, and (3) market conditions can change such 

that ex post historical returns are poor estimates of ex ante expectations. 



Risk Premium Approaches 

Source: Antti Ilmanen, Expected Returns on Stocks and Bonds," Journal of Portfolio Management, (Winter 2003). 

The use of historical returns as market expectations has been criticized in numerous 

academic studies.' The general theme of these studies is that the large equity risk premium 

discovered in historical stock and bond returns cannot be justified by the fundamental data. These 

studies, which fall under the category "Ex Ante Models and Market Data," compute ex ante 

expected returns using market data to arrive at an expected equity risk premium. These studies have 

also been called "Puzzle Research" afier the famous study by Mehra and Prescott in which the 

authors first questioned the magnitude of historical equity risk premiums relative to fi~ndamentals.~ 

Q* PLEASE BRIEFLY SUMMARIZE SOME OF THE ACADEMIC STUDIES 

THAT DEVELOP EX ANTE EQUITY RISK PREMIUMS. 

Ek Ante Models and Markt Data 

C m n t  ihmial market prices 
(simpk! duation ratios or DCF- 
based measures) can g h  most 
objective esfimaies of feasible: ex 
ante equity-bond risk premium 

Assumptions needed f i r  DCF hputs, 
natably the trend earnings growth 
rate, make even these models' 
outputs subjective. 

The mnp ofviews on the growth 
rate, as well as Ute debate an the 
relevant stock and bond yields, bads 
do a range of premium estimates. - 

8 
The problems with using ex post historical returns as measures of ex ante expectations will be discussed at length 
later in my testimony. 
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Excess Returns 
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Time variation in 
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A. Two of the most prominent studies of ex ante expected equity risk premiums were by 

Eugene Fama and Ken French (2002) and James Claus and Jacob Thomas (2001). The primary 

debate in these studies revolves around two related issues: (1) the size of expected equity risk 

premium, which is the return equity investors require above the yield on bonds; and (2) the fact that 

estimates of the ex ante expected equity risk premium using fundamental firm data (earnings and 

dividends) are much lower than estimates using historical stock and bond return data. Fama and 

French (2002), two of the most preeminent scholars in finance, use dividend and earnings growth 

models to estimate expected stock returns and ex ante expected equity risk They 

compare these results to actual stock returns over the period 195 1-2000. Fama and French estimate 

that the expected equity risk premium from DCF models using dividend and earnings growth to be 

between 2.55% and 4.32%. These figures are much lower than the ex post historical equity risk 

premium produced from the average stock and bond return over the same period, which is 7.40%. 

Fama and French conclude that the ex ante equity risk premium estimates using DCF 

models and kndamental data are superior to those using ex post historical stock returns for three 

reasons: (1) the estimates are more precise (a lower standard error); (2) the Sharpe ratio, which is 

measured as the [(expected stock return - risk-free rate)/standard deviation], is constant over 

time for the DCF models but varies considerably over time and more than doubles for the 

average stock-bond return model; and (3) valuation theory specifies relationships between the 

market-to-book ratio, return on investment, and cost of equity capital that favor estimates from 

fundamentals. They also conclude that the high average stock returns over the past 50 years 

9 Rahnish Mehra and Edward Prescott, "The Equity Premium: A Puzzle," Journal of Monetary Economics (1985). 
10 

Eugene F. Fama and Kenneth R. French, "The Equity Premium," The Journal of Finance, (April 2002). 
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1 were the result of low expected returns and that the average equity risk premium has been in the 

3-4 percent range. 

The study by Claus and Thomas of Columbia University provides direct support for the 

findings of Fama and ~rench." These authors compute ex ante expected equity risk premiums over 

the 1985-1998 period by (1) computing the discount rate that equates market values with the 

present value of expected future cash flows, and (2) then subtracting the risk-fi-ee interest rate. The 

expected cash flows are developed using analysts' earnings forecasts. The authors conclude that 

over this period the ex ante expected equity risk premium is in the range of 3.0%. Claus and 

Thomas note that, over this period, ex post historical stock returns overstate the ex ante expected 

equity risk premium because, as the expected equity risk premium has declined, stock prices have 

risen. In other words, Eram a valuation perspective, the present value of expected future returns 

increase when the required rate of return decreases. The higher stock prices have produced stock 

returns that have exceeded investors' expectations and therefore ex post historical equity risk 

premium estimates are biased upwards as measures of ex ante expected equity risk premiums. 

Q. PLEASE PROVIDE A SUMMARY OF THE EX ANTE EQUITY RISK 

PREMIUM STUDIES. 

A. Richard Derrig and Elisha Orr (2003) recently completed the most comprehensive paper to 

date which summarizes and assesses the many risk premium studies.I2 These authors reviewed the 

11 
James Claus and Jacob Thomas, "Equity Risk Premia as Low as Three Percent? Empirical Evidence from 

Analysts' Earnings Forecasts for Domestic and International Stock Market," Journal of Finance. (October 2001). 
12 

Richard Derrig and Elisha Orr, "Equity Risk Premium: Expectations Great and Small," Working Paper (version 
3.0), Automobile Insurers Bureau of Massachusetts, August 28,2003. 



various approaches to estimating the equity risk premium, and the overall results. Page 3 of 

Exhibit-(JRW-8) provides a surnmary of the results of the primary risk premium studies reviewed 

by Derrig and Orr. In developing page 3 of ExhibitJJRW-8), I have (1) updated the results of the 

studies that have been updated by the various authors, (2) included the results of several additional 

studies and surveys, and (3) included the results of the "Building Blocks" approach to estimating 

the equity risk premium, including a study I performed which is presented below. 

On page 3, the risk premium studies listed under the 'Social Security' and 'Puzzle 

Research' sections are primarily ex ante expected equity risk premium studies (as discussed above). 

Most of these studies are performed by leading academic scholars in finance and economics. Also 

provided are the results of studies by Ibbotson and Chen and myself which use the Building Blocks 

approach. 

Q. PLEASE DISCUSS YOUR DEVELOPMENT OF AN EX ANTE EXPECTED 

EQUITY RISK PREIMIUM COMPUTED USING THE BUILDING BLOCKS 

METHODOLOGY. 

A. Ibbotson and Chen (2002) evaluate the ex post historical mean stock and bond returns in 

what is called the Building Blocks approach.'"hey use 75 years of data and relate the 

compounded historical returns to the different fundamental variables employed by different 

researchers in building ex ante expected equity risk premiums. Among the variables included 

were inflation, real EPS and DPS growth, ROE and book value growth, and PIE ratios. By 

relating the fundamental factors to the ex post historical returns, the methodology bridges the gap 

13 
Roger Ibbotson and Peng Chen, "Long Run Returns: Participating in the Real Economy," Financial Analysts 
Journal, January 2003. 
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1 between the ex post and ex ante equity risk premiums. Ilmanen (2003) illustrates this approach 

2 using the geometric returns and five fundamental variables - inflation (CPI), dividend yield 

3 (DIP), real earnings growth (RG), repricing gains (PEGAIN) and return interactionlreinvestrnent 

4 (INT). l4 This is shown in the graph below. The first column breaks the 1926-2000 geometric 

5 mean stock return of 10.7% into the different return components demanded by investors: the 

6 historical Treasury bond return (5.2%), the excess equity return (5.2%), and a small interaction 

7 term (0.3%). This 10.7% annual stock return over the 1926-2000 period can then be broken 

8 down into the following fundamental elements: inflation (3.1%), dividend yield (4.3%), real 

9 earnings growth (1.8%), repricing gains (1.3%) associated with higher PIE ratios, and a small 

interaction term (0.2%). 

Decomposing Equity Market Returns 
The Building Blocks Methodology 

l4 Antti Ilmanen, Expected Returns on Stocks and Bonds," Journal of Portfolio Management, (Winter 2003), p. 1 1. 



1 Q. HOW ARE YOU USING THIS METHODOLOGY TO DERIVE AN EX ANTE 

2 EXPECTED EQUITY RISK PREMIUM? 

A. The third column in the graph above shows current inputs to estimate an ex ante expected 

market return. These inputs include the following: 

CPI - To assess expected inflation, I have employed expectations of the short-term and 

long-term inflation rate. The graph below shows the expected annual inflation rate according to 

consumers, as measured by the CPI, over the coming year. This survey is published monthly by the 

University of Michigan Survey Research Center. This survey is published monthly by the 

University of Michigan Survey Research Center. In the most recent report, the expected one-year 

expected inflation rate was 4.0%. 

Expected Inflation Rate 
University of Michigan Consumer Research 

(Data Source: http://research.stlouisfed.orgl~ed2/se~ICHl98) 

16 Longer term inflation forecasts are available in the Federal Reserve Bank of Philadelphia's 



1 publication entitled Survey of Professional  forecaster^.'^ This survey of professional 

economists has been published for almost 50 years. While this survey is published quarterly, 

only the first quarter survey includes long-term forecasts of GDP growth, inflation, and market 

returns. In the first quarter, 2006 survey, published on February 13, 2006, the median long-term 

(10-term) expected inflation rate as measured by the CPI was 2.50% (see page 4 of 

Given these results, I will use the average of the University of Michigan and Philadelphia 

Federal Reserve's surveys (4.0% and 2.50%), or 3.25%. 

DIP - As shown in the graph below, the dividend yield on the S&P 500 has decreased 

gradually over the past decade. Today, it is far below its norm of 4.3% over the 1926-2000 time 

period. Whereas the S&P dividend yield bottomed out at less than 1.4% in 2000, it is currently 

at 1.9% which I use in the ex ante risk premium analysis. 

S&P 500 Dividend Yield 

(Data Source: http:I/www.barra.corn/Research/fbnd~charts.asp) 
Dividend Yield 

S8P 500 

- 

15 Federal Reserve Bank of Philadelphia, Survey of Professional Forecasters, February 14, 2005. The Survey of 
Professional Forecasters was formerly conducted by the American Statistical Association (ASA) and the National 
Bureau of Economic Research (NBER) and was known as the ASA/NBER survey. The survey, which began in 1968, 
is conducted each quarter. The Federal Reserve Bank of Philadelphia, in cooperation with the NBER, assumed 
responsibility for the survey in June 1990. 



1 RG - To measure expected real growth in earnings, I use (1) the historical real earnings 

2 growth rate for the S&P 500, and (2) expected real GDP growth. The S&P 500 was created in 

3 1960. It includes 500 companies which come from ten different sectors of the economy. Over 

4 the 1960-2005 period, nominal growth in EPS for the S&P 500 was 7.1 1%. On page 5 of 

5 ExhibitJJRW-8), real EPS growth is computed using the CPI as a measure of inflation. As 

6 indicated by Ibbotson and Chen, real earnings growth over the 1926-2000 period was 1.8%. The 

7 real growth figure over 1960-2005 period for the S&P 500 is 2.7%. 

The second input for expected real earnings growth is expected real GDP growth. The 

rationale is that over the long-term, corporate profits have averaged a relatively consistent 5.50% 

of US GDP.'~ Real GDP growth, according to McKinsey, has averaged 3.5% over the past 80 

years. Expected GDP growth, according to the Federal Reserve Bank of Philadelphia's Survey of 

Professional Forecasters, is 3.2% (see page 4 of ExhibitJJRW-8)). 

Given these results, I will use the average of the historical S&P EPS real growth and the 

historical real GDP growth (and as supported by the Philadelphia Federal Reserve survey of 

expected GDP growth) (2.7% and 3.2%), or 2.95%, for real earnings growth. 

PEGAIN - the repricing gains associated with increases in the PIE ratio accounted for 1.3% 

of the 10.7% annual stock return in the 1926-2000 period. In estimating an ex ante expected stock 

market return, one issue is whether investors expect PIE ratios to increase from their current levels. 

The graph below shows the PIE ratios for the S&P 500 over the past 25 years. The run-up and 

eventual peak in PIES is most notable in the chart. The relatively low PIE ratios (in the range of 10) 

16 
Marc. W. Goedhart, et al, "The Real Cost af Equity," McKinsey on Finance (Autumn 2002), p. 14. 
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1 over two decades ago are also quite notable. As of September, 2006 the PIE for the S&P 500, using 

2 the trailing 12 months EPS, is 20.50 according to www.investor.reuters.con~. 

Given the current economic and capital markets environment, I do not believe that 

investors expect even higher PIE ratios. Therefore, a PEGAIN would not be appropriate in 

estimating an ex ante expected stock market return. There are two primary reasons for this. First, 

the average historical S&P 500 PIE ratio is 15 - thus the current PIE exceeds this figure by 

almost 50%. Second, as previously noted, interest rates are at a cyclical low not seen in almost 

50 years. This is a primary reason for the high current PIES. Given the current market 

environment with relatively high PIE ratios and low relative interest rate, investors are not likely 

to expect to get stock market gains from lower interest rates and higher PIE ratios. 

S&P 500 PIE Ratios 
(Data Source: http://www.barra.com/Resear~h~fbnd~charts.asp) 

PriceEarnings (lncl Negative) 
SBP 500 

14 
is Q. GIVEN THIS DISCUSSION, WHAT IS YOUR EX ANTE EXPECTED MARKET 

1 6  RETURN AND EQUITY RISK PREMIUM USING THE "BUILDING BLOCKS 



1 METHODOLOGY"? 

2 A. My expected market return is represented by the last column on the right in the graph 

3 entitled "Decomposing Equity Market Returns: The Building Blocks Methodology" found earlier 

4 in my testimony. As shown on page 37, my expected market return is 8.10% which is composed 

5 of 3.25% expected inflation, 1.90% dividend yield, and 2.95% real earnings growth rate. 

7 Q. GIVEN THAT THE HISTORICAL COMPOUNDED ANNIJAL MARKET 

8 RETURN IS IN EXCESS OF lo%, WHY DO YOU BELIEVE THAT YOUR EXPECTED 

9 MARKET RETURN OF 8.10% IS REASONABLE? 

Expected Market 
Return 

8.10% 

10 A. As discussed above in the development of the expected market return, stock prices are 

6 

Real Earnings 
Growth Rate 

2.95% 

Expected 
Inflation 

3.25% 

11 relatively high at the present time in relation to earnings and dividends and interest rates are 

Dividend Yield 

1.90% 

1 2  relatively low. Hence, it is unlikely that investors are going to experience high stock market 

13 returns due to higher PIE ratios and/or lower interest rates. In addition, as shown in the 

1 4  decomposition of equity market returns, whereas the dividend portion of the return was 

1 5  historically 4.3%, the current dividend yield is only 1.9%. Due to these reasons, lower market 

1 6  returns are expected for the future. 

17 Q. IS YOUR EXPECTED MARJCET RETURN OF 8.10% CONSISTENT WITH THE 



1 FORECASTS OF MARKET PROFESSIONALS? 

A. Yes. In the first quarter, 2006 survey, published on February 13, 2006, the median long- 

term expected return on the S&P 500 was 7.00 (see page 4 of Exhibit-(JRW-8)). This is clearly 

consistent with my expected market return of 8.10%. 

Q. IS YOUR EXPECTED MARKET RETURN CONSISTENT WITH THE 

EXPECTED MARKET RETURNS OF CORPORATE CHIEF FINANCIAL OFFICERS 

(CFOs)? 

A. Yes. John Graham and Campbell Harvey of Duke University conduct an annual survey of 

corporate CFOs. The survey is a joint project of Duke University and CFO Magazine. In the 

2006 survey, the average expected return on the S&P 500 over the next ten years is 8.05%.17 

Q. GIVEN THIS EXPECTED MARKET RETURN, WHAT IS YOUR EX ANTE 

EQUITY RISK PREMIUM USING THE BUILDING BLOCKS METHODOLOGY? 

A. As shown above, the current 30-year treasury yield is 4.92%. My ex ante equity risk 

premium is simply the expected market return from the Building Blocks methodology minus this 

risk-free rate: 

Ex Ante Equity Risk Premium - - 8.10% - 4.92% =:3.18% 

Q. GIVEN THIS DISCUSSION, HOW ARE YOU MEASURING AN EXPECTED 

EQUITY RISK PREMIUM IN THIS PROCEEDING? 

A. As discussed above, page 3 of Exhibit-(JRW-8) provides a summary of the results of a 

" The survey results are available at www.cfosurvey.org.. 
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variety of the equity risk premium studies. These include the results of (1) the study of historical 

risk premiums as provided by Ibbotson, (2) ex ante equity risk premium studies (studies 

commissioned by the Social Security Administration as well as those labeled 'Puzzle Research'), 

(3) equity risk premium surveys of CFOs, Financial Forecasters, as well as academics, (4) Building 

Block approaches to the equity risk premium, and (5) other miscellaneous studies. The overall 

average equity risk premium of these studies is 4,13%, which I will use as the equity risk premium 

in my CAPM study. 

Q. IS YOUR EX ANTE EQUITY RISK PREMIUM CONSISTENT WITH THE 

EQUITY RISK PREMIUMS OF LEADING INVESTMENT FIRMS? 

A. Yes. One of the first studies in this area was by Stephen Einhorn, one of Wall Street's 

leading investment strategists.18 His study showed that the market or equity risk premium had 

declined to the 2.0 to 3.0 percent range by the early 1990s. Among the evidence he provided in 

support of a lower equity risk premium is the inverse relationship between real interest rates 

(observed interest rates minus inflation) and stock prices. He noted that the decline in the market 

risk premium has led to a significant change in the relationship between interest rates and stock 

prices. One implication of this development was that stock prices had increased higher than would 

be suggested by the historical relationship between valuation levels and interest rates. 

The equity risk premiums of some of the other leading investment firms today support the 

result of the academic studies. An article in The Economist indicated that some other firms like J.P. 

Morgan are estimating an equity risk premium for an average risk stock in the 2.0 to 3.0 percent 

l8 Steven G. Einhorn, "The Perplexing Issue of Valuation: Will the Real Value Please Stand Up?" Financial 
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range above the interest rate on U.S. Treasury ~ o n d s . ' ~  

Q. IS YOIJR EX ANTE EQUITY RISK PREMIUM CONSISTENT WITH THE 

EQUITY RISK PREMIUMS USED BY CORPORATE CHIEF FINANCIAL OFFICERS 

(CFOs)? 

A. Yes. In the previous referenced 2006 CFO survey conducted by John Graham and 

Campbell Harvey, the average ex ante 10-year equity risk premium was 3.05%.~' 

Q. IS YOUR EX ANTE EQUITY RISK PREMIUM CONSISTENT WITH THE EX 

ANTE EQUITY RISK PREMIUMS OF PROFESSIONAL FORECASTERS? 

A. Yes. The financial forecasters in the previously-referenced Federal Reserve Bank of 

Philadelphia survey project both stock and bond returns. As shown on page 4 of Exhibit-(JRW- 

8)), the median long-term expected stock and bond returns were 7.00% and 5.00%, respectively. 

This provides an ex ante equity risk premium of 2.00%. 

Q. IS YOUR EX ANTE EQUITY RISK PREMIIJM CONSISTENT WITH THE 

EQUITY RISK PREMIUMS USED BY THE LEADING CONSULTING FIRMS? 

A. Yes. McKinsey & Co. is widely recognized as the leading management consulting firm in 

the world. They recently published a study entitled "The Real Cost of Equity" in which they 

developed an ex ante equity risk premium for the US. In reference to the decline in the equity risk 

premium, as well as what is the appropriate equity risk premium to employ for corporate valuation 

Analysts Journal (July-August 1990), pp. 1 1 - 16. 
19 For example, see "Welcome to Bull Country))' The Economist (July 18, 1998), pp. 21-3, and "Choosing the Right 

Mixture," The Economist (February 27, 1999), pp. 71-2. 
20 The survey results are available at www.cfosurvey.org.. 
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1 purposes, the McKinsey authors concluded the following: 

We attribute this decline not to equities becoming less risky (the 
inflation-adjusted cost of equity has not changed) but to investors 
demanding higher returns in real terms on government bonds after 
the inflation shocks of the late 1970s and early 1980s. We believe 
that using an equity risk premium of 3.5 to 4 percent in the current 
environment better reflects the true long-term opportunity cost of 
equity capital and hence will yield more accurate valuations for 
companies.21 

Q. WHAT EQUITY COST RATE IS INDICATED BY YOUR CAPM ANALYSIS? 

A. The results of my CAPM study for the two groups of electric utility companies as well as 

DEK are provided below: 

1 6  

1 7  D. EQUITY COST RATE SUMMARY 

18 

19 Q. PLEASE SUMMARIZE YOUR EQUITY COST RATE STUDY. 

2 0  A. The results for my DCF and CAPM analyses for the proxy group of electric utility 

2  1 companies are indicated below: 

Group A 
Group B 

Equity 
Risk Premium 

4.13% 
4.13% 

Group A 

 arc H. Goedhart, et al, "The Real Cost of Equity," McKinsey on Finance (Autumn 2002), p. 15. . 
4 6  

Equity 
Cost Rate 

8.50 % 
8.50 % 

Risk-Free 
Rate 

5.00% 
5.00% 

DCF 
9.25% 

Group B 

Beta 

0.85 
0.85 

I I 
9.3 1% 8.50% 



Q. GIVEN THESE RESULTS, WHAT IS YOUR ESTIMATED EQUITY COST RATE 

FOR THE GROUP OF ELECTRIC COMPANIES? 

A. Giving these results, I conclude that the equity cost rate for the two proxy group of electric 

utilities is in the 8.5-9.31 percent range. Given primary weight to the DCF approach, I am 

recommending an equity cost rate of 9.25%. This presumes that the Commission adopts my capital 

structure. If the Commission were to adopt DEK's proposed capital structure, my recommended 

return on common equity would be 9.00%. 

Q. ISN'T THIS RATE OF RETURN LOW BY HISTORICAL STANDARDS? 

A. Yes it is, and appropriately so. My rate of return is low by historical standards for three 

reasons. First, as discussed above, current capital costs are very low by historical standards, with 

interest rates at a cyclical low not seen since the 1960s. Second, the 2003 tax law, which reduces 

the tax rates on dividend income and capital gains, lowers the pre-tax return required by investors. 

And third, as discussed below, the equity or market risk premium has declined. 

Q. FINALLY, PLEASE DISCUSS YOUR RATE OF RETURN IN LIGHT OF RECENT 

YIELDS ON 'A' RATED PUBLIC UTILITY BONDS. 

A. In recent months the yields on long-term public utility bonds have been in the 6.00 percent 

range. My rate of return may appear to be too low given these yields. However, as previously 

noted, my recommendation must be viewed in the context of the significant decline in the market or 

equity risk premium. As a result, the return premium that equity investors require over bond yields 

is much lower than today. This decline was previously reviewed in my discussion of capital costs 

in today's markets. In addition, it will be examined in more depth in my rebuttal testimony. 



Q. HOW DO YOU TEST THE REASONABLENESS OF YOUR COST OF EQUITY 

AND OVERALL RATE OF RETURN RECOMMENDATION? 

A, To test the reasonableness of my 9.25% equity cost rate recommendation, I examine the 

relationship between the return on common equity and the market-to-book ratios for the group of 

electric utility companies. 

Q. WHAT DO THE RETURNS ON COMMON EQUITY AND MARKET-TO-BOOK 

RATIOS FOR THE GROUP OF ELECTRIC UTILITIES INDICATE ABOUT THE 

REASONABLENESS OF YOUR 9.25% RECOMMENDATION? 

A. ExhibitJJRW-3) provides financial perfarrnance and market valuation statistics for the 

group of electric utility companies. The current return on equity and market-to-book ratios for the 

group are summarized below: 

I GroupB 9.60% 157.4 -- 
Source: Exhibit-(JRW-3). 

I 
Group A 

These results clearly indicate that, on average, these companies are earning returns on equity above 

their equity cost rates. As such, this observation provides evidence that my recommended equity 

Current ROE 
11.5 % 

cost rate of 9.25% is reasonable and fully consistent with the financial performance and market 

Market-to-Book Ratio 
202.1 

valuation of the proxy group of electric utility companies. 



Q. PLEASE SUMMARIZE DEK'S OVERALL RATE OF RETURN 

RECOMMENDATION. 

A. DEK's rate of return recommendation is provided by DEK witnesses Lynn J. Good and Dr. 

Roger A. Morin. The Company has proposed a capital structure consisting of 8.49% short-term 

debt, 40.63% long-term debt, and 50.88% common equity and a short-term debt cost rate of 5.14% 

and a long-term debt cost rate of 6.09%. Dr. Morin has recommended an equity cost rate in the 

range of 1 1.25%- 1 1 SO%. 

Q. PLEASE EVALUATE THE COMPANY'S RATE OF RETURN POSITION. 

A. The Company's proposed rate of return is excessive due an inappropriate capital structure 

and an overstated equity cost rate. Dr. Morin's estimated equity cost rate in the range 11.25-1 1.50% 

is unreasonably high primarily due to (1)) excessive risk pranium estimates in his CAPM and risk 

premium approaches, (2) upwardly-biased growth rates in his DCF equity cost rate approach; and 

(3) an unnecessary flotation cost adjustment. 

Q. WHAT ISSUES ARE YOU ADDRESSING IN YOUR REBUTTAL TESTIMONY? 

A. I am addressing the following issues: (1) DEK's proposed capital structure; (2) the proxy 

group employed by Dr. Morin; and (3) Dr. Morin's equity cost rate approaches and results. 



Capital Structure and DEK's Financial and Investment Risks 

Q. PLEASE DISCUSS THE CAPITAL STRUCTURE ISSUE IN THIS PROCEEDING? 

A. As shown in Exhibit-(JRW-3), the current common equity ratio for the predominantly 

electric utilities in Moody's Electrics (My Group A) is only 43.6%. The Company's proposed 

capitalization includes a significantly higher common equity ratio (50.88) than these companies. 

Q. HAS DR. MORIN RECOGNIZED AND ADJUSTED FOR DEK'S LOWER 

DEGREE OF FINANCIAL RISK IN ARRIVING AT AN EQUITY RATE FOR THE 

COMPANY? 

A. No. 

Proxy Groups 

Q. PLEASE DISCUSS THE PROXY GROUPS EMPLOYED BY DR. MORIN IN 

ESTIMATING DEK'S COST OF COMMON EQUITY. 

A. In different stages of his analysis, Dr. Morin employs Moody's Electric Utilities, a group of 

20 electric utility companies, as well as a group of 27 vertically-integrated electric utility 

companies. The biggest issue with his group of Moody's Electrics is that he includes companies 

that receive less than 50% of their revenues h m  regulated electric utility operations. In my Group 

A, I only use those companies in Moody's Electrics that receive at least 50% of revenues fiom 

regulated electric utility operations. 



Equitv Cost Rate Ap~roaches and Results 

Q. PLEASE REVIEW THE ERRORS IN DR. MORIN'S EQUITY COST RATE 

APPROACHES. 

A. The primary errors in Dr. Morin's equity cost rate studies are (1) excessive risk premium 

estimates in his risk premium approaches, (2) upwardly-biased expected growth rates in his DCF 

equity cost rate; and (3) an unnecessary flotation cost adjustment applied to all equity cost rate 

estimates. 

Dr. Morin estimates an equity cost rate for DEK in the range of 11.25%-11.50% by 

applying risk premium and DCF methodologies. His equity cost rate approaches and resulting 

estimates for DEK, are summarized below: 

Summarv of Equitv Cost Rate A~proaches and Results 

Result 

11.7% 

12.0% 

10.9% 

10.9% 

10.1% 
10.1% 
12.1% 
10.4% 
10.6% 

Approach 
CAPM 

RF = 5.0% 
ECAPM 

RF = 5.0% 
-- - 

Risk Premium 
RF = 5.0% 

Allowed Risk 
Premium 

RF = 5.0% 
DCF 

Value Line Growth 
Zacks Growth 

I Value Line Growth 
Zacks Growth 

Group 

Proxy Electrics 

Proxy Electrics 

Proxy Electrics 

U.S. Electrics 

Integrated. Elec. Co. 
Integrated. Elec. Co 

Duke Energy 
Moody's Electrics 
Moody's Electrics 



Q. PLEASE REVIEW DR. MORIN'S EQUITY COST RATE APPROACHES. 

A. Dr. Morin employs several variants of the risk premium approach as well as a DCF 

approach. The various risk premium approaches include the CAPM, the empirical CAPM 

(ECAPM), a historical risk premium, and an allowed risk premium. 

Q. PLEASE PROVIDE A SUMMARY OF DR. MORM'S VARIOUS RISK PREMIUM 

APPROACHES, INCLPJDLNG HIS CAPM. 

A. The tables below provide the results of Dr. Morin's various risk premium approaches, 

including his CAPM. 

ECAPM Results 

CAPM Results 
Moody's Electric Utilities 

Moody's Electrics 
5.0% 
.85 

- 7.50% 
1 1.40% 

.30 
11.7O/0 -- 

Risk-Free Rate 
Average Beta 

Historic Return Premium 
VL DCF Risk Premium - 

Equity Risk Premium 
Equity Cost Rate 

Flotation Cost Adjustment 
CAPM Equity Cost Rate 

7.1% 
7.9% 



Historic Risk Premium Results 
Moody's Electric Utilities 

Moody's Electrics - 1 
Risk-Free Rate 
Historic Return Premium 

I Hist. RP Equity Cost Rate 10.9% 

5.0% 
5.6% 

Equity Cost Rate 
Flotation Cost Adjustment 

Allowed Risk Premiunl Results 

10.6% 
.30 

Electric Utility Companies 
1 Risk-Free Rate 5.0% 

9 A. There are certain common elements to these approaches that I am initially discussing. 

Allowed Return Premium 
Allowed RP Equity Cost Rate 

l a  Then I provide additional commentary on the individual approaches. The common elements 

5.9 % 
10.9% 

11 include flotation costs and computing an equity risk premium using historical returns. 

1 2  Q. PLEASE ADDRESS THE FLOTATION COST ADJUSTMENT ISSUE. IS A 

6 
7 

8 Q. HOW ARE YOU EVALUATING THESE APPROACHES? 

13 FLOTATION COST ADJUSTMENT NECESSARY IN THIS PROCEEDING? 

1 4  A. There has been no evidence presented in this proceeding that DEK has sold, or intends to 

15 sell, common stock to investors in the market. Therefore, since no flotation or equity issuance 

1 6  costs have been identified, there is no reason to provide DEK with additional revenues through a 

17  flotation cost adjustment to the allowed rate of return. A flotation cost adjustment in this case 

18 would simply provide additional revenues for an expense that the Company has not incurred in 

1 9  the recent past or does not expect to incur in the foreseeable future. 

2 0  Q. PLEASE ADDRESS THE SECOND COMMON ISSUE INVOVLING THE USE OF 



HISTORIC STOCK AND BOND RETURNS TO COMPUTE A FORWARD-LOOKING 

OR EX ANTE RISK PREMIUM. 

A. In his CAPM and historic risk premium approaches, Dr. Morin has used historical stock and 

bond returns to compute an expected risk premium. His historical evaluation of stock and bond 

returns is often called the "Ibbotson approach" after Professor Roger Ibbotson who popularized this 

method of assessing historic financial market returns. Dr. Morin evaluates the historic stock-bond 

return relationship for the overall market and for electric utility stocks for different periods over the 

1926-2005 period. 

Using the historic relationship between stock and bond returns to measure an ex ante equity 

risk premium is erroneous and, especially in this case, overstates the true market equity risk 

premium. The equity risk premium is based on expectations of the future and when past market 

conditions vary significantly fiom the present, historic data does not provide a realistic or accurate 

barometer of expectations of the future, At the present time, using historic returns to measure the 

ex ante equity risk premium ignores current market conditions and masks the dramatic change in 

the risk and return relationship between stocks and bonds. This change suggests that the equity risk 

premium has declined. 

Q. PLEASE DISCUSS THE ERRORS IN USING HISTORICAL STOCK AND BOND 

RETURNS TO ESTIMATE AN EQUITY RISK PREMIUM. 

A. There are a number of flaws in using historical returns over long time periods to estimate 

expected equity risk premiums. These issues include: 



(A) Biased historic bond returns; 

(B) The arithmetic versus the geometric mean return; 

(C) Unattainable and biased historic stock returns; 

(D) Survivorship bias; 

(E) The "Peso Problem;" 

(F) Market conditions today are significantly different than the past; and 

(G) Changes in risk and return in the markets. 

These issues will be addressed in order. 

Biased Historical Bond Returns 

Q. HOW ARE HISTORICAL BOND RETURNS BIASED? 

A. An essential assumption of these studies is that over long periods of time investors' 

expectations are realized. However, the experienced returns of bondholders in the past violate this 

critical assumption. Historical bond returns are biased downward as a measure of expectancy 

because of capital losses suffered by bondholders in the past. As such, risk premiums derived from 

this data are biased upwards. 

The Arithmetic versus the Geometric Mean Return 

Q. PLEASE DISCUSS THE ISSUE RELATING TO THE USE OF THE 

ARITHMETIC VERSUS THE GEOMETRIC MEAN RETURNS IN TIIE IBBOTSON 

METHODOLOGY. 

A. The measure of investment return has a significant effect on the interpretation of the risk 

premium results. When analyzing a single security price series over time (i.e., a time series), the 



1 best measure of investment performance is the geometric mean return. Using the arithmetic 

mean overstates the return experienced by investors. In a study entitled "Risk and Return on 

Equity: The Use and Misuse of Historical Estimates," Carleton and Lakonishok make the 

following observation: "The geometric mean measures the changes in wealth over more than one 

period on a buy and hold (with dividends invested) strategy."22 Since Dr. Morin's study covers 

more than one period (and he assumes that dividends are reinvested), he should be employing the 

geometric mean and not the arithmetic mean. 

Q. PLEASE PROVIDE AN EXAMPLE DEMONSTRATING THE PROBLEM WITH 

USING THE ARITHMETIC MEAN RETURN. 

A. To demonstrate the upward bias of the arithmetic mean, consider the following example. 

Assume that you have a stock (that pays no dividend) that is selling for $100 today, increases to 

$200 in one year, and then falls back to $100 in two years. The table below shows the prices and 

returns. 

14 

15 The arithmetic mean return is simply (100% + (-50%))12 = 25% per year. The geometric 

16 mean return is ((2 * .50)("~)) - 1 = 0% per year. Therefore, the arithmetic mean return suggests that 

17 YOLK stock has appreciated at an annual rate of 25%, while the geometric mean return indicates an 

Time Period 

22 Willard T. Carleton and Jasef Lakanishok, "Risk and Return on Equity: The Use and Misuse of Historical Estimates," 
Financial Analysts Journal (January-February, 1985), pp. 38-47. 

Stock Price Annual 
Return 



1 annual return of 0%. Since after two years, your stock is still only worth $100, the geometric mean 

return is the appropriate return measure. For this reason, when stock returns and earnings growth 

rates are reported in the financial press, they are generally reported using the geometric mean. This 

is because of the upward bias of the arithmetic mean. Therefore, Dr. Morin's arithmetic mean 

return measures are biased and should be disregarded. 

Unattainable and Biased Historical Stock Returns 

Q. YOU NOTE THAT HISTORICAL STOCK RETURNS ARE BIASED USING THE 

IBBOTSON METHODOLOGY. PLEASE ELABORGTE. 

A. Returns developed using Ibbotson's methodology are computed on stock indexes and 

therefore (1) cannot be reflective of expectations because these returns are unattainable to investors, 

and (2) produce biased results. This methodology assumes (a) monthly portfolio rebalancing and 

(b) reinvestment of interest and dividends. Monthly portfolio rebalancing presumes that investors 

rebalance their portfolios at the end of each month in order to have an equal dollar amount invested 

in each security at the beginning of each month. The assumption would obviously generate 

extremely high transaction costs and, as such, these returns are unattainable to investors. In 

addition, an academic study demonstrates that the monthly portfolio rebalancing assumption 

produces biased estimates of stock returns.23 

Transaction costs themselves provide another bias in historic versus expected returns. The 

observed stock returns of the past were not the realized returns of investors due to the much higher 

23 
See Richard Roll, "On Computing Mean Returns and the Small Firm Premium," Journal of Financial Economics 
(1983), pp. 371-86. 



transaction costs of previous decades. These higher transaction costs are reflected through the 

higher commissions on stock trades, and the lack of low cost mutual funds like index funds. 

Survivorship Bias 

Q. HOW DOES SURVIVORSHIP BIAS AFFECT DR. MORIN'S HISTORIC 

EQUITY RISK PREMIUM? 

A. Using historical data to estimate an equity risk premium suffers from survivorship bias. 

Survivorship bias results when using returns h m  indexes like the S&P 500. The S&P 500 

includes only companies that have survived. The fact that returns of firms that did not perform so 

well were dropped from these indexes is not reflected. Therefore these stock returns are upwardly 

biased because they only reflect the returns from more successful companies. 

The "Peso Problem" 

Q. WHAT IS THE "PESO PROBLEM" AND HOW DOES IT AFFECT HISTORIC 

RETURNS AND EQUITY RISK PREMIUMS? 

A. Dr. Morin's use of historical return data also suffers fkom the so-called "peso problem." 

The 'peso problem' issue was first highlighted by the Nobel laureate, Milton Friedman, and gets its 

name from conditions related to the Mexican peso market in the early 1970s. This issue involves 

the fact that past stock market returns were higher than were expected at the time because despite 

war, depression, and other social, political, and economic events, the US economy survived and did 

not suffer hyperinflation, invasion, and the calamities of other countries. As such, highly 

improbable events, which may or may not occur in the hture, are factored into stock prices, leading 



1 to seemingly low valuations. Higher than expected stock returns are then earned when these events 

2 do not subsequently occur. Therefore, the 'peso problem' indicates that historic stock returns are 

3 overstated as measures of expected returns. 

4 Market Conditions Todav are Signifieantlv Different than in the Past 

Q. FROM AN EQUITY RISK PREMIUM PERSPECTIVE, PLEASE DISCUSS HOW 

MARKET CONDITIONS ARE DIFFERENT TODAY. 

A. The equity risk premium is based on expectations of the future. When past market 

conditions vary significantly fiom the present, historic data does not provide a realistic or 

accurate barometer of expectations of the future. As noted previously, stock valuations (as 

measured by PIE) are relatively high and interest rates are relatively low, on a historic basis. 

Therefore, given the high stock prices and low interest rates, expected returns are likely to be 

lower on a going forward basis. 

Chan~es in Risk and Return in the Markets 

Q. PLEASE DISCIJSS THE NOTION THAT HISTORICAL EQUITY RISK 

PREMIUM STUDIES DO NOT REF'LECT THE CHANGE IN RISK AND RETURN IN 

TODAY'S FINANCIAL MARKETS. 

A. The historical equity risk premium methodology is unrealistic in that it makes the explicit 

assumption that risk premiums do not change over time based an market conditions such as 

inflation, interest rates, and expected economic growth. Furthermore, using historic returns to 

measure the equity risk premium masks the dramatic change in the risk and return relationship 

between stocks and bonds. The nature of the change, as I will discuss below, is that bonds have 



increased in risk relative to stocks. This change suggests that the equity risk premium has declined 

in recent years. 

Page 1 of Exhibit-(JRW-9) provides the yields on long-term U.S. Treasury bonds from 

1926 to 2005. One very obvious observation from this graph is that interest rates increase 

dramatically from the mid-1960s until the early 1980s, and since have returned to their 1960 

levels. The annual market risk premiums for the 1926 to 2005 period are provided on page 2 of 

Exhibit-(JRW-9). The annual market risk premium is defined as the return on cornrnon stock 

minus the return on long-term Treasury Bonds. There is considerable variability in this series 

and a clear decline in recent decades. The high was 54% in 1933 and the low was -38% in 193 I. 

Evidence of a change in the relative riskiness of bonds and stocks is provided on page 3 of 

Exhibit-(JRW-9) which plots the standard deviation of monthly stock and bond returns since 

1930. The plot shows that, whereas stock returns were much more volatile than bond returns 

from the 1930s to the 1970s, bond returns became more variable than stock returns during the 

1980s. In recent years stocks and bonds have become much more similar in terms of volatility, 

but stocks are still a little more volatile. The decrease in the volatility of stocks relative to bonds 

over time has been attributed to several stock related factors: the impact of technology on 

productivity and the new economy; the role of information (see former Federal Reserve 

Chairman Greenspan's comments referred to earlier in this testimony) on the economy and 

markets; better cost and risk management by businesses; and several bond related factors; 

deregulation of the financial system; inflation fears and interest rates; and the increase in the use 

of debt financing. Further evidence of the greater relative riskiness of bonds is shown on page 4 



of Exhibit-(JRW-9), which plots real interest rates (the nominal interest rate minus inflation) 

f-iom 1926 to 2005. Real rates have been well above historic norms during the past 10-1 5 years. 

These high real interest rates reflect the fact that investors view bonds as riskier investments. 

The net effect of the change in risk and return has been a significant decrease in the return 

premium that stock investors require over bond yields. In short, the equity or market risk premium 

has declined in recent years. This decline has been discovered in studies by leading academic 

scholars and investment firms, and has been acknowledged by government regulators. As such, 

using a historic equity risk premium analysis is simply outdated and not reflective of current 

Investor expectations and investment fundamentals. 

Q. NOW TURN TO YOUR SPECIFIC COMMENTS ON DR. MORIN'S VARIOUS 

RISK PREMIUM APPROACHES. PLEASE INITIALLY ASSESS DR. MORIN'S USE OF 

THE CAPITAL, ASSET PRICING MODEL. 

A. On pages 21 to 34 of his testimony, and in Exhibit RAM-2, Dr. Morin applies the CAPM 

and a variant, the Empirical CAPM (ECAPM), to his proxy group of 20 electric utility companies. I 

have two concerns with Dr. Morin's CAPMIECAPM analyses: (1) most significantly, his equity or 

market risk premium, and (2) the weights used in the so-called ECAPM. 

Q. YOUR PRIMARY ISSUE WITH DR. MORIN'S CAPMIECAPM INVOLVES THE 

EQUITY RISK PREMIUM. WHAT IS YOUR CONCERN ON THIS MATTER? 

A. The primary problem with both Dr. Morin's CAPM and ECAPM is the magnitude of the 

equity risk premium. Dr. Morin has employed a 7.50% equity or market risk premium. He 

computes this equity or market risk premium as the average of the results of historic and projected 



equity risk studies. He computes a historic risk premium as the difference between the historic 

stock and bond returns aver the 1926 and 2005 period. The problems and errors with this 

methodology were discussed above. He calculates the forecasted equity risk premium of 7.9% as 

the difference between a prospective DCF-derived overall market return of 12.9% (using dividend 

yield and growth rates from Value Line) and a risk-free rate of 5.0%. 

Q. PLEASE SIJMMIARIZE DR. MORI'N'S PROSPECTIVE: MAR&ZT RETURN OF 

12.9%. 

A. Dr. Morin computes an expected return of 12.9% on the stock market using a dividend yield 

of 1.2% and expected DPS growth rate of 11.3%. He adjusts the dividend yield for a full year's 

growth and to account for the quarterly payment of dividends. The growth rate data represent Value 

Line's 5-year growth rates for all stocks for which DPS growth rate projections are made 

Q. PLEASE EVALUATE THIS EXPECTED IVlARKET RICTURN. 

A. An expected market return of 12.9% is out of line with historic norms and is inconsistent 

with current market conditions. The primary reason is that the expected growth rate 11.3% is 

clearly excessive and inconsistent with economic, earnings, dividends growth in the U.S. 

The average historic compounded return an large company stocks in the U.S. has been 

10.4% according to the 2006 SBBI Yearbook. To suggest that investors are going to expect a return 

that is 200 basis points above this is not logical. This is especially so given current market 

conditions. As discussed above, at the present time stock prices (relative to earnings) are high and 

interest rates are low. Major stock market upswings which produce above average returns tend to 

occur when stock prices are low and interest rates are high. Thus, historic norms and current 



1 market conditions do not suggest above average stock returns. Consistent with this observation, the 

financial forecasters in the Federal Reserve Bank of Philadelphia survey expect a market return of 

7.00% over the next ten years. In addition, as discussed above, CFO's expect a market return of 

8.05% over the next ten years. 

Q. WHAT EVIDENCE CAN YOU PROVIDE THAT INDICATES DR. IMORIN'S 

GROWTH RATES ARE EXCESSIVE? 

A. Dr. Morin's expected DPS growth rate of 1 1.3% is inconsistent with economic and earnings 

and dividend growth in the U.S. This is especially true when you consider that in a DCF 

fiarnework, the growth rate is for a long period of time. The long-term economic and earnings 

growth rate in the U.S. has only been about 7%. Edward Yardeni, a well-known Wall Street 

economist, calls this the "7% Solution" to growth in the U.S. The graph below comes from his 

analysis of GNP and profit growth since 1960. 

The 7% Solution 
Nominal GNP and Profit Growth since 1960 
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Source: Edward Yardeni, Strategists Handbook, Oak Associates, April 2005 

As fixther evidence of the long-term growth rate in the U.S., I have performed a study of the growth 



1 in nominal GNP, S&P 500 stock price appreciation, and S&P 500 EPS and DPS growth since 

2 1 960. The results are provided on page 1 of Exhibit-(JRW- 10) and a summary is given in the table 

3 below. 

4 GNP, S&P 500 Stock Price, EPS, and DPS Growth 

7 The results offer compelling evidence that a long-run growth rate in the range of 7% is appropriate 

5 1960-Present 

8 for companies in the U.S. Long-run growth in DPS is below this figure at 5.54%. Dr. Morin's 

Nominal GNP 
S&P 500 Stock Price Appreciation 

S&P 500 EPS 

9 long-run DPS growth rate projections are totally unrealistic. His estimates suggest that companies 

7.22% 
7.05% 
7.11% 

10 in the 1J.S. would be expected to (1) nearly double their growth rates in DPS in the future, and (2) 

5.54% 
6.73% 

6 

11 maintain that growth indefinitely in an economy that is expected to growth at about one half his 

1 2  projected growth rates. Such a scenario lacks rational economic reasoning. 

1 3  Q. ON PAGE 30 OF HIS TESTIMONY DR. MORIN REFERS TO A STUDY BY 

1 4  HARRIS, MARSTON, MISHRA, AND 07BRIEN (HMMO) TO SUPPORT HIS OVERALL 

15 EQUITY RISK PFtEMIUM. PLEASE COMMENT. 

1 6  A. The HMMO study develops an expected market return in a DCF framework using analysts' 

17 expected EPS forecasts as measures of expected growth. This methodology is fundamentally 

18 flawed since it is well known that analysts' EPS growth rate forecasts are upwardly biased and 

19 therefore using these estimates in a market DCF model produces inflated expected market returns 



and equity risk premiums. This issue is addressed later in my testimony. 

Q. PLEASE ADDRESS YOUR SEOND SPECIFIC ISSUE WITH DR. MORIN'S 

CAPM AND ECAPM? 

A. Dr. Morin has employed not only a traditional CAPM, but also the so-called ECAPM. In 

his testimony, Dr. Morin cites a chapter f?om his book, but does not provide support for his weights 

of 0.25 and 0.75 in his CAPM. On this issue, I agree that tests of the CAPM have indicated the 

Security Market Line (SML) is not as steep as predicted by the CAPM. However, none of these 

studies use adjusted betas (such as those used by Dr. Morin and myself) which address the 

empirical issues with the SML. Furthermore, a SML with a slope coefficient which is not as 

steep as predicted by the CAPM is also consistent with a declining equity risk premium. 

Needless to say, I have provided plenty of empirical evidence regarding the decline in the equity 

risk premium. Finally, to my knowledge, there are no studies published in refereed academic 

journals that support these weights and/or recornmends their use in applying the CAPM. 

Q. PLEASE REVIEW DR. MORIN'S HISTORIC RISK PREMIUM ANALYSIS. 

A. On pages 34 to 35 of his testimony and in Exhibit RAM-3, Dr. Morin performs a historic 

risk premium analysis using Moody's Electric Utility Index. There are two problems with his 

analysis: (1) the historic risk premium methodology; and (2) the flotation cost adjustment. The 

flaws with respect to these issues have been addressed above. 

Q. WHAT ISSUES DO YOU HAVE WITH DR. MORIN'S A1,LOWED RISK 

PREMIUM? 

A. Dr. Morin provides h s  evaluation of allowed risk premiums on pages 35-37 of his 



testimony. The major issue in this approach is Dr. Morin's conclusion regarding the appropriate 

risk premium .from the study. Dr. Morin's approach involves circular reasoning since the results of 

other electric utility rate cases are employed to derive a risk premium in this proceeding. If such an 

approach is used in this and other jurisdictions, then no one will be testing to evaluate whether the 

ROE recommendation is above or below investors' required rate of return. Furthermore, Dr. Morin 

has not performed any analysis to examine whether the annual allowed ROEs are above, equal to, 

or below investors' required return. As discussed above, if a firm's return on equity is above 

(below) the return that investor's require, the market price of its stock will be above (below) the 

book value of the stock. Since Dr. Marin has not evaluated the market-to-book ratios for electric 

utilities involved in the annual rate cases, he cannot indicate whether these allowed ROEs are above 

or below investors' requirements. As a general notion, however, since the market-to-book ratios for 

electric utility companies have been in excess of 1.0 for some time, it would indicate that the 

allowed ROE'S are above equity cost rates. 

Q. PLEASE SUMMARIZE YOUR ASSESSMENT OF DR. MORIN'S RISK 

PREMIUM ANALYSES. 

A. Dr. Morin's risk premium studies are flawed and exaggerate the required return and equity 

cost rate for DEK. In general, Dr. Morin's equity risk premium estimates are flawed and excessive. 

Hence, Dr. Morin's risk premium analyses are erroneous and should be disregarded in estimating 

DEK's equity cost rate. 

Q. PLEASE SUMMARIZE DR. MORIN'S RISK PREMIUM STUDIES IN LIGHT OF 

THE EVIDENCE ON RISK PREMIUMS IN TODAY'S MARKETS. 



1 A. The primary issue in both his risk premium and CAPM analyses is the magnitude of the 

2 equity or market risk premium. Dr. Morin's risk premium estimates should be ignored because 

they are totally out of line with the equity risk premium estimates (1) discovered in recent academic 

studies by leading finance scholars and (2) employed by leading investment banks, management 

consulting firms, financial forecasters and corporate CFOs. In both his risk premium and CAPM 

studies, a more realistic market risk premium is in the 2-4 percent range above Treasury yields. 

Q. PLEASE SUMMARIZE DR. MORIN'S DCF ESTIMATES. 

A. On pages 37 to 50 of his testimony and in Exhibits RAM-6, RAM-7, RAM-8, and RAM-9, 

Dr. Morin performs DCF analyses using Moody's Electrics, the group of vertically integrated 

electric utilities, and Duke Energy. His results are summarized below. 

DCF Results 
Vertically Integrated Electric Utilities 

I 
Dividend Yield 

Growth Adjustment 
Adjusted Dividend Yield 

I DCF Equity Cost Rate 10.2% 10.3% 

DCF Growth Rate 
Equity Cost Rate 

Flotation Cost Adjustment 

VL EPS 
Growth Forecasts 

3.9% -- 
0.2% 
4.1% 

Growth Forecasts 

4.0% 
0.3% 
4.1 % 

5.7% 
10.0% 

.20 

5.8% 
10.1% 

.20 



DCF Results 

DCF Results 
Duke Energy 

The errors in his DCF analyses include: (I) adjusting the dividend for a fi.111 year of growth, (2) 

Analysts' EPS 
Growth Forecasts 

4.3% 
0.2% 
4.6% 
6.0% 
10.6% -.- 

.20 
10.8%. 

Dividend Yield 
Growth Adjustment 

Adjusted Dividend Yield 
DCF Growth Rate 
Equity Cost Rate 

Flotation Cost Adjustment 
DCF Equity Cost Rate 

Moody's Electric Utilities 

adjusting for flotation costs, and (3) relying solely on forecasts of EPS growth. The first two issues 

VL EPS 
Growth Forecasts 

4.3% 
0.4% 
4.7% 
8.5% 
13.2% 

.20 
13.4% 

were addressed above. The primary issue with Dr. Morin's DCF analysis, however, is his sole 

Analysts' EPS 
Growth Forecasts 

4.2% 
0.2% 
4.4% 
5.7% 
10.1% 

.30 
10.4% 

Dividend Yield 
Growth Adjustment 

-Adjusted Dividend Yield 
DCF Growth Rate 
Equity Cost Rate 

Flotation Cost Adjustment 
DCF Equity Cost Rate 

reliance on EPS forecasts as measures of growth. 

VL EPS 
Growth Forecasts 

4.2% 
0.2% 
4.4% 
5.9% 
10.4% 

.20 
10.6% 

Q. PLEASE REVIEW DR. MORIN'S DCF GROWTH RATE. 

A. Dr. Morin computes DCF equity cost rates using EPS growth rate forecasts of (1) Value 

Line and (2) securities analysts as provided by Zacks Investment research. 

Q. WJUT ARE YOUR CONCERNS WITH DR. MORIN'S DCF GROWTH RATE? 



A. Dr. Morin's DCF growth rate estimates are biased because he has employed only one 

indicator of expected growth - forecasts of EPS growth. He has ignored all other indicators 

of expected growth, especially historic growth. Furthermore, it seems highly unlikely that 

investors today would rely exclusively on the forecasts of securities firms and analysts, and 

ignore historic growth, in arriving at expected growth. In the academic world, the fact that 

the EPS forecasts of securities' analysts are overly optimistic and biased upwards has been 

known for years. In addition, as I show below, Value Line's EPS forecasts are excessive and 

unrealistic. 

Q. PLEASE REVIEW THE BIAS IN ANALYSTS' GROWTH RATE FORECASTS. 

A. Analysts' growth rate forecasts are collected and published by Zacks, First Call, I/B/E/S, 

and Reuters. These services retrieve and compile EPS forecasts fiom Wall Street Analysts. These 

analysts come fi-om both the sell side (Merrill Lynch, Paine Webber) and the buy side (Prudential 

Insurance, Fidelity). 

The problem with using these forecasts to estimate a DCF growth rate is that the 

objectivity of Wall Street research has been challenged, and many have argued that analysts' EPS 

forecasts are overly optimistic and biased upwards. To evaluate the accuracy of analysts' EPS 

forecasts, I have compared actual 3-5 year EPS growth rates with forecasted EPS growth rates on 

a quarterly basis over the past 20 years for all companies covered by the I/B/E/S data base. In the 

graph below, I show the average analysts' forecasted 3-5 year EPS growth rate with the average 

actual 3-5 year EPS growth rate. Because of the necessary 3-5 year follow-up period to measure 

actual growth, the analysis in this graph only (1) covers forecasted and actual EPS growth rates 



1 through 1999, and (2) includes only companies that have 3-5 years of actual EPS data following 

the forecast period. 

The following example shows how the results can be interpreted. As of the first quarter 

of 1995, analysts were projecting an average 3-5-year annual EPS growth rate of 15.98%, but 

companies only generated an average annual EPS growth rate over the next 3-5 years of 8.14%. 

This 15.98% figure represented the average projected growth rate for 1,115 companies, with an 

average of 4.70 analysts' forecasts per company over the 20 year period covered by the study. 

The only periods when firms met or exceeded analysts' EPS growth rate expectations were for 

six consecutive quarters in 199 1-92 following the one-year economic downturn at the turn of the 

decade. 

Analysts' Forecasted 3-5-Year Forecasted Versus Actual EPS Growth Rates 
1984-1999 

-t Actual 3-5 Year EPS Grouth Rate (%) + Forecasted3-S Year EPS Growth Rate 
1 3  1 
1 4  Source: J. Randall Woolridge. 
1 5  

16 Over the entire time period, Wall Street analysts have continually forecasted 3-5-year EPS 

1 7  growth rates in the 14- 18 percent range (mean = 15.32%), but these firms have only delivered an 



1 average EPS growth rate of 8.75%. 

The post-1999 period has seen the boom and then the bust in the stock market, an 

economic recession, 911 1, and the Iraq war. Furthermore, and highly significant in the context of 

this study, we have also had the Elliott Spitzer investigation of Wall Street firms and the 

subsequent Global Securities Settlement in which nine major brokerage firms paid a fine of 

$1 .5B for their biased investment research. 

To evaluate the impact of these events on analysts' forecasts, the graph below provides 

the average 3-5-year EPS growth rate projections for all companies provided in the I/BlE/S 

database on a quarterly basis fiom 1985 to 2004. In this graph, no comparison to actual EPS 

growth rates is made and hence there is no follow-up period. Therefore, 3-5 year growth rate 

forecasts are shown until 2004 and, since companies are not lost due to a lack of follow-up EPS 

data, these results are for a larger sample of firms.24 Analysts' forecasts for EPS growth were 

higher for this larger sample of firms, with a more pronounced run-up and then decline around 

the stock market peak in 2000. The average projected growth rate hovered in the 14.5%-17.5% 

range until 1995, and then increased dramatically over the next five years to 23.3% in the fourth 

quarter of the year 2000. Forecasted growth has since declined to the 15.0% range. 

24 The number of companies in the sample grows from 2,220 in 1984, peaks at 4,610 in 1998, and then declines to 
3,351 in 2004. The number of analysts' forecasts per company averages between 3.75 to 5.10, with an overall mean 
of 4.37. 



Mean Analysts' 3-5-Year Forecasted EPS Growth Rates 
1985-2004 

r--- -- -- -- - - 

1 

Source: J. Randall Woolridge. 

While analysts' EPS growth rates forecasts have subsided since 2000, these results suggest 

that, despite the Elliot Spitzer investigation and the Global Securities Settlement, analysts' EPS 

forecasts are still upwardly biased. The actual 3-5 year EPS growth rate over time has been about 

one half the projected 3-5 year growth rate forecast of 15.0%. Furthermore, as discussed above, 

historic grawth in GNP and corporate earnings has been in the 7% range. As such, an EPS growth 

rate forecast of 15% does not reflect economic reality. This observation is supported by a Wall 

Street Journal article entitled "Analysts Still Coming Up Rosy - Over-Optimism on Growth Rates 

is Rampant - and the Estimates Help to Buoy the Market's Valuation." The following quote 

provides insight into the continuing bias in analystsy forecasts: 

Hope springs eternal, says Mark Donovan, who manages Boston 
Partners Large Cap Value Fund. 'You would have thought that, 
given what happened in the last three years, people would have 
given up the ghost. But in large measure they have not.' 

These overly optimistic growth estimates also show that, even with 
all the regulatory focus on too-bullish analysts allegedly influenced 

7 2 



by their firms' investment-banking relationships, a lot of things 
haven't changed: Research remains rosy and many believe it always 

Q. ARE VALUE LINE'S GROWTH RATE FORECASTS SIMILARILY UPWARDLY 

BIASED? 

A. Yes. Value Line has a decidedly positive bias to its earnings growth rate forecasts as well. 

To assess Value Line's earnings growth rate forecasts, I used the Value Line Investment Analyzer. 

The results are summarized in the table below. I initially filtered the database and found that Value 

Line has 3-5 year EPS growth rate forecasts for 2,587 h s .  The average projected EPS growth 

rate was 16.0%. This is incredibly high given that the average historical EPS growth rate in the US 

is about seven percent! Equally incredible is that Value Line only predicts negative EPS growth for 

sixteen companies. That is less than one percent of the companies covered by Value Line. Given 

the ups and downs of corporate earnings, this is unreasonable. 

To put this figure in perspective, I screened the 2,587 firms with 3-5 year growth rate forecasts to 

see what percent had experienced negative EPS growth rates over the past five years. Value Line 

reported a five-year historic growth rate for 1,626 of the 2,587 companies. It should be noted that 

the past five years have been a period of rapidly rising corporate earnings as the economy and 

Value Line 3-5 year EPS Growth Rate Forecasts 

25 Ken Brown, "Analysts Still Coming Up Rosy - Over-Optimism on Growth Rates is Rampant - and the Estimates 
Help to Buoy the Market's Valuation." WallStreet Journal, (January 27,2003), p. Cl.  
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Percent of 
Negative EPS 

Growth 
Pro,jections 

0.62% 

Number of 
Negative EPS 

Growth 
Pro,jections 

16 2,587 Firms 

Average 
Projected EPS 
Growth rate 

16.0% 



1 businesses have rebounded from the recession of 2001. These results, shown in the table below, 

indicate that the average historic growth was 9.51% and Value Line reported negative historic 

growth for 380 firms which represents 23.4% of these companies. 

Historic Five-Year EPS Growth Rates for Companies with 
Value Line 3-5 year EPS Growth Rate Forecasts 

I-- I Average Historic I Number with I Percent with I 1 E P S ~ ~ W ~ ~  I Negative Negative 
Historic EPS I Historic EPS 

These results indicate that Value Line's EPS forecasts are excessive and unrealistic. It appears that 

1,626 Firms 

analysts at Value Line are similar to the analysts at Wall Street firms 

and view future earnings through 'rose-colored' glasses and provide overly-optimistic forecasts of 

9.51% 

future growth. 

Q. PLEASE SUMMARIZE YOUR ASSESSMENT OF DR. MORIN'S DCF GROWTH 

Growth 
380 

RATE. 

Growth 
23.4% 

A. The growth rate estimates for the electric utility companies are upwardly biased because Dr. 

Morin has relied solely on forecasts of EPS growth to measure a DCF growth rate. He has ignored 

all other indicators of growth to measure investors' expectations. As demonstrated and discussed 

above, it is well known that analysts' EPS growth rate forecasts are upwardly biased measures of 

actual growth. Hence, it is highly unlikely that investors would simply look to these biased forecasts 

as the only measures of expected growth. 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes, it does. 



APPENDIX A 

EDUCATION& BACKGROUND, RESEARCH, 
AND RELATED BUSINESS EXPERIENCE 

J. RANDALL WOOLRIDGE 

J. Randall Woolridge is a Professor of Finance and the Goldman, Sachs & Co. and Frank P. Smeal Endowed 
Faculty Fellow in Business Administration in the College of Business Administration of the Pennsylvania State 
University in TJniversity Park, PA. In addition, Professor Woolridge is Director of the Smeal College Trading Room 
and President and CEO of the Nittany Lion Fund, LL,C. 

Professor Woolridge received a Bachelor of Arts degree in Economics from the University of North Carolina, 
a Master of Business Administration degree fram the Pennsylvania State University, and a Doctor of Philosophy degree 
in Business Administration (major area-finance, minor area-statistics) from the University of Iowa. At Iowa he received 
a Graduate Fellowship and was awarded membership in Beta Gamma Sigma, a national business honorary society. He 
has taught Finance courses at the University of Iowa, Cornell College, and the University of Pittsburgh, as well as the 
Pennsylvania State University. These courses include corporation finance, commercial and investment banking, and 
investments at the undergraduate, graduate, and executive MBA levels. 

Professor Woolridge's research has centered on the theoretical and empirical foundations of corporation 
finance and financial markets and institutions. He has published over 35 articles in the best academic and professional 
journals in the field, including the Journal of Finance, the Journal of Financial Economics, and the Haward Business 
Review. His research has been cited extensively in the business press. His work has been featured in the Nav York 
Times, Forbes, Fortune, The Economist, Financial World, Barron's, Wall Street Journal, Business Week, Washington 
Post, Investors' Business Daily, Worth Magazine, USA Today, and other publications. In addition, Dr. Woolridge has 
appeared as a guest on CNN's Money Line and CNBC's Morning Call and Business Today. 

The second edition of Professor Woolridge's popular stock valuation book, The Streetsmart Guide to 
Valuing a Stock (McGraw-Hill, 2003), was recently released. He has also co-authored Spinoffs and Equity Cawe- 
Outs: Achieving Faster Growth and Better Performance (Financial Executives Research Foundation, 1999) as well 
as a new textbook entitled Modern Corporate Finance, Capital Markets, and Valuation (Kenciall Hunt, 2003). Dr. 
Woolridge is a founder and a managing director of www.valuewo.net - a stock valuation website. 

Professor Woolridge has also consulted with and prepared research reports for major corporations, financial 
institutions, and investment banking firms, and govemment agencies. In addition, he has directed and participated in 
over 500 university- and company- sponsored professional development programs for executives in 25 countries in 
North and South America, Europe, Asia, and Africa. 

Dr. Woolridge has prepared testimony andlor provided consultation services in the following cases: 

Pennsylvania: Dr. Woolridge has prepared testimony on behalf of the Pennsylvania Office of Consumer Advocate in 
the following cases before the Pennsylvania Public Utility Commission: 
Bell Telephone Company (R-811819), Peoples Natural Gas Company (R-832315), Pennsylvania Power Company 
(R-832409), Western Pennsylvania Water Company (R-832381), Pennsylvania Power Company (R-842740), 
Pennsylvania Gas and Water Company (R-850178), Metropolitan Edison Company (R-860384), Pennsylvania Electric 
Company (R-860413), North Pem Gas Company (R-86053S), Philadelphia Electric Company (R-870629), Western 
Pennsylvania Water Company (R-870825), York Water Company (R-870749), Pennsylvania-American Water 
Company (R-880916), Equitable Gas Company (R-880971), the Bloomsburg Water Co. (R-891494), Columbia Gas of 



Pennsylvania, Inc. (R-891468), Pennsylvania-American Water Company (R-90562), Breezewood Telephone Company 
(R-90 1666), York Water Company (R-90 18 13), Columbia Gas of Pennsylvania, Inc. (R-90 1873), National Fuel Electric 
utility Company (R-911912), Pennsylvania-American Water Company (R-911909), Borough of Media Water Fund (R- 
912150), UGI Utilities, Inc. - Electric Utility Division (R-922 195), Dauphin Consolidated Water Supply Company - 
General Waterworks of Pennsylvania, Inc, (R-932604), National Fuel Electric utility Company (R-932548), 
Commonwealth Telephone Company (I-920020), Conestoga Telephone and Telegraph Company (I-920015), Peoples 
Natural Gas Company (R-932866), Blue Mountain Consolidated Water Company (R-932873), National Fuel Gas 
Company (R-942991), UGI - Gas Division (R-953297), UGI - Electric Division (R-953534), Pennsylvania-.American 
Water Company (R-973944), Pennsylvania-American Water Company (R-994638), Philadelphia Suburban Water 
Company (R-994868;R-994877;R-994878; R-9948790), Philadelphia Suburban Water Company (R-994868), 
Wellsboro Electric Company (R-00016356), Philadelphia Suburban Water Company (R-.00016750), National Fuel 
Electric utility Company (R-00038 168), Pennsylvania-American Water Company (R-00038304), York Water Company 
(R-00049165), Valley Energy Company (R-00049345), Wellsboro Electric Company (R-000493 13), and National Fuel 
Gas utility Corporation (R-00049656). 

New Jersey: Dr. Woolridge prepared testimony for the New Jersey Department of the Public Advocate, Division of 
Rate Counsel: New Jersey-American Water Company (R-91081399J), New Jersey-American Water Company (R- 
92090908J), and Environmental Disposal Corp (R-940703 19). 

Hawaii: Dr. Woolridge prepared testimony for the Hawaii Office of the Consumer Advocate: East Honolulu 
Community Services, Inc. (Docket No. 771 8). 

Delaware: Dr. Woolridge prepared testimony for the Delaware Division of Public Advocate: Artesian Water Company 
(R-00-649). 

L Ohio: Dr. Woolridge prepared testimony for the Ohio Office of Consumers' Council: SBC Ohio (Case No. 02-1280,- 
2 TP-UNC R-00-649), and Cincinnati Gas & Electric Company (Case No. 05-0059-EL-AIR). 

New York: Dr. Woolridge prepared testimony for the County of Nassau in New York State: Long Island Lighting 
Company (PSC Case No. 942354). 

Florida: Dr. Woolridge prepared testimony for the Office of Peoples Counsel in Florida: Florida Power & Light Co. 
(Docket No. 050045-EL). 

Connecticut: Dr. Woolridge prepared testimony for the Office of Consumer Counsel in Connecticut: United 
Illuminating (Docket No. 96-03-29), Yankee Gas Company (Docket No. 04-06-01), Southern Connecticut Gas 
Company (Docket No. 03-03-17), the United Illuminating Company (Docket No. 05-06-04). 

California: Dr. Woolridge prepared testimony for the Office of Ratepayer Advocate in California: San Gabriel Valley 
Water Company (Docket No. 05-08-021). 

South Carolina: Dr. Woolridge prepared testimony for the Office of Regulatory Staff in South Carolina: Soouth 
Carolina Electric and Gas Company (Docket No. 2005-1 13-G). 

Kentucky: Dr. Woolridge prepared testimony for the Office of Attorney General in Kentucky: Kentucky-American 
Water Company (Case No. 2004-00103), Union Heat, Light, and Power Company (Case No. 2004-00042), and 
Kentucky Power Company (Case No. 2005-0034 1). 

Washington, D.C.: Dr. Woolridge prepared testimony for the Office of the People's Counsel in the District of 



Columbia: Potomac Electric Power Company (Formal Case No. 939). 

Washington: Dr. Woolridge consulted with trial staff of the Washington Utilities and Transportation Commission 
on the following cases: Puget Energy Corp. (Docket Nos. UE-011570 and UG-011571); and Avista Corporation 
(Docket No. UE-011514). 

Kansas: Dr. Woolridge prepared testimony on behalf of the Kansas Citizens' Utility Ratepayer Board Utilities in the 
following cases: Western Resources Inc. (Docket No. 01-WSRE-949-GIE), IJtiliCorp (Docket No. 02-UTCG701- 
CIG), and westar Energy, Inc. (Docket No. 05-WSEE-981-RTS). 

FERC: Dr. Woolridge has prepared testimony on behalf of the Pennsylvania Office of Consumer Advocate in the 
following cases before the Federal Energy Regulatory Commission: National Fuel Gas Supply Corporation (RP-92-73- 
000) and Columbia Gulf Transmission Company (RP97-52-000). 

Vermont: Dr. Woolridge prepared testimony for the Department of Public Service in the Central Vermont Public 
Service Case (Docket No. 6988). 
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BEFORE THE KENTUCKY PXJBLIC SERVICE COMMXSSIQN 

In the Matter ofi 

AN ADJIISTMENT OF THE ELECTRIC: RATES OF 
'THE ZlNlON LTC;lII', HEAT AND POWER COMPANY ) CASE NO. 21106-00'172 
1)/13;/A L)W KIS ENXI:iXC;V KEN'I'UCKY, INC. 1 

AFFIDAVIT 

I, .I. Randall Woolridge, hereby swear and slffirnl .that thc hrcgcting tcslirnoi~y and all 

supparting apperldiccs and schedules were prepared by rnc or ul~dcr my direct s~q>crvisiot~ and 

are, to the best ofmy intbrmation and belief, true and acctlrate. 

COMMONU'EALTN PENNSYLVtiNlA 

COUNTY C3P CENTRE 

Subscribed and sworn ru be 

Septerntler, 3006. 
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Duke Energy Kentucky 
Cost of Capital 

I ~ o n ~ - ~ e r m  Debt 46.07% 6.09% 2.81% 1 
Common Equity 46.94% 9.25% 4.34% 

Total 100.00% 7.5 1 % , 
* See ExhibitJJRW-4). 
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The Impact of the 2003 Tax Idegislation 
On the Cost of Equity Capital 

On May 28, 2003, President Bush signed the Jobs and Growth Tax Relief Reconciliation 

Act of 2003. The primary purpose of this legislation was to reduce taxes to enhance 

economic growth. A primary component of the new tax law was a significant reduction in 

the taxation of corporate dividends for individuals. Dividends have been described as 

"double-taxed." First, corporations pay taxes on the income they earn before they pay 

dividends to investors, then investors pay taxes on the dividends that they receive from 

corporations. One of the implications of the double taxation of dividends is that, all else 

equal, it results in a high cost of raising capital for corporations. 

The new tax legislation reduces the double taxation of dividends by lowering the tax rate 

on dividends from the 30 percent range (the average tax bracket for individuals) to 15 

percent. This reduction in the taxation of dividends far individuals enhances their after- 

tax returns and thereby reduces their pre-tax required returns. This reduction in pre-tax 

required returns (due to the lower tax on dividends) effectively reduces the cost of equity 

capital for companies. The new tax law also reduced the tax rate on long-term capital 

gains from 20% to 15%. 

To demonstrate the effect of the new legislation, assume that a utility has a 10% expected 

return - 5.0% in dividends and 5.0% in capital gains. The new tax law reduces the 

double-taxation by reducing the tax rate on dividends from the 30 percent range (the 

marginal tax bracket for the average individual taxpayer) to 15 percent. The table below 
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illustrates the effect of the new tax law. Panel A shows that under the old tax law a 

10.0% pre-tax return provided for a 7.5% after tax return. Panel B shows that under the 

new tax law, with tax rates of 15% an both dividends and capital gains, the 10% pre-tax 

return is worth 8.5% on an after-tax basis. In Panel C, I have held the after-tax return 

constant (at 7.5%) to illustrate the effect of the new tax law on required pre-tax returns. 

Assuming that the entire after-tax 1% return difference (7.5% to 8.5%) is attributed to the 

lower taxation of dividends, the 10.0% pre-tax return under the new law is now only 

8.82%. In other words, to generate an after-tax return of 7.5%, the new tax law reduced 

the required pre-tax return from 10.0% to 8.82%. 

The Impact of the New Tax Law on Pre- and After- Tax Returns 

=A Panel B 
Old Tax 1,- New Tax Law 

10?'0 Re-Tax Rehum- 54/0 1)ividend Yield & 5% Capital Gain 10% Re-Tax Rehun - 5% Dividend Yield 6 5O;o Capital Gaiu 
Tax Rates - Dividends 30% 62 Capital Gains 2O0)o Tar Rates - Dividellb 15% LC Capital Gains 15% 

P* 
The Effect of the New Tax Laxv on Pre-Tax Rehum 

7.509io Aftel-Tax Rehull - 3 259% Dividend Yield LC 4 25% Capital Ciai  
Tax Rates - Dividenk 15Oio Q Capital G&F 15% 

Re-Tar Tax M t e ~ ~ T a x  Pre-Tax Tns +After-Tax 
Rehun Rate Rehuu Re hum Rate Rehun 

R.e-Tax Tax After-Tax 
Rehnn Rate R e h m  

Divide11rl.s I 3.82*% 15.00°/, 315% 1 

5.OO0A l5.OO0b 4.25Ofb - 5.00?/0 15.009'0 
1O.OOo/o 8.5O0;o -- 

Dividends 
Capital Gain 
Total 

5.00?)0 30.00% 3.50% 
5.009'0 - 20.000io 4.009/0 
10.00% 7.50?/0 

Capital G a h  
Total 

I)i+idends 
Cmital G i l  
Total 

5.00% 15.04'0 r1.2j9/o 
8.82% 7.50% 
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Exhibit-(JRW-3) 
Duke Energy Kentucky 

Electric Utility Proxy Group A 

Summary Financial Statistics 

Electric Utility h x y  Group B 

Data Sourco: AUS UlrLly Repom. Septcmbcr, 2006, VaLe L~neInwtrnenr Surwy, 2006. 

Common Equ~ty 
Ratio* 

45.0% 

57.0% 

47.0% 

35.0% 

35.0% 

42.0% 

39.0% 

45.0% 

55.0% 

40.0% 

42.0% 

42.0% 

43.0% 

- 43.6Y. 

42.0% 

Com~snv  
Amerlcan Elec. Pwr. 

CH Energy Group 

Con. Edison 

DPL, Iuc. 

Duquesne Light Holdtnes 

Energy East Corp. 

Exelton 

F~rstEnerev 

IDACORP 

PPL Corp. 

Prozress Energy 

Southern Co. 

&el E n e w  Inc. 

Mean 

Medlan 

Summary Financial Statistics 

Data Source: AUS Utility Repor%sLr. September. 2006, VaiueL~neInwmn~enr Surwy, 2006. 

Return on 
E q u l t ~  
12.1% 

8.2% 

10.1% 

14.1% 

14.4% 

8.3% 

10.2% 

10.6% 

103% 

18.7% 

8.4% 

14.4% 

9.7% 

- 11.5Y. 

103% 

AEP 

CHG 

ED 

DPL 

DQE 
EAS 

EXC 

FE 

IDA 

PPL 

PGN 

SO 

)(EL 

Percent Electr~c 
Revenue 

95% 

53% 

64% 

100% 

79% 

56% 

88% 

79% 

60% 

69% 

78% 

98% 

75% 

765% 

780% 

Market to Book 
Ratio 
205 
158 
163 
143 
93 
166 
I88 
162 
141 
121 
185 
184 
I80 
124 
179 
136 
172 
I33 
183 
121 
137 
134 
117 
226 
190 
169 
I41 

157.4 
I 162.0 

Common Equity 
Ratio* 
61.00% 
54.0% 
50.0% 
45.0% 
63.0% 
52.0% 
39.0% 
39.0% 
46.0% 
42.0% 
39.0% 
45.0% 
44.0% 
56.0% 
37.0% 

- - 49.0% 
55.0% 
43.0% 
42.0% 
48.0% 
39.0% 
42.0% 
44.0% 
42.0% 
29.0% 
42.0% 
43.0% 
45.6% 

1 44.0% 

Companv 
ALLFI'E 
Alliant Enerw 
Ameren Corn. 

Pre-Tar Interest 
Coveraee 

3.5 

5.7 

3.4 

3.3 

2 6  

2 7  

5.3 

4.0 

2 3  

3.5 

2 1  

4.0 

2.5 

3 5  

3.4 

Net Plant ($mil) 

24808.0 

785.7 

16481.0 

2633.1 

1577.9 

5757.1 

22295.0 

14285 0 

677.3 

llOW.0 

14570.0 

279683 

14882 8 

12,135.0 

14ds5.0 

Pncel Earnsogs 
Raho 

122 

17.2 

14.7 

243 

23.2 

14.7 

45.7 

18 I 

169 

143 

16.0 

15.8 

15.2 

19.1 

16.0 

Prrmery Service 
Area 

TX, OH,WV 

NY 

NY 

MI 

PA 

NY 

PAIL 

PA 

ID 

PA 

NCSCJL 

GA, FL,AL,MS 

MN,WI.MDSD 

- -- 

S&P Bond 
Rahne 
BBB 

A 

A 

BBB- 
BBB+ 
BBB+ 
BBB+ 
BBB 
AA- 

A- 

BBB 
A+ 

A- 

Primsry Service 
Area 

MN. WI 
WI, MN. I A  IL 

MO. IL 

Return on 
EqnitV 
3.10% 
23Ya 
9.5% 
121% 
4.5% 
NM 

16.9% 
16.9% 
6.7% 
8.3% 
102% 
10.6% 
11.7% 
10.0% 
11.3% 
6.4% 
10.3% 
NM 

11.9% 
6.6% 
5.1% 
8.4% 
7.8% 
14.4% 
13.9% 
12.0% 
9.7% 
9.6% 

Net Plmt (Stnil) 
8623 

4.466.5 
13,854.0 

Market to Book 
Ratlo 

143 

139 

147 

370 

191 

121 

406 

I84 

172 

253 

134 

226 

141 

202.1 

172.0 

Operahug Revenue 
($mil) 

12236 0 

1.002.7 

12,206.0 

1,318.9 

927.4 

5,3578 

15,657 0 

12253 1 

533 0 

6,400.0 

10,441.0 

i3.873.7 

10,123.5 

7,8715 

10.1 23.5 

PricJEarnings 
Ratio 
66.2 
68.2 
183 
12.2 
21.0 
6.1 
12.0 
22.5 
20.9 
14.7 
15.6 
18.1 ~~ 

16.0 
127 
16.1 
213 
16.9 
NM 
16.5 
18.6 
28.1 
16.0 
14.1 
15.8 
14.9 
14.6 
15.2 

1 20.5 

ALE 
LNT 
AEE 

Pre-Tar Interest 
Coverwe 

5 2  
4.2 
5.0 

lO.0Y' 1 16.1 

BBB 
BBB 
BBB 
BBB 
BBB 
BBB+ 
BBB+ 
BBB- 
BBB 

A 
BBB 
NR 
A- 

AA- 
BBB 
BBB 
BBB- 
BBB 
BBB 
BBB 
A+ 
BBB- 

A- 
A- 

S&P Bond 
Retine 

A 
A- 
A- 

Operating Revenue 
(Smil) 
758.6 

3.4118 
6.959.0 

American Elec. Pwr. 
Cent. Vermont P.S. 
CIeco 
Edison lntl 
El Paso Electric 
Empire Distrid 
Fnerey East Corp. 
Enterw 
FirstEnerw 
FPL G r o u ~  
Green Mountain Power 
H a d a n  Electric 
IDACORP 
MGE Enerev 
Northeast Utilities 
PG&E 
Pin*West - 

PNM Resources 
Procress Enerw 
Pueet Enerev 
Southern Co. 
TECO Enerev 
Wscour~n Euerw 
&el Energy Inc. 
Mean 
Median 

Percent Electric 
Revenue 

78% 
70% 
79% 

AEP 
CV 

CNL 
E M  
EE 

EDE 
EAS 
Ell2 
FE 

FPL 
GMP 
HE 
IDA 

MGEE 
NU 

PCG 

- -~ PNW 
PNM 
PGN 
PSD 
SO 
TE 

WEC 
XEL 

I 

3.5 , I 24808.0 
300.5 

1,108.3 
14.747.0 

14747.0 
916.2 

5757.1 
19310.2 
14285.0 

23,285.0 
237.2 

2558.8 
2336.5 
677.3 

5,728.5 
20.254.0 
7.645.3 

2999.4 
14570.0 
4.667.9 
27968.3 
4,584.3 
6.501.9 
14882.8 
9,409.6 
5,757.11 

12236.0 . 95% 
318.0 I 100% 
967.8 95% 

12157.0 1 81% 

TX.OH.WV. AZ 

12157.0 
394.6 

5.357.8 
11.059.7 
12253.1 
12993.0 
248.6 

2317.9 
938.9 
533.0 

7,280.0 
12183.0 
3,0733 
2304.7 
10,441.0 
2709.3 
13,873.7 
3.161.9 
3.972.3 
10,123.5 
6.080.9 

i 39723 

I 81% 
93% 
56% 
80% 
79% 
78% 
100% 
82% 
98% 
60% 
70% 
71 % 
74% 
76% 
78% 
61% 
98% 
58% 
61% 
75% 

78.8% 
78.0% 

1.6 
4.5 
3.2 
2.5 
2 3  
2.7 
4.2 
4.0 
y 

3 3  
3.8 
2 3  
4.3 
1.5 
3.7 
2.5 
3.0 
21  

VT 
LA 
C A 

TX.NM 
KS. MO, AR 

NY 
ARLA TX, MS 

PA 
FL 
M 
HI 
ID 
Wt 
CT 
C A 
AZ 
NM 

NC.SC,FL 
2.3 I W A  
3.8 
2.2 
3 3  
2.5 
3.2 

G A  FL,AL,MS 
FL 

WI. MI 
MN. WI,ND,SD,MI 

3 3  1 
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ExhibitJJRW-4) 
Duke Energy Kentucky 

Ca~i ta l  Structure Ratios 

Duke Enerw Kentuckv Pro~osed Ca~i ta l  Structure 

I Cost 1 
Type of Capital Ratios Rate 
Short--Term Debt 8.49% 5.14% 

!Long-~erm Debt 40.63% 6 . 0 9 ~ 1  
Common Equity 50.88% 
Total 100.00% 

Capital Structure - Electric Utilitv Proxv Group A 
Average Of All Companies 2006 2005 2005 2005 
Ratios 1st Quarter 4th Quarter 3rd Quarter 2nd Quarter 
Short-term debt 6.36% 6.41% 4.27% 4.85% 
Current portion of long-term debt 3.85% 3.55% 2.62% 3.02% 
Long-term debt 47.13% 47.52% 48.92% 49.48% 
Preferred Equity 1.34% 1.39% 1.42% 1.44% 
Common shareholder's equity 41.31% 41.13% 42.76% 41.22% 

100.00% 100.00% 100.00% 100.00% 

Average Ratios - Last Four Quarters 
Short-term debt 5.48% 
Current portion of long-term debt 3.26% 
Long-term debt 48.26% 
Preferred Equity 1.40% 
Common shareholder's equity 41.60% 
Total 100.00% 

Short--Term Debt 8.49% 
Long-Term Debt 40.63% 

50.88% 
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Exhibit-(JRW-5) 
Dow Jones Utilities Dividend Yield 

Data Source: Value Line Investment Suwey 
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Exhibit-(JRW-5) 
Dow Jones Utilities - Market to Book and ROE 

ROE + Market-to-Book 

16.0% 

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Data Source: Valzle Line I1zvestnletzt Szuvey 
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Exhibit-(JRW-6) 

Industry Average Betas 

Number Number Number 

. . . . . . - , .. . -  

Market 1 7113 1 1.15 
Data Source: http://pages.stern.nyu.edu/~adamodar/ 
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Duke Energy Kentucky 
Discounted Cash Flow Analysis 

Electric Utility Proxy Group A 

Adjustment Factor 1.02375 
Adjusted Dividend Yield 4.50% 

Electric Utility Proxy Group B 

Dividend Yield* 4.20% 
Adjustnlent Factor - 1.025 

Adjusted Dividend Yield 4.31% 
l ~ r o w t h  Rate*" 5.00%1 
Equity Cost Rate 9.31% 
* Page 2 of Exhibit-(JRW-7) 
** Based on data provided on pages 3-5, 

ExhibitJJRW-7) 
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Duke Energy Kentucky 
Monthly Dividend Yields 

March 2006 - August 2006 

Data Source: AUS Utility Reports, monthly issues. 

Note: El Paso Electric was eliminated from the DCF analysis since it does not pay a cash dividend. 

June 
3.2% 
3.5% 
5.2% 
4.5% 
5.2% 
4.1% 
2.7% 
5.8% 
5.1% 
3.2% 
3.4% 
3.9% 
4.0% 
4.8% 
3.6% 
4.6% 
3.6% 
3.4% 
5.1% 
3.6% 
5.9% 
4.9% 
4.8% 
5.1% 
2.3% 
4.7% 
4.2% 

Company 
ALLETE 
Alliant Energy 
Ameren Corp. 
American Elec. Pwr. 
Central Vermont 
Cleco 
Edison Intl 
Empire District 
Energy East Corp. 
Entergy 
FirstEnergy 
FPL Group 
Green Mountain Power 
Hawaiian Electric 
IDACORP 
MGE Energy 
Northeast Utilities 
PG&E 
Pinnacle West 
PNM Resources 
Progress Energy 
Puget Energy 
Southern Co. 
TECO Energy 
Wisconsin Energy 
Xcel Energy Inc. 

Mean 

Electric Utility 
Mar 
3.2% 
3.6% 
5.0% 
4.1% 
4.3% 
4.2% 
2.5% 
5.7% 
4.6% 
3.0% 
3.6% 
3.6% 
3.6% 
4.7% 
3.7% 
4.1% 
3.5% 
3.5% 
4.8% 
3.5% 
5.4% 
4.7% 
4.4% 
4.5% 
2.3% 
4.5% 
4.0% 
issues. 

Ticker 
ALE 
LNT 
AEE 
AEP 
CV 

CNL 
E K  
EDE 
EAS 
ETR 
FE 
FPL 
GMP 
HE 
IDA 

MGEE 
NU 

PCG 
P W  
PNM 
PGN 
PSD 
SO 
TE 

WEC 
XEL 

Data Source: AUS Utility Reports, monthly 

Mean 
3.2% 
3.5% 
5.1% 
4.4% 
4.9% 
4.2% 
2.7% 
5.9% 
4.9% 
3.1% 
3.5% 
3.8% 
3.9% 
4.7% 
3.7% 
4.5% 
3.6% 
3.4% 
5.0% 
3.8% 
5.7% 
4.8% 
4.7% 
4.9% 
2.3% 
4.7% 
4.2% 

July 
3.2% 
3.4% 
5.1% 
4.4% 
5.5% 
4.1% 
2.7% 
6.2% 
4.9% 
3.1% 
3.4% 
3.7% 
4.0% 
4.6% 
3.6% 
4.7% 
3.7% 
3.4% 
5.1% 
3.4% 
5.7% 
4.8% 
4.8% 
5.2% 
2.3% 
4.6% 
4.2% 

Proxy 
Apr 
3.2% 
3.5% 
5.1% 
4.2% 
4.4% 
4.2% 
2.5% 
5.8% 
4.7% 
3.1% 
3.6% 
3.7% 
4.0% 
4.6% 
3.8% 
4.3% 
3.6% 
3.3% 
5.0% 
5.0% 
5.4% 
4.7% 
4.5% 
4.7% 
2.3% 
4.7% 
4.2% 

Aug 
3.2% 
3.4% 
5.1% 
4.4% 
5.5% 
4.1% 
2.7% 
6.2% 
4.9% 
3.1% 
3.4% 
3.7% 
4.0% 
4.6% 
3.6% 
4.7% 
3.7% 
3.4% 
5.1% 
3.4% 
5.7% 
4.8% 
4.8% 
5.2% 
2.3% 
4.6% 
4.2% 

Group B 

May 
3.2% 
3.7% 
5.1% 
4.5% 
4.7% 
4.2% 
2.8% 
5.8% 
4.9% 
3.2% 
3.7% 
3.9% 
4.0% 
4.7% 
3.7% 
4.6% 
3.6% 
3.4% 
5.1% 
3.6% 
5.8% 
4.9% 
4.7% 
4.7% 
2.4% 
4.8% 
4.2% 
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Duke Energy Kentucky 
DCF Equity Cost Growth Rate Measures 

Value Line Historic Growth Rates 

Data Source: Value Line Investment Survey, September, 2006. 
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Duke Energy Kentucky 
DCF Equity Cost Growth Rntc Measures 

C'afue Line Projected Growth Rates 

Electric Utility Proxy Group A 
I Value Line I Value L.ine I 

Projected Growth 
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Duke Energy Kentucky 
DCF Equity Cost Growth Rate Measures 

Analysts Projected EPS Growth Rate Estimates 

Electric Utility Proxy Group A 

Yahoo 

Data Sources: www.zacks.com, www.investor.reuters.com, httpdlquote.yahoo.cam. Sept, 2006. 

Electric tltility Proxy Group B 

Yahoo 
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Duke Energy Kentucky 
Capital Asset Pricing Model 

Electric Utility Proxy Group A 

Beta* 
Ex Ante Eauitv Risk Premiumq* 4.13% 

Electric Utility Proxy Group B 

Risk-Free Interest Rate 5.00% 
Beta* 0.85 
Ex Ante Eauitv Risk Premium** - 4.13% 
CAPM Cost of Equity 8.5%1 
* See page 2 of Exhibit-(JRW-8) 
** See page 3 of Exhibit-(JRW-8) 



Exhibit-(JRW-8) 
Page 2 of 5 

Duke Energy Kentucky 
Beta 

Electric Utility Proxy Group A 

Electric Utility Proxy Group B 
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Duke Energy Kentucky 
Capital Asset Pricing Model 

Equity Risk Premium 
I Range Mean lcategory 
Category Study Authors Low High ofRange Mean 
Historic 

Ibbotson Arithmetic 6.50% 5.70% 
Geometric 4.90% 

AWRAGE 
Puzzle Research 

Claus Thomas 3.00% 
Arnott and Bernstein 2.40% 
Constantinides 6.90% 
Cornell 3.50% 7.00% 5.25% 
Dimson, Marsh, and Staunton Arithmetic 3.50% 5.25% 3.25% 4.17% 

Geometric 2.50% 4.00% 
Fama French 2.55% 4.32% 3.44% 
Harris & Marston 7.14% 
Siege1 Geometric 2.50% 
AVERAGE 

I Surveys 
Survey of Financial Forecasters 
Graham and Harvey - CFOs 

Average 

Welch - Academics 5.00% 5.50% 5.25% 
AVERAGE 

Social Securihr 
3.43% 

Office of Chief Actuary 4.00% 4.70% 
John Campbell 2.00% 3.50% 
Peter Diamond 3.00% 4.80% 
John Shoven 3.00% 3.50% 3.56% 
AVERAGE 

Building Block 
Ibbotson and Chen 

Arithmetic 6.00% 5.00% 
Geometric 4.00% 

Sources: 
Ibbotson Associated. SBBl Yeahook, 2006. 

James Clnus and Jacob Thoms, "Equity R i s k P d a  s Low as ThreePercentl Empirical Evidence 6um 

Andysts' Eamings Fomosts forDomcstic and International StockMarkct," Journal ojFinance.(October2001). 

Eugene F. Fnmn and Kenneth R. French, "The Equity P d u r n , "  Ihe JournalofFinance. April 2002. 

E h y  Dimson, Paul Mnrah, nnd Mikc Staunton, "New Evidence puts Risk P d u m  in Context," Corporate Finance (Mmh 2003) 

3.56% 

I Woolridge 3.18% 
AVERAGE 

Other Studies 

Ivo Welch, T h e  Equity Riskpremium Consensus Forecast Revisited," (September2001). Cowla Foundntion Disoussion PaperNo. 1325. 

4.09% 

John R. Graham and Campbell Ha~vey .  "Expectations of Equity Risk P d n ,  Volatility, and Asymmetry," Duke llnivmity Wolidng Paper, 2003. 
Fed& Raerve Bank of Philndelphia. Surwy of Profw~~onal Forecmlers, Februtuy 14,2005. 

M m  H. Goedhart, Timothy M. KoUer, and Zane D. WiLlinms.'YhcRml Cost ofEquity,"McKinsey on Finance (Autumn 2002). p.14. 

Roger Ibbotson nnd Peng C h m  "Long Run Rctums: Pdcipatingin theRml Economy,"FinancialAna&sIr Journal, Jnnw 2003 
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Survey of Professional Forecasters 
Philadelphia Federal Reserve Bank 

Long-Term Forecasts 

TABLE FIVE 
LONG-TERM (10 YEAR.) FORECASTS 

SERIES: CPI INFLATION RATE 
STATISTIC 
MINIMUM 1.750 
LOWER QUARTILE 2.300 
MEDIAN 2.500 
UPPER QUARTILE 2.725 
MAXIMUM 3.700 

2.512 
STD. DEV. 0.354 

MISSING 

SERIES: PRODUCTIVITY GROWTH 
STATISTIC 
MINIMUM 1.600 
L,OWER QTJARTILE 2.170 
MEDIAN 2.437 
UPPER QUARTILE 2.600 
MAXIMUM 3.500 

MEAN 
STD. DEV. 
N 
MISSING 

SERIES: EEA~GDP GROWTH RATE 
STATISTIC 
MINIMUM 2.500 
LOWER QUARTILE 3.000 
MEDIAN 3.200 
UPPER QUARTILB 3.400 

1 MAXIMUM 4.250 

STD. DEV. 

MISSING 

SERIES: STOCK RETURNS (S&P 500) 
STATISTIC 
MINIMUM 5.000 
L,OWER QUARTILE 6.000 
MEDIAN 7.000 
UPPER QUARTILE 8.000 
MAXIMUM 15.000 

MEAN 
STD. DEV. 
N 
MISSING 

SERIES: BOND RETURNS (10-YEAR) 
STATISTIC 
MINIMUM 4.000 
LOWER QUARTILE 4.842 
MEDIAN 5.000 
UPPER QUARTILE 5.500 
MAXIMUM 7.200 

SERIES: BILL RETURNS (3-MONTH) 
STATISTIC 
MINIMUM 2.800 
LOWER QUARTIL,E 3.985 
MEDIAN 4.250 
UPPER QlJARTILE 4.575 
MAXIMUM 5.500 

MEAN 
STD. DEV 
N 
MISSING 9 1  MISSING 9 1 
Source: Philadel~hia Federal Reseawe Bank, Suwev of Professional Forecasters, February 13,2006. 

5.146 
0.579 

44 

MEAN 
STD. DEV. 
N 
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Duke Energy Kentucky 
CAPM 

Real S&P 500 EPS Growth Rate 
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Exhibit-(JRW-10) 
Rebuttal Exhibits 

Growth rates 
GNP, S&P 500 Price, EPS, and DPS 

1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 

Growth 
Data Sources: 
S&P 500, EPS and DPS - http://pages.stern.nyu.edu/-adamodarl 

5390.9 
5746.9 
5926.3 
6227.2 
6580.0 
6940.2 
7335.8 
7666.2 
8 142.6 
8615.1 
9097.2 
9661.90 
10060.20 
10361.70 
10781.30 
11546.10 
12225.00 
7.22% 
GNP - 

353.4 
330.22 
417.09 
435.71 
466.45 
459.27 
615.93 
740.74 
970.43 
1229.23 
1469.25 
1320.28 
1148.09 
879.82 
1111.91 
1211.92 
1248.29 
7.05% 

24.03 
2 1.73 
19.10 
18.13 
19.82 
27.05 
35.35 
35.78 
39.56 
38.23 
45.17 
52.00 
44.23 
47.24 
54.15 
67.01 
68.32 
7.11% 

http://research.stlouisfed.org/fred2/categories/l06 

11.73 
12.35 
12.97 
12.64 
12.69 
13.36 
14.17 
14.89 
15.52 
16.20 
16.71 
16.27 
15.74 
16.08 
17.88 
19.41 
22.38 
5.54% 

Average 
6.73% 
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Direct Testimony 
Of 

Michael J. Majoros, Jr. 

Introduction 

Q. Please state your name, position and business address. 

A. My name is Michael J. Majoros, Jr. I am Vice President of Snavely King 

Majoros O'Connor & Lee, Inc. ("Snavely King"), located at 1220 L Street, N.W., 

Suite 41 0, Washington, D.C. 20005. 

Q. Please describe Snavely King. 

A. Snavely King is a progressive economic consulting firm, founded in 1970 to 

conduct research on a consulting basis into the rates, revenues, costs and 

economic performance of regulated firms and industries. We represent the 

interests of government agencies, businesses and individuals who are 

consumers of telecom, public utility and transportation services. In addition to 

consumer cost and anti-trust issues, we have provided our expertise in support 

of a clean environment and personal damages resulting from discrimination in 

agricultural programs. 

The firm has a professional staff of 11 economists, accountants, 

engineers and cost analysts. Most of our work involves the development, 

preparation and presentation of expert witness testimony before Federal and 

state regulatory agencies. Over the course of our 36-year history, members of 

the firm have participated in more than 1,000 proceedings before almost all of 

the state commissions and all Federal commissions that regulate utilities or 

transportation industries. 
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Have you prepared a summary of your qualifications and experience? 

Yes. Appendix A is a summary of my qualifications and experience. Appendix 

B contains a tabulation of my appearances as an expert witness before state 

and Federal regulatory agencies. 

For whom are you appearing in this proceeding? 

I am appearing on behalf of the Attorney General of the Commonwealth of 

Kentucky ("AG"). 

What is the subject of your testimony? 

This testimony addresses depreciation. 

Do you have any specific experience in the field of public utility 

depreciation? 

Yes. I and other members of my firm specialize in the field of public utility 

depreciation. We have appeared as expert witnesses on this subject before 

the regulatory commissions of almost every state in the country, including 

several appearances before the Kentucky Public Service Commission 

("KPSC"). I have testified in over one hundred proceedings on the subject of 

public utility depreciation and represented various clients in several other 

proceedings in which depreciation was an issue but was settled. I have also 

negotiated on behalf of clients in fifteen of the Federal Communications 

Commissions' ("FCC") Triennial Depreciation Represcription conferences. 

Does your experience specifically include electric company 

depreciation? 

Yes, I have testified in many proceedings on the subject of electric company 
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depreciation, and I have prepared testimony in several other electric 

proceedings in which depreciation was ultimately settled. 

Purpose of Testimony 

Q. What is the purpose of your testimony? 

A. The AG asked me to review the electric depreciation rates and proposals of 

the Union Light, Heat and Power Company D/B/A Duke Energy Kentucky 

("ULH&P," "Union" or "the Company"), and express an opinion regarding the 

reasonableness of those depreciation rates and expense proposals. I was 

also asked to make alternative recommendations if warranted. 

Proposed Electric De~reciation Rates 

Q. Summarize the Company's depreciation proposal in this proceeding. 

A. Mr. John Spanos sponsors ULH&P's depreciation study. Neither Mr. Spanos's 

testimony nor his study reveals whether he is proposing an increase or a 

decrease. The Company's response to AG-DR-01-005 suggests that Mr. 

Spanos may be proposing an increase.' 

Q. Have you included any additional versions of Mr. Spanos' proposals? 

A. Yes, E x h i b i t  (MJM-1) provides Mr. Spanos' proposed depreciation accruals 

separated between capital recovery and net salvage. Although Mr. Spanos 

did not provide this separation in his initial testimony, he did provide the 

separated accruals in response to AG-DR-02-40. I am providing these 

separated accruals in order to facilitate external reporting and for regulatory 

' Response to AG-DR-01-005. 
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analysis and rate setting purposes. ULH&P should be required to apply 

separated rates such that ratepayers at least will have the ability to know how 

much they are paying for capital recovery versus future cost of removal. This 

does not require any change to current accounting, it merely provides more 

and better information. 

Present Electric De~reciation Rates 

Q. When were the Company's present electric depreciation rates approved? 

A. The current depreciation rates for transmission and distribution were 

determined in the Company's 1975 rate case. The current electric general 

plant rates were developed in 1997 when vintage year [amortization] 

accounting was implemented in accordance with FERC Accounting Release 

No. 15 for FERC Accounts 391, 393, 394 and 398. Current common plant 

depreciation rates were established pursuant to the Company's 2005 gas rate 

case. This is UHL&P's first study of production plant depreciation rates.2 

Q. How were the present depreciation rates calculated? 

A. Mr. Spanos says "the methods and procedures of this study are the same as 

those utilized in past studies of this company ...". He implies that nothing has 

changed other than the parameters he is pr~posing.~ 

Q. Do you agree? 

Spanos Response to AG-DR-01-169. 
Spanos Testimony, page 6. 
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A. No, at best Mr. Spanos provides a misleading impression concerning UHL&P's 

current depreciation rates. I will address this issue in the Credibility section of 

this testimony. 

Conclusions 

Q. Do you agree with Mr. Spanos' proposal? 

A. No, Mr. Spanos' proposal results in an unreasonable perpetuation of, and an 

unjustified increase to, excessive depreciation expense and charges to 

ratepayers. Mr. Spanos uses artificially short lives for certain major accounts. 

Mr. Spanos proposes an unjustified switch to the equal life group procedure for 

all vintages of plant combined with a change from whole life to remaining life 

depreciation. Another primary driver of the excessive depreciation expense is 

excessive charges for inflated future cost of removal estimates. My conclusion 

is based on my analysis and depreciation study, information brought to light by 

Staff data requests, and by this Company's prior actions resulting from recent 

accounting pronouncements. My recommendations result in a $9.5 million 

reduction relative to Mr. Spanos's proposals based on December 31, 2005 

plant balances. 

Prior Testimony in Kentucky 

Q. Are you providing any testimony and/or recommendations that you have 

made in the past? 

A. Yes, I am reiterating certain points and recommendations I have made in the 

past, some of which the Commission rejected. 
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Q. If the Commission rejected your recommendations, why make them 

again? 

A. My description of the underlying facts is truthful and my recommendations 

merit, and are receiving, continued consideration and acceptance by other 

Commissions, and even Courts. Consequently, I continue to advance the 

consumer interest by reiterating these arguments and bringing to this 

Commission's attention the consideration that has been accorded by the Court 

and by other Commissions. 

Critiaue of ULH&P's Testimony 

Q. Explain the importance of credibility in depreciation filings and 

testimony. 

A. Depreciation is one of ULH&P's largest operating expenses, and yet, like rate 

of return, it relies heavily upon judgments concerning estimated lives, 

retirement patterns and the necessity for, and level of, components for dubious 

future removal expenditures. Given the magnitude of the numbers involved 

and the importance of these judgments, it is extremely important to have 

confidence in the objectivity of the resulting recommendations. 

Q. Why do you raise the subject of credibility? 

A. I have raised credibility as a subject because ULH&P9s depreciation proposals 

lack credibility, not just Mr. Spanos' study, but also the very basis of the filing. 

For example, Mr. Spanos is proposing straight line, equal life group 

depreciation combined with the remaining life technique. He implies that 
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UHL&P's current depreciation rates were calculated using the same methods, 

procedure and techniques, but that is not the case. 

Staff asked the Company to provide a schedule comparing by account 

the survivor curves, net salvage percent, annual accrual rate, and the 

composite remaining life for the current depreciation rates with the same 

information for the proposed depreciation rates shown on [Mr. Spanos'] pages 

111-4 through 111-6.4 UHL&P responded, "see attachment KyPSC-DR-02- 

006(c)."~ Staff followed the response with another question? It asked, 

"Explain why the attachment does not show for the current depreciation rates a 

composite depreciation rate for the various plant account groupings?" UHL&P 

responded, "Depreciation is booked at a detail account level; therefore, a 

composite rate does not e~ i s t . "~  This is directly contrary to ULH&P's 

representation to FERC. It lacks credibility 

Q. Why does UHL&P's response to KyPSC-DR-03-009(a) lack credibility ? 

A. UHL&P1s response lacks credibility because it is at direct odds with what it 

reports in its annual FERC Form 1. Exhibit-(MJM-2) contains selected 

pages from UHL&P's 2005 FERC Form 1. At page 123.3 the Company states, 

"ULH&P determines the provisions for depreciation expense using the straight- 

line method. The depreciation rates are based on periodic studies of the 

estimated useful lives and net cost to remove the properties. ULH&P uses 

Response to KyPSC-DR-02-006(c). 
Id. 
Response to KYPSC-DR-03-009(a). 
Id. 
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composite depreciation rates. The rates are approved by the KPSC. The 

average depreciation rates for Utility Plant, excluding software, was 3.4 

percent and 3.5 percent for 2005 and 2004, respective~y."~ 

Electric utilities are supposed to show plant depreciation rates and 

parameters by account on page 337 of the FERC Form 1. UHL&P does not 

show anything in those cells because it uses composite depreciation rates. 

ULH&P's response to staff KyPSC-DR-03-009(a) is false. UHL&P does not 

have any credibility, even in explaining the current depreciation rates. 

Q. Do you have other examples of ULH&P's lack of credibility? 

A. Yes, I have several additional examples of ULH&P's lack of credibility. 

Although Mr. Spanos says he relied primarily upon his statistical analysis for 

his life and survivor curve estimates, he obviously did not. His life proposals 

for several major accounts are demonstrably shorter than the data indicates. 

ULH&P's proposal lacks credibility because UHL&P's parent collected 

substantial terminal cost of removal for its newly acquired production plants, 

but while they were temporarily deregulated, the parent transferred the prior 

collections into corporate income. To add insult to injury, the company 

acknowledges internally that if the plants were still deregulated, they would not 

be allowed to charge additional terminal cost of removal to depreciation, but 

since the plants have now been re-regulated, they want to collect even more 

from  ratepayer^.^ 

2005 FERC Form 1, page 123.3 (emphasis added). 
Response to AG-DR-01-139, Attachment p. 38 of 95, and Response to AG-DR-02-027, both of which 
are attached as Exhibit-(MJM-12). 
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The proposal lacks credibility because Mr. Spanos specifically 

increases the terminal cost of removal estimates for future inflation even 

though ULH&P does not have any plans to retire or remove the plants. There 

is controversy relating to collecting terminal cost of removal in these 

circumstances, let alone inflating the numbers. The approach Mr. Spanos 

supports here has been specifically found too speculative by the Kansas Court 

of Appeals in a decision in which it also ruled that the Kansas Corporation 

Commission should not have relied on this approach. The issue is discussed 

more fully later in my testimony. 

It lacks credibility because ULH&P has a $32 million regulatory liability 

for non-legal cost of removal it has collected from ratepayers in the past and 

neither ULH&P nor Mr. Spanos discloses this fact. Nor do they identify or 

explain how much additional non-legal cost of removal is proposed for 

collection in the proposed depreciation rates, in either Mr. Spanos's testimony 

or study, even though Mr. Spanos was instructed by the Company to separate 

the cost of removal c~mponent.'~ 

Mr. Spanos' incomplete net salvage study, which gives the impression 

that UHL&P is experiencing negative net salvage, also lacks credibility. After 

extracting the rest of the net salvage study from his workpapers, it can be seen 

UHL&P is actually experiencing positive net salvage. 
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1 The KPSC should weigh these issues when it makes its decision 

2 concerning the legitimacy of ULH&P's depreciation proposal. 

3 Q. Will you provide more details about each of these examples of ULH&P1s 

4 lack of credibility throughout you testimony? 

5 A. Yes, I will. 

6 Excessive Depreciation 

7 Q. You have used the phrase "excessive depreciation." Have you provided 

8 any background information on the concept of excessive depreciation? 

9 A. Yes. An excessive depreciation rate is one that produces more depreciation 

expense than necessary to return the cost of a company's capital asset over 

the life of the asset. Exhibit-- (MJM-3) is a brief summary of a landmark 

U.S. Supreme Court decision on depreciation. I am not an attorney and I do 

not present this as a legal argument or conclusion. I merely present this to 

demonstrate that the concept of excessive depreciation is not a new one. 

Recent accounting requirements actually hiahliaht significant amounts 

of excessive depreciation charged to ratepayers in the past. I have included a 

discussion of, and quotations from, the accounting profession's SFAS No. 143 

which demonstrates that that profession is also at least cognizant of excessive 

depreciation. 

Mr. Majoros, does the fact that accumulated depreciation is deducted 

from rate base "moot" the concept of excess depreciation? 

No, if ratepayers are required to pay too much for depreciation expense, they 

will have paid too much. The fact that ratepayers are not required to pay a 
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return on prior excessive charges does not mean that those charges were not 

excessive. 

Depreciation Concepts 

Q. Does your testimony include a discussion of the depreciation concepts 

that are relevant to your testimony? 

A. Yes, Exhibit-- (MJM-4) is a brief discussion of depreciation concepts that are 

relevant to my testimony. I have submitted this discussion as a separate 

exhibit in an attempt to minimize the technical aspects of my direct testimony. 

The discussion may be helpful to understanding this testimony. 

Depreciation Parameters 

Q. What are depreciation parameters? 

A. Depreciation parameters are the basic assumptions upon which depreciation 

rate calculations are based. ULH&P's proposed depreciation rates are based 

on three fundamental parameters, all of which are estimates: an average 

service life, a retirement dispersion pattern and a net salvage ratio. 

Usually, the two most significant parameters in a case are the average 

service life and the net salvage ratio; the shorter the service life - the higher 

the resulting depreciation rate. Similarly, the more negative the net salvage 

ratio - the higher the resulting depreciation rate. In both cases, the higher 

depreciation rate is charged to ratepayers. 

In this case, another significant parameter is the estimated retirement 

dispersion pattern. Mr. Spanos used "Iowa Curves" to define these patterns. 

These patterns have relevance in estimating average lives and they have a 
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direct impact on Mr. Spanos' remaining life calculations, particularly since he 

used the equal life group ("ELG") procedure to calculate remaining lives. ELG 

is very sensitive to the Iowa Curve shape and results in a shorter remaining life 

calculation, ergo a higher depreciation rate than other alternative procedures 

which have been typically used in Kentucky. 

Has ELG been used in Kentucky? 

Yes, ULH&P used ELG to calculate its gas depreciation rates. 

How do you know that ULH&P used ELG to calculate its gas depreciation 

rates? 

I was a witness in ULH&P's last gas base rate case, Case No. 2005-00042. 

Did you accept the ELG procedure in that case? 

No, I explicitly stated that I did not accept the ELG procedure in that case." 

However, because it had already been implemented by ULH&P for gas rates 

in a prior case, I did not challenge it. 

Why was ULH&P allowed to switch to ELG for its gas rates? 

The ELG procedure was introduced for gas rates in Case No. 2001-00092. 

The rates approved in that case were based on a study prepared by Mr. 

Spanos, and those rates were not challenged during the course of that case.'* 

As I stated in my testimony in Case No. 2005-00042, "the fact that no one 

objected is not a ringing endorsement of the ELG procedure; it merely reflects 

" Majoros Direct Testimony, Case No. 2005-00042, p. 7. 
l 2  I/M/O Adjustment of Gas Rates of the Union Light, Heat and Power Company, Case No. 2001- 

00092, Order, Issued January 31,2002, page 29. 
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budgeting constraints and how funds were allocated to witne~ses."'~ I also 

recommended that the KPSC not consider ULH&P1s use of ELG to be 

established as a precedent.14 

Are you accepting the ELG procedure for electric rates in this 

proceeding? 

No, I am not accepting the ELG procedure in this proceeding 

What are your objections to Mr. Spanos's ELG quantifications? 

I object to his retroactive application of the equal life group ("ELG") procedure. 

What is the ELG procedure? 

ELG is a procedure sometimes used in depreciation calculations to calculate 

an average life and average remaining life once a judgmental estimate is 

made of the service life and retirement pattern for a group of assets. The 

details of the ELG procedure are complex, but from a practical standpoint, it 

results in a higher depreciation rate than the alternative vintage group ("VG") 

procedure. 

Would you summarize the pros and cons regarding ELG and VG? 

Yes, from a theoretical standpoint ELG has the benefit of providing a more 

precise cost allocation assuming perfect foresight. On the other hand, ELG 

requires annual depreciation rate changes and produces precisely the wrong 

answer when there are forecasting inaccuracies. VG (the alternative) has the 

benefit of a constant depreciation rate, and also in my opinion, a higher 

l3 Majoros Direct Testimony, Case No. 2005-00042, p. 7. 
l4 Majoros Direct Testimony, Case No. 2005-00042, p. 7. 
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probability of producing a correct overall result notwithstanding forecasting 

inaccuracies. On the other hand, VG is premised on the averaging concept of 

offsetting underecoveries with overrecoveries within a vintage. 

Is ELG necessary? 

ELG is not necessary because both VG and ELG target full recovery. From a 

theoretical standpoint, both ELG and VG have merit. From a practical 

standpoint, ELG will produce a higher depreciation rate. 

Do you recommend the adoption of ELG? 

No, although ELG has some theoretical merit, it also has negative aspects and 

it is not necessary. 

If the Commission were to adopt ELG for ULH&P's electric plant, do you 

agree with Mr. Spanos's implementation. 

No, Mr. Spanos proposes to apply ELG retroactively to all prior vintages of 

plant, and then use the resulting ELG-based composite remaining life. 

Retroactive application overstates the theoretical reserve and thus understates 

the measurement of the excessive depreciation which has been collected in 

the past. Although he does not show it in his study, Mr. Spanos's 

recommendations indicate a $41.3 million depreciation reserve excess. In 

reality, however, even accepting all of Mr. Spanos's judgmental assumptions, 

the reserve excess is actually $71.9 million based on the existing VG 

procedure. Exhibit(MJM-5) shows these calculations. 

Mr. Spanos' application of ELG to all prior vintages produces a 

composite remaining life which is inconsistent with past depreciation practices. 
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Had ULH&P always used ELG, the book depreciation reserve would be even 

higher than it is, and the resulting remaining life depreciation rate would be 

much lower than Mr. Spanos has calculated. 

The practical consequence is that Mr. Spanos's implementation 

proposal creates on overstated remaining life depreciation rate. This 

overstated rate artificially understates the amount of the previously collected 

excessive depreciation expense and results in a continuation of the 

overcollection. 

Q. Is there an alternative implementation approach? 

A. Yes, many companies subject to the Federal Communications Commission's 

("FCC) jurisdiction made similar proposals in the past for retroactive 

application of ELG. The FCC rejected these proposals due to the reserve 

imbalance described above as well as the fact that ELG creates an artificial 

spike in revenue requirements. 

The FCC's initial approach to ELG implementation was to allow ELG 

only on a going-forward vintage basis for new investment, and then only on a 

phased-in basis by groups of accounts over a series of years. 

The VG procedure was continued for existing investment. For example, 

if ELG was approved as a result of a 1990 study, the first ELG vintage would 

be 1991. The company would receive the benefit in its next regularly 

scheduled depreciation study or in a technical update. 

Q. If the KPSC approves ELG, what do you recommend? 
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A. The KPSC should not allow retroactive implementation of ELG. The first ELG 

vintage would be 2006, and that would be reflected in the next depreciation 

study. The KPSC must also require the company to file depreciation studies 

every three (3) years to ensure proper management of the ELG rates. 

Q. Have you recalculated depreciation rates using an alternative 

procedure? 

A. Yes, my recommended depreciation rates, as summarized in Exhibit-(MJM- 

6) are VG remaining life depreciation rates. 

Service Lives 

Q. Have you reviewed Mr. Spanos' proposed service lives and curves? 

A. Yes, I have. I reviewed all of Mr. Spanos' life studies, his responses to my 

data requests and his responses to Staff's data requests. 

Mr. Spanos states "For 18 of the 40 plants accounts and sub accounts 

for which survivor curves were estimated, the statistical analyses resulted in 

good to excellent indications of the survivor patterns experienced. These 

accounts represent 65 percent of the depreciable plant. Generallv, the 

information external to the statistics led to no sianificant departure from the 

indicated survivor  curve^."'^ 

Q. Do you agree with Mr. Spanos? 

A. I disagree with his conclusions. Setting aside theoretical considerations, life 

studies are statistical analyses of historical data fitted to empirical curves. The 

l 5  Spanos Depreciation Study, page 11-1 9-1 1-24, (Emphasis added.) 
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fitting can be done visually, but a much better result is obtained when the 

"least squared differences" statistical approach is applied. 

I asked for Mr. Spanos' statistical fitting results, but he responded "there 

was no best-fit lifelcurve combination pedormed for each account, as Mr. 

Spanos does not conduct a statistical only analysis."'6 In other words, Mr. 

Spanos relied entirely upon the "visual approach" for his selections. 

I examined Mr. Spanos' charts, as did the staff. It is clear that many of 

Mr. Spanos' selections were not the best fit. Consequently, we conducted 

independent least squares statistical analyses, and as a result I recommend 

different parameters for three accounts. Each of my recommendations is the 

statistical best fit to the data. My results are shown in Exhibit-(MJM-7). 

Cost of Removal 

Q. Has ULH&P collected for estimated future cost of removal in its 

depreciation rates? 

A. Yes, it has. 

Q. What is your opinion about the incorporation of estimated future cost of 

removal in depreciation rates? 

A. I disagree with charging ratepayers for estimated future cost of removal. 

Q. Why are you opposed to these charges? 

A. I am opposed because I believe, and recent accounting pronouncements have 

proven, that the Companies are charging ratepayers far more for cost of 

l6 Response to AG-DR-01-198. 
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removal than they will ever spend. 

Identify and explain the recent accounting pronouncements. 

The Financial Accounting Standards Board's ("FASB") Statement of Financial 

Accounting Standard No. 143 ("SFAS No. 143) and the Federal Energy 

Regulatory Commission's ("FERC) Order No. 631 have identified and 

highlighted utilities' prior excess collections for future cost of removal. Order 

No. 631 defines these excess collections as non-legal asset retirement 

obligations ("non-legal AROs"). 

If a utility has charged cost of removal for a non-legal ARO, that amount 

is to be segregated within accumulated depreciation and reclassified as a 

regulatory liability. Furthermore, if a utility has collected too much depreciation 

for a legal ARO, the excess also becomes as a regulatory liability." In other 

words, if a utility has collected for future cost of removal in its depreciation 

rates, but does not and never had a legal obligation to spend the money, these 

excesses are to be segregated and to be reported as a regulatory liability.'' 

FERC identified these amounts as "non-legal" asset retirement obligations, 

because utilities do not have actual legal obligations and liabilities to incur 

these costs in the future. 

" SFAS No. 143. '' Id., paragraph 8.73. 
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ULH&P's regulatory liabilities in compliance with SFAS No. 143 are: 

Union Liqht, Heat and Power 
Summarv of New Information 

Requlatorv Liabilities Resultins from Non-Leqal AROs 
j$mi~lions)'~ 

December 31,2004 Balance $30 

December 31,2005 Balance $32 

The regulatory liability increased by the amount that ULH&P collected from 

ratepayers, over and above its actual removal costs in 2005. 

Q. What do you recommend? 

A. I recommend that the Kentucky Public Service Commission specifically 

recoqnize a requlatorv liability for regulatory and ratemaking purposes and 

disallow the unjustified use of inflated future cost of removal/terminal 

decommissioning estimates to set current depreciation rates. 

Requlatorv Liabilities 

Q. How does GAAP define a regulatory liability? 

A. SFAS No. 71 - Accounting for the Effects of Certain Types of Regulation 

defines regulatory liabilities from a GAAP perspective. Paragraph 11, which is 

summarized below, defines a regulatory liability. Please pay particular 

attention to paragraphs 1 1 and 11. b. 

SFAS No. 71 - Requlatorv ~iabilities~' 

11. Rate actions of a regulator can impose a liability 
on a regulated enterprise. Such liabilities are usually 

Response to AG-DR-02-033. 
20 SFAS No. 71, paragraph 11. Only the first sentence of each subparagraph is included. 
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obligations to the enterprise's customers. The 
following are the usual ways in which liabilities can be 
imposed and the resulting accounting: 

a. A regulator may require refunds to customers. . . . 

b. A regulator can provide current rates intended to 
recover costs that are expected to be incurred in the 
future with the understanding that if those costs are 
not incurred future rates will be reduced by 
corresponding amounts. If current rates are intended 
to recover such costs and the regulator requires the 
enterprise to remain accountable for any amounts 
charged pursuant to such rates and not yet expended 
for the intended purpose, the enterprise shall not 
recognize as revenues amounts charged pursuant to 
such rates. Those amounts shall be recognized as 
liabilities and taken to income only when associated 
costs are incurred. 

c. A regulator can require that a gain or other 
reduction of net allowable costs be given to 
customers over future periods. . . . 

Does ULH&P agree that its collections for non-legal AROs result in a 

regulatory liability? 

Although ULH&P recognized these amounts as regulatory liabilities in its 2005 

1 OK Report, they have not been specifically recognized as regulatory liabilities 

for regulatory and ratemaking purposes. FERC does not require such 

reporting. FERC merely requires separate identification within accumulated 

depreciation. 

Regardless of being included in accumulated depreciation, these 

amounts are dollars already collected from ratepayers for future cost of 

removal. There is no reason that the utility should be entitled to keep these 

dollars if it turns out they are never spent on future costs of removal. 
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Therefore, it is obvious that the funds represent a refundable liability to 

ratepayers until they are spent on their intended purpose. Now that they have 

been identified, thanks to SFAS No. 143, they should be recognized as the 

regulatory liability they are. 

Why is it necessary for the KPSC to specifically recognize the regulatory 

liability? 

The Edison Electric Institute ("EEI") and individual utilities fought hard to avoid 

having either the FASB or FERC require the identification and reporting of the 

regulatory liability that I have just described. Exhibit- (MJM-8) contains a 

few pages from the Company's response to AG-DR-02-029, which requested 

copies of all correspondence with outside consultants/agencies regarding 

SFAS No. 143 and FERC Order No. 631. The pages in question relate to a 

survey conducted by EEI regarding the Form 1 classification of non-FAS 143 

accumulated cost of removal. 

As described in the email on page 9 of 286, Mr. David Stringfellow of 

EEI, on behalf of Mr. Jim Guest of FERC, solicited comments from EEI 

members on how they "would prefer to report this non-143 accumulated cost 

of removal - leave it in Account 108 or reclassify it as a regulatory liability for 

the FERC Form 1 balance sheet.'12' Note that Cinergy responded that they 

would prefer to leave the amount in Account 108. 
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Also included in the exhibit is the completed survey, as provided to 

FERC.~* Among the comments supporting the continued inclusion of these 

amounts in Account 108 are the following: 

For reporting this item in our FERC Form 1, [my 
company] prefers to keep the accumulated cost of 
removal in Account 108. We believe movina this to a 
reaulatorv liabilitv will create difficulties in rate cases 
before the state commissions, and mav be a catalvst 
to consumer advocates suaaestina r a ~ i d  refunds to 
customers. 

We think FERC should NOT change the current 
requirements regarding accounting and reporting for 
cost of removal. . . . Additionally, some regulators 
could use this as an opportunity to require utilities to 
refund some or all of the removal amounts to 
customers even though companies will still continue 
to incur costs to removelretire assets. 

These comments indicate that some companies are fearful of the 

potential of losing their past excess cost of removal collections. A large 

regulatory liability reported in their FERC Form 1 or 2 reports would likely be 

considered in their next rate case. I am not advocating such a refund in this 

case. 

On the other hand, the KPSC should be aware that ULH&P and virtually 

all other utilities consider amounts in accumulated depreciation, even 

excessive amounts, to be their money, with no refund obligation. It is certainly 

fair and reasonable for any Commission to at least recognize excessive cost of 

removal collections as a refundable regulatory liability until such time as they 

are actually spent on their intended purpose. 

22 Id. 
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Q. Can you demonstrate that ULH&P and its parent, Cinergy Corp., 

considers these excess collections to be their money? 

A. Yes, ULH&P's sister company, CG&E has already demonstrated this by virtue 

of its treatment of the excess removal costs it collected from Ohio ratepayers 

relating to the plants, some of which are being transferred to ULH&P. CG&E 

transferred these amounts into "income." 

Q. How do you know CG&E transferred past accruals for cost of removal 

into income? 

A. The Company states as much in its 2003 Annual Report to Shareholders. 

We adopted Statement 143 on January 1, 2003, and 
recognized a gain of $39 million (net of tax) for the 
cumulative effect of this change in accounting 
principle. Substantially all this adjustment reflects 
the reversal of previously accrued cost of removal 
for CG&EYs generating assets, which do not apply 
the provisions of Statement 71 .23 

Q. Does a portion of this $39 million (net of tax) gain relate to cost of 

removal that was collected for the three generating plants that are now 

slated to be transferred to ULH&P, and re-regulated? 

A. Yes. Data request AG-DR-01-075 from Case No. 2005-00042, attached as 

Exhibit(MJM-9), addressed this issue:24 

b. Does any of this amount [$39 million gain] relate to 
the assets being transferred from CG&E to 
ULH&P (East Bend, Woodsdale and Miami Fort 
Generating Stations)? If so, please provide the 
calculation of the portion of the $39 million gain 

23 Cinergy Corp. 2003 Annual Report to Shareholders, page 60. (emphasis added). 
24 This was also included as Exhibit(MJM-15) to my direct testimony in Case No. 2005-00042. 
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that was attributable to the reversal of cost of 
removal collected for these assets. Please include 
the before-tax calculation of the amount as well. 

ULH&P provided a calculation showing that the portion of the $39 

million gain attributable to the transferred stations is approximately $16.5 

million before-tax, or $10 million net of tax. I say "approximately" because the 

calculation includes Miami Fort Unit 5, which is not being tran~ferred.~~ 

Q. What is the significance of this reversal of cost of removal relating to 

these transferred plants? 

A. These plants were deregulated in January, 2001 .26 As required by GAAP, 

CG&E converted its prior collections from ratepayers for cost of removal into 

corporate income. Now the plants are to be re-regulated. They are to be 

recorded by ULH&P at their original cost, less accumulated depreciation (net 

book value).27 However, due to the reversal of the cost of removal collections, 

the book value increased.28 Had these excess collections been established as 

a regulatory liability, there may have been a better chance that they would 

have followed the assets. 

Q. What do you make of this? 

A. Cinergy, through CG&E, collected excess cost of removal amounts from Ohio 

25 See Case No. 2005-00042, Attachment AG-DR-01-075b, attached to this testimony as 
Exhibit-(MJM-9). The total for Miami Fort Units 5 and 6 is only $3.9 million (before-tax). East 
Bend is responsible for $10 million of the total, with Woodsdale contributing $2.6 million. 

26 I/M/O Application of Union Light, Heat and Power Company for a Certificate of Public Convenience 
to Acquire Certain Generation Resources and Related Property ..., Case No. 2003-00252, Interim 
Order, Issued December 5,2003, page 16. 

27 Id., page 31. 
28 Exhibit-(MJM-9). See response to AG-DR-01-075d. 
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ratepayers. Upon deregulation in Ohio, it transferred those collections into 

income. Now the plants in question are to be re-regulated in Kentucky at a net 

original cost value that does not recognize the previous cost of removal 

collections. Cinergy, through ULH&P, will begin to collect cost of removal 

again, this time from Kentucky ratepayers. If UHL&P's collections are not 

specified as regulatory liabilities for ratemaking purposes they, too, will be 

converted into income should the opportunity again be allowed to arise. 

Have other electric utilities taken past collections of cost of removal into 

income? 

Yes, this is exactly what other electric utilities did when their production plants 

were deregulated. For example American Electric Power, which had several 

of its production plants deregulated, immediately took $473 million from 

accumulated depreciation and transferred it into income relating to those 

deregulated plants.*' 

In another example, Tucson Electric Power Company ("TEP") stated 

that: 

TEP had accrued $113 million for final 
decommissioning of its generating facilities.. . . . this 
amount was reversed for 2002 and included as part of 
the cumulative effect adjustment of accounting 
adjustment when FAS 143 was adopted on January 
1, 2003.~' 

This means that TEP took non-legal AROs into income. 

29 AEP 2003 Annual Report to Shareholders, page 69. 
30 Tucson Electric Power Company December 31,2004 10 K Report, page K-59. 
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TEP applied SFAS No. 71 - Accounting for the Effects of Certain Types 

of Regulation - to its reaulated operations, which include the transmission and 

distribution portions of its business. As a result TEP recorded the cost of 

removal collected for regulated non-legal AROs as a regulatory liability. 

According to TEP's December 31,2004 1 OK Report 

As of December 31, 2004, TEP had accrued $67 
million for the net cost of removal of the interim 
retirements from its transmission, distribution and 
general plant. As of December 31, 2003, TEP had 
accrued $60 million for these removal costs. The 
amount is recorded as a regulatory ~iability.~' 

However, also according to TEP's December 31,2004 1 OK Report: 

If TEP stopped applying FAS 71 to its remaining 
regulated operations, it would write off the related 
balances of its regulatory assets as an expense and 
its regulatory liabilities as income on its income 
~ta tement .~~ 

Does ULH&P make a similar statement regarding the disposition of 

regulatory liabilities if they are no longer regulated? 

ULH&P discusses SFAS No. 71 in its 2004 Annual Report to Shareholders. 

31 Id., page K-60. 
32 Id. 

In accordance with Statement 71, we record 
regulatory assets and liabilities (expenses deferred for 
future recovery from customers or amounts provided 
in current rates to cover costs to be incurred in the 
future, respectively) on our Balance 

33 Cinergy Corp. 2004 Annual Report, page 74. 
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However, to the extent Indiana or Kentucky 
implements deregulation legislation, the application of 
Statement 71 will need to be reviewed.34 

Have any other industries taken non-legal ARO amounts into income that 

had been previously collected from ratepayers? 

Yes. While it was still regulated, the telephone industry collected substantial 

amounts of future cost of removal through depreciation, just as ULH&P is 

proposing here. Upon deregulation and the adoption of SFAS No. 143, the 

major telephone companies took $1 1.5 billion from accumulated depreciation 

into net income.35 

Does FERC Order No. 631 require non-legal AROs to be reported as 

regulatory liabilities? 

FERC does not require that non-legal AROs be classified or reported as 

regulatory liabilities. Although the FERC has recognized and identified the 

amounts involved and requires separate accounting for those amounts, the 

FERC has deferred to the states regarding recognition of the regulatory 

liability. FERC Order No. 631 requires that jurisdictional entities such as 

ULH&P to: 

maintain separate subsidiary records for cost of removal for 
non-legal retirement obligations that are included as specific 
identifiable allowances recorded in accumulated depreciation 
in order to separately identify such information to facilitate 
external reporting and for regulatory analysis, and rate 
setting purposes. Therefore, the Commission [amended] the 

34 Id. 
35 Pre-tax gains of SBC ($5.9 billion), Verizon ($3.5 billion), Qwest ($0.4 billion), BellSouth ($1.3 

billion) and Sprint ($0.4 billion). See Companies' 2003 10K Reports and 2003 Annual Reports to 
Shareholders. 
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instructions of accounts 108 ... in Parts 101 ... to require 
jurisdictional entities to maintain separate records for the 
purposes of identifying the amount of specific allowances 
collected in rates for non-legal retirement obligations 
included in the depreciation accruals."36 

Why is it necessary for the Kentucky PSC to specifically recognize a 

regulatory liability for the non-legal cost of removal and dismantlement 

amounts? 

Although FERC Order No. 631 provides a new transparency by requiring 

identification of the amounts and maintenance of separate subsidiary records 

for regulatory analysis and rate setting purposes, it did not establish a 

regulatory liability for non-legal asset retirement obligations. Therefore, at the 

moment, there is no regulatory recognition of such a liability and there is no 

provision for a refund to ratepayers if the amounts they have paid are not 

spent on cost of removal or dismantlement. 

In other words, nothing holds ULH&P directly accountable for these 

excess collections from a regulatory standpoint. Regardless of the 

transparency provided by FERC, the issue is not even mentioned in ULH&P's 

depreciation study or its rate case filing in general. This is wrong. Experience 

indicates that it is highly unlikely that these amounts will be spent for cost of 

removal in the magnitude that they have been collected. Furthermore, even if 

it was highly probable that this money would all be spent for cost of removal, it 

is fair and reasonable for the Kentucky PSC to specifically recognize the 

ratepayers' security interest in these monies until they are actually spent on 

36 FERC Docket No. RM02-7-000, Order No. 631, paragraph 38. 
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their intended purpose. Unless thev are ex~licitlv identified as "subiect to 

refund," thev are merelv hidden ~otential income to ULH&P. 

Q. Would it be sufficient to report the item as a "deferred credit" of some 

sort? 

A. No, treatment as a deferred credit would defeat the purpose. ULH&P could 

easily assert in the future that ratepayers have no claim to a deferred credit, in 

other words, ULH&P could claim that a deferred credit is its money, not 

ratepayer's money. The item must be specifically recognized by the PSC and 

reported by ULH&P as a regulatory liability for regulatory and ratemaking 

purposes. 

Q. Have any other Commissions recognized non-legal AROs as a regulatory 

liability? 

A. Recently, in Docket No. A.04-12-014, involving Southern California Edison 

Company, the California Public Utilities Commission specifically recognized 

that Company's non-legal ARO collections as a regulatory liability. 

The Commission Should Chanqe the Mechanism That Created ULH&P's 
Requlatorv Liability 

Q. How much non-legal ARO cost has Mr. Spanos included in ULH&P's 

annual depreciation expense? 

A. Based on 2005 year end balances the amount is $7.3 mi~lion.~' 

Q. What is ULH&PYs experience? 

37 Response to AG DR-02-040. 
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For the period from 2001 through 2005, the actual average was $278 

thousand in positive net salvage. In other words, ULH&P's actual recent 

experience has been that gross salvage has exceeded cost of removal. 

Nevertheless, Mr. Spanos proposes to collect $7.3 million per year for cost of 

removal collections. If this pattern continues, the regulatory liability will 

continue to grow at an alarming rate. 

Q. What should the Commission do about new non-legal AROs on a going- 

forward basis? 

A. The next objective is to identify and stop the sort of over collections which 

caused ULH&PJs $32 million regulatory liability to begin with. Mr. Spanos's 

approach will result in an ever-growing regulatory liability. The solution to that 

problem lies in the recognition of the excess charges inherent in the 

depreciation mechanism (which I will discuss in the next section of my 

testimony) that created the regulatory liability in the first place. On a going- 

forward basis, the Commission should change the mechanism it uses to allow 

ULH&P to collect non-legal AROs. 

ULH&P's A~proach to Non-Leaal AROs 

Q. Why are ULH&P's recoveries for future cost of removal grossly 

excessive? 

A. ULH&P1s recoveries for future cost of removal, also called non-legal asset 

retirement obligations ("AROs"), are grossly excessive due to the process it 

uses to derive these estimates and then convert them into depreciation 

Page 30 of 54 



Direct Testimony 
Of 

Michael J. Majoros, Jr. 

expense. The process results in annual charges for future cost of removal that 

vastly exceed actual expenditures. 

ULH&P's annual charge for cost of removal expense exceeds its actual 

annual cost of removal because ULH&P uses an inflated cost approach to 

make its future cost of removal estimates. ULH&P has bundled the inflated 

cost of removal factors in most of its depreciation rates, and then applied those 

rates for years to an ever-expanding depreciable plant base. The accruals 

resulting from this approach have vastly exceeded, year-by-year, the money 

that ULH&P actually spent or allocated for cost of removal. 

Why do you say "spent or allocated" for cost of removal? 

Most of the cost of removal recorded by most of the utilities with which I am 

familiar, is actually an allocated or assigned portion of replacement asset costs 

to the cost of removal account. I am sure that ULH&P is not that much 

different than other utilities. 

How does ULH&P's approach result in inflated cost of removal factors? 

ULH&P's net salvage studies relate removal costs (largely allocated) in current 

dollars to asset retirements expressed in very old historical original cost 

dollars. The inflation experienced between when the asset's in service date 

and its retirement date results in current removal cost dollars that are many 

multiples of the historical original cost dollars of the retired asset. Using that 

same ratio to predict future removal costs implicitly assumes future inflation 

will be the same as experienced in the past. A portion of all "future" inflation is 

included in the current depreciation rate and charged to today's ratepayers. 
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That future inflation component is compounded by virtue of being applied to an 

ever-increasing plant balance resulting in a regulatory liability which grows at a 

geometric rate. Use of the net present value rather than an inflated value 

would at least hold future inflation estimates to current levels. 

Does ULH&Pys approach result in an increase to depreciation rates? 

Yes, it does. First, as demonstrated in the concepts exhibit any negative net 

salvage ratio will increase a depreciation rate. ULH&P1s will increase the rates 

even further because they depend on the relationship of the allocated cost of 

removal in current dollars as a percentage of the oriainal cost of the assets 

retired. The timing mismatch within this relationship results in an inflated 

negative net salvage ratio. The inflated negative net salvage ratio is then 

bundled into the depreciation rate calculation, and applied to the gross plant 

balance, which also increases due to inflation. The process results in annual 

cost of removal charges to ratepayers vastly exceeding ULH&P's actual costs. 

Is ULH&Pys approach used in other jurisdictions or recognized in any 

texts? 

Yes, it is. ULH&P's approach has been used in various jurisdictions - 

including Kentucky. The NARUC1s 1996 Public Utilities Depreciation Practices 

Manual also addressed, and is even read by some as endorsing this 

approach: 

Net salvage is expressed as a percentage of plant 
retired by dividing the dollars of net salvage by the 
dollars of original cost of plant retired. The aoal of 
accountina for net salvaae is to allocate the net cost 
of an asset to accountina ~eriods, making due 
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allowance for net salvage, positive or negative, that 
will be obtained when the asset is retired. This 
concept carries with it the premise that property 
ownership includes the responsibility for the 
property's ultimate abandonment or removal. Hence, 
if current users benefit from its use, they should pay 
their pro rata share of the costs involved in the 
abandonment or removal of the property and also 
receive their pro rata share of the benefits of the 
proceeds realized. 

This treatment is in harmonv with aenerallv acce~ted 
accountina ~rinciples and tends to remove from the 
income statement any fluctuations caused by erratic, 
although necessary, abandonment and removal 
operations. It also has the advantage that current 
customers Dav or receive a fair share of costs 
associated with the property devoted to their service, 
even though the costs may be estimated.38 

What is at the heart of NARUC's thinking in this regard? 

The matching principle is at the heart of NARUC's thinking. NARUC focuses 

on the timinq or pattern of cost of removal allocation and interaenerational 

eauitv. Unfortunately, NARUC does not address the fundamental questions of 

whether a company will actually incur the costs, and the intergenerational 

ineauitv of charging these inflated amounts to ratepayers when there is some 

doubt that the money will ever be spent on cost of removal, and the inflation 

element is so overstated. Again, it is worth noting that the 1996 NARUC 

manual pre-dates SFAS No. 143. Thus, it reflects earlier deliberations, and 

did not consider, or even know about the huge regulatory liabilities emanating 

from the use of this approach. 

38 NARUC Manual, page 18. 
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Is ULH&PYs approach "in harmony with generally accepted accounting 

principles"? 

No, ULH&P's approach is not in harmony with generally accepted accounting 

principles and never has been, as implicitly reaffirmed in SFAS No. 143. If 

NARUC were to update its 1996 manual, those words should no longer 

appear. 

Has anybody addressed these fundamental questions? 

Yes, FASB addressed the fundamental questions in SFAS No. 143. The 

matching principle is in harmony with GAAP when the future costs are genuine 

obligations and are recognized at their fair value. However, the matching 

principle of accounting does not require allocation of a fallacious future 

expenditure to any accounting period. 

NARUC focuses on an objective of achieving a particular expense 

recognition pattern rather than the need to recognize whether or not an actual 

obligation and liability exists. In paragraph B21, SFAS 143 specifically 

addresses the tendency to focus on the expense pattern rather than the reality 

of the cost, and the problems that can result: 

B21. Prior to this Statement, the objective of many 
accounting practices was not to recognize and 
measure obligations associated with the retirement of 
long-lived assets. Rather, the objective was to 
achieve a particular expense recognition pattern for 
those obligations over the operating life of the 
associated long-lived asset. Using that objective, 
some entities followed an approach whereby they 
estimated an amount that would satisfy the costs of 
retiring the asset and accrued a portion of that 
amount each period as an expense and a liability. 
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Other entities used that objective and the provision in 
paragraph 37 of FASB Statement No 19, Financial 
Accounting and Reporting by Oil and Gas Producing 
Companies, that allows them to increase periodic 
depreciation expense by increasing the depreciable 
base of a long-lived asset for an amount representing 
estimated asset retirement costs. Under either of 
those approaches, the amount of liability or 
accumulated depreciation recognized in a statement 
of financial position usually differs from the amount of 
obligation that an entity actually has incurred. 
effect, bv focusina on an obiective of achievinq a 
particular expense recoanition pattern, accountinq 
practices developed that disreaarded or circumvented 
the recognition and measurement requirements of 
FASB Concepts ~tatements.~' 

The process focuses on achieving a particular expense pattern rather than 

"recognition and measurement requirements," that is, the reality of the cost. 

As NARUC recognizes, these are estimates - forecasts of future costs. 

However, thanks again to SFAS No. 143, we now know that ULH&P9s future 

cost of removal estimates do not even meet baseline tests as liabilities. 

Why do you say that UHL&P's cost of removal estimates do not meet 

baseline tests as liabilities? 

ULH&P does in fact have certain costs that meet these baseline tests. There 

are assets for which ULH&P has identified legal asset retirement obligations 

("AROs") as defined by SFAS No. 143. They are discussed in the Company's 

2005 10-K Report. 

These legal AROs meet the definition of a liability, because "the 

company has a legal obligation to perform decontamination activities when the 

39 Id., paragraph 821, (emphasis supplied). 
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plant ceases operations. Contamination, which gives rise to the obligation, is 

predictable and likely of occurring and is unavoidable as a result of operating 

the plant. . . . the obligation to perform decontamination activities at that plant 

results from the normal operation of the plant."40 It is reasonable to assume 

that ULH&P will spend this money for its intended purpose. 

On the other hand, ULH&P has collected, and will continue to collect, if 

the company has its way, estimates of future cost of removal relating to the 

rest of its plant for which it does not have any such legal retirement obligation. 

These are the non-legal AROs. ULH&P does not have any probable obligation 

to make these expenditures, as "probable" is used in SFAS No. 143. They 

therefore do not meet the definition of a ~iability.~' 

All that is necessary to create a legal obligation is for ULH&P to promise 

the Commission and the public at larae that it will do the work, incur the cost, 

and spend the monev it collects for that cost on that cost. No doubt ULH&P 

will protest that it has an implicit obligation to remove most if not all of its non- 

legal ARO assets. If this is true, let ULH&P make such a promise and treat all 

of its plant as AROs. Otherwise, it is impossible to assign any credibility to 

protestations that the monies will spent on their intended purpose. 

40 Statement of Financial Accounting Standards No. 143 ("SFAS 143), Accounting for Asset 
Retirement Obligations, paragraph A1 2. 

41 Id., paragraph 4. "Liabilities are probable future sacrifices of economic benefits arising from present 
obligations of a particular entity to transfer assets or provide services to other entities in the future as 
a result of past transactions or events. Probable is used with its general meaning, rather than in a 
specific accounting or technical sense (such as Statement 5, par. 3), and refers to that which can 
reasonably expected or believed on a basis of available evidence or logic but neither certain nor 
proved (Webster's New World Dictionary, p.1132). Its inclusion in the definition is intended to 
acknowledge that business and other economic activities occur in an environment characterized by 
uncertainty in which few outcomes are certain." 
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FERC Order No. 631 defines ULH&P1s future cost of removal proposals 

as non-legal AROs. Non-legal AROs apply to plant for which ULH&P has no 

"legal obligations that a party is required to settle as a result of an existing or 

enacted law, statute, ordinance, or written or oral contract or by legal 

construction of a contract under the doctrine of promissory estoppel."42 

Non-legal AROs would become AROs, that is, liabilities to incur future 

removal costs if they were "probable (that which can be reasonably expected 

or believed on the basis of available evidence or logic but is neither certain nor 

proved) future sacrifices of economic benefits arising from present obligations 

of a particular entity to transfer or provide services to other entities in the future 

as a result of past transactions or events."43 If ULH&P has not deemed them 

AROs, it is because ULH&P has determined that the costs are not such 

"probable . . . future sacrifices." 

Whether these obligations exist is at best ambiguous; but "in most 

cases involving asset retirement obligations, the determination of whether a 

legal obligation exists should be unambiguous. However, in situations in 

which no law, statute, ordinance, or contract exists, but an entity makes a 

promise to a third party (which may include the public at large) about its 

intention to perform retirement activities, facts and circumstances need to be 

considered carefully in determining whether that promise has imposed a legal 

42 SFAS No. 143, paragraph 2. 
43 Id., paragraph 4. 
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obligation upon the promisor under the doctrine of promissory estoppel."" 

ULH&P has not made any specific or unambiguous promise to the 

Commission or the public at large about any intention to perform the retirement 

activities, or spend money, relating to non-legal AROs. 

"A conditional obligation to perform a retirement activity within the 

scope of SFAS No. 143," thus producing AROs. "Uncertainty about whether 

performance will be required does not defer the recognition of a retirement 

obligation; rather, that uncertainty is factored into the measurement of the fair 

value of the liability .... Uncertainty about performance of conditional 

obligations shall not prevent the determination of a reasonable estimate of fair 

Paragraph 2 of SFAS 143 "limits the obligations included within the 

scope to those that are unavoidable by an entity as a result of the acquisition, 

construction, or development and (or) the normal operation of a long-lived 

asset, except for certain obligations of lessees."46 Legal obligations, as used 

in SFAS No. 143, "encompass both legally enforceable obligations and 

constructive  obligation^."^^ ULH&P has neither legal, nor constructive, nor 

conditional obligations associated with these non-legal AROs. 

"Any asset retirement obligation associated with the retirement of or the 

retirement and replacement of a component of a larger system [interim 

44 Id., paragraph A3. 
45 Id., paragraph A1 7. 
46 Id., paragraph 81 5. 
47 Id., paragraph B16. 
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retirements] qualifies for recognition provided that the obligation meets the 

definition of a ~iabil ity."~~ ULH&P9s non-legal AROs for interim retirements (if 

any) do not meet the definition of a liability. 

"Uncertainty about the timing of the settlement date does not change 

the fact that an entity has a legal obligation." Even the judgmental nature of 

plant lives does not eliminate an ARO, and yet ULH&P does not have any 

AROs for its non-legal ARO accounts. 

ULH&P is well aware of these SFAS No. 143 requirements regarding 

AROs, yet it has determined for its non-ARO assets that it does not have any 

obligation to remove its plant or to spend the money it collects from ratepayers 

for that presumed purpose. As a result, ULH&P has, in effect, explicitly not 

promised to spend the money for its intended purpose, and it has recognized 

that it is not even reasonable to assume that it will incur these future removal 

costs. Given these facts, and the actual numbers I have provided to the 

Commission, the only reasonable conclusion is that ULH&P will never incur 

actual cost of removal relating to non-legal AROs at the level it is charging to 

ratepayers. 

Does the NARUC Manual recognize other approaches? 

Yes, the NARUC Manual recognizes that some jurisdictions have 

reconsidered: 

Some commissions have abandoned the above 
procedure [gross salvage and cost of removal 

48 Id., paragraph B17. 
49 Id., Paragraph Big. 
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reflected in depreciation rates] and moved to current- 
period accounting for gross salvage and/or cost of 
removal. In some jurisdictions gross salvage and cost 
of removal are accounted for as income and expense, 
respectively, when they are realized. Other 
jurisdictions consider only gross salvage in 
depreciation rates, with the cost of removal being 
expensed in the year in~urred.~' 

The NARUC depreciation manual further opines on the underlying rationale for 

11 treating removal cost as a current-period expense, instead of incorporating it in 

12 depreciation rates: 

It is frequently the case that net salvage for a class of 
property is negative, that is, cost of removal exceeds 
gross salvage. This circumstance has increasingly 
become dominant over the past 20 to 30 years; in 
some cases negative net salvage even exceeds the 
original cost of plant. Today few utility plant 
categories experience positive net salvage; this 
means that most depreciation rates must be designed 
to recover more than the original cost of plant. The 
predominance of this circumstance is another reason 
why some utility commissions have switched to 
current-period accounting for gross salvage and, 
particularly, cost of remova~.~' 

27 Setting aside ratemaking, one of the mechanical problems with ULH&Ps 

28 approach is that it can result in a depreciation reserve actually exceeding the 

29 gross plant balance. That is because the depreciation rate is excessive; it is 

30 more than necessary to fully depreciate the plant. Therefore, at the end of its 

31 life, the accumulated depreciation account exceeds the plant account balance. 

32 Q. Has anybody addressed this accumulated depreciation excess? 

50 NARUC Manual, page 157. 
51 Id., page 158. 
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SFAS No. 143 also addresses accumulated reserve excesses: 

Paragraph B22 says the following: 

822. Paragraph 37 of Statement 19 states that 
"estimated dismantlement, restoration, and 
abandonment costs ... shall be taken into account in 
determining amortization and depreciation rates." 
Application of that paragraph has the effect of 
accruing an expense irrespective of the requirements 
for liability recognition in the FASB Concepts 
Statements. In doing so, it results in recognition of 
accumulated depreciation that can exceed the 
historical cost of a long-lived asset. The Board 
concluded that an entity should be precluded from 
including an amount for and asset retirement 
obligation in the depreciable base of a long-lived 
asset unless that amount also meets the recognition 
criteria in this Statement. When an entity recognizes 
a liability for an asset retirement obligation, it also will 
recognize an increase in the carrying amount of the 
related long-lived asset. Conseauentlv, depreciation 
of that asset will not result in the recoanition of 
accumulated depreciation in excess of the historical 
cost of a lona-lived asset.52 

As one can see from the above, the public accounting profession does not 

approve of depreciating an asset beyond its original cost. 

Are you advocating that the Commission adopt GAAP as the single 

appropriate standard for ratemaking? 

No, GAAP does not control ratemaking, but the rationale described above is 

both informative and makes sense. 

What do you conclude? 

52 SFAS No. 143, paragraph 822, (emphasis added). 
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I conclude that continued use of ULH&P's approach and its resulting cost of 

removal proposals will exacerbate an already bad situation. Although ULH&P 

acknowledges a $32 million regulatory liability resulting from its past use of this 

approach, it proposes to continue its use on a going-forward basis. Because 

its inherent inflationary and orders of magnitude mismatches are combined 

with plant growth, the $32 million regulatory liability will continue to grow at an 

exponential rate. If there is nothing other than mere speculation that ULH&P 

will spend all of that money on cost of removal, why let it continue to grow at 

the expense of ratepayers? The Commission must change the procedure it 

uses to provide for cost of removal. 

Does ULH&P's approach have any other problems? 

The problems do not end with inherent inflationary and orders of magnitude 

mismatches. These mismatches assume reliable data and a relationship 

between the retirements and the cost of removal shown in the studies. Neither 

is a good assumption. There is little, if any, relationship between the cost of 

removal and retirements amounts in the studies. Furthermore, the data is 

unreliable, it is typically sporadic, and entirely subject to the control of 

ULH&P's accounting department. 

Why is there little or no relationship between the cost of removal and the 

retirement amounts in ULH&P's studies? 

A majority of ULH&P's retirements result from replacements. ULH&P 

determines a need to replace assets in conjunction with its obligation to 

provide service. When it is determined that assets should be replaced, 
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ULH&P estimates the entire replacement cost, and then assigns a portion of 

the replacement to cost of removal. Each assignment is unique to the 

replacement at hand. The cost of removal in ULH&P1s studies is a function of 

and derived directly from plant additions - not retirements. 

Most of the retirements in the studies are priced and posted after-the- 

fact accounting entries, bearing little if any relationship at all to the recorded 

cost of removal. It is doubtful that the cost of removal in any given year relates 

in anyway to the retirements recorded in that year. 

Why do you say the data in the ULH&PYs studies is unreliable? 

Not only is the data sporadic in many instances, it is subject to the control of 

the accounting department. Changes in accounting policies and procedures 

affect retirement ,and cost of removal reporting. As I explained, significant 

portions of the recorded cost of removal result from accounting assignments. 

Such assignments are at least somewhat arbitrary. Consequently, it is 

reasonable to assume that two independent estimators reviewing the same 

project could reach different conclusions concerning the portion of a 

replacement project to be assigned to cost of removal. 

Do you consider the amounts in the ULH&PYs studies to be inaccurate? 

I assume ULH&P has accurately recorded the amounts, but sporadic figures 

resulting from arbitrary assignments are unreliable for use in a procedure 

designed to collect hundreds of millions of dollars in advance, particularly 

when the Company's management has not even committed to spending the 

money for its ostensible purpose. 
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Terminal Net Salvaae 

Q. Please explain terminal net salvage. 

A. Terminal net salvage is the amount of money the Company will spend when it 

retires and dismantles a production plant. 

Q. Has Mr. Spanos built dismantlement or terminal net salvage costs into 

his production plant depreciation rates? 

A. Yes, Mr. Spanos has specifically included negative net salvage ratios in his 

production plant depreciation rates for terminal net salvage. 

Q. How has he calculated those amounts? 

A. Mr. Spanos says that he used Sargent and Lundy estimates.53 I am unable to 

confirm that claim because I cannot relate Mr. Spanos' starting point numbers 

to the Sargent and Lundy studies. I know, however, that Mr. Spanos 

significantly increased his starting point numbers for future inflation. He also 

included a component for future interim  retirement^.^^ 

Q. Do you agree with Mr. Spanos's inclusion of these terminal net salvage 

costs in these depreciation rates? 

A. No, I do not. The Company has no actual plans to dismantle these plants. It 

has not prepared any site-specific decommissioning studies, and Mr. Spanos 

admits that his terminal retirement dates were selected merely for use in 

calculating depreciation expense - they are not actual planned retirement 

dates. Furthermore, most utilities do not actually dismantle their production 

53 Spanos Study, page 11-27. 
54 Response to AG-DR-02-172,174,175. 
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plants upon retirement. Exhibit(MJM-11) is a study conducted by my firm 

which demonstrates that the majority of retired production plants are not 

dismantled. 

Have you ever accepted similar cost estimates in any prior proceedings? 

Yes, I have accepted similar cost estimates in earlier proceedings. However, I 

have never, to my knowledge, accepted any such estimates with additional 

inflation built into the numbers. Nevertheless, my thinking and willingness to 

accept such factors has changed. 

Why has your thinking and willingness to accept such factors changed? 

In a recent Westar electric rate case in Kansas, Mr. Spanos proposed 

decommissioning costs similar to those he has proposed in this case. The 

Kansas Corporation Commission adopted Mr. Spanos's proposal. My clients 

appealed to the Kansas Court of Appeals. The Appeals Court agreed that the 

inclusion of decommissioning costs in circumstances where no actual plans 

exist to decommission the plants was not acceptable. 

We are not rejecting the inclusion of terminal net 
salvage depreciation if and when it is supported by 
evidence before the Commission. We note the 
Commission has permitted the use of terminal net 
salvage depreciation in a prior rate case without any 
objection by the parties, which included KIC. We also 
note that regulatory commissions in other states have 
permitted terminal net salvage depreciation. 
However, in order to uphold an order permitting 
terminal net salvage depreciation, we conclude there 
must be some evidence that the utility has a 
reasonable and detailed plan to actually dismantle a 
generating facility upon retirement. Westar presented 
no evidence of even tentative plans in this case, even 
after the Commission's staff and the intervenors 
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vociferously objected to the lack of any plans. 
Instead, Spanos' testimony was based upon case 
studies from other areas and was completely 
speculative as to the realities of Westar's operations. 
Even the specific survey referred to by Majoros 
indicated that only 15 out of 86 facilities in other states 
were dismantled upon retirement. However, based on 
the Commission's order, Westar would be entitled to 
include terminal net salvage depreciation in 1 OOoh of 
its steam generation faci~ities.~~ 

Determining an appropriate depreciation expense is a 
complex issue in any rate case and inherently 
involves "speculation" to the degree it requires 
projection of future events. See Western Resources, 
Inc., 30 Kan. App. 2d at 368-73. However, the need 
to project future events is not license for the 
Commission to enaaae in unchecked soeculation. 
The effect of the Commission's order turns on its head 
the general principle that changes in rates due to 
future or non test year events be, at least to some 
degree, known and measurable. See Kansas 
lndustrial Consumers, 30 Kan. App. 2d at 343. The 
underlying assumption of the Commission's decision 
is that Westar will likely significantly dismantle all or 
most of its steam generation facilities at the end of 
their operating life. The Commission then multiplies 
the effect of this assumption by applying an inflation 
factor. There is no evidence in the record that 
comparable utilities dismantle or plan to dismantle 
most or all of their steam facilities. Likewise, the 
Commission relied on no evidence that Westar had 
even tentative plans to sianificantlv dismantle anv of 
its facilities. The cumulative effect of this lack of 
evidence renders the Commission's order ""'so wide 
of the mark as to be outside the realm of fair debate. 
[Citations omitted.]""' Williams Natural Gas Co. v. 
Kansas Corporation Comm'n, 22 Kan. App. 2d 326, 
335, 91 6 P.2d 52, rev. denied 260 Kan. 1002 (1 996). 
Based upon a review of the entire record, we 
conclude the Commission's order permitting Westar to 
include terminal net salvage depreciation adjusted for 
inflation for all of its steam generation facilities was 

55 Kansas Industrial Consumers Group, Inc. v. Kansas Corporation Comm'n, 35 Kan. App. 2d-, 
- P . 3 d ( N o .  96,228, filed July 7, 2006). (no page numbers) 
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not supported by substantial competent evidence and 
must be reversed.56 

Finally, even if it did have actual dismantlement plans, ULH&P has already 

implemented SFAS No. 143 and recorded the impacts on its books. Any 

remaining decommissioning is primarily related to interim retirements and non- 

legal asset retirement obligations. 

Q. The Kansas Appeals Court cites to a survey you provided in that case. 

Are you providing the same survey here and are the conclusions the 

same? 

A. Yes, Exhibit(MJM-11) is my firm's national study of steam plant retirements 

It demonstrates that complete dismantlement of retired steam electric plants is 

an infrequent occurrence at best. 

Alternatives to ULH&PYs Approach 

Q. Are there any alternatives to ULH&P's approach? 

A. Yes, there are alternatives. Below I will briefly discuss a "cash basis" 

alternative, and three "accrual basis" alternatives. There are probably more 

alternatives but these are the ones that I believe are reasonable. 

56 Kansas Industrial Consumers Group, Inc. v. Kansas Corporation Comm'n, 35 Kan. App. 2d-, 
- P . 3 d ( N o .  96,228, filed July 7, 2006). (no page numbers) (Emphasis added.) 
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Alternatives to ULH&P's Approach 

Cash Basis: - Expensing 

Accrual Basis: - SFAS No. 143 Fair Value Approach 

- Net Present Value Approach 

- Normalized Cost of Removal Approach 

Certain other state agencies have adopted all of these in one form or another. 

Cash Basis Alternative 

Q. What is the cash basis alternative? 

A. The cash basis alternative removes non-legal removal and dismantlement 

costs from the depreciation rate process. Those costs would no longer be 

charged to accumulated depreciation, but instead be either capitalized or 

expensed. ULH&P allocates a portion of the cost of a replacement project to 

cost of removal. The allocation, like all allocations, is at least somewhat 

arbitrary. Thus, one component of the cash basis alternative would be to 

consider capitalizing the entire cost of replacements to plant in service, rather 

than allocating a portion to cost of removal. This would have the same effect 

on rate base as the Company's current accounting and would eliminate the 

problems created by the allocation. It would have the same effect on rate 

base because the current accounting debits actual cost to accumulated 

depreciation which increases rate base. 

Q. What if the company incurs cost of removal or dismantlement which is 

not accompanied by a replacement? 
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A. If there is not a replacement, the cost of removal or dismantlement would be 

charged to operating expense. 

Q. Is it necessary, under the cash basis alternative, to have a combination 

of capitalization and expensing? 

A. No, ULH&P could charge all of its non-ARO cost of removal and 

dismantlement to operating expense. It would be eliminated from depreciation 

expense and treated as any other operating expense. If there are concerns 

that ULH&P or its customers could unduly suffer from an over-or under- 

estimation of this expense, the Commission could adopt balancing account 

treatment for the actual recorded expenses, subject to reasonableness review. 

Accrual Basis Alternatives 

Q. What are the accrual basis alternatives? 

A. There are three accrual basis alternatives: the SFAS No. 143 ARO fair value 

approach, the net present value approach, and the normalized net salvage 

allowance approach. 

SFAS No. 143 Fair Value Accrual Approach 

Q. What is the SFAS No. 143 Fair Value Approach? 

A. The SFAS No. 143 Fair Value Approach calculates the costs for ULH&P1s non- 

legal AROs as if they were legal AROs. They are estimated at their future 

value and then reduced to their fair net present value. Several opening entries 

are required under SFAS No. 143 and FERC Order No. 631. 
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Net Present Value Accrual Approach 

Q. What is the net present value approach? 

A. The net present value approach is less complicated than the SFAS No. 143 

fair value approach. The net present value would merely discount ULH&P's 

future cost of removal estimates back to 2005 values using the inflation factor 

that ULH&P used for its ARO calculations. Alternatively, the inflation implicit in 

ULH&P1s studies could be eliminated through the use of indices such as the 

Handy-Whitman Index. 

Normalized Net Salvaae Allowance Approach 

Q. Explain the normalized net salvage allowance approach. 

A. The normalized net salvage allowance approach is similar to the cash basis 

approach except that the annual average net salvage, which includes cost of 

removal, is included as a specifically identifiable amount or rate within the 

annual depreciation accrual. In other words, a normalized net salvage amount 

is still a component of the depreciation expense accrual and is credited to 

accumulated depreciation and actual cost of removal continues to be charged 

to accumulated depreciation. 

Q. Is the annual net salvage accrual a fixed amount? 

A. The annual net salvage allowance could be either a fixed amount or a rolling 

five-year average amount. 

Q. How is a normalized net salvage allowance rate calculated? 

A. The normalized net salvage allowance amount (i.e., the five-year average) is 

merely divided by the most recent plant balance, thus producing the annual 
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1 net salvage rate. The use of a rate, instead of an annual amount, will result in 

2 an annual accrual which expands with increases in gross plant balances. 

3 Goina-Forward Net Salvaae Recommendations 

What do you recommend? 

On a going-forward basis, I recommend discontinuation of ULH&P1s approach 

and the adoption of the normalized net salvage allowance approach. 

Why do you propose the normalized net salvage approach as opposed to 

the other alternatives you have discussed? 

The cash-basis alternative involves an accounting change. All of the other 

accrual basis alternatives involve the extrapolation of inflated figures into the 

future, and then the imposition of substantial judgment in the determination of 

inflation and discount rates. 

There is no need for any of that. The normalized net salvage allowance 

approach does not require and accounting change and it eliminates the need 

to make predictions about inflation and discount rates. It keeps the company 

whole and charges its customers the correct amount. The normalized net 

salvage allowance approach is, in my opinion, the best approach. 

You mentioned earlier that the normalized net salvage allowance has 

been adopted in other jurisdictions? 

The net salvage allowance method has been adopted in several recent New 

Jersey rate cases in which I participated. In Rockland Electric Company's 

2002 rate case, the New Jersey Board of Public Utilities ("NJBPU") endorsed 

my testimony regarding SFAS No. 143, but used a net salvage allowance 
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based on the average net salvage over a 10-year period, as recommended by 

Staff, instead of the five-year average I re~ommended.'~ in Jersey Central 

Power & Light Company's 2002 rate case, the NJBPU agreed with me that the 

inclusion of net salvage in depreciation rates was inappropriate. It adopted my 

recommendation of a $4.8 million net salvage allowance, based on the cost of 

removal included in JCP&L's test year budget for transmission, distribution and 

general plant? As agreed to in the settlement of their last rate case, Atlantic 

City Electric Company also uses the net salvage allowance method to accrue 

net salvage.59 However, their previous rates did not have a provision for net 

salvage at all. In Public Service Electric & Gas Company's most recent 

electric case, I recommended retention of the existing 2.49 percent composite 

rate. Some of the parties originally stipulated to a 2.75 percent rate, but the 

Board rejected the stipulation and adopted my 2.49 percent recommendation. 

That rate, which had been calculated by the Company in a previous case, did 

not have a provision for net sa~vage.~' 

Have any other Commissions accepted the normalized net salvage 

allowance approach? 

'' I/M/O Rockland Electric Company, BPU Docket Nos. ER02080614 and ER02100724, Initial 
Decision, June 10, 2003 and Summary Order, July 31, 2003. 
I/M/O Jersey Central Power & Light Company, BPU Docket Nos. ER0208056, ER0208057, 

E002070417 and ER02030173, Summary Order, August 1,2003. 
59 I/M/O Atlantic City Electric Company, BPU Docket Nos. ER03020110, ER04060423, E003020091 

and EM02090633, Decision and Order Adopting Initial Decision and Stipulation of Settlement, May 
26,2005. 

6 " / ~ / ~  Public Service and Gas Company, BPU Docket No. ER02050303, Decision and Order, 
Issued April 22, 2004. 
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A. Yes, the Pennsylvania Public Utility Commission uses the normalized net 

salvage allowance as a matter of course. Most recently, the Delaware Public 

Service Commission adopted the normalized net salvage allowance approach 

based on the five-year average for Delmarva Power & Light, the largest 

electric utility in that state.61 

Snavelv Kins Net Salvaqe Study 

Q. Please explain Exhibit-(MJM-10). 

A. The first two pages of Exhibit(MJM-10) summarizes ULH&P's average 

actual net salvage experience from 2001 to 2005, and calculates my 

corresponding net salvage rates. Behind those pages, I have included Mr. 

Spanos' complete net salvage study rather than the partial study he included 

in his exhibit. 

Summarv of Recommendations 

Q. Please summarize your recommendations. 

A. I recommend that depreciation rates be split into separate capital recovery and 

cost of removal components. I recommend the alternative parameters 

discussed in my testimony be adopted. I recommend that the regulatory 

liability resulting from ULH&P's collection of excessive non-legal ARO charges 

be specifically recognized by the Kentucky PSC as a regulatory liability for 

regulatory reporting, regulatory analysis, and ratemaking purposes in 

Kentucky. Finally, I recommend that the KPSC adopt the normalized net 

61 I/M/O Delmarva Power & Light Company, Docket No. 05-304, Findings, Opinion and Order No. 
6930, Issued June 6,2006. 
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salvage alternative to ULH&P's cost of removal approach on a going-forward 

basis. 

Recommended Depreciation Rates 

Q. Have you provided your recommended depreciation rates? 

A. Yes, my recommended depreciation rates are included in E x h i b i t .  (MJM-6). 

I have provided my recommendations separated between capital recovery and 

net salvage for each account. The two rates sum to the single rate. 

Q. Does this conclude your testimony? 

A. Yes, it does. 
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September, 2006. 

Notary Public 

My Commission Expires: 68 
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University of Baltimore - (1971-1973) 
Experience 

Snavely King Majoros OJConnor & Lee, Inc. 

Vice President and Treasurer (1988 to Present) 
Senior Consultant (1981-1987) 

Mr. Majoros provides consultation specializing in accounting, 
financial, and management issues. He has testified as an 
expert witness or negotiated on behalf of clients in more than 
one hundred thirty regulatory federal and state regulatory 
proceedings involving telephone, electric, gas, water, and 
sewerage companies. His testimony has encompassed a wide 
array of complex issues including taxation, divestiture 
accounting, revenue requirements, rate base, nuclear 
decommissioning, plant lives, and capital recovery. Mr. 
Majoros has been responsible for developing the firm's 
consulting services on depreciation and other capital recovery 
issues into a major area of practice. In addition to traditional 
regulatory engagements, Mr. Majoros has also provided 
consultation to the U.S. Department of Justice. His expertise 
has been called upon to address the accounting and plant life 
effects of electric plant modifications in environmental 
proceedings and lawsuits, and to estimate economic damages 
suffered by black farmers in discrimination suits. 

Mr. Majoros was a full-time student in the School of Business. 

During this period Mr. Majoros worked r~nsistently on a part- 
time basis in the following positions: Assistant Legislative Auditor - 
State of Maryland, Staff Acr~untant - Robert M. Carney & Co., 
CPA's, Staff Accountant - Naron & Wegad, CPA's, Credit Clerk - 
Montgomery Wards. 

Central Savings Bank, (1969-1971) 

Mr. Majoros was an Assistant Branch Manager at the time he left the 
bank to attend college as a full-time student. During his tenure at the 
bank, Mr. Majoros gained experience in each department of the bank. 
In addition, he attended night school at the University of Baltimore. 

Education 
University of Baltimore, School of Business, B.S. - 
Concentration in Accounting 

Professional Affiliations 
American Institute of Certified Public Accountants 
Maryland Association of C.P.A.s 
Society of Depreciation Professionals 

Van Scoyoc & Wiskup, Inc., Consultant (1978- Publications, Papers, and Panels 1981) 
"Analysis of Staff Study on Comprehensive Tax Normalization," FERC 

Mr. Majoros conducted and assisted in various management ~ ~ ~ k ~ t  N ~ .  RM 80-42, 7980. 
and regulatory consulting projects in the public utility field, 
including preparation of electric system load projections for a "Telephone Company Deferred Taxes and lnvestmenf Tax Credits - 
group of municipally and cooperatively owned electric systems; A Capital Loss for Ratepayers," Public Utility Fortnightly, September 
preparation of a system of accounts and reporting of gas and 27, 1984. 
oil pipelines to be used by a state regc~latory commission; 
accounting system analysis and design for rate proceedings 
involving electric, gas, and telephone utilities. Mr. Majoros 
provided onsite management accounting and controllership 
assistance to a municipal electric and water utility. Mr. Majoros 
also assisted in an antitrust proceeding involving a major 
electric utility. He submitted expert testimony in FERC Docket 
No. RP79-12 (El Paso Natural Gas Company), and he co- 
authored a study entitled Analysis of Staff Study on 
Comprehensive Tax Normalization that was submitted to FERC 
in Docket No. RM 80-42. 

Handling Equipment Sales Company, Inc. 
~ontroller/Treasurer (1976-1978) 

"The Use of Customer Discount Rates in Revenue Requirement 
Comparisons," Proceedings of the 25th Annual lowa State Regulatory 
Conference, 1986 

"The Regulatory Dilemma Created By Emerging Revenue Streams of 
Independent Telephone Companies," Proceedings of NARUC IOIst 
Annual Convention and Regulatory Symposium, 1989. 

"BOC Depreciation lssues in the States," National Association of 
State 1Jtility Consumer Advocates, 1990 Mid-Year Meeting, 1990. 

"Current Issues in Capital Recovery" 3dh Annual lowa State 
Regulatory Conference, 199 1. 

"Impaired Assets Under SFAS No. 121," National Association of State 
Utility consumer Advocates, 1996 Mid-Year Meeting, 1996. 

"What's 'Sunk' Ain't Stranded: Why Excessive Utility Depreciation is 
Mr. Majoros' responsibilities included financial management, Avoidable," with J~~~~ Campbe//, Public utilities ~ ~ , . t ~ i ~ h ~ ~ ,  April 1, 
general accounting and reporting, and income taxes. 1999. 

Ernst & Ernst, Auditor (1973-1976) "Local Exchange Carrier Depreciation Reserve Percents, " with 
Richard B. Lee. Journal of the Societv of Denreciation Professionals, 
Volume 10, ~ u h b e r  I ,  2000-2001 

Mr. Majoros was a member of the audit staff where his 
responsibilities included auditing, supervision, business "Rolling Over Ratepayers," Public Utilities Fortnightly, Volume 143, 
systems analysis, report preparatian, and corporate income ~ u m b &  1 1, November, 2005. 
taxes. 
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Federal Reaulatorv Aaencies 

Northern District of 
AL, Northwestern 

2003 
2003 

2005 

I 1 Division 551561571 

F C C 2 1  
FERC 

US District Court, 

03-1 73 
ER03-409-000, 
ER03-666-000 
CV 0 1 -B-403-NW 

Western Mass Elec. Co. 
Illinois Bell Telephone Co. 
Baltimore Gas & Electric Co. 
Baltimore Gas & Electric Co. 
Woodlake Water Co. 
New Jersey Bell Tel. Co. 
Atlantic City Sewerage Co. 
Potomac Electric Power Co. 
Washington Gas Light Co. 
C&P Tel. Co. 
Bell Telephone Co. of PA 
Mt. States Tel. & Telegraph 
Mt. States Tel. & Telegraph 
Mt. States Tel. & Telegraph 
Potomac Electric Power Co. 
Western Pa. Water Co. 
Potomac Edison Co. 
New Jersey Bell Tel. Co. 
C&P Tel. Co. 
Pacific Bell Telephone Co. 
Phila. Suburban Water Co. 

All LECS 
Pacific Gas and Electric Co. 

Tennessee Valley Authority 

State Reaulatorv Aaencies 

DPU 5571558 
ICC81-8115 
7574-Direct 
7574-Surrebuttal 
81 091 1 
8 1 5-458 
80 1 1 -827 
785 
7689 
798 
R-832316 
1032 
U-1000-70 
1655 
81 3 
R842621-R842625 
7743 
848-856 
7851 
1-85-03-78 
R-850 1 74 

1982 
1982 
1983 
1983 
1983 
1983 
1983 
1984 
1984 
1984 
1984 

Massachusetts 171 
Illinois 161 
Maryland @/ 
Maryland 81 
Connecticut 151 
New Jersey I 1  
New Jersey 141 
Dist. Of Columbia 11 
Maryland 8/ 
Dist. Of Columbia ZI 
Pennsylvania 131 
New Mexico 2 1  

1984 Idaho 181 
1984 Colorado JI-I 
1984 Dist. Of Columbia ZI  
1984 Pennsylvania 31 
1985 
1985 
1985 
1985 
1985 

Maryland 81 
New Jersey 11 
Maryland 81 
California a /  
Pennsylvania 31 



Appendix B 
Page 2 of 8 

Michael J. Majoros, Jr. 

Pennsylvania Gas & Water Co. 
General Tel. Co. of PA 
Delmarva Power & Light Co. 
Chesapeake Utilities Corp. 
York Water Co. 
Southern Md. Electric Corp. 
General Tel. Of the Northwest 
Baltimore Gas & Electric Co. 
Dauphin Cons. Water Supply 
Bell Telephone Co. of PA 
Northwestern Bell Tel. Co. 
Washington Gas Light Co. 
Southern Bell Telephone 
Iowa Public Service Company 
Northwestern Bell Tel. Co. 
Potomac Electric Power Co. 
Northwestern Bell Tel. Co. 
Morris City Transfer Station 
Toms River Water Company 
Southern Bell Company 
Jersey Central Power & Light 
Elizabethtown Water Co. 
United Tel. Co. of Pa. 
C&P Telephone Co. 
Hackensack Water Co. 
Middlesex Water Co. 
Phil. Suburban Water Co. 
Kansas Power & Light Co. 
Indiana Bell-Telephone 
Central Tele. Co. - Nevada 
Public Service Electric & Gas 
C&P Telephone Co. 
Appalachian Power Co. 
Potomac Electric Power Co. 

1993 
1993 
1993 

- 1993 
1994 
1994 
1995 
1995 
1995 
1995 

- 1995 

R850178 
R-850299 
7899 
7754 
R-850268 
7953 
U-1002-59 
7973 
R-860350 
C-860923 
DPU-86-2 
842 
880069-TL 
RPU-87-3 
RPU-87-6 
869 
RPU-88-6 
1487-88 
WR 88-80967 
890256-TL 
ER89110912J 
WR90050497J 
P900465 
90-564-T-D 
90080792J 
WR90080884J 
R-9 1 1 892 
176, 716-U 
3901 7 
91 -5054 
EE91081428 
8462 
91 -1 037-E-D 
8464 

1985 
1985 
1986 
1986 
1986 
1986 
1986 
1986 
1987 
1987 
1987 
1987 
1988 
1988 
1988 
1988 

1 9 8 9  
1990 
1990 
1990 
1990 
1990 
1991 
1991 
1991 
1991 
1991 
1991 
1991 
1991 
1992 
1992 

- 1992 
1993 

Pennsylvania 31 
Pennsylvania 31 
Maryland 81 
Maryland 8/ 
Pennsylvania 31 
Maryland 81 
Idaho 91 
Maryland 8/ 
Pennsylvania 31 
Pennsylvania 31 
Iowa 61 
Dist. Of Columbia ZI 
Florida ft/ 
Iowa 61 
Iowa 61 
Dist. Of Columbia 71 
l owag  
New Jersey 1/ 
New Jersey 51 
Florida 41 
New Jersey 11 
New Jersey 11 
Pennsylvania 3/ 
West Virginia 21 
New Jersey 11 
New Jersey 11 
Pennsylvania 31 
Kansas 2 1  
Indiana 291 
Nevada 211 
New Jersey 11 
Maryland 8/ 
West Virginia 21 
Maryland 81 
South Carolina 221 
Maryland 8/ 
Georgia 231 
New Jersey 11 
Iowa 61 
Iowa 51 
Delaware 241 
Connecticut ZI 
Connecticut 251 
Pennsylvania 31 
Georgia 231 

92-227-C 
8485 
4451 -U 
GR93040114 
RPU-93-9 
RPU-94-3 
94- 1 49 
94-1 0-03 
95-03-01 
R-00953300 
5503-0 

Southern Bell Telephone 
Baltimore Gas & Electric Co. 
Atlanta Gas Light Co. 
New Jersey Natural Gas. Co. 
U.S. West - Iowa 
Midwest Gas 
Wilm. Suburban Water Corp. 
So. New England Telephone 
So. New England Telephone 
Citizens Utilities Company 
Southern Bell 
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Bell Atlantic 
Citizens Utilities Company 
New England Telephone 
U S West - Iowa 
Ameritech - Ohio 
Ameritech - Michigan 
GTE North 
US West -Wyoming - -  

US West - Iowa 
Ameritech - Illinois 
Ameritech - Indiana 
GTE North 
US West - Utah 
BellSouth - Georgia 
So. New England Telephone 
BellSouth - Florida 
GTE NorthISouth 
Detroit Edison 
Baltimore Gas & Electric Co. 
Delmarva Power & Light Co. 
Potomac Edison Company 
Electric Restructuring 
United Water Company 
Pennsylvania American Water 
West Virginia American Water 
Detroit Edison 
Tidewater Utilities 
US WEST Communications, Inc. 
BellSouth -Florida 
Consumer New Jersey Water 
Philadelphia Suburban Water 
Pennsylvania American Sewerage 
Southern New England Telephone 
Jackson Energy Cooperative 
Western Resources 
Carolina Power & Light Co. 
Northern States PowerIXcel Energy 
Northern Indiana Power Company 
Public Service Electric and Gas 
York Water Company 
Pennsylvania America Water 
Wellsboro Electric Coop. 
Gulf Power Company 
The Gas Company 
Philadelphia Suburban 

871 5 
E-1032-95-417 
DE 96-252 
DPU-96-1 
96-922-TP-UNC 
U-11280 
U-112 81 
7000-ztr-96-323 
RPU-96-9 
96-0486-0569 
4061 1 
40734 
97-049-08 
7061 -U 
96-04-07 
960833-TP et. al. 
97-0355 
U-11726 
8794 
8795 
8797 
98-0452-E-GI 
98-98 
R-00994638 
98-0985-W-D 
U-11495 
99-466 
3008 
990649-TP 

~ W R ~ O I  74 
R-00994868 
R-0005212 
00-07- 1 7 
2000-373 
01 -WSRE-436-RTS 
2001 -93-E 
PU-400-00-521 
41 746 
GR01050328 
R-00016236 
R-00016339 
R-00016356 
01 0949-EL 
00-309 
R-00016750 

1996 
1996 
1996 
1997 
1997 
1997 
1997 
1997 
1997 
1997 
1997 
1997 
1997 
1997 
1997 
1998 
1998 
1998 
1999 
1999 
1999 
1999 
1999 
1999 
1999 
1999 
2000 
2000 
2000 
2000 
2000 
2000 
2000 
2001 
2001 
2001 
2001 
2001 
2001 
2001 
2001 
2001 
2001 
2001 
2002 

Maryland 
Arizona 261 
New Hampshire 271 
Iowa 6/ 
Ohio 281 
Michigan 281 
Michigan 281 
Wyoming 271 
Iowa 61 
Illinois 281 
Indiana 281 
Indiana 271 
Utah 271 
Georgia 281 
Connecticut 251 
Florida 281 
Illinois 271 
Michigan 331 
Maryland 81 
Maryland &I 
Maryland 81 
West Virginia 21 
Delaware 3 1  
Pennsylvania 3 
West Virginia 21 
Michigan 331 
Delaware 3 1  
New Mexico 341 
Florida 281 - 

New Jersey -11 
Pennsylvania 3/ 
Pennsylvania 31 
Connecticut 251 
Kentucky 361 
Kansas 381391401 
South Carolina 221 
North Dakota 371 
Indiana 291411 
New Jersey 11 
Pennsylvania 31 
Pennsylvania 31 
Pennsylvania 31 
Florida 41 
Hawaii 421 
Pennsylvania 3/ 
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2002 
2002 
2002 
2002 
2002 
2002 
2002 
2002 
2002 

Nevada 431 
Georgia 271 
Alaska 441 
Wisconsin 451 
Wisconsin 451 
Vermont 461 
North Dakota 371 
Kansas 381 
Kentucky 361 

01-1 1031 
1 4361 -U 
U-01-34,82-87,66 
2055-TR-102 
5846-TR-102 
6596 
PU-399-02-183 
02-MDWG-922-RTS 
2002-001 45 

2002 
2002 
2003 
2003 

Sierra Pacific Power Company 
BellSouth-Georgia 
Alaska Communications Systems 
CenturyTel 
TelUSA 
Citizen's Energy Services 
Montana Dakota Utilities 
Midwest Energy 
Columbia Gas 

2002001 66 
GR02040245 
ER02050303 
0 1-0255 
ER02080506 
ER02100724 
R-00027975 
R-00038304 
03-KGSG-602-RTS 
EM0 NSPl 
2003-00252 
U-96-89 
42359 
03-ATMG-I 036-RTS 
030001 -El 
8960 
02-0391 
02-0864 
42393 
ER03020110 
E-O1345A-03-0437 
U-13531 
GR03080683 
2003-00434,00433 

031 033-El 
2004-00067 
18300,15392,15393 
6946,6988 

04-288 
ER-2004-0570 
041272-El 
041 291 -El 

Oklahoma 471 
New Jersey I 1  
New Jersey 11 
Hawaii 421 

Reliant Energy ARKLA 
Elizabethtown Gas Company 
Public Service Electric and Gas Co. 
Young Brothers Tug & Barge 
Jersey Central Power & Light 
Rockland Electric Co. 
The York Water Co. 
Pennsylvania-American Water Co. 
Kansas Gas Service 
Nova Scotia Power, Inc. 
Union Light Heat & Power 
ACS Communications, Inc. 
PSI Energy, Inc. 
Atmos Energy 
Tampa Electric Company 
Washington Gas Light 
Hawaiian Electric Company 
SBC Illinois 
SBC Indiana 
Atlantic City Electric Co. 
Arizona Public Service Company 
SBC Michigan 
South Jersey Gas Company 
Kentucky Utilities, Louisville Gas & 
Electric 
Tampa Electric Company 
Delta Natural Gas Company 
Georgia Power Company 
Central Vermont Public Service 
Corporation 
Delaware Electric Cooperative 
Empire District Electric Company 
Progress Energy Florida, Inc. 
Florida Power & Light Company 

2003 
2003 
2003 
2003 
2003 
2003 
2003 
2003 
2003 
2003 
2003 
2003 
2003 
2003 
2003 
2004 
2004 
2004 
2004 
2004 

2004 
2004 
2004 
2004 

2004 
2004 
2005 
2005 

New Jersey 11 
New Jersey 11 
Pennsylvania 31 
Pennsylvania 13 
Kansas 201 401 
Nova Scotia, CN 491 
Kentucky 361 
Alaska 441 
Indiana 291 
Kansas 201 401 
Florida 501 
Maryland 511 
Hawaii 421 
Illinois 281 
Indiana 281 
New Jersey I 1  
Arizona 261 
Michigan 271 
New Jersey 11 
Kentucky 361 

Florida 501 541 
Kentucky 361 
Georgia 231 
Vermont 461 

Delaware 241 
Missouri 581 
Florida 501 
Florida 501 
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Southern California Edison Co. 
Union Light Heat & Power 
Florida Power & Light Co. 

2 0 0 5  
2006 
2006 
2006 

A.04-12-014 
2005-00042 
050045 & 050188-El 

2005 
2005 
2005 

California 591 
Kentucky 361 
Florida 501 
Kansas 381 401 
Delaware 241 
California 591 
New Jersey 11 

05-WSEE-981 -RTS 
05-304 
A.05-I 2-002 
GR05100845 

Westar Energy, inc. 
Delmarva Power & Light Company 
Pacific Gas & Electric Co. 
Public Service Electric and Gas Co. 
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PARTICIPATION AS NEGOTIATOR IN FCC TELEPHONE DEPRECIATION 
RATE REPRESCRIPTION CONFERENCES 

Diamond State Telephone Co. 241 
Bell Telephone of Pennsylvania 3/ 
Chesapeake & Potomac Telephone Co. - Md. 8/ 
Southwestern Bell Telephone - Kansas 201 
Southern Bell - Florida $1 
Chesapeake & Potomac Telephone Co.-W.Va. 21 
New Jersey Bell Telephone Co. 31 
Southern Bell - South Carolina 221 
GTE-North - Pennsylvania 3/ 

YEARS CLIENT 

Delaware Public Service Comm 
PA Consumer Advocate 
Maryland People's Counsel 
Kansas Corp. Commission 
Florida Consumer Advocate 
West VA Consumer Advocate 
New Jersey Rate Counsel 
S. Carolina Consumer Advocate 
PA Consumer Advocate 
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STATE 

PARTICIPATION IN PROCEEDINGS WHICH WERE 
SETTLED BEFORE TESTIMONY WAS SUBMITTED 

Maryland 81 
Nevada 211 
New Jersey 
New Jersey 1/ 
New Jersey 31 
West Virginia 2/ 
Nevada 211 
Pennsylvania 31 
West Virginia1 
West Virginia21 
New Jersey 
New Jersey -1/ 
New Jersey 1 
Maryland 8/ 
South Carolina 221 
South Carolina 221 
Kentucky 361 

Kentucky 3 1  

Florida 501 541 

DOCKET NO. UTILITY 

Potomac Edison 
Southwest Gas 
New Jersey American Water 
Elizabethtown Water 
Garden State Water 
Appalachian Power Co. 
Central Telephone - Nevada 
Blue Mountain Water 
Potomac Edison 
Monongahela Power 
New Jersey American Water 
Elizabethtown Water 
Toms River Water Co. 
Potomac Electric Power Co. 
Carolina Power & Light Co. 
Carolina Power & Light Co. 
Kentucky Utilities, Louisville Gas 
and Electric 
Jackson Purchase Energy 
Corporation 
Progress Energy Florida 
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Clients 

281 AT&T/MCI - 
291 IN Office of Utility Consumer - 
Counselor 
301 Unitel (AT&T - Canada) 
311 Public Interest Advocacy Centre 
321 U.S. General Services Administration 

1 New Jersey Rate CounsellAdvocate 
2/ West Virginia Consumer Advocate 
31 Pennsylvania OCA - 

331 Michigan Attorney General 
341 New Mexico Attorney General 
- 351 Environmental Protection Agency Enforcement Staff 
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Attorney General Second Set Data Requests 
Duke Energy Kentucky Case No. 2006-00172 

Date Received: August 09,2006 
Response Due Date: August 23,2006 

REQUEST: 

40. Provide the calculation of the annual amount of future net salvage incorporated 
into ULH&P's existing depreciation rates and in its proposed depreciation rates 
by account. If the amount is reduced by the total amount of non-legal AROs 
included in year-end accumulated depreciation, show that calculation. 

RESPONSE: 

The breakdown of the future net salvage incorporated in Duke Energy Kentucky's 
existing depreciation rates is not able to be calculated. See Attachment AG-DR-02-040 
for the amount of future net salvage in the proposed depreciation rates by account. 

WITNESS RE23PONSIBLE: John J. Spanos 
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KyPSC Case No. 200640172 
Attach. AGDR-02-040 

Page I Of 1 DUKE ENERGY KENTUCKY 

CONlPAR\SOH OF ANNUAL ACCRUALS BY CDUPOUEUT 
AS OF DECEMBER 31.2005 

TOTAL CAPITAL 
ANNUAL RECOVERY 

ACCOUNT ACCRUALS ACCRUALS 
(1) (2) (3) 

NET SALVAGE 
ACCRUALS 
(4)P(2)-(3) 

COMMON PLANT 
1900 STRUCTURES 8 IMPROVEMENTS 

ERLANGER OPERATIONS CENTER 142,413 142,413 
FLORENCE SERVICE BUILDING 112,773 98,477 
KENTUCKY SERVICE BUILDING - 19TH 8 AUGUSTINE 105,459 77,749 
MINOR STRUCTURES 172 172 

TOTAL STRUCTURES & IMPROVEMENTS 360.817 318,811 

1910 OFFICE FURNITURE AND EQUIPMENT 
1930 STORES AND EQUIPMENT 
1940 TOOLS, SHOP AND GARAGE EQUIPMENT 
1970 COMMUNICATION EQUIPMENT 
1980 MISCELLANEOUS EQUIPMENT 

TOTAL COMMON PLANT 

STEAM PRODUCTION PLANT 

MIAMI FORT UNIT 6 
3110 STRUCTURES AND IMPROVEMENTS 
3120 - BOILER PLANT . . 
3122 BOILER PLANT - RETROFIT PRECIPITATORS 
3140 TURBOGENERATOR UNITS 
3150 ACCESSORY ELECTRIC EQUIPMENT 
3160 MISCELLANEOUS POWER PLANT - EXCLUDING SHOP 

TOTAL MIAMI FORT UNIT 6 

EAST BEND 
3110 STRUCTURES AND IMPROVEMENTS 
3120 BOILER PLANT 
3123 BOILER PLANT - CATALYST 
3140 TURBOGENERATOR UNITS 
3150 ACCESSORY ELECTRIC EQUIPMENT 
3160 MISCELLANEOUS POWER PLANT - EXCLUDING SHOP 

TOTAL EAST BEND 

TOTAL STEAM PRODUCTION PLANT 

OTHER PRODUCTION PLANT 
3401 RIGHTS OF WAY 
3410 STRUCTURES AND IMPROVEMENTS 
3420 FUEL HOLDERS, PRODUCERS AND ACCESSORIES 
3430 PRIME MOVERS 
3440 GENERATORS 
3450 ACCESSORY ELECTRIC EQUIPMENT 
3460 MISCELLANEOUS POWER PLANT EQUIPMENT 

TOTAL OTHER PRODUCTION PLANT 
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KyPSC Case No..Z0061H)172 
Attach. AGDR-02-040 

Page 2 of 2 
DUKE ENERGY KENTUCKY 

COMPARISON OF ANNUAL ACCRUALS BY COMPONENT 
AS OF DECEMBER 31,2005 --, 

TOTAL CAPITAL 
ANNUAL RECOVERY 

ACCOUNT ACCRUALS ACCRUALS 
(1) (2) (3) 

NET SALVAOE 
ACCRUALS 
(4)=(2)-(3) 

TRANSMISSION P W T  
3501 RIGHTS OF WAY 
3520 STRUCTURES AND IMPROVEMENTS 
3530 STATION EQUIPMENT 
3532 STATION EQUIPMENT - MAJOR 
3535 STATION EQUIPMENT - ELECTRONIC 
3550 POLES AND FIXTURES 
3560 OFWEAD CONDUCTORS AND DEVICES 

TOTAL TRANSMISSION PLANT 

DISTRIBUTION PLANT 
3601 RIGHTS OF WAY 
3810 STRUCTURES AND IMPROVEMENTS 
3620 STATION EQUIPMENT 
3622 STATION EQUIPMENT - MAJOR 
3635 STATION EQUIPMENT - ELECTRONIC 
3640 POLES, TOWERS AND FIXTURES 
3650 OVERHEAD CONDUCTORS AND DEVICES 
3660 UNDERGROUND CONDUIT 
3670 UNDERGROUND CONDUCTORS AND DEVICES . 
3680 LINE TRANSFORMERS 
3682 LINE TRANSFORMERS - CUSTOMER 
3691 SERVICES - UNDERGROUND 
3692 SERVICES - OVERHEAD 
3700 METERS 
3701 LEASED METERS 
3720 LEASED PROPERTY ON CUSTOMER PREMISES 
3731 STREET LIGHTING - OVERHEAD 
3732 STREET LIGHTING - BOULEVARD 
3733 STREET LIGHTING - CUSTOMER POLES 

TOTAL DISTRIBUTION PLANT 8,583,970 6,605,970 

GENERAL PLANT 
3900 STRUCTURES AND IMPROVEMENTS 
3910 OFFICE FURNITURE AND EQUIPMENT 
3921 TRAILERS 
3940 TOOLS, SHOP AND GARAGE EQUIPMENT 
3960 POWER OPERATED EQUIPMENT 
3970 COMMUNICATION EQUIPMENT 

TOTAL GENERAL PLANT 

TOTAL DEPRECIABLE PLANT 



i- THIS FILING IS ---- -.- ----I I Item 1: An Initial (Original) OR Resubmission No. 
Submission 

--.-"-* -- --- J 

FERC FINANCIAL REPORT 
FERC FORM No. I: Annual Report of 

Major Electric Utilities, Licensees 
and Others and Supplemental 

Form 3-Q: Quarterly Financial Report 

-.--.-- 

These reports are mandatory under the Federal Power Act, Sections 3,4(a), 304 and 309, and 

18 CFR 141.1 and 141 400 Failure to report may result in criminal fines, civil penalties and 

other sanctions as provided by law. The Federal Energy Regulatory Commission does not 

consider these reports to be of confidential nature 
-. .--.-----,- 

Exhib i t (MJM-2) 
Form I Approved Page 1 of 4 
OMB NO. 1902-0021 
(Expires 713112008) 
Form I -F Approved 
OMB No. 1902-0029 
(Expires 6/30/2007) 
Form 3-Q Approved 
OMB No. 1902-0205 
(Expires 613012007) 

- - - - - - - -- -- - 

i 
Exact Legal Name of Responden t  (Company) YearlPeriod of Report  

Union Light, Heat and Power Company, The End of 29051Q4 
--------. -- ---"-- 

FERC FORM N0.113-Q (REV. 02-04) 
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(g) Energy Purchases and Fuel Costs 

The expenses associated with electric and gas services include electricity purchased from parent company (CG&E), natural gas 
purchased from others, and the associated transportation costs. These expenses are shown in ULH&PYs Statements of Income as 
Operutioli Expetzse (Account 401). 

Yeadperiod of Report 

2005lQ4 

(h) Cas11 and Cash Equivalents 

NOTES TO FINANCIAL STATEMENTS (Continued) 

Date of Report 
(Mo, Da, Yr) 

l I 

Name of Respondent 

Union Light, Heat and Power Company, The 

IJLH&P defines cash and cash equivalents as investments with maturities of three months or less when acquired, which includes Cash 
(Account 13 1) and Working Fund (Account 13 5). 

This Report is: 
(1) & An Original 
(2) - A Resubmission 

During 2005 and 2004, ULH&P made cash interest payments of $6.6 million and $4.8 million (net of amounts capitalized), 
respectively. ULH&P had a cash income tax receipt of $2.7 n~illion in 2005 and Inad a cash income tax payment of $2.8 million in 
2004. 

(i) Inventory 

ULH&PYs inventories are accounted for at the lower of cost or market, with cost being determined using the weighted-average 
method. 

Materials and supplies inventory is accounted for on a weighted-average cost basis. 

0) 1JtiIity Plant 

Utility Plant (Accounts 101-106 and 1 14) includes the utility and equipment that is in use, being held for future use, or under 
construction. ULH&P reports our TJfility Plant at its original cost, which includes: 

materials; 
contractor fees; 
salaries; 
payroll taxes; 
fringe benefits; 
allowance for funds used during construction (AFUDC) (described in (ii)); and 
other n~iscellaneous amounts. 

ULH&P capitalizes costs for utility plant that are associated with the replacement or the addition of equipment that is considered a 
property unit. Property units are intended to describe an item or group of items. The cost of normal repairs and maintenance is 
expensed as incurred. When utility plant is retired, ULH&P charges the original cost, plus cost of removal, less salvage. to 
Acct~n~ulatedpla~~ision for depreciation (Account 108), which is consistent with the composite method of depreciation. A gain or loss 
is recorded on the sale ofutility plant if an entire operating unit, as defined by the FERC, is sold. 

(i) Depreciation 

ULH&P detelmines the provisions for depreciation expense using the straight-line method. The depreciation rates are based on 
periodic studies of the estimated useful lives and the net cost to remove the properties. ULH&P uses composite depreciation rates. 
These rates are approved by the KPSC. The average depreciation rates for Utility Plaizf, excluding software, was 3.4 percent and 3.5 
percent for 2005 and 2004, respectively. 

(ii) AFTJDC 

ULH&P finances construction projects with borrowed funds and equity funds. The ICPSC allows ULH&P to record the costs of these 
funds as part of the cost of construction projects. AFUDC is calculated using a methodology authorized by the KPSC. These costs are 
credited on the Statements of  Income to Other Income (Account 419.1) and Olher hztereslExpense (Account 431) for the equity and 

[FERC FORM NO.,,l (ED. 12-88) Page 123.3 ---....- 1 
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t ---.--, I C1 

DEPRECIATION AND AMORTIZATION OF EL-ECTRIC PLANT (Account 403,404,405) 
(Except amortization of aquisition adjustments) --. 

ieport in section A for the year the amounts for : (b) Depreciation Expense (Account 403; (c) Depreciation Expense for Asset 
tirement Costs (Account 403.1 ; (d) Amortization of Limited-Term Electric Plant (Account 404); and (e) Amortization of Other Electric 

Plant (Account 405). 
2. Report in Section 8 the rates used to compute amortization charges for electric plant (Accounts 404 and 405). State the basis used to 
compute charges and whether any changes have been made in the basis or rates used from the preceding report year. 
3. Report all available information called for in Section C every fifth year beginning with report ---- year 1971, reporting annually 7 only changes 
to qolumns (c) through (g) from the complete report of the preceding year. 
Unless composite depreciation accounting for total depreciable plant is followed, list numerically in column (a) each plant subaccount, 
account or functional classification, as appropriate, to which a rate is applied. identify at the bottom of Section C the type of plant 
included in any sub-account used. 
In column (b) report all depreciable plant balances to which rates are applied showing subtotals by functional Classifications and showing 
composite total. Indicate at the bottom of section C the manner in which column balances are obtained. If average balances, state the 
method of averaging used. 
For columns (c), (d), and (e) report available information for each plant subaccount, account or functional classification Listed in column 
(a). If plant mortality studies are prepared to assist in estimating average service Lives, show in column (f) the type mortality curve 

I selected as most appropriate for the account and in column (g), if available, the weighted average remaining life of surviving plant. If 
1 composite depreciation accounting is used, report available information called for in columns (b) through (g) on this basis. 
4. If provisions for depreciation were made during the year in addition to depreciation provided by application of reported rates, state at 
the bottom of section C the amounts and nature of the provisions and the plant items to which related. 

-."---- -.-.- 
A, Summary of Depreciation and Amortization charges 

P. -"--- 

Line 
(Account De & reciation pense 403) Expense Retirement (Account &reciation for 403.1) Asset Costs i71T:lF] (Account Limited Electric Term Plant 404) Plant Amortization Other (Acc Electric 405) p f  

-.,.----.-.--- (b) (c) 
207,&4 207,544 

,- -- "--- ---- 
.-. --- ---. - --.-- 

-I----- 
4(~ydraulic Production Plant-Conventional I I 1 I I I 

-- 
r T ~ m o n  Plant-Electric ..--- 

I I TOTAL 9,336,586 

I!- ------ B. Basis for Amortization ,----- Charges -.- 
Page 336 does not include depreciation provided for Transportation, Power Operated Equipment, or Trailers as these amounts are charged to a 
Transportation Clearing Account 

The Respondent determines its monthly Provision for Depreciation by the application of rates to the previous month-end balances of property capitalized 
in each primary plant account plus property in Account 106-Completed Construction not Classified 

I In 1997, the Respondent adopted vintage year accounting for General Plant Accounts in accordance with FERC Accounting Research Release No 15 I 

FERC FORM NO. 1 (REV. 12-03) Page 336 
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Excessive Depreciation 

An excessive depreciation rate is one that produces depreciation expense 

which is more than necessary to return a company's capital investment over the 

life of the asset. The concept of excessive depreciation is not new, and in fact 

was explained by the U.S. Supreme Court in a landmark 1934 decision, 

Lindheimer v. Illinois Bell Telephone Companv, as follows: 

If the predictions of service life 
were entirely accurate and retirements 
were made when and as these 
predictions were precisely fulfilled, the 
depreciation reserve would represent 
the consumption of capital, on a cost 
basis, according to the method which 
spreads that loss over the respective 
service periods. But if the amounts 
charaed to operatinu exDenses and 
credited to the account for depreciation 
reserve are excessive. to that extent 
subscribers for the telephone service 
are required to provide, in effect, capital 
contributions, not to make good losses 
incurred by the utility in the service 
rendered and thus to keep its 
investment unimpaired, but to secure 
additional plant and euui~ment upon 
which the utilitv expects a return. 

Confiscation beinu the issue, the 
comlsanv has the burden of makina a 
convincinu showina that the amounts it 
has charaed to operatina expenses for 
depreciation have not been excessive. 
That burden is not sustained by proof 
that its general accounting system has 
been correct. The calculations are 
mathematical, but the predictions 
underlying them are essentially matters 
of opinion. They proceed from studies 
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of the "behavior of large groups" of 
items. These studies are beset with a 
host of perplexing problems. Their 
determination involves the examination 
of many variable elements and 
opportunities for excessive allowances, 
even under a correct system of 
accounting, are always present. The 
necessitv of checking the results is not 
questioned. The predictions must meet 
the controlling test of experience.' 

Excessive depreciation rates produce excessive depreciation expense. In 

other words, if an excessive depreciation rate is applied to the plant balance, it 

results in excessive depreciation expense. Since depreciation expense flows 

dollar-for-dollar into the revenue requirement, excessive depreciation expense 

results in an excessive revenue requirement. 

Excessive depreciation also flows dollar-for-dollar into the accumulated 

depreciation reserve account. This can result in a depreciation reserve actually 

exceeding the gross plant balance. That is because the depreciation rate is 

excessive; it is more than necessary to fully depreciate the plant. This is what 

the Court was talking about in Lindheimer. Therefore, at the end of its life, this 

results in an accumulated depreciation account which exceeds the original cost 

in the plant account. 

1 Lindheimer v. Illinois Bell Telephone Company, 292 U.S. 151, 168-1 70, 54 S.Ct. 658, 665-666 
(1934). (Emphasis added; footnote deleted.) 
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The public accounting profession, through the Financial Accounting 

Standards Board ("FASB") has also addressed accumulated reserve excesses in 

its SFAS No. 143.~ Paragraph 922 says the following: 

922. Paragraph 37 of Statement 19 
states that "estimated dismantlement, 
restoration, and abandonment 
costs ... shall be taken into account in 
determining amortization and 
depreciation rates." Application of that 
paragraph has the effect of accruing an 
expense irrespective of the 
requirements for liability recognition in 
the FASB Concepts Statements. In 
doing so, it results in recognition of 
accumulated depreciation that can 
exceed the historical cost of a long-lived 
asset. The Board concluded that an 
entity should be precluded from 
including an amount for an asset 
retirement obligation in the depreciable 
base of a long-lived asset unless that 
amount also meets the recognition 
criteria in this Statement. When an 
entity recognizes a liability for an asset 
retirement obligation, it also will 
recognize an increase in the carrying 
amount of the related long-lived asset. 
Conseauentlv, de~reciation of that asset 
will not result in the recoanition of 
accumulated depreciation in excess of 
the historical cost of a lonu-lived asset.3 

As one can see from the above, as recently as 2002, the pubiic 

accounting profession does not approve of depreciating an asset beyond its 

original cost. It actually used the word "excess," and it is obvious that it frowns 

upon accumulated depreciation balances that exceed the original cost of plant. 

Statement of Financial Accounting Standards No. 143 ("SFAS No. 143") -Accounting for Asset 
Retirement Obligations. 
SFAS No. 143, paragraph B22 (emphasis added). 
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GAAP does not control ratemaking, but the rationale described above is both 

informative and makes sense. 

Ultimately, ratepayers pay for excessive depreciation rates. As the U.S. 

Supreme Court said, the result is the extraction of capital contributions from 

ratepayers, which the Court decided was inappropriate. Current GAAP 

accounting rules highlight these amounts associated with negative net salvage 

and require that they be reported as Regulatory Liabilities ("amounts owed") to 

ratepayers. 



Exhibi t (MJM-4) 
Page 1 of 9 

Depreciation Concepts 

Public Utilitv Depreciation 

From a regulator's perspective, the objective of public utility depreciation is 

straight-line capital recovery. This is accomplished by allocating the original cost 

of assets to expense over the lives of those assets through the application of 

depreciation rates to plant balances. 

There are several unique factors driving public utility depreciation rates. 

First, public utility depreciation is based on a "group life" as opposed to the lives 

of individual assets. Second, the cost of removing or disposing of an asset that 

is retired from service is charged to the accumulated depreciation reserve, as 

opposed to being recognized as an operating expense in the year incurred. 

Third, the original cost of a retired asset is also recorded in the accumulated 

depreciation reserve, as opposed to being written off in the year of the asset's 

retirementldisposal. Fourth, in certain jurisdictions public utility depreciation rates 

incorporate net salvage factors as discussed above. This is not the case for 

unregulated entities. Each of these factors affects the depreciation rates that are 

inltimately determined for the group of assets that are recorded in plant accounts 

designated by the FERC Uniform System of Accounts ("USOA). 

Depreciation expense is one of the primary cost drivers of public utility 

revenue requirement calculations because these companies are capital 

intensive. An excessive depreciation rate can unreasonably increase the utility's 
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revenue requirement and resulting service rates; thereby unnecessarily charging 

millions of dollars to a utility's customers. 

Depreciation is a legitimate expense, but it is a major expense based on a 

substantial amount of judgment and complex analytical procedures, and it drives 

utility prices. Therefore, the measurement of depreciation and the calculation of 

the expense warrant careful regulatory consideration and scrutiny. 

I discuss the fundamentals of public utility depreciation below, including 

the difference between the whole-life and remaining life techniques and the 

impact of life and net salvage estimation on depreciation rates. 

Plant Additions, Retirements and Balances 

Public utilities record their plant investment activity in the individual plant 

accounts set-forth in the Federal Energy Regulatory Commission's ("FERC") 

Uniform System of Accounts ("USOA"). Additions, retirements and balances 

refer to individual plant accounts. For example, account 369 - Services, is a 

plant account. An annual addition is the original cost of plant added to the 

account during the year. An annual retirement is the original cost of a prior 

addition which is now removed from service. The plant balance is what is left. 

De~reciation Expense 

Depreciation expense is a charge to operating expense to reflect the 

recovery of the cost of an asset. Public utility depreciation expense is typically 

straight-line over service life, which results in an equal share of the cost of assets 

being assigned or allocated to expense each year over the service life of the 

assets. A service life is the period of time during which depreciable plant [and 
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equipment] is in service.' Annual depreciation expense is a cost included in a 

public utility's revenue requirement. 

Annual depreciation expense is calculated by applying a depreciation rate 

to plant balances. The resulting expense (also called accrual) is charged, just as 

any other expense, to the revenue requirement and from there it is charged to 

the utility's customers. 

Depreciation is a non-cash expense in contrast to payroll expense, for 

example, which involves the current outlay of cash. That is, depreciation 

expense does not involve a specific payment during the current or test-year. 

Both depreciation and payroll are included as expenses in the income statement 

and revenue requirement, but no cash flows out of the company for depreciation 

expense. Instead of reducing the cash account, depreciation expense is 

recorded on the income statement as an expense and simultaneously recorded 

on the balance sheet in the accumulated depreciation account; which is shown 

as an offset to plant in service. 

Accumulated depreciation (hereinafter called reserve or accumulated 

depreciation) is, in essence, a record of the previously recorded depreciation 

expense. At any point in time, the accumulated depreciation account represents 

the net accumulated amount of the original cost of assets and net salvage that 

has been recovered to date. It can be considered a measure of the depreciation 

recovered from ratepayers. 

Public Utility Depreciation Practices, August, 1996. National Association of Regulatory Utility 
Commissioners ("NARUC Manual"), p. 321. 
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Depreciation Rates 

Depreciation rates such as ULH&P's are founded upon three fundamental 

parameters: a service life, a dispersion pattern and a net salvage ratio. ULH&P 

has used the remaining life technique to compute its rates. In order to 

understand remaining life depreciation, it is useful to first address whole-life 

depreciation. 

Whole-Life Technique 

The following calculation shows a straight-line whole-life depreciation rate 

assuming a 10-year average service life. This example does not include net 

salvage. 

Table 1 

Straight-Line Whole-Life Depreciation Rate 
Assuminq 10-Year Life 

I OO%= 10.0% 
10 yrs. 

Each year the 10.0 percent depreciation rate would be applied to plant in service 

to produce an annual depreciation expense. All things equal, at the end of 10 

years, the plant balance will be 100%, and the depreciation reserve balance will 

be 100%. This equality is important to an understanding of certain issues in this 

case. 

ULH&P includes net salvage in the depreciation rate calculation. A central 

issue in this case is neaative net salvage. I will, therefore, use negative net 

salvage in my example. Negative net salvage is the net cost of removal of the 

asset after campletion of its service life. For the remainder of this discussion I 
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use the terms negative net salvage, decommissioning and cost of removal 

interchangeably. Assuming a negative 5 percent (-5%) net salvage ratio, the 

equation above with a value for negative net salvage is as follows: 

Table 2 

Straight-Line Whole-Life Depreciation Rate 
Assuming 10-Year Life and -5% Net Salvane 

100%-(-5%) = 10.5% 
10 yrs. 

Negative net salvage increases the resulting whole-life depreciation rate from 

10.0% to 10.5%. This happens because negative salvage is, in effect, added to 

the original cost of the plant. Instead of 100% (which represents the original cast 

of assets), the numerator becomes 105%. This is equivalent to capitalizing or 

adding the estimated cost of removal to the original cost of the asset. 

At the end of life under this scenario the plant balance will he 100% but 

the reserve will be 105%. In other words, unlike the "zero net salvage scenario" 

in Table I ; when negative net salvage is included in a depreciation rate there will 

not be an equality of plant and reserve at the end of an asset's life because the 

Company will have charged more depreciation than it paid for the original cost of 

the asset. 

Under these circumstances, equality will only be achieved if the Company 

actually spends the additional money at the end of the asset's life. However, 

unless the Company has a legal liability to remove the asset, it is not required to 

spend the money. Furthermore, since accumulated depreciation is an "unfunded 

account", even though the Company collected unnecessary cost of removal 
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amounts in the past, it will have already spent that money on whatever it chose: 

salaries, dividends, etc. 

Remaining Life Technique 

The remaining life technique is similar to the whole-life technique, but it 

incorporates accumulated depreciation into the numerator of the equation, and 

the denominator becomes the remaining life rather than the whole life of the 

asset. 

If the hypothetical 10-year asset discussed above is 3 years old, its 

remaining life would be 7 years (10 - 3 = 7). The accumulated depreciation 

account would be 31.5 percent of the original cost because the 10.5 percent 

depreciation rate from Table 2 would have been applied for three years (3 x 

10.5% = 31.5%). The remaining life depreciation rate would then be calculated 

as follows: 

Table 3 

Straight-Line Remaining Depreciation Life Rate 
Assuming 10-year Life, 7-year Remaining Life 

And -5% Net Salvaae 

100%- (-5%) - 31.5% = 10.5% 
7 years 

In the examples shown in Tables 2 and 3, the remaining life depreciation 

rate and the whole-life depreciation rates are the same (10.5 percent), because I 

have assumed that the accumulated depreciation account is in balance. In other 

words, based on a continuation of the fundamental parameters, i.e., the 10-year 
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service life and the negative 5 percent net salvage ratio, exactly the right amount 

of depreciation (31.5 percent) has been charged and collected in the past, 

If either the service life or net salvage parameter changes during the life of 

the plant, the accumulated depreciation account will be out of balance, and the 

remaining life rate will be either higher or lower than whole-life rate depending on 

the direction of the imbalance. That is because the Company will have collected 

either too much depreciation or not enough depreciation in the past, given the 

current estimates of lives or future net salvage. 

The difference between the actual amount recovered, as included in the 

book depreciation reserve, and a theoretical estimate of what should be in the 

book reserve, is called a "reserve imbalance." The remaining life technique is 

often used to deal with such reserve imbalances. 

The remaining life technique has been accepted and used in many 

jurisdictions. Its primary failing is that if there is a reserve imbalance, positive or 

negative, it results in the application of an incorrect rate to new plant additions. 

In other words, the remaining life technique perpetuates the same imbalances it 

attempts to cure. This problem can be resolved by using whole-life rates and 

separate treatment for any reserve imbalances. 

lm~ac t  of Life and Net Salvaae Estimation 

Utilities own thousands of assets, represented by millions of dollars of 

investment. Given the capital intensity of the industry, it is very difficult to track 

and depreciate every sinale asset that a utility owns. Public utility depreciation is, 
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therefore, based on a group concept, which relies on averages of the service 

lives and remaining lives of the assets within a specific group. 

These factors are necessarily estimates of the average service lives and 

average remaining lives of groups of assets. These estimates are in turn based 

on complex analytical procedures which involve not only the age of existing and 

retired assets, but also retirement dispersion patterns called "lowa curves." The 

important point to remember is that service life, average age and lowa curves are 

all used in the estimation of an average service life and average remaining life of 

a group of assets and are ultimately used to calculate the depreciation rate far 

that group of assets. 

In depreciation analysis it is axiomatic that the shorter the life, the higher 

the resulting depreciation rate. If ULH&P's depreciation rates are based on lives 

which are too short, the depreciation rates will be too high. What if the 10-year 

life I used in the earlier examples really should have been 30 years? For 

example, assume that the analyst conducted statistical analyses which indicated 

that the average life is actually 30 years. The following table shows the impact of 

continuing to use a shorter life. 

Table 4 

Impact of Reducina a Life From 30 Years to 10 Years 

30 year life = 100%/30 = 3.3% 

10 year life = 100%/10 = 10.0% 

If the life should have been 30 years, the rate should have been 3.3 

percent rather than the 10 percent depreciation rate based on a 10 year life. The 
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shorter the life, the higher the rate. If the life is short, the resulting rate is 

obviously excessive. 

The estimation of future net salvage also has an impact on depreciation 

rates. Many of ULH&P's proposed depreciation rates contain negative net 

salvage factors which charge too much for future cost of removal because they 

are too negative. They result in excessive depreciation rates. The next table 

shows the impact on depreciation rates of increasing the cost of removal ratio. 

Table 5 

Impact of lncreasinq Cost of Removal Ratio 

-5% ratio = 100 %-(-5)/30 = 3.5 % 

-50% ratio = 100 %-(-50)/30 = 5.0 O/O 

Increasing a cost of removal ratio from -5% to -50% increases the 

depreciation rate from 3.5% to 5.0%. If the estimated -50% cost of removal ratio 

is not supportable, obviously, the resulting 5.0% depreciation rate is excessive. 

The combination of these two factors, i.e., understated lives and overstated cost 

of removal ratios, compounds the excessive depreciation rate problem. 
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DUKE ENER\ ITUCKY 
COMPARISON OF BOOK RESERVE AND SPANOS CALCULAI ED THEORETICAL RESERVE - USING ELG PROCEDURE 

AS OF DECEMBER 37,2005 

NET 
ORIGINAL SURVIVOR REMAINING SALVAGE BOOK 

ACCOUNT COST AS.L CURVE LIFE PERCENT RESERVE 
($1 (2) (3) (4) (5) (6) (7) 

RESERVE 
EXCESS I CALCULATED 

RESERVE 
(8) 

(DEFICIENCY) 
(9)=(7)-(8) 

COMMON PLANT 
1900 STRUCTURES & IMPROVEMENTS 

ERLANGER OPERATIONS CENTER 
FLORENCE SERVICE BUILDING 
KENTUCKY SERVICE BUILDING - 19TH & AUGUSTINE 1.776.850 - -. 

MINOR STRUCTURES 
TOTAL STRUCTURES & IMPROVEMENTS 

1910 OFFICE FURNITURE AND EQUIPMENT 397,768 
1930 STORES AND EQUIPMENT 5,563 
1940 TOOLS, SHOP AND GARAGE EQUIPMENT 185,828 
1970 COMMUNICATION EQUIPMENT 39,252 
1980 MISCELLANEOUS EQUIPMENT 1 1,372 

TOTAL COMMON PLANT 8,960,068 

STEAM PRODUCTION PLANT 

MIAMI FORT UNlT 6 
31 10 STRUCTURES AND IMPROVEMENTS 3,056.617 100 R2.5 14.2 (5) 3.056.617 
3120 BOILER PLANT 37.142,776 45 S1 12.5 (15) 15.442.532 
3122 BOILER PLANT - RETROFIT PRECIPITATORS 11,772.654 50 51.5 13.8 (15) 11,185,190 
3140 TURBOGENERATOR UNITS 11,501,259 52 R2 13.7 (10) 10.666,041 
31 50 ACCESSORY ELECTRIC EQUIPMENT 4,075,296 55 R2.5 13.9 (5) 3,594.119 
3160 MISCELLANEOUS POWER PLANT - EXCLUDING SHOP 724,421 55 SO.5 13.6 0 179.022 

TOTAL MIAMI FORT UNIT 6 68.273.023 44,123.521 

EAST BEND 
31 10 STRUCTURES AND IMPROVEMENTS 
3120 BOILER PLANT 
3123 BOILER PLANT - CATALYST 
3140 TURBOGENERATOR UNITS 
3150 ACCESSORY ELECTRIC EQUIPMENT 25.1 01.926 55 R2.5 26.0 (9) 14,093,892 
3160 MISCELLANEOUS POWER PLANT - EXCLUDING SHOP 8.496.040 55 S0.5 26.3 0 3,688,681 

TOTAL EAST BEND 41 4,427.278 204'956,689 

TOTAL STEAM PRODUCTION PLANT 482,700,301 249,080,210 

OTHER PRODUCTION PLANT 
3401 RIGHTS OF WAY 
3410 STRUCTURES AND IMPROVEMENTS 
3420 FUEL HOLDERS, PRODUCERS AND ACCESSORIES 
3430 PRIME MOVERS 
3440 GENERATORS 
3450 ACCESSORY ELECTRIC EQUIPMENT 
3460 MlSCELLANEOUS POWER PLANT EQUIPMENT 

651.684 40 SQ 
33,725.782 SQUARE 
15.507,516 SQUARE 

173,729 SQUARE 
188,960,592 70 R2.5 
16,867,010 55 S2 
3,701.280 40 R2.5 

TOTAL OTHER PRODUCTION PLANT 



DUKE ENERk .TUCKY 
COMPARISON OF BOOK RESERVE AND SPANOS CALCULAr i iD THEORETICAL RESERVE - USING ELG PROCEDURE 

AS OF DECEMBER 31.2005 

NET 
ORIGINAL SURVlVOR REMAINING SALVAGE BOOK 

ACCOUNT COST A.S.L CURVE LIFE PERCENT RESERVE 
(1 (2) (3) (4) (5) (6) (7) 

TRANSMISSION PLANT 
3501 RIGHTS OF WAY 
3520 STRUCTURES AND IMPROVEMENTS 
3530 STATION EQUIPMENT 
3532 STATION EQUIPMENT - MAJOR 
3535 STATION EQUIPMENT - ELECTRONIC 
3550 POLES AND FIXTURES 
3560 OVERHEAD CONDUCTORS AND DEVICES - 

TOTAL TRANSMISSION PLANT 

DISTRIBUTION PLANT 
3601 RIGHTS OF WAY 
3610 STRUCTURES AND IMPROVEMENTS 
3620 STATION EQUIPMENT 
3622 STATION EQUIPMENT - MAJOR 
3635 STATION EQUIPMENT - ELECTRONIC 
3640 POLES, TOWERS AND FIXTURES 
3650 OVERHEAD CONDUCTORS AND DEVICES 
3660 UNDERGROUND CONDUIT 
3670 UNDERGROUND CONDUCTORS AND DEVICES 
3680 LINE TRANSFORMERS 
3682 LINE TRANSFORMERS - CUSTOMER 
3691 SERVICES - UNDERGROUND 
3692 SERVICES - OVERHEAD 
3700 METERS 
3701 LEASED METERS 
3720 LEASED PROPERTY ON CUSTOMER PREMISES 
3731 STREET LIGHTING - OVERHEAD 
3732 STREET LIGHTING -BOULEVARD 
3733 STREET LIGHTING - CUSTOMER POLES - 

TOTAL DISTRIBUTION PLANT 

GENERAL PLANT 
3900 STRUCTURES AND IMPROVEMENTS 32,124 35 R2.5 25.9 (5) 18,990 
3910 OFFICE FURNITURE AND EQUIPMENT 36.019 20 SQ 2.6 0 18,683 
3921 TRAILERS 99,599 15 SQ 10.2 0 33,373 
3940 TOOLS. SHOP AND GARAGE EQUIPMENT 466,595 25 SQ 13.0 0 214,835 
3960 POWER OPERATED EQUIPMENT 12,045 14 R3 0 12,045 
3970 COMMUNICATION EQUIPMENT 84,463 15 SQ 2.5 0 69,833 

TOTAL GENERAL PLANT 730,844 367,759 

TOTAL DEPRECIABLE PLANT 1,044,907,843 489,866,540 

CALCULATED 
RESERVE 

(8) 

ExF''- :+ ( M  JM-5) 
Page 2 of 4 

RESERVE 
EXCESS I 

(DEFICIENCY) 
(9)=(7)-(8) 

Source: Cols. (2) - (7) from Spanos Study, pp. 111-4 through 111-6. Col. (8) from Spanos Study, pp. 111-164 through 111-243. 



EX"" '+ - (MJM-5) 
Page 3 of 4 

DUKE ENERGY KENTUCKY 
COMPARISON OF BOOK RESERVE AND THEORETICAL RESERVE - USING VG PROCEDURE AND SPANOS PARAMETERS 

AS OF DECEMBER 31,2005 

RESERVE 
CALCULATED EXCESS1 

NET 
ORIGINAL SURVIVOR REMAINING SALVAGE BOOK 

RESERVE (DEFICIENCY) 
(8) (9)=(7)-(8) 

ACCOUNT COST A.S.L CURVE LIFE PERCENT RESERVE 

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

COMMON PLANT 
1900 STRUCTURES & IMPROVEMENTS 

ERLANGER OPERATIONS CENTER 
FLORENCE SERVICE BUILDING 
KENTUCKY SERVICE BUILDING - 19TH & AUGUSTINE 
MINOR STRUCTURES 

TOTAL STRUCTURES & IMPROVEMENTS 

1910 OFFICE FURNITURE AND EQUIPMENT 
1930 STORES AND EQUIPMENT 
1940 TOOLS. SHOP AND GARAGE EQUIPMENT 
1970 COMMUNICATION EQUIPMENT 
1980 MISCELLANEOUS EQUIPMENT 

TOTAL COMMON PLANT 

STEAM PRODUCTION PLANT 

MIAMI FORT UNlT 6 
3110 STRUCTURES AND IMPROVEMENTS 3,056,617 100 R2.5 
3120 BOILER PLANT 37.142.776 45 S1 
3122 BOILER PLANT - RETROFIT PRECIPITATORS 11.772,654 50 S1.5 
3140 TURBOGENERATOR UNITS 1 1,501,259 52 R2 
3150 ACCESSORY ELECTRIC EQUIPMENT 4,075,296 55 R2.5 
3160 MISCELLANEOUS POWER PLANT - EXCLUDING SHOP 724,421 55 S0.5 

TOTAL MIAMI FORT UNIT 6 68.273,023 

EAST BEND 
31 10 STRUCTURES AND IMPROVEMENTS 
3120 BOILER PLANT 
3123 BOILER PLANT - CATALYST 
3140 TURBOGENERATOR UNITS 
3150 ACCESSORY ELECTRIC EQUIPMENT 
3160 MISCELLANEOUS POWER PLANT - EXCLUDING SHOP 8.496.040 55 S0.5 

TOTAL EAST BEND 414.427,278 

TOTAL STEAM PRODUCTION PLANT 482,700,301 

OTHER PRODUCTION PLANT 
3401 RIGHTS OF WAY 651,684 40 SQ 
3410 STRUCTURES AND IMPROVEMENTS 33,725,782 SQUARE 
3420 FUEL HOLDERS, PRODUCERS AND ACCESSORIES 15,507.516 SQUARE 
3430 PRIME MOVERS 173,729 SQUARE 
3440 GENERATORS 188,960,592 70 R2.5 
3450 ACCESSORY ELECTRIC EQUIPMENT 16,867,010 55 S2 
3460 MISCELLANEOUS POWER PLANT EQUIPMENT 3,701,280 40 R2.5 

TOTAL OTHER PRODUCTION PLANT 259,587,594 





Ex""- ' t (MJM-6) 
Page 1 of 3 

DUKE ENERGY KENTUCKY 
SUMMARY OF ESTIMATED SURVIVOR CURVES, NET SALVAGE, ORIGINAL COST, BOOK RESERVE AND CALCULATED 

ANNUAL DEPRECIATION RATES AS OF DECEMBER 31.2005 
SNAVELY KING RECOMMENDATIONS 

ASU COMPOSITE 

ACCOUNT 
(1) 

ORIGINAL BOOK FUTURE SURVIVOR REMAINING CAPITAL RECOVERY NET SALVAGE TOTAL 
COST RESERVE ACCRUALS CURVE LIFE ACCRUAL RATE RATE ACCRUAL RATE ACCRUAL 

(2) (3) (4)=(2)-(3) (5) (6) (7)=(4)1(6) (8)=(7)1(2) (9) (10)=(2)(9) (11)=(8)+(9) (12)=(7)+(10) 

COMMON PLANT 
1900 STRUCTURES & IMPROVEMENTS 

ERLANGER OPERATIONS CENTER 2,100,000 35.018 2.064,982 1 5 5 0  6.782 0.674 14.153 7.46 156,565 14.5 11 142,413 

FLORENCE SERVICE BUILDING 4,438,064 1,383,066 3,054.998 100-R1 31.0 11 98,548 2.221 0.674 29,910 2.89 128.458 
KENTUCKY SERVICE BUILDING - 19TH 8 AUGUSTINE 1,776.850 1,279.475 497.375 100-R1 " 6.4 11 77.715 4.374 0.674 11.975 5.05 89,690 
MINOR STRUCTURES 5.371 1.066 4.305 40-R1 25.0 11 1 72 3.206 0.674 36 3.88 208 

TOTAL STRUCTURES & IMPROVEMENTS 8.320.285 2,698,625 17.6 318,848 3.832 0.674 56,074 4.51 374,922 5,621,660 

OFFICE FURNITURE AND EQUIPMENT 397.768 
STORES AND EQUIPMENT 5,563 
TOOLS. SHOP AND GARAGE EQUIPMENT 185.828 
COMMUNICATION EQUIPMENT 39.252 
MISCELLANEOUS EQUIPMENT 11,372 

TOTAL COMMON PLANT 8,960,068 

STEAM PRODUCTlON PLANT 
MIAMI FORT UNIT 6 

31 10 STRUCTURES AND IMPROVEMENTS 3,056,617 
3120 BOILER PLANT 37,142,776 
3122 BOILER PLANT - RETROFIT PRECIPITATORS 11,772,654 
3140 TURBOGENERATOR UNITS 11,501,259 
3150 ACCESSORY ELECTRIC EQUIPMENT 4.075.296 
3160 MISCELLANEOUS POWER PLANT - EXCLUDING SHOP 724,421 

TOTAL MIAMI FORT UNIT 6 68.273,023 

EAST BEND 
31 10 STRUCTURES AND IMPROVEMENTS 35.078.476 21,201,735 13,876.741 100-R2.5 1.188 1.19 416,719 33.3 I /  416.719 
3120 BOILER PLANT 276,530,866 134,227.951 142,302,915 4551 23.0 11 6,187,083 2.237 0.074 205.714 2.31 6,392.797 
3123 BOILER PLANT- CATALYST 2,230,486 863,994 1.366.492 842.5 4.0 11 341.623 15.316 15.32 341.623 
3140 TURBOGENERATOR UNITS 66.989.483 30.880.436 36,109.047 52-R2 25.5 11 1,416,041 2.114 0.011 7,353 2.12 1.423.394 
3150 ACCESSORY ELECTRIC EQUIPMENT 25,101,926 14,093,892 11.008,034 55R2.5 ' 26.0 11 423.386 1.687 1.69 423,386 
3160 MISCELLANEOUS POWER PLANT - EXCLUDING SHOP 8.496.040 3.688.681 4,807,359 55S0.5 ' 26.3 11 182,789 2.151 (0.004) (318) 2.15 182,471 

TOTAL EAST BEND 414,427.278 204,956.689 209,470,589 23.4 8.967.642 2.164 0.051 212,749 2.22 9.1 80.390 

TOTAL STEAM PRODUCTION PLANT 482.700.301 249,080,210 233,620,091 21.5 10.881.916 2.254 0.050 241.615 11,123.531 



Exb :I- it - (M JM-6) 
Page 2 of 3 

DUKE ENERGY KENTUCKY 
SUMMARY OF ESTIMATED SURVIVOR CURVES, NET SALVAGE, ORIGINAL COST, BOOK RESERVE AND CALCULATED 

ANNUAL DEPRECIATION R A E S  AS OF DECEMBER 31,2005 
SNAVELY KING RECOMMENDATIONS 

ASU COMPOSITE 
NET SALVAGE TOTAL 

RATE ACCRUAL RATE ACCRUAL 
(9) (10)=(2)*(9) (11)=(8)+(9) (12)=(7)+(10) 

ORIGINAL BOOK FUTLIRE SURVIVOR REMAINING CAPITAL RECOVERY 

- COST RESERVE ACCRUALS CURVE LIFE ACCRUAL RATE 
(2) (3) (4)=(2)-(3) (5) (6) (7)=(4)1(6) (8)=(7)1(2) 

ACCOUNT 
(1) 

OTHER PRODUCTION PLANT 
3401 RIGHTS OF WAY 
3410 STRUCTURES AND IMPROVEMENTS 
3420 FUEL HOLDERS. PRODUCERS AND ACCESSORIES 
3430 PRIME MOVERS 
3440 GENERATORS 
3450 ACCESSORY ELECTRIC EQUIPMENT 
3460 MISCELLANEOUS POWER PLANT EQUIPMENT 

40SQ 26.5 11 
SQUARE * 26.5 11 
SQUARE 26.5 11 
SQUARE 26.5 11 
70432.5 ' 24.8 11 
5552 24.0 11 

4042.5 " 21.3 11 

25.0 TOTAL OTHER PRODUCTION PLANT 

TRANSMISSION PLANT 
3501 RIGHTS OF WAY 
3520 STRUCTURES AND IMPROVEMENTS 
3530 STATION EQUIPMENT 
3532 STATION EQUIPMENT - MAJOR 
3535 STATION EQUIPMENT - ELECTRONIC 
3550 POLES AND FIXTURES 
3560 OVERHEAD CONDUCTORS AND DEVICES 

TOTAL TRANSMISSION PLANT 

DISTRIBUTION PLANT 
3601 RIGHTS OF WAY 
3610 STRUCTURES AND IMPROVEMENTS 
3620 STATION EQUIPMENT 
3622 STATION EQUIPMENT - MAJOR 
3635 STATION EQUIPMENT -ELECTRONIC 
3640 POLES. TOWERS AND FWURES 
3650 OVERHEAD CONDUCTORS AND DEVICES 
3660 UNDERGROUND CONDUIT - ~ ~- ~ 

3670 UNDERGROUND CONDUCTORS AND DEVICES 
3680 LINE TRANSFORMERS 

LINE TRANSFORMERS - CUSTOMER 
SERVICES -UNDERGROUND 
SERVICES -OVERHEAD 
METERS 
LEASED METERS 
LEASED PROPERTY ON CUSTOMER PREMISES 
STREET LIGHTING -OVERHEAD 
STREET LIGHTING - BOULEVARD 
STREET LIGHTING - CUSTOMER POLES 

TOTAL DISTRIBUTION PLANT 



E x  + - (MJM-6) 
Page 3 of 3 

DUKE ENERGY KENTUCKY 
SUMMARY OF ESTIMATED SURVIVOR CURVES. NET SALVAGE, ORIGINAL COST, BOOK RESERVE AND CALCULATED 

ANNUAL DEPRECIATION RATES AS OF DECEMBER 31.2005 
SNAVELY KING RECOMMENDATIONS 

ASU COMPOSITE 

GENERAL PLANT 
3900 STRUCTURES AND IMPROVEMENTS 
3910 OFFICE FURNITURE AND EQUIPMENT 
3921 TRAILERS 
3940 TOOLS, SHOP AND GARAGE EQUlPMENl 
3960 POWER OPERATED EQUIPMENT 
3970 COMMUNICATION EQUIPMENT 

TOTAL GENERAL PLANT 

ORIGINAL BOOK FUNRE SURVIVOR REMAINING CAPITAL RECOVERY NET SALVAGE TOTAL 
COST RESERVE ACCRUALS CURVE LIFE ACCRUAL RATE RATE ACCRUAL RATE ACCRUAL 

(2) (3) (4)=(2)-(3) (5) (6) (7&(4)/(6) (8)=(7)/(2) (9) (10)=(2)'(9) (11)=(8)+(9) (12)=(7)+(10) 

TOTAL DEPRECIABLE PLANT 1,044,907,843 489,866.540 555,041,303 25.5 21,737,020 2.08 (0.026) (273.308) 2.05 21.463.712 

Curve shown c lntenm survivor curve. Each facility in the account is assigned an ~ndividual probable retirement year 

11 Rerne~ning life is Spanos calculated ELG life. 
21 Reflects Snaveiy King change In service livelcurve. 

Source: Cols. (2), (3) & (5) from Spanos Study, pp. 111-4 through 111-6. 
Cols. (5) (for SK changed lives) and (6) from Exhibit- (MJM-7). 
Col. (9) from Exhibit-(MJM-lo), pages 1-2. 



DUKEENERGYKENTUCKY 
Summary of Life Analysis with BGNG Average Remaining Life Calculation 

AS OF DECEMBER 31,2005 

Exhibi_(MJM-7) 
Page 1 of 72 

BGNG 
ARL With SK 

SURVIVOR ORIGINAL BGNG Recommended 
ACCOUNT CURVE COST ARL ASL -- 

TRANSMISSION PLANT 
3501 RIGHTS OF WAY 
3520 STRUCTURES AND IMPROVEMENTS 
3530 STATION EQUIPMENT 
3532 STATION EQUIPMENT - MAJOR 
3535 STATION EQUIPMENT - ELECTRONIC 
3550 POLES AND FIXTURES 
3560 OVERHEAD CONDlJCTORS AND DEVICES 

TOTAL TRANSMISSION PLANT 

DISTRIBUTION PLANT 
3601 RIGHTS OF WAY 
3610 STRUCTURES AND IMPROVEMENTS 
3620 STATION EQUIPMENT 
3622 STATION EQUIPMENT - MAJOR 
3635 STATION EQUIPMENT - ELECTRONIC 
3640 POLES, TOWERS AND FIXTURES 
3650 OVERHEAD CONDUCTORS AND DEVICES 
3660 UNDERGROUND CONDUIT 
3670 UNDERGROUND CONDUCTORS AND DEVICES 
3680 LlNE TRANSFORMERS 
3682 LlNE TRANSFORMERS - CUSTOMER 
3691 SERVICES - UNDERGROUND 
3692 SERVICES - OVERHEAD 
3700 METERS 
3701 LEASED METERS 
3720 LEASED PROPERTY ON CUSTOMER PREMISES 
3731 STREET LIGHTING -OVERHEAD 
3732 STREET LIGHTING - BOULEVARD 
3733 STREET LIGHTING - CUSTOMER POLES 

TOTAL DISTRIBUTION PLANT 

GENERAL PLANT 
3900 STRUCTURES AND IMPROVEMENTS 
3910 OFFICE FURNITURE AND EQUIPMENT 
3921 TRAILERS 
3940 TOOLS. SHOP AND GARAGE EQUIPMENT 
3960 POWER OPERATED EQUIPMENT 
3970 COMMUNICATION EQUIPMENT 

TOTALGENERALPLANT 730,844.45 

Snavely King Majoros O'Connor & Lee. Inc 



Exhibit-(MJM-7) 
Page 2 of 72 

Duke Energy Kentucky 

350.10 - Rights of Way 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 

Surviving 
Year h e  Investment - 
(1) (2) (3) 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

BGNG Average 
Service Remaining 

Life - - Life 
(4) (5) 

ASL 
Weiahts 

(6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)*(5) 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 



Exhib i t (MJM-7)  
Page 3 of 72 

Duke Energy Kentucky 

352.00 - Structures and Improvements 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 55 R3 21.70 

BGNG Average 
Surviving Service Remaining ASL RL 

&e Investment - Life - Life Weiahts Weiahts 
1 )  (2) (3) (4) (5) (6)=(3)1(4) (7)=(6)*(5) 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

Snavely King Majoros O'Connor & Lee, Inc. 





Exhibit-(MJM-7) 
Page 5 of 72 

Duke Energy Kentucky 

353.20 - Station Equipment - Major 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 45 R2.5 34.33 

BGNG Average 
Surviving Service Remaining ASL RL 

Year @ Investment - Life - Life Weiahts Weiahts 
1 )  (2) (3) (4) (5) (6)=(3)1(4) (7)=(6)X(5) 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

Snavely King Majoros Q'Cannor & Lee, Inc. 



Exhibit-(MJM-7) 
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Duke Energy Kentucky 

353.50 - Station Equipment - Electronic 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 15 R2 14.55 

BGNG Average 
Surviving Service Remaining ASL - - 

Year Investment - Life - Life Weiuhts Weiuhts 
(1) (2) (3) (4) (5) (6)=(3)1(4) (7)=(6)*(5) 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

Snavely King Majoros O'Connor & Lee, Inc. 



Exhibit-(MJM-7) 
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Duke Energy Kentucky 

355.00 - Poles and Fixtures 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 50 R1.5 

BGNG Average 
Surviving Service Remaining 

Year As_e Investment - Life - Life 
(1) (2) (3) (4) (5) 

ASL 
Weiahts 
(6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)*(5) 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 



Exhibi t(MJM--7) 
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Duke Energy Kentucky 

355.00 - Poles and Fixtures 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31, 2005 

Survivor Curve .. IOWA: 50 R1.5 37.42 

Year - 
(1 1 

1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 
1950 
1949 
1948 
194'7 
1946 

Ane 
(2) 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 

Surviving 
Investment 

(3) 
7,159 

22,003 
177 

9,119 
14,348 
40,984 

170,552 
15,152 

631 
77,825 
7,826 

11,550 
67,092 

0 
1,239 
2,180 

0 
0 
0 
0 
0 

193 
0 
0 

81 

BGNG Average 
Service Remaining 

Life - - Life 
(4) (5) 
50.00 23.96 
50.00 23.35 
50.00 22.75 
50.00 22.16 
50.00 21.58 
50.00 21 .OO 
50.00 20.44 
50.00 19.89 
50.00 19.35 
50.00 18.81 
50.00 18.29 
50.00 17.78 
50.00 17.28 
50.00 16.79 
50.00 16.31 
50.00 15.84 
50.00 15.38 
50.00 14.93 
50.00 14.49 
50.00 14.07 
50.00 13.65 
50.00 13.24 
50.00 12.84 
50.00 1 2.46 
50.00 12.08 

ASL 
Weiahts 
(6)=(3)1(4) 

143 
440 

4 
182 
287 
820 

3,411 
303 

13 
1,557 

157 
231 

1,342 
0 

25 
44 
0 
0 
0 
0 
0 
4 
0 
0 
2 

RL 
Weiahts 

(7)=(6)*(5) 
3,431 

10,275 
80 

4,041 
6,191 

17,216 
69,725 
6,027 

244 
29,285 
2,863 
4,108 

23,187 
0 

404 
691 

0 
0 
0 
0 
0 

5 1 
0 
0 

20 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

Snavely King Majoros O'Connor & Lee, Inc. 



Exhibit-(MJM-7) 
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Duke Energy Kentucky 

356.00 - Overhead Conductors and Devices 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31, 2005 

Survivor Curve .. IOWA: 

Surviving 
Year h e  Investment - 
(1) (2) (3) 

BGNG Average 
Service Remaining 

Life - - Life 
(4) (5) 

ASL 
Weiuhts 

(6)=(3)1(4) 

RL 
Weiuhts 

(7)=(6)*(5) 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 



Exhibit-(MJM-7) 
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Duke Energy Kentucky 

356.00 - Overhead Conductors and Devices 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 44 R0.5 32.12 

Aae 
(2) 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
80.5 

Surviving 
Investment 

(3) 
1,112 

33,817 
92 

10,642 
20,937 
73,095 

251,553 
1 1,584 

869 
81,927 
17,927 
7,413 

1 14,465 
87 

3,685 
3,183 

0 
0 
0 
0 
0 

1,311 
308 

BGNG Average 
Service Remaining 

Life - 
(4) 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 

- 

Life - 
(5) 

23.27 
22.74 
22.23 
21 "72 
21 "21 
20.71 
20.22 
19.73 
19.24 
18.76 
18.29 
17.82 
17.35 
16.89 
16.44 
15.99 
15.55 
15.11 
14.67 
14.24 
13.81 
13.39 
3.59 

ASL 
Weiclhts 
(6)=(3)44) 

25 
769 

2 
242 
476 

1,661 
5,717 

263 
20 

1,862 
407 
168 

2,601 
2 

84 
72 
0 
0 
0 
0 
0 

30 
7 

RL 
Weiahts 

(7)=(6)*(5) 
588 

17,481 
47 

5,252 
10,093 
34,405 

1 1 5,573 
5,193 

380 
34,932 
7,451 
3,002 

45,145 
33 

1,377 
1,157 

0 
0 
0 
0 
0 

399 
25 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

360.10 - Rights of Way 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 70 R3 

BGNG Average 
Surviving Service Remaining 

Year h e  Investment - Life - - Life 
(1) (2) (3) (4) (5) 

ASL 
Weiahts 
(6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)*(5) 

911 112006 Snavely King Majoras O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

360.1 0 - Rights of Way 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 70 R3 48.96 

Year - 
(1) 

1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 
1950 
1949 
1948 
1947 
1946 
1945 
1944 
1943 
1942 
1941 
1940 
1939 
1938 
1937 

Surviving 
Investment 

(3) 
30,066 
35,962 
17,228 
1 1,598 
14,105 
13,905 
14,045 
4,761 
9,503 
2,604 

12,727 
8,347 
1,738 
8,676 
3,349 
1,800 

782 
331 
462 

4,898 
5,164 
1,574 
3,031 

567 
4,556 

21,091 

BGNG Average 
Service Remaining 

Life - 
(4) 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 
70.00 

Life - 
(5) 

30.87 
30.1 1 
29.35 
28.61 
27.87 
27.14 
26.42 
25.72 
25.02 
24.33 
23.65 
22.98 
22.32 
21 "67 
21.03 
20.41 
19.79 
19.19 
18.60 
18.03 
17.46 
16.91 
16.38 
15.85 
15.34 
14.84 

ASL 
Weiahts 

(6)=(3)1(4) 
430 
51 4 
246 
166 
202 
199 
20 1 
68 

136 
37 

182 
119 
25 

124 
48 
26 
11 
5 
7 

70 
74 
22 
43 
8 

65 
30 1 

RL 
Weiahts 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

Snavely King Majoros Q'Connor & Lee, Inc. 
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Duke Energy Kentucky 

3610 - Structures and Improvements 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 55 R3 

BGNG Average 
Surviving Service Remaining 

Year h e  Investment - - Life - Life 
(1) (2) (3) (4) (5) 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

ASL 
Weiahts 

(6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)"(5) 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

362.00 - Station Equipment 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 46 R2 33.43 

BGNG Average 
Surviving Service Remaining ASL RL 

Year & Investment - Life - Life Weiahts Weiahts 
(1) (2) (3) (4) (5) (6)=(3)1(4) (7)=(6)*(5) 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

362.00 - Station Equipment 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 46 R2 33.43 

Year A4e - 
(1) (2) 

1968 37.5 
1967 38.5 
1966 39.5 
1965 40.5 
1964 41.5 
1963 42.5 
1962 43.5 
1961 44.5 
1960 45.5 
1959 46.5 
1958 47.5 
1957 48.5 
1956 49.5 
1955 50.5 
1954 51.5 
1953 52.5 
1952 53.5 
1951 54.5 
1950 55.5 
1949 56.5 
1948 57.5 
1945 60.5 
1944 61.5 
1942 63.5 
1941 64.5 
1940 65.5 
1939 66.5 
1938 67.5 
1927 78.5 
1926 79.5 

Surviving 
investment 

(3) 
4,356 

53,026 
1 12,726 
25,456 

193,551 
4,723 
9,507 

24,589 
1 15,033 
21,867 

167,819 
66,283 
32,873 

162,252 
26,947 
5,829 

23,745 
221 

10,362 
20,994 

604 
632 

15,645 
1,513 
1,923 

0 
849 

85,766 
34,803 
51,525 

BGNG Average 
Service Remaining 

Life - - Life 
(4) (5) 
46.00 17.23 
46.00 16.66 
46.00 16.09 
46.00 1 5.54 
46.00 15.00 
46.00 14.47 
46.00 13.96 
46.00 13.46 
46.00 12.97 
46.00 1 2.49 
46.00 12.03 
46.00 11.58 
46.00 11.14 
46.00 10.72 
46.00 10.31 
46.00 9.91 
46.00 9.52 
46.00 9.1 4 
46.00 8.77 
46.00 8.42 
46.00 8.07 
46.00 7.08 
46.00 6.77 
46.00 6.16 
46.00 5.86 
46.00 5.56 
46.00 5.27 
46.00 4.97 
46.00 1.84 
46.00 1.58 

ASL 
Weiahts 

(6)=(3)1(4) 
95 

1,153 
2,451 

553 
4,208 

103 
207 
535 

2,501 
475 

3,648 
1,441 

71 5 
3,527 

586 
127 
51 6 

5 
225 
456 

13 
14 

340 
33 
42 

0 
18 

1,864 
757 

1,120 

RL 
Weiahts 

(7)=(6)"(5) 
1,632 

19,201 
39,432 
8,599 

63,108 
1,486 
2,884 
7,193 

32,426 
5,938 

43,885 
16,685 
7,963 

37,805 
6,037 
1,255 
4,913 

44 
1,977 
3,842 

106 
97 

2,302 
203 
245 

0 
97 

9,274 
1,396 
1,770 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

911 112006 Snavely King Majoros Q'Cannor & Lee, Inc. 
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Duke Energy Kentucky 

362.20 - Station Equipment - Major 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 45 R2.5 33.41 

BGNG Average 
Surviving Service Remaining ASL RL 

Year &e Investment - Life - - Life Weiahts Weiahts 
1 )  (2) (3) (4) (5) (6)=(3)1(4) (7)=(6)*(5) 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

362.20 - Station Equipment - Major 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 45 R2.5 33.41 

BGNG Average 
Surviving Service Remaining ASL 

Year & Investment - Life - Life Weiahts Weiahts 
(1) (2) (3) (4) (5) (6)=(3)/(4) (7)=(6)*(5) 

1970 35.5 9,367 45.00 15.95 208 3,320 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

363.50 - Station Equipment - Electronic 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 15 R2 14.41 

BGNG Average 
Surviving Service Remaining ASL - 

Year ,&g Investment - Life - Life Weiahts Weiahts 
1 )  (2) (3) (4) (5) (6)=(3)/(4) (7)=(6)"(5) 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

Depreciation Life Analysis Study Through 2005 

Account: 364.00 - Poles, Towers and Fixtures 

Balance: 43,026,869 

Comments: Company's T-Cut and Curve Selection Proposed life and curve seems arbitrarily 
selected. OLT (as described in Company study) provides excellent data for 
analysis. Full Curve Best fit (using Company's OLT) shows 52-LO. 
Industry range is between 3 and 55. 'Therefore the best fit of 52-LO is 
recommended. 

Company: 

Snavely King Majoros O'Connor & Lee, Inc. 
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Observed Life Table Results 
Duke Energy Kentucky 
Account: 364.00 - Poles, Towers and Fixtures 

15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 

- - -  

30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 

911 112006 Snavely King Majoros O'Connor & Lee, lnc 

20,548,284 
18,388,152 
17,357,400 
15,971,351 
14,926,262 
13,931,761 
13,082,198 
12,221,650 
11,321,966 
10,392,759 
9,351,143 
8,615,846 
8,054,896 
7,475,389 
6,974,834 
6,486,952 
5,944,411 
5,306,442 
4,831,522 
4,431,757 
4,077,761 
3,743,570 
3,438,418 
3,186,458 
2,940,109 
2,674,280 
2,418,026 
2,198,704 
1,983,981 
1,751,315 
1,613,209 

301,726 
231,066 
219,040 
206,653 
235,977 
190,119 
179,041 
21 2,123 
175,221 
135,642 
132,480 
127,920 
135,268 
133,238 
129,827 
128,411 
136,795 
103,700 
114,174 
78,737 

104,050 
88,437 
80,208 
70,307 
59,766 
53,805 
34,615 
40,130 
34,289 
30,108 
31,601 

0.0147 
0.01 26 
0.01 26 
0.0129 
0.01 58 
0.01 36 
0.01 37 
0.0174 
0.01 55 
0.01 31 
0.0142 
0.0148 
0.01 68 
0.01 78 
0.01 86 
0.0198 
0.0230 
0.01 95 
0.0236 
0 . 0 1 7 8  
0.0255 
0.0236 
0.0233 
0.0221 
0.0203 
0.0201 
0.0143 
0.01 83 
0.0173 
0.01 72 
0.01 96 

0.9853 
0.9874 
0.9874 
0.9871 
0.9842 
0.9864 
0.9863 
0.9826 
0.9845 
0.9869 
0.9858 
0.9852 
0.9832 
0.9822 
0.981 4 
0.9802 
0.9770 
0.9805 
0.9764 
0.9822- 
0.9745 
0.9764 
0.9767 
0.9779 
0.9797 
0.9799 
0.9857 
0.981 7 
0.9827 
0.9828 
0.9804 

0.8673 
0.8546 
0.8438 
0.8332 
0.8225 
0.8095 
0.7985 
0.7876 
0.7739 
0.761 9 
0.7519 
0.741 2 
0.7302 
0.71 79 
0.7051 
0.6920 
0.6783 
0.6627 
0.6498 
0.6345 
0.6232 
0.6073 
0.5930 
0.5792 
0.5664 
0.5549 
0.5437 
0.5359 
0.5261 
0.51 70 
0.5081 
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Observed Life Table Results 

Snavely King Majoros O'Connor & Lee, Inc. 
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Best Fit Curve Results 
Duke Energy Kentucky 
Account: 364.00 - Poles, Towers and Fixtures 

Curve Life Sum of 
Squared 

Analytical Parameters 
OLT Placement Band: 1915 - 2005 
OLT Experience Band: 1956 - 2005 
Minimum Life Parameter: 3 
Maximum Life Parameter: 55 
Life Increment Parameter: I 
Max Age (T-Cut): 82.0 

Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

364.00 - Poles, Towers and Fixtures 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 52 LO 

BGNG Average 
Surviving Service Remaining 

Year &e investment 
7 

Life - - Life 
(1) (2) (3) (4) (5) 

ASL 
Weiahts 
(6)=(3)44) 

RL 
Weiahts 

(7)=(6)*(5) 

911 112006 Snaveiy King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

364.00 - Poles, Towers and Fixtures 

Sur 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

vivor Curve .. IOWA: 52 LO 

Aae 
(2) 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41 .5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 
63.5 
64.5 
65.5 
66.5 
67.5 
68.5 
69.5 
70.5 

Surviving 
Investment 

(3) 
276,706 
230,917 
217,160 
172,857 
1 77,292 
206,582 
202,449 
184,708 
174,620 
198,376 
111,712 
124,376 
1 18,352 
117,915 
97,789 

11 1,588 
86,576 
81,994 
85,872 
59,300 
59,840 
43,507 
25,970 
35,920 
14,660 
12,953 
8,441 
5,708 

21,394 
15,665 
19,361 
15,567 
10,906 
12,360 
3,340 

12,208 

BGNG Average 
Service Remaining 

Life - 
(4) 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 
52.00 

Life - 
(5) 

35.1 2 
34.78 
34.44 
34.10 
33.77 
33.43 
33.1 1 
32.78 
32.46 
32.14 
31.82 
31 "51 
31.20 
30.89 
30.59 
30.29 
29.99 
29.69 
29.40 
29.1 1 
28.82 
28.53 
28.25 
27.97 
27.69 
27.42 
27.14 
26.87 
26.61 
26.34 
26.08 
25.81 
25.56 
25.30 
25.04 
24.79 

ASL 
Weiahts 

(6)=(3)/(4) 
5,321 
4,441 
4,176 
3,324 
3,409 
3,973 
3,893 
3,552 
3,358 
3,815 
2,148 
2,392 
2,276 
2,268 
1,881 
2,146 
1,665 
1,577 
1,651 
1,140 
1,151 

837 
499 
691 
282 
249 
162 
110 
41 1 
301 
372 
299 
21 0 
238 
64 

235 

RL 
Weiahts 

(7)=(6)*(5) 
186,907 
154,448 
143,821 
11 3,356 
115,124 
132,825 
128,889 
1 16,439 
108,998 
122,608 
68,366 
75,367 
71,010 
70,051 
57,522 
64,992 
49,927 
46,818 
48,547 
33,193 
33,164 
23,873 
14,109 
19,321 
7,807 
6,830 
4,406 
2,950 

10,946 
7,935 
9,709 
7,728 
5,360 
6,013 
1,609 
5,820 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

364.00 - Poles, Towers and Fixtures 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 52 LO 43.52 

Surviving 
Investment 

(3) 
13,403 
13,049 
8,798 

13,348 
4,872 
4,012 
4,573 
2,672 
2,948 
3,268 

183 
43 
94 
42 

114 
131 
45 
52 
0 

131 

BGNG Average 
Service Remaining 

Life - - Life 
(4) (5) 
52.00 24.54 
52.00 24.29 
52.00 24.05 
52.00 23.80 
52.00 23.56 
52.00 23.32 
52.00 23.08 
52.00 22.85 
52.00 22.61 
52.00 22.38 
52.00 22.15 
52.00 21 "92 
52.00 21.69 
52.00 21.47 
52.00 21.24 
52.00 21 "02 
52.00 20.80 
52.00 20.59 
52.00 20.37 
52.00 20.1 5 

ASL 
Weiahts 
(6)=(3)1(4) 

258 
251 
169 
257 
94 
77 
88 
5 1 
57 
63 
4 
I 
2 
1 
2 
3 
1 
1 
0 
3 

RL 
Weiahts 

(7)=(6)*(5) 
6,325 
6,096 
4,068 
6,110 
2,208 
1,799 
2,030 
1,174 
1,282 
1,406 

78 
18 
39 
17 
47 
53 
18 
2 1 
0 

51 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

Snavely King Majoros O'Cannor & Lee, Inc. 
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Duke Energy Kentucky 

364.00 - Poles, Towers and Fixtures 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 44 R0.5 34.72 

BGNG Average 
Surviving Service Remaining ASL RL 

Year h e  Investment - Life - - Life Weiahts Weiahts 
(1) (2) (3) (4) (5) (6)=(3)/(4) (7)=(6)"(5) 

911 I12006 Snavely King Majoros Q'Connor & Lee, Inc. 
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Duke Energy Kentucky 

364.00 - Poles, Towers and Fixtures 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 44 R0.5 34.72 

BGNG Average 
Surviving Service Remaining ASL 

Year &e investment - Life - - Life Weiuhts Weiuhts 
(1) (2) (3) (4) (5) (6)=(3)1(4) (7)=(6)*(5) 

1970 35.5 276,706 44.00 23.27 6,289 146,314 

Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

364.00 - Poles, Towers and Fixtures 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 44 R0.5 34.72 

Ase 
(2) 
71.5 
72.5 
73.5 
74.5 
75.5 
76.5 
77.5 
78.5 
79.5 
80.5 
81.5 
82.5 
83.5 
84.5 
85.5 
86.5 
87.5 
88.5 
89.5 
90.5 

Surviving 
Investment 

(3) 
13,403 
13,049 
8,798 

13,348 
4,872 
4,012 
4,573 
2,672 
2,948 
3,268 

183 
43 
94 
42 

114 
131 
45 
52 
0 

131 

BGNG Average 
Service Remaining 

Life - 
(4) 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 

Life - 
(5) 

7.35 
6.95 
6.55 
6.14 
5.73 
5.32 
4.89 
4.47 
4.03 
3.59 
3.13 
2.68 
2.21 
1.75 
1.28 
0.83 
0.50 
0.50 
0.50 
0.50 

ASL 
Weiahts 
(6)=(3)1(4) 

305 
297 
200 
303 
11 1 
91 

104 
6 1 
67 
74 
4 
1 
2 
1 
3 
3 
1 
I 
0 
3 

RL 
Weiahts 

(7)=(6)*(5) 
2,239 
2,061 
1,309 
1,863 

635 
485 
509 
271 
270 
266 

13 
3 
5 
2 
3 
2 
I 
1 
0 
1 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

Snavely King Majaros OtConnor & Lee, Inc. 
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Duke Energy Kentucky 

Depreciation Life Analysis Study Through 2005 

Account: 365.00 - Overhead Conductor and Devices 

Balance: 61,492,932 

Comments: Company's T-Cut and Curve Selection Proposed life and curve seems arbitrarily 
selected. OLT (as described in Company study) provides excellent data for 
analysis. Full Curve Best fit (using Company's OLT) shows 60-LO and T-Cut 
at Company's arbitrarily selected value provides a 59-LO. Industry range is 
between 4 and 100. Therefore, 60-LO is recommended. 

Company: 

Snavely King Majoros O'Connor & Lee, Inc. 
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Observed Life Table Results 

911 112006 Snaveiy King Majoros O'Connor & Lee, Inc. 
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Observed Life Table Results 
Duke Energy Kentucky 

Snavely King Majoras O'Connor & Lee, Inc. 

-- 
Account: 365.00 --overhead Conductor and Devices 

54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 
63.5 
64.5 
65.5 
66.5 
67.5 
68.5 
69.5 

560,279 
461,906 
41 5,005 
385,036 
348,432 
327,649 
31 9,073 
31 5,051 
306,033 
290,085 
277,790 
267,068 
254,945 
21 8,888 
207,864 
191,928 

7,721 
10,658 
13,106 
6,956 
8,331 
3,936 
3,191 
3,158 
5,537 

331 
10,202 
2,128 

16,357 
1 1,024 
15,959 
2,501 

0.01 38 
0.0231 
0.0316 
0.0181 
0.0239 
0.0120 
0.0100 
0.0100 
0.0181 
0.001 1 
0.0367 
0.0080 
0.0642 
0.0504 
0.0768 
0.01 30 

0.9862 
0.9769 
0.9684 
0.981 9 
0.9761 
0.9880 
0.9900 
0.9900 
0.9819 
0.9989 
0.9633 
0.9920 
0.9358 
0.9496 
0.9232 
0.9870 

0.4949 
0.4881 
0.4768 
0.461 7 
0.4533 
0.4425 
0.4372 
0.4328 
0.4285 
0.4207 
0.4202 
0.4048 
0.4016 
0.3758 
0.3569 
0.3295 
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Snavely King Majoros O'Connar & Lee, Inc. 

Observed Life Table Results 
Duke Energy Kentucky 
Account: 365.00 - Overhead Conductor and Devices 

Age 

70.5 

Retirement 
Ratio (%) 

0.0055 

Exposures 

189,427 

Retirements 

1,036 

Survivor 
Ratio (%) 

0.9945 

Cumulative 
Survivors 

0.3252 
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Best Fit Curve Results 
Duke Energy Kentucky 
Account: 365.00 - Overhead Conductor and Devices 

Analytical Parameters 
OLT Placement Band: 1925 - 2005 
OLT Experience Band: 1956 - 2005 
Minimum Life Parameter: 4 
Maximum Life Parameter: 100 
Life increment Parameter: 1 
Max Age (T-Cut): 72.0 

Snavely King Majoros O'Connor & Lee, Inc. 
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fitted Curve Resultr; - Duke Energy Kentucky Account: 365.00 - Overhead Conductor and Devices 

1 A T-Cut i I - :9-LO Full CUWE BEst Fit 

Analytical Parameters 
OLT Placement Band: 1925 - 2005 
OLT Experience Band: 1956 - 2005 
Minimum Life Parameter: 4 
Maximum Life Parameter: 100 
Life Increment Parameter: 1 
Max Age (i-Cut): 44.0 

Snavely King Majoros O'Connor & Lee, Inc. 
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Fitted Curve Results - Duke Energy Kentucky Account: 365.01) - Overhead Conducter and Devices 

A T-Cut 

EEEEW SO-LO Full CUT:'E Best Ft 

CX-R~ Company Proposed 

Analytical Parameters 
OLT Placement Band: 1925 - 2005 
OLT Experience Band: 1956 - 2005 
Minimum Life Parameter: 4 
Maximum Life Parameter: 100 
Life increment Parameter: 1 
Max Age (T-Cut): 72.0 

Snavely King Majoros O'Connor & Lee. Inc. 
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Duke Energy Kentucky 

365.00 - Overhead Conductor and Devices 

Year - 
(1) 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

rvivor Curve .. IOWA: 60 LO 

BGNG Average 
Surviving Service Remaining ASL 

& Investmenl Life Life Weiahts 
(2) (3) (4) (5) (6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)*(5) 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

365.00 - Overhead Conductor and Devices 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 60 LO 

Year - 
Surviving 

lnvestmenl 
(3) 
105,205 
79,800 

105,019 
94,917 
90,329 
91,444 

105,711 
44,647 

109,701 
56,941 
90,651 
36,244 
16,863 
29,647 
12,452 
4,649 

83 1 
5,860 

10,411 
11,963 

52 1 
9,998 

19,700 
173 
30 
4 

173,351 

BGNG Average 
Service Remaining 

Life - - Life 
(4) (5) 
60.00 38.99 
60.00 38.65 
60.00 38.32 
60.00 38.00 
60.00 37.67 
60.00 37.35 
60.00 37.03 
60.00 36.72 
60.00 36.41 
60.00 36.09 
60.00 35.79 
60.00 35.48 
60.00 35.18 
60.00 34.88 
60.00 34.58 
60.00 34.28 
60.00 33.99 
60.00 33.70 
60.00 33.41 
60.00 33.12 
60.00 32.84 
60.00 32.55 
60.00 32.27 
60.00 30.64 
60.00 29.33 
60.00 29.07 
60.00 28.82 

ASL 
Weiahts 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

RL 
Weiahts 

(7)=(6)X(5) 
68,358 
51,409 
67,080 
60,111 
56,718 
56,928 
65,249 
27,323 
66,561 
34,254 
54,067 
21,432 
9,887 

17,233 
7,176 
2,656 

471 
3,291 
5,797 
6,604 

285 
5,425 

10,596 
88 
15 
2 

83,263 

Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

365.00 - Overhead Conductor and Devices 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 44 R1 34.45 

BGNG Average 
Surviving Service Remaining ASL RL 

Year & Investment - Life - Life Weiahts Weiahts 
(1) (2) (3) (4) (5) (6)=(3)1(4) (7)=(6)*(5) 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

365.00 - Overhead Conductor and Devices 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31, 2005 

Survivor Curve .. IOWA: 44 R I 34.45 

BGNG Averaae 

Aae 
(2) 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 
63.5 
64.5 
65.5 
66.5 
67.5 
68.5 
69.5 
70.5 

Surviving 
Investment 

(3) 
483,886 
237,937 
267,390 
241,449 
316,835 
285,846 
31 3,474 
21 8,680 
193,570 
21 2,747 
105,205 
'79,800 

105,019 
94,917 
90,329 
91,444 

105,711 
44,647 

109,701 
56,941 
90,651 
36,244 
16,863 
29,647 
12,452 
4,649 

831 
5,860 

10,411 
11,963 

521 
9,998 

19,700 
0 
0 
0 

Service Remaining 
Life - 
(4) 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 

Life - 
(5) 

20.57 
20.02 
19.48 
18.95 
18.43 
17.91 
17.40 
16.90 
1 6.40 
15.92 
15.44 
14.97 
14.51 
14.05 
1 3.60 
13.16 
12.73 
12.30 
11.88 
11.46 
11 "06 
10.66 
10.26 
9.87 
9.49 
9.1 2 
8.75 
8.38 
8.02 
7.67 
7.32 
6.98 
6.65 
6.32 
5.99 
5.67 

ASL 
Weiahts 

(6)=(3)1(4) 
10,997 
5,408 
6,077 
5,487 
7,201 
6,497 
7,124 
4,970 
4,399 
4,835 
2,391 
1,814 
2,387 
2,157 
2,053 
2,078 
2,403 
1,015 
2,493 
1,294 
2,060 

824 
383 
674 
283 
106 
19 

133 
237 
272 

12 
227 
448 

0 
0 
0 

RL 
Weiahts 

(7)=(6)*(5) 
226,263 
108,288 
1 18,405 
103,993 
132,680 
1 16,342 
123,959 
83,981 
72,166 
76,966 
36,917 
27,148 
34,622 
30,308 
27,922 
27,349 
30,573 
12,479 
29,613 
14,835 
22,779 
8,777 
3,933 
6,653 
2,686 

963 
165 

1,116 
1,898 
2,086 

87 
1,587 
2,976 

0 
0 
0 

911 112006 Snavely King Majoras Q'Cannor & Lee, Inc. 
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Duke Energy Kentucky 

365.00 - Overhead Conductor and Devices 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 44 R l  34.45 

BGNG Averaae 

Year - 
(1) 

1934 
1933 
1932 
1931 
1930 
1929 
1928 
1927 
1926 
1925 

Ase 
(2) 
71.5 
72.5 
73.5 
74.5 
75.5 
76.5 
77.5 
78.5 
79.5 
80.5 

Surviving Service Remaining 
Investment 

(3) 
0 
0 

173 
0 
0 
0 
0 

30 
4 

173,351 

Life - 
(4) 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 
44.00 

Life - 
(5) 

5.35 
5.04 
4.74 
4.44 
4.14 
3.84 
3.55 
3.25 
2.95 
2.65 

ASL 
Weiahts 
(6)=(3)1(4) 

0 
0 
4 
0 
0 
0 
0 
1 
0 

3,940 

RL 
Weiahts 

(7)=(6)*(5) 
0 
0 

19 
0 
0 
0 
0 
2 
0 

10,439 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

366.00 - Underground Conduit 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 65 R3 

BGNG Average 
Surviving Service Remaining 

Year & lnvestment - Life - Life 
(1) (2) (3) (4) (5) 

ASL 
Weiuhts 
(6)=(3)1(4) 

RL 
Weiuhts 

(7)=(6)*(5) 

911 112006 Snavely King Majaros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

366.00 - Underground Conduit 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 65 R3 55.1 0 

Year - 
(1 1 

1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 
1950 
1949 
1948 
1947 
1946 
1945 
1944 
1943 
1942 
1941 
1940 
1939 
1938 
1937 
1936 
1935 

Surviving 
Investment 

(3) 
38,208 
23,234 

141 
8,661 
1,027 

14,253 
5,675 

82,709 
11,849 
19,245 
1,184 
3,734 
9,745 
6,541 
9,017 

24,731 
3,990 
3,460 

12,387 
5,433 

19,951 
13,364 

1 34 
2,521 

1 
1,053 

265 
2,278 
2,327 

10,128 
52,417 

1 
27,594 

117 
0 

1,937 

BGNG Average 
Service Remaining 

Life - - Life 
(4) (5) 
65.00 32.51 
65.00 31.71 
65.00 30.91 
65.00 30.1 3 
65.00 29.35 
65.00 28.58 
65.00 27.82 
65.00 27.07 
65.00 26.33 
65.00 25.59 
65.00 24.87 
65.00 24.1 6 
65.00 23.45 
65.00 22.76 
65.00 22.08 
65.00 21 "41 
65.00 20.75 
65.00 20.10 
65.00 19.46 
65.00 18.84 
65.00 18.23 
65.00 17.63 
65.00 17.05 
65.00 16.48 
65.00 15.92 
65.00 15.38 
65.00 14.85 
65.00 14.34 
65.00 13.84 
65.00 13.35 
65.00 12.88 
65.00 12.43 
65.00 11.99 
65.00 1 1.56 
65.00 11.15 
65.00 10.75 

ASL 
Weiahts 
(6)=(3)1(4) 

588 
357 

2 
133 
16 

21 9 
87 

1,272 
182 
296 

18 
57 

150 
101 
1 39 
380 
6 1 
53 

191 
84 

307 
206 

2 
39 
0 

I 6  
4 

35 
36 

1 56 
806 

0 
425 

2 
0 

30 

RL 
Weiahts 

(7)=(6)*(5) 
19,110 
1 1,334 

67 
4,014 

464 
6,267 
2,429 

34,443 
4,799 
7,577 

453 
1,388 
3,516 
2,290 
3,063 
8,145 
1,274 
1,070 
3,709 
1,575 
5,596 
3,625 

35 
639 

0 
249 
60 

503 
495 

2,081 
10,390 

0 
5,089 

2 1 
0 

320 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

366.00 - Underground Conduit 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 65 R3 55.10 

Surviving 
Investment 

(3) 
43 

230 
3,079 

13,618 
272 

8,876 
226 

2,174 
846 

0 
116 

7,158 
0 
0 

197 
0 
0 
0 

94 1 
0 
0 
0 
0 

469 

BGNG Average 
Service Remaining 

Life - - Life 
(4) (5) 
65.00 10.37 
65.00 10.00 
65.00 9.64 
65.00 9.29 
65.00 8.96 
65.00 8.63 
65.00 8.32 
65.00 8.02 
65.00 7.72 
65.00 7.43 
65.00 7.15 
65.00 6.88 
65.00 6.61 
65.00 6.34 
65.00 6.08 
65.00 5.82 
65.00 5.56 
65.00 5.30 
65.00 5.04 
65.00 4.79 
65.00 4.53 
65.00 4.27 
65.00 4.02 
65.00 3.76 

ASL 
Weiahts 

(6)=(3)1(4) 
1 
4 

47 
21 0 

4 
137 

3 
33 
13 
0 
2 

110 
0 
0 
3 
0 
0 
0 

14 
0 
0 
0 
0 
7 

RL 
Weiahts 

(7)=(6)*(5) 
7 

35 
457 

1,947 
38 

1 , I  79 
29 

268 
101 

0 
13 

757 
0 
0 

18 
0 
0 
0 

73 
0 
0 
0 
0 

27 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

Snavely King Majoros O'Connor & Lee, Inc. 
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Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 60 R2 48.96 

Year - 
(1) 

BGNG Average 
Surviving Service Remaining 

Investment - Life - Life 
(3) (4) (5 )  

ASL 
Weiahts 
(6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)*(5) 

911 If2006 Snavely King Majoros O'Connor & Lee, Inc 
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367.00 - Underground Conductor and Devices 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 60 R2 

Surviving 
Investment 

(3) 
9,143 

20,193 
97,063 

6,027 
2,368 
2,573 
6,116 

32,302 
11,936 
3,279 
1,255 

294 
433 

1,121 
78,262 

1,065 
18,452 

364 
191 
323 
326 

1,204 
0 

3,049 
21 0 
384 

1,485 
25 

159 

BGNG Average 
Service Remaining 

Life - 
(4) 
60.00 
60.00 
60.00 
60,OO 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 
60.00 

Life - 
ASL 

Weiahts 
(6)=(3)/(4) 

152 
337 

1,618 
100 
39 
43 

102 
538 
199 
55 
21 
5 
7 

19 
1,304 

18 
308 

6 
3 
5 
5 

20 
0 

5 1 
3 
6 

25 
0 
3 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

RL 
Weiahts 

(7)=(6)*(5) 
3,462 
7,450 

34,884 
2,109 

807 
853 

1,974 
10,143 
3,645 

947 
342 

76 
108 
272 

18,434 
243 

4,093 
78 
39 
6 1 
60 

215 
0 

509 
33 
58 

201 
3 

16 

Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

368.00 - Line Transformers 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

rvivor Curve .. IOWA: 35 R1 

BGNG Average 
Surviving Service Remaining ASL 

bvestmeM Life UfS Weiahts 
(2) (3) (4) (5) (6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)*(5) 

911 112006 Snaveiy King Majaros Q'Connor & Lee, Inc. 
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Duke Energy Kentucky 

368.00 - Line Transformers 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 35 R1 

Surviving 
jnvestment 

(3) 
8,030 

12,475 
18,960 
8,752 
3,942 
1,945 
2,479 

521 
61 5 
24 
18 

330 
2,149 
2,829 

267 
184 

2,258 
1,653 

67 
183 
374 
186 
179 
181 
389 
325 

2,170 
244 
654 
118 
388 
39 
93 

933 

- BGNG Average 
Service Remaining 

Lik Life 
(4) (5) 
35.00 5.69 
35.00 5.36 
35.00 5.02 
35.00 4.70 
35.00 4.38 
35.00 4.07 
35.00 3.76 
35.00 3.46 
35.00 3.17 
35.00 2.87 
35.00 2.58 
35.00 2.28 
35.00 1.97 
35.00 1.65 
35.00 1.32 
35.00 1 .OO 
35.00 0.70 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 
35.00 0.50 

ASL 
Weiohts 
(6)=(3)44) 

229 
356 
542 
250 
113 
56 
71 
15 
18 
1 
1 
9 

61 
81 

8 
5 

65 
47 

2 
5 

11 
5 
5 
5 

11 
9 

62 
7 

19 
3 

11 
1 
3 

27 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

Snavely King Majoros Q'Connor & Lee, Inc. 
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Duke Energy Kentucky 

368.20 - Line Transformers - Customer 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 50 R1.5 

BGNG Average 
Surviving Service Remaining 

Year h e  investment 
- 

- Life - - Life 
(1) (2) (3) (4) (5) 

ASL 
Weiahts 
(6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)*(5) 

911 112006 Snavely King Majoras O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

368.20 - Line Transformers - Customer 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 50 R1.5 24.00 

Year - 
(1) 

1949 
1948 
1947 
1946 
1945 
1942 
1941 
1938 
1937 

BGNG Average 
Surviving Service Remaining 

Investment 
(3) 

3,857 
401 

2,310 
749 

1,859 
11 

2,262 
220 

1 

Life - 
(4) 
50.00 
50.00 
50.00 
50.00 
50.00 
50.00 
50.00 
50.00 
50.00 

Life - 
(5) 

13.24 
12.84 
12.46 
12.08 
11.71 
10.65 
10.31 
9.33 
9.02 

ASL 
Weiahts 
(6)=(3)1(4) 

77 
8 

46 
15 
37 
0 

45 
4 
0 

RL 
Weiahts 

(7)=(6)*(5) 
1,022 

103 
576 
181 
435 

2 
466 
41 
0 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

369.10 - Services - Underground 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31, 2005 

Survivor Curve .. IOWA: 55 R2 

BGNG Average 
Surviving Service Remaining 

Year h e  Investment - - Life - Life 
1 )  (2) (3) (4) (5) 

ASL 
Weiahts 
(6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)*(5) 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

369.10 - Services - Underground 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 55 R2 

BGNG Averaae 
Surviving Service Remaining 

Investment 
(3) 

71 1 
33 

1 
113 
55 
8 

40 
79 
6 1 
42 
0 

285 
2,103 

Life - 
(4) 
55.00 
55.00 
55.00 
55.00 
55.00 
55.00 
55.00 
55.00 
55.00 
55.00 
55.00 
55.00 
55.00 

Life - 
(5) 

14.52 
14.06 
13.62 
13.19 
12.76 
12.35 
1 1.95 
11.56 
11.18 
10.80 
10.44 
10.08 
9.73 

ASL 
Weiahts 
(6)=(3)/(4) 

13 
1 
0 
2 
1 
0 
1 
1 
1 
1 
0 
5 

38 

RL 
Weiahts 

(7)=(6)*(5) 
188 

8 
0 

27 
13 
2 
9 

17 
12 
8 
0 

52 
372 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

Snavely King Majoras Q'Connar & Lee, Inc. 
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Duke Energy Kentucky 

369.20 - Services - Overhead 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 47 R l  

BGNG Average 
Surviving Service Remaining 

Year & Investment - Life - Life 
(1) (2) (3) (4) (5) 

ASL 
Weiahts 
(6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)*(5) 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

369.20 - Services - Overhead 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 47 R1 34.75 

Surviving 
Investment 

(3) 
68,226 
62,152 
55,039 
53,568 
53,636 
57,344 
54,360 
45,693 
39,163 
32,917 
33,935 
19,915 
15,557 
1 1,544 
10,263 
7,107 
7,721 
6,318 
5,406 
3,751 
2,572 
1,215 
1,143 
1,155 

862 
1,698 
1,508 
1,426 

659 
8 

32 
8 

26,354 
27 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

BGNG Average 
Service Remaining 

Life - 
(4) 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 
47.00 

- 

Life - 
(5) 

21 .I 1 
20.57 
20.04 
19.52 
19.01 
18.50 
18.00 
17.51 
17.02 
16.54 
16.07 
15.60 
15.15 
14.70 
14.25 
13.81 
13.38 
12.96 
12.54 
12.13 
11.72 
1 1.32 
10.93 
10.54 
10.16 
9.78 
9.41 
9.05 
8.69 
7.98 
6.31 
5.99 
4.46 
0.50 

ASL 
Weiahts 
(6)=(3)1(4) 

1,452 
1,322 
1,171 
1,140 
1,141 
1,220 
1,157 

972 
833 
700 
722 
424 
331 
246 
21 8 
151 
164 
1 34 
115 
80 
55 
26 
24 
25 
18 
36 
32 
30 
14 
0 
1 
0 

56 1 
1 

RL 
Weiahts 

(7)=(6)*(5) 
30,647 
27,208 
23,474 
22,250 
21,691 
22,571 
20,817 
17,019 
14,181 
11,584 
1 1,602 
6,612 
5,013 
3,609 
3,112 
2,089 
2,198 
1,742 
1,442 

968 
642 
293 
266 
259 
186 
354 
302 
274 
122 

1 
4 
1 

2,502 
0 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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370.00 - Meters 
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Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 28 SO 17.02 

BGNG Average 
Surviving Service Remaining 

&g Investment - Life - Life 
(2) (3) (4) (5) 

ASL 
Weiahts 
(6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)*(5) 

9/11 /2006 Snavely King Majoros O'Connor & Lee, Inc. 
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370.00 - Meters 

Exhibit__(M,JM-7) 
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Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 28 SO 

Surviving 
Investment 

(3) 
4,946 
3,225 
2,817 
6,461 
4,861 
1,774 
3,206 
2,016 
3,089 
4,290 

828 
256 
439 
204 

1,273 
2,158 

759 
1,187 

159 
1,349 

900 
24 1 
350 
26 

867 
703 

1,512 
759 
91 6 
394 
596 
338 
404 
146 
33 

125 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

BGNG Average 
Service Remaining 

Life - 
(4) 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 
28.00 

Life - 
(5) 

2.42 
2.05 
1.69 
1.33 
0.98 
0.65 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

ASL 
Weiahts 
(6)=(3)1(4) 

177 
115 
101 
231 
174 
63 

115 
72 

110 
153 
30 
9 

16 
7 

45 
77 
27 
42 
6 

48 
32 
9 

12 
1 

31 
25 
54 
27 
33 
14 
2 1 
12 
14 
5 
I 
4 

RL 
Weiahts 

(7)=(6)*(5) 
428 
237 
170 
306 
170 
4 1 
57 
36 
55 
77 
15 
5 
8 
4 

23 
39 
14 
21 
3 

24 
16 
4 
6 
0 

15 
13 
2 7 
14 
16 
7 

11 
6 
7 
3 
1 
2 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

370.10 - Leased Meters 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 28 SO 24.67 

BGNG Average 
Surviving Service Remaining ASL RL 

Year & Investment - Life - Life Weiahts Weiahts 
(1) (2) (3) (4) (5) (6)=(3)1(4) (7)=(6)"(5) 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

Snavely King Majoras O'Cannor & Lee, Inc. 



Exhibit-(MJM-7) 
Page 58 of 72 

Duke Energy Kentucky 

372.00 - Leased property on Customer Premises 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 25 L2 6.89 

BGNG Average 
Surviving Service Remaining ASL - - 

Year Aqe Investment - Life - Life Weiahts Weiahts 
(1) (2) (3) (4) (5) (6)=(3)1(4) (7)=(6)*(5) 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

Snavely King Majoros O'Connor & Lee, Inc. 



Duke Energy Kentucky 
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373.10 - Street Lighting - Overhead 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 30 L1 20.44 

Aae 
(2) 

BGNG Average 
Surviving Service Remaining 

Investment - Life - Life 
(3) (4) (5) 

ASL 
Weiahts 
(6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)*(5) 

911 112006 Snaveiy King Majoros O'Connor & Lee, Inc. 



Duke Energy Kentucky 

373.10 - Street Lighting - Overhead 
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Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 30 L1 20.44 

BGNG Averaae 
Surviving 

Investment 
(3) 

64,666 
22,339 
28,184 
30,122 
26,180 
10,439 
6,035 
1,179 

539 
1,492 

423 
173 
265 
288 
145 
56 

206 
94 

1,289 
102 
76 
22 
10 
25 

396 
114 
26 

171 
2,630 

79 

Service Remaining 
Life - 
(4) 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 

Life 
(5) 

11 .00 
10.74 
10.48 
10.22 
9.97 
9.72 
9.47 
9.23 
8.99 
8.75 
8.52 
8.29 
8.06 
7.83 
7.61 
7.39 
7.1 7 
6.96 
6.75 
6.54 
6.33 
6.1 3 
5.92 
5.72 
5.52 
5.33 
5.13 
4.94 
2.51 
0.50 

ASL 
Weiahts 
(6)=(3)1(4) 

2,156 
745 
939 

1,004 
873 
348 
201 
39 
18 
50 
14 
6 
9 

10 
5 
2 
7 
3 

43 
3 
3 
1 
0 
1 

13 
4 
1 
6 

88 
3 

RL 
Weiahts 

(7)=(6)*(5) 
23,717 

7,996 
9,843 

10,261 
8,697 
3,381 
1,905 

362 
162 
435 
120 
48 
71 
75 
37 
14 
49 
22 

290 
22 
16 
4 
2 
5 

73 
20 
4 

28 
220 

1 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

373.20 - Street Lighting - Blvd 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31, 2005 

Survivor Curve .. IOWA: 30 L I 22.87 

BGNG Average 
Surviving Service Remaining ASL RL 

Year h e  Investment - Life - - Life Weiahts Weiahts 
(1) (2) (3) (4) (5) (6)=(3)1(4) (7)=(6)"(5) 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

373.20 - Street Lighting - Blvd 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 30 L1 22.87 

Year - 
(1 

1964 
1963 
1962 
1961 
1960 
1959 
1958 
1956 
1955 
1954 
1952 
1951 
1950 
1943 
1942 
1941 
1939 
1938 
1937 
1936 
1933 
1932 
1931 
1930 
1929 
1928 
1927 
1923 
1922 

Surviving 
Investment 

(3) 
0 

254 
273 
29 
2 1 

294 
509 
566 
36 1 
171 
114 

1,257 
171 
284 
27 

1,449 
63 

291 
148 
54 

354 
603 

1,869 
53 

3,725 
1,452 
1,996 
3,482 

269 

BGNG Average 
Service Remaining 

Life - 
(4) 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 

Life - 
(5) 

10.74 
10.48 
10.22 
9.97 
9 .'72 
9.47 
9.23 
8.75 
8.52 
8.29 
7.83 
7.61 
7.39 
5.92 
5.72 
5.52 
5.13 
4.94 
4.75 
4.56 
3.99 
3.81 
3.62 
3.44 
3.26 
3.07 
2.89 
2.13 
1.93 

ASL 
Weiahts 
(6)=(3)1(4) 

0 
8 
9 
1 
1 

10 
17 
19 
12 
6 
4 

42 
6 
9 
1 

48 
2 

10 
5 
2 

12 
20 
62 
2 

124 
48 
67 

116 
9 

RL 
Weiahts 

(7)=(6)*(5) 
0 

89 
93 
10 
7 

93 
157 
165 
103 
47 
30 

31 9 
42 
56 
5 

267 
11 
48 
23 
8 

47 
76 

226 
6 

404 
149 
192 
247 

17 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

Snavely King Majoros O'Cannor & Lee, Inc. 
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Duke Energy Kentucky 

Depreciation Life Analysis Study Through 2005 

Account: 373.30 - Street Lighting - Customer Poles 

Balance: 1,618,092 

..................................................................................................................... 

Comments: Company's T-Cut and Curve Selection Proposed life and curve seems arbitrarily 
selected. OLT (as described in Company study) provides excellent data for 
analysis. Full Curve Best fit (using Company's OLT) shows 37-R1.5. 
lndi~stry range is between 1 and 60. Therefore the best fit of 37 R1.5 is 
recommended. 

Company: 

Snavely King Majoros O'Connor & Lee, Inc. 





Exhibit-(MJM-7) 
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Best Fit Curve Results 
Duke Energy Kentucky 
Account: 373.30 - Street Lighting - Customer Poles 

Analytical Parameters 
OLT Placement Band: 1961 - 2005 
OLT Experience Band: 1963 - 2005 
Minimum Life Parameter: 1 
Maximum Life Parameter: 60 
Life Increment Parameter: 1 
Max Age (T-Cut): 45.0 

Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

373.30 - Street Lighting - Customer Poles 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 

Ane 
(2) 

Surviving 
Investment 

(3) 

BGNG Average 
Service Remaining 

Life - - Life 
(4) (5) 

ASL 
Weiuhts 
(6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)*(5) 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 



Exhihi t(MJM-7) 
Page 68 of 72 

Duke Energy Kentucky 

373.30 - Street Lighting - Customer Poles 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 37 R1.5 26.13 

Year 
7 

(1) 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 

BGNG Average 
Surviving Service Remaining 

Investment 
(3) 

13,174 
11,233 
15,373 
4,255 
9,274 
6,141 
7,888 
3,712 
1,130 

154 

Life - 
(4) 
37.00 
37.00 
37.00 
37.00 
37.00 
37.00 
37.00 
37.00 
37.00 
37.00 

Life - 
(5) 

12.62 
12.13 
11.66 
11.21 
10.77 
10.34 
9.93 
9.53 
9.1 4 
8.76 

ASL 
Weiahts 
(6)=(3)1(4) 

356 
304 
41 5 
115 
251 
166 
21 3 
100 
31 
4 

RL 
Weiahts 

(7)=(6)*(5) 
4,492 
3,684 
4,846 
1,289 
2,699 
1,716 
2,116 

956 
279 
37 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

Snavely King Majoros O'Cannor & Lee, Inc 
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Duke Energy Kentucky 

373.30 - Street Lighting - Customer Poles 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 30 R l  20.34 

BGNG Average 
Surviving Service Remaining ASL RL 

Year Ane lnvestment - Life - Life Weiahts Weiahts 
(1) (2) (3) (4) (5) (6)=(3)1(4) (7)=(6)*(5) 

911 112006 Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

373.30 - Street Lighting - Customer Poles 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 30 R1 20.34 

Year - 
(1) 

1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 

BGNG Average 
Surviving Service Remaining 

Investment 
(3) 

13,174 
1 1,233 
15,373 
4,255 
9,274 
6,141 
7,888 
3,712 
1,130 

1 54 

Life - 
(4) 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 
30.00 

Life - 
(5) 

8.51 
8.09 
7.68 
7.28 
6.88 
6.50 
6.13 
5.76 
5.40 
5.05 

ASL 
Weiahts 
(6)=(3)1(4) 

439 
374 
51 2 
142 
309 
205 
263 
124 
38 
5 

RL 
Weiahts 

(7)=(6)*(5) 
3,738 
3,030 
3,936 
1,032 
2,128 
1,331 
1,611 

71 3 
204 
26 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

390.0 - Structures and Improvements 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31, 2005 

Survivor Curve .. IOWA: 35 R2.5 

BGNG Averaae 
Surviving Service Remaining 

Year &g Investment - Life - Life 
1 )  (2) (3) (4) (5) 

AVERAGE SERVICE LIFE 
AVERAGE REMAINING LIFE 

ASL 
Weiahts 

(6)=(3)1(4) 

RL 
Weiahts 

(7)=(6)*(5) 

Snavely King Majoros O'Connor & Lee, Inc. 
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Duke Energy Kentucky 

396.00 - Power Operated Equipment 

Calculation of Remaining Life 
Based Upon Broad GroupNintage Group Procedures 

Related to Original Cost as of December 31,2005 

Survivor Curve .. IOWA: 14 R3 2.22 

BGNG Average 
Surviving Service Remaining ASL RL 

Year & Investment - Life - Life Weiahts Weiahts 
(1) (2) (3) (4) (5) (6)=(3)1(4) (7)=(6)*(5) 

AVERAGE SERVICE LlFE 
AVERAGE REMAINING LlFE 

Snavely King Majoras O'Connar & Lee, Inc. 
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Attorney General Second Set Data Requests 
Duke Energy Kentucky Case No. 2006-00172 

Date Received: August 09,2006 
Response Due Date: August 23,2006 

REQUEST: 

29. Provide complete copies of all correspondence with the following parties 
regarding the Company's implementation of FASB Statement No. 143, FIN 47 
and the FERC NOPR and Order 63 1 in RM02-7-000: 

a. External auditors and other public accounting firms. 

b. Consultants 

c. External counsel 

d. Federal and State regulatory agencies 

e. Internal R.evenue Service 

RESPONSE: 

See Attachment AG-DR-02-029 and Attachment AG-DR-02-029 Supplemental. This 
response consists, in part, of documents produced by Duke Energy Kentucky in response 
to a similar data request in Case No. 2005-00042. 

WITNESS RESPONSIBL,E: Carl J. Council, Jr. 



AGDR-01-070 
Page 7 of 172 

Laub, Peggy 
KyPSC Case No. 2006-00172 

om: Ritchie, Brett Attachment AG-DR-02-029 
,ent: Thursday, April 01,2004 8:38 AM Page 5 of 286 
To: Pate. Gwen; Howe, Lee 
Cc: Lawler, Sarah 
Subject: FW: FERC Form 1 classification of non-143 cost of removal costs 

Attachments: Form 1 Classification of non- FAS 143 accumulated cost of removal-doc; RE: Form 1 
Classification of non- FAS 143 accumulated cost of removal 

Form 1 RE: Farm 1 
assification of non- CiaWlcabion of n... 

See attached, I also included the Cinergy response. 

-Original ~&sa~e--- 
From: David Stringfellow [mailto:DStringfellow@eei.org] 
Sent: Wednesday, March 31,2004 5:14 PM 
To: Accounting Standards Committee . 
Subject: FERC Form 1 classification of non-I43 cost of removal costs 

TO: EEI Accounting Standards Committee Members 

Attached is the summary of the Committee survey on the FERC Form 1 classification of non-Statement 143 .cost of 
removal costs. I sent this summary to Jim Guest at the FERC. . . 

avid Stringfellow 
Edison Electric Institute 

Tracking: Recipient 

Pate. Gwen 
Howe, Lee 

Lawler, Sarah 

Read 

Read: 41112004 2:50 PM 

Read: 4/1/2004 8:40 AM 



Page 9 of 172 

KyPSC Case No. 2006-00172 
Attachment AG-DR-02-029 

Page 6 of 286 

TO: EEI Accounting Standards Committee Members 

As everyone is likely very aware, the SEC staff has definitively said that for its filings 
(Form 10K and 10Q) the non-Statement 143 accumulated cost of removal for 
operations that continue to be subject to the provisions of Statement 71 should be 
broken out from accumulated depreciation and reclassified as a regulatory liability on 
the balance sheet. 

What is still uncertain is whether this same format should be used for the FERC Form 1 
for 2003. The FERC staff has not issued any definitive guidanee on whether the SEC 
preference should be followed for the FERC Forrn 1 balance sheet. ' 

I have informally spoken with Jim Guest at the FERC. He asked if I could receive some 
feedback on how companies would prefer to report this non-143 accumulated cost of 
removal - leave it in Account 108 or reclassify it as a regulatory liability for the FERC 
Forrn 1 balance sheet. 

I can pass on your comments on a summary basis (no company names used) back to 
Jim Guest at the FERC. This would help the FERC in issuing some guidance on this 
issue. 

Thank you. 

David Stringfellow 
Edison Electric Institute 
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AGDR-Ol-070 
KyPSC Case NO. 2006-00172 Page 11 of 172 

Attachment AGDR-02-029 
Page 7 of 286 

Twenty-one responses (some respondents are at the holding company level 
representing several operating companies) support leaving the accumulated cost of 
removal in Account 108. . 
Among the comments received - 

The Commission in Order 631 specifically chose not to require reclassification. 

I believe that non-ARO accumulated cost of removal should continue to be classified in 
account 108 for regulatory accounting and reporting purposes. ReclassS@ing such 
amounts as a regulatory liability in the FERC Form I may have unintended 
consequences with various state commissions that follow the FERC U.S. of A. Do we 
want each state commission independently debating whether non-ARO accumulated . 
cost of' removal is really a regulatory liability and coming to different conclusions? 
Nothing has changed from the industry's historical regulatory accounting and reporting 
model except that someone at the SEC has successfully used SFAS 143 as an . 
opportunity to force a pet agenda item upon the industry without bothering to follow a 
due process that includes public comment. Let sleeping dogs lie. For your 
background, [my company] is planning to report non-ARO accumulated cost of removal 
in account 108 in our FERC Form 1. We are including a footnote on page 123 of the 
FERC-Form 1 that explains the difference between how non-ARO accumulated cost of 
removal is treated in the FERC report versus h our 10-K. 

For reporting this item in our FERC Form I, [my company] prefers to keep the 
accumulated cost of removal in Account 108. We believe moving this to a regulatory 
liability will create difficultks in rate cases before the state commissions. and may be a 
catalyst to consumer advocates suggesting rapid refunds to customers. 

[My company] would prefer to leave it in account 108 for Form 1 purposes - 
one of our operating company rate plans is based on a return on asset formula and 
moving these amounts would trigger a rate change unless otherwise excluded. 

We believe the FERC has already addressed the issue. Our understanding is that the 
FERC Order 631, Par. 36 still requires "removal costs that are not asset retirement 
obligations are included as a component of the depreciation expense and recorded in 
accumulated depreciationn. It would seem to me that the FERC would need to go 
through a formal ruiemaking process to change this (but then the SEC didn't go through 
a rulemaking process to redefine GAAP either). There have been various times in the 
past where SEC disclosure and FERC reporting have been different, such differences 
have been handled in other disclosures in the Form 1. 
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We're not even sure why companies are asking this question based on paragraphs 37 
& 38 of FERC's order on acctg. for AROs. Para. 3'7- says that non-legal retire. 
obligations, such as cost of removal, aren't in the scope of FERC's rule. Para. 38 
instead requires companies to maintain subsidiary records for cost of removal for non- 
legal retire. obli. recorded in accum. depr. Based on FERC's rule, Acct. 108 is where 
COR should remain for FERC reporting so in our mind, FERC has already told us what 
to do. 

We would say a reclassification with regards to FERC reporting is not necessary: 
1) COR is included in our depreciation rates as approved by the states. 
2) COR as presented in the SEC documents is based on a theoretical amount of COR 
included i~ accumulated depreciation. 
3) Most (all?) companies do not and will not have systems in place to capture this 
information through their existing fixed'plant systems. 
4) If COR is reclassified, then should COR as it is incurred be re-pointed. against the 
liability account? 

We think FERC should NOT change the current requirements regarding accounting and 
reporting for cost of removal. Property taxes in some jurisdictions are calculated under 
the cost approach based on net plant values. Some taxing authorities use FERC forms 
to calculate the taxable base. If FERC requires non-aro removal costs to be recorded 
as a regulatory liability, property taxes could increase for some utilities. Additionally, 
some regulators could use this as an opportunity to require utilities to refund some or all 
of the removal amounts to customers even though companies will still continue to incur. 
costs to removelretire assets. 

Three respondents support breaking out the accumulated cost of removal as a 
regulatory liability or asset. 

Among the comments received - . 
[C]onform to the SEC presentation. It's one less thing to reconcile between the FERC 
form and our external financial presentation. 

-. 

[My] company is planning to show as a regulatory liability for Form 1. 

One respondent favored using Account 108 for 2003, but change for future years - 
We have classified the non-ARO COR in a subaccount of Account 108 consistent with 
FERC's April 2003 accounting ruling. Since our FERC Form 1 is the basis of our state 
Form 1 (which is due 3/31/04) we are nearing completion of our filing & would not 
support change at this point for the 12/31/03 filing. However, I do support this change 
going forward. 
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Laub, Peggy 
KyPSC Case No. 2006-00172 

rom: Ritchie, Brett Attachment AGDR-02-029 
ient: Monday, March 29,2004 2:20 PM Page 9 of 286 
To: 'David Stringfellow (E-mail)' 
Subject: , RE: Form 1 Classification of non- FAS 143 accumulated cost of removal 

Cinergy would prefer to leave the amount in 108 

-Original Message---- 
From: David Stringfellow [mailto:DStringfellow@eei.org] 
Sent: Wednesday, March 24,2004 10:23 AM 
To: Accounting Standards Committee 
Subject: Form ? Classification of non- FAS 143 accumulated cost of removal 

TO: EEI Accounting Standards Committee Members 

As everyone is likely very aware, the SEC staff has definitively said that for its filings (Form 10K and I OQ) the non- 
Statement 143 accumulated cost of removal for operations that continue to be subject to the provisions of Statement 71 
should be broken out from accumulated depreciation and reclassified as a regulatory liability on the balance sheet. 

What is still uncertain is whether this same format should be used for the FERC Form 1 for 2003. The FERC staff has not 
issued any definitive guidance on whether the SEC preference should be followed for the FERC Form 1 balance sheet. 

I have informally spoken with Jim Guest at the FERC. He asked if I could receive some feedback on how companies 
would prefer to report this non-143 accumulated cost of removal - leave it in Account 108 or reclassify it as a regulatory 
liability for the FERC Form 1 balance sheet. 

can pass on your comments on a summary basis (no company names used) back to Jim Guest at the FERC. This would 
nelp the FERC in issuing some guidance on this issue. 

Thank you. 

David Stringfellow 
Edison Electric Institute 

You are currently subscribed to asc as: [brett.ritchie@cinergy.com] To unsubscribe, forward this message to leave- 
asc-32506W@ls.eei.org 
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Attorney General First Set Data Requests 
ULH&P Case No. 2005-00042 
Date Received: April 6,2005 

Response Due Date: April 19,2005 

REQUEST: 

75. Please refer to page 60 of the Cinergy Corp. 2003 Annual Report as provided in 
response to filing requirement 807 KAR 5:00 1 Section 10 (9)(1). 

a. Please provide the calculation and supporting workpapers far the $39 
million (net of tax) gain related to the cumulative effect of the adoption of 
SFAS No. 143, as discussed on this page. 

b. Does any of this amount relate to the assets being transferred from CG&E 
to ULH&P (East Bend, Woodsdale and Miami Fort Generating stations)? 
If so, please-provide the calculation of the portion of the $39 million gain 
that was attributable to the reversal of cost of removal collected for these 
assets. Please include the before-tax calculation of the amount as well. 

c. Was the portion of the $39 million attxibutable to the reversal of cost of 
removal removed from accumulated depreciation? 

d. Please explain in detail the impact that this reversal of collected cost of 
removal had, or would have had, on the transfer price of these assets. 

RESPONSE: 

a. See Attachment AG-DR-01-075a. 
b. See Attachment AG-DR-01-075b. 
c. Yes. 
d. Since the amount was removed from accumulated depreciation, the net 

book value of the plant would increase by the amount of the reversal. 

WITNESS RESPONSIBLE: Peggy A. Laub 



CGE 
CGE Non-Reg - Historical Cost of Removal 

-RWP @12/31/2002 
-RWP @12/3112002 (Jointly Owned Plants) 

East Bend ARO 
Zimmer ARO 
Miami Fort ARO 
Adjust Power plant entries for Jan & Feb deprec 
Adjust Power plant entries for Jan & Feb Accretion 

Total for CGE 

international Companies 
Corp 420 
Cop 426 
Corp 427 

Total Cinergy Corp 

Attorney General First Set Data Request 
ULH&P Case No. 2005-00042 

Attachment AG-DR-0 1-07% 

Before- tax 
Amount 
FERC account 435 Tax Net of Tax 



Attorney General First Set Data Request 
ULH&P Case No. 2005-00042 

Attachment AG-DR-01-075b 

Woodsdale 
3410 2,116,405.00 
3420 1,167,466.00 

RWlP -657,611.94 

Total 

East Bend 
311 1,010,350.00 
312 9,973,086.00 
314 2,097,036.00 
315 681,204.00 
316 161,254.00 

RWlP -3,956,266.48 

Total 9,966,663.52 

Miami Fort 5 & 6 ( I )  
31 1 719,163.00 
312 2,481,540.00 
314 1,058,837.00 
31 5 299,418.00 
316 58,324.00 

RWP -725,651.07 

Total 3,891,630.93 

Grand Total (1) 16,484,553.51 

Tax 6,453,703.00 

Total net of Tax 10,030,850.51 

Exhib i t (MJM-9) 
Page 3 of 3 

(1) Only Miami Fort Unit 6 is being transferred to ULH&P. 
Further analysis would have to be done to split 
the amount between the two units. 
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DUKEENERGYKENTUCKY 
SUMMARY OF FIVE-YEAR AVERAGE NET SALVAGE EXPERIENCE AND 

CALCULATION OF ANNUAL NET SALVAGE DEPRECIATION RATES AS OF DECEMBER 31,2005 

5-Y EAR ANNUAL 
ORIGINAL AVERAGE NET SALVAGE 

ACCOUNT COST NET SALVAGE RATE 
(1) (2) (3) (4)=((3)1(2))*-7 

COMMON PLANT 
1900 TOTAL STRUCTURES & IMPROVEMENTS 
1910 OFFICE FURNITURE AND EQUIPMENT 
1930 STORES AND EQUIPMENT 
1940 TOOLS, SHOP AND GARAGE EQUIPMENT 
1970 COMMUNICATION EQlJlPMENT 
1980 MISCELLANEOUS EQUIPMENT 

TOTAL COMMON PLANT 

STEAM PRODUCTION PLANT 
31 10 STRUCTURES AND IMPROVEMENTS 38,135,093 0 0.000 
3120 BOILER PLANT 31 3,673,642 (233,345) 0.074 
3122 BOILER PLANT - RETROFIT PRECIPITATORS 14,003,140 0 0.000 
3140 TURBOGENERATOR UNITS 78,490,741 (8,615) 0.01 1 
3150 ACCESSORY ELECTRIC EQUIPMENT 29,177,222 0 0.000 
3160 MISCELLANEOUS POWER PLANT - EXCLlJDlNG SHOP 9,220,461 345 -0.005 

TOTAL STEAM PRODUCTION PLANT 482,700,301 (241,615) 0.050 

OTHER PRODUCTION PLANT 
3401 RIGHTS OF WAY 651,684 0 0.000 
3410 STRUCTURES AND IMPROVEMENTS 33,725,782 0 0.000 
3420 FUEL HOLDERS, PRODUCERS AND ACCESSORIES 15,507,516 0 0.000 
3430 PRIME MOVERS 173,729 0 0.000 
3440 GENERATORS 188,960,592 1,002,977 -0.531 
3450 ACCESSORY ELECTRIC EQUIPMENT 16,867.010 0 0.000 
3460 MJSCELLANEOIJS POWER PLANT EQUIPMENT 

TOTAL OTHER PRODUCTION PLANT 

TRANSMISSION PLANT 
3501 RIGHTS OF WAY 905,970 0 0.000 
3520 STRUCTURES AND IMPROVEMENTS 381,059 0 0.000 
3530 STATION EQUIPMENT 6,955,555 (243) 0.003 
3532 STATION EQUIPMENT - MAJOR 3,373,233 (15,954) 0.473 
3535 STATION EQUIPMENT - ELECTRONIC 13,820 0 0.000 
3550 POLES AND FIXTURES 5,114,856 (10,012) 0.196 
3560 OVERHEAD CONDUCTORS AND DEVICES 4,363,508 (4,745) -- 0.109 

TOTAL TRANSMISSION PLANT 21 , I  08,001 (30,954) 0.147 
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DUKEENERGYKENTUCKY 
SUMMARY OF FIVE-YEAR AVERAGE NET SALVAGE EXPERIENCE AND 

CALCULATION OF ANNUAL NET SALVAGE DEPRECIATION RATES AS OF DECEMBER 31,2005 

5-YEAR ANNUAL 
ORIGINAL AVERAGE NET SALVAGE 

ACCOUNT - COST NET SALVAGE RATE 
(1 1 (2) (3) (4)=((3)/(2))*-1 

DISTRIBUTION PLANT 
3601 RIGHTS OF WAY 
3610 STRUCTURES AND IMPROVEMENTS 
3620 STATION EQUIPMENT 
3622 STATION EQUIPMENT - MAJOR 
3635 STATION EQUIPMENT - ELECTRONIC 
3640 POLES, TOWERS AND FIXTURES 
3650 OVERHEAD CONDUCTORS AND DEVICES 
3660 UNDERGROlJND CONDUIT 
3670 UNDERGROUND CONDUCTORS AND DEVICES 
3680 LINE TRANSFORMERS 
3682 LINE TRANSFORMERS - CUSTOMER 
3691 SERVICES - UNDERGROUND 
3692 SERVICES - OVERHEAD 
3700 METERS 
3701 LEASED METERS 
3720 LEASED PROPERTY ON CUSTOMER PREMISES 
3731 STREET LIGHTING - OVERHEAD 
3732 STREET LIGHTING - BOULEVARD 
3733 STREET LIGHTING - CUSTQMER POLES 

TOTAL DISTRIBUTION PLANT 

GENERAL PLANT 
3900 STRUCTURES AND IMPROVEMENTS 
3910 OFFICE FURNlTlJRE AND EQUIPMENT 
3921 TRAILERS 
3940 TOOLS, SHOP AND GARAGE EQUIPMENT 
3960 POWER OPERATED EQUIPMENT 
3970 COMMUNICATION EQUIPMENT 

TOTAL GENERAL PLANT 

TOTAL DEPRECIABLE PLANT 

Source: Col. (2) from Spanos Study, pp. 111-4 through 111-6. Col. (3) from AG-DR-Ol-138(d).pdff attached as pages 3 through 68. 
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DUKE ENERGY KENTr.JCKY 

ACCOUNT 1030 MISCELLANEOIJS INTANGIBLE PLANT 

SUMMARY OF BOOK SALVAGE 

REGIJLAR 
YEAR RETIREMENTS 

TOTAL 9 , 5 5 5 , 9 9 0  

FIVE-YEAR AVERAGE 

COST OF GROSS 
R.EM0VA.L SALVAGE 

AMOUNT PCT AMOUNT PCT 

NET 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 1 8 9 0  LAND AND LAND RIGHTS 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 214 ,908  651 -  0  160 ,334  7 5  160 ,985  7 5  

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 1891.0 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 3,546 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVEFLAGE 

Source: AG-DR-01 -1 38(d).pdf 



E x h i b i t ( M J M - I  0) 
Page 6 of 68 

DUKE ENERGY KENTUCKY 

YEAR 

ACCOUNT 1900 STRUCTURES AND IMPROVEMENTS 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REGULAR REMOVAL SALVAGE SALVAGE 

RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 2,782,996 792,867 28 156 0 792,711- 28- 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 



YEAR 

TOTAL 
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DUKE ENERGY KENTUCKY 

ACCOUNT 1900 STRUCTURES AND IMPROVEMENTS 

SUMMARY OF BOOK SALVAGE 

COST OF GR.OSS NET 
REMOVAL SALVAGE SALVAGE 

SALES AMOUNT PCT AMOUNT PCT AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 1910 OFFICE FURNITURE AND EQUIPMENT 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
R.EGT JLAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PC?' AMOUNT PCT AMOUNT PCT 

TOTAL 473,044  161 0 8,522 2 8 , 3 6 1  2 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOLTNT 1911 OFFICE FURNITURE EQUIPMENT - EDP EQUIP. 

STJMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
R.EGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOTJNT PCT AMOUNT PCT 

TOTAL 170,997 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 1920 AUTOS & TRIJCKS 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT 

TOTAL 447,810 41,785- 9- 70,712 16 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NET 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 1922.0 

SIJMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 34,435 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01 -1 38(d).pdf 
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REGULAR 
YEAR RETIREMENTS 

DUKE ENERGY KENTUCKY 

ACCOUNT 1930 STORES EQUIPMENT 

SIMMARY OF BOOK SALVAGE 

TOTAL 45,384 

COST OF GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NET 
SA.LVAGE 

AMOUNT PCT 

Source: AG-DR-01 -1 38(d).pdf 
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DUKE ENERGY KENTTJCKY 

ACCOIJNT 1 9 4 0  TOOLS, SHOP AND GARAGE EQUIPMENT 

SUMMARY OF BOOK SALVAGE 

NE I' 
SALVAGE 

AMOTJNT PCT 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT 

TOTAL 58 ,313  1 0 6  0  66 ,390  114 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVETAGE 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 1960.0 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOTJNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 

THREE-YEAR. MOVING AVERAGES 

FIVE-YEAR AVERAGE 

01-05 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 1970 COMMUNICATION EQITIPMENT 

SUMMARY OF BOOK SALVAGE 

REGULAR 
YEAR RETIREMENTS 

TOTAL 2 3 , 6 8 3  

FIVE-YEAR AVERAGE 

COST OF GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 

NET 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 1980 MISCELLANEOUS EQUIPMENT 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT 

TOTAL 24,640 0 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NET 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3110 STRIJCTURES AND IMPROVEMENTS 

SUMMARY OF BOOK SALVAGE 

NET 
SALVAGE 

AMOUNT PCT 

COST OF GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 
REGULAR 

YEAR. RETIREMENTS 

TOTAL 545,044 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTIJCKN 

ACCOIMT 3120 BOITJER PLANT 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REGIJbAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 23,096,250 1,220,923 5 54,200 0 1,166,723- 5 -  

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOIJNT 3140 TURBOGENERATOR UNITS 

SUMMARY OF BOOK SALVAGE 

REGULAR 
YEAR RETIREMENTS 

COST OF GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 

TOTAL 4,341,454 43,075 1 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NET 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3150 ACCESSORY ELECTRIC EQUIPMENT 

SUMMARY OF BOOK SALVAGE 

NET 
SALVAGE 

AMOUNT PCT 

COST OF GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 
REG'IJLAR 

YEAR RETIREMENTS 

TOTAL 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01 -1 38(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3160 MISCELLANEOUS POWER PLANT - EXCLUDING SHOP 

SUMMARY OF BOOK SALVAGE 

R E G U W  
YEAR RETIREMENTS 

COST OF GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 

TOTAL 348,821 7 7 5  0 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NET 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTTJCKY 

ACCOUNT 3420 FUEL HOLDERS, PRODUCERS AND ACCESSORIES 

STJMMARY OF BOOK SALVAGE 

COST O F  GROSS NET 
REGULAR REMOVAL SALVAGE SALV.XGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 42,403 0 0 0 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 



REGULAR 
YEAR RETIREMENTS 

TOTAL 8,462,957 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3440 GENERATORS 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REMOVAL SALVAGE SALVAGE 

AMOUNT PCT AMOUNT PCT AMOUNT PCT 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3450 ACCESSORY ELECTR.IC EQUIPMENT 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOZJNT PCT 

TOTAL 52,428 0 0 

THREE-YEAR MOVING AVERAGES 

03-05 17,476 

FIVE-YEAR AVERAGE 

NET 
SALV.4GE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 
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DTJKE ENERGY KENTUCKY 

ACCOUNT 3460 MISCELLANEOUS POWER PIANT EQUIPMENT 

SIJMMARY OF BOOK SALVAGE 

REGIJW 
YEAR R.ETIREMENTS 

TOTAL 6 0 , 8 9 2  

COST OF GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 

THREE-YEAR MOVING AVERAGES 

03-05 2 0 , 2 9 7  

FIVE -YEAR AVERAGE 

NET 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3500 LAND AND LAND RIGHTS 

SUMMARY OF BOOK SALVAGE 

REGULAR 
YEAR. RETIREMENTS 

TOTAL 

COST OF GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NE'T 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



Exhibit(MJM-10) 
Page 27 of 68 

DUKE ENERGY KENTUCKY 

ACCOUNT 3501 RIGHTS OF WAY 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT 

TOTAL 4,967 39 1 

THR.EE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NE'I' 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



Exhibi t(MJM-10) 
Page 28 of 68 

DUKE ENERGY KENTUCKY 

ACCOUNT 3520 STRUCTURES AND IMPROVEMENTS 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NE I' 
REGULAR REMOVAL SALVAGE SAIIV.FIGE 

YEAR RETI R.EMENTS AM0'1JJST PCT AMOUNT PCT AMOUNT PCT 

TOTAL 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01 -1 38(d).pdf 



Exhibit-(MJM-1 0) 
Page 29 of 68 

DUKE ENERGY KENTUCKY 

ACCOUNT 3530 STATION EQUIPMENT 

STMMARY OF BOOK SALVAGE 

COST OF GROSS NE'T 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 55,971 2,985 5 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3 5 3 2  STATION EQUIPMENT - MAJOR 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NE'I' 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 8 5 5 , 0 1 6  7 9 , 7 6 9  9  0 7 9 , 7 6 9 -  9-  

THREE-YEAR MOVING AVERAGES 

FIVE - YEAR. AVERAGE 

Source: AG-DR-01-138(d) .pdf 



Exh ib i t (MJM-10)  
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DUKE ENERGY KENTUCKY 

ACCOUNT 3 5 3 2  STATION EQUIPMENT - MAJOR 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REMOVAL SALVAGE SALVAGE 

YEAR SALES AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 100,878 100,878 

Source: AG-DR-01-138(d).pdf 



Exhibit-(MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3550 POLES AND FIXTURES 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT 

TOTAL 541,742 126 ,596  23 217,445 40 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVEMGE 

NE'T 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



E x h i b i t ( M J M - I  0) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3560 OVERHEAD CONDUCTORS AND DEVICES 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT 

TOTAL 467,300 2 7 , 9 8 5  6 2 3 , 3 8 3  5 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NErC 
S ALViiGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



Exhib i t (MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3560 OVERHEAD CONDUCTORS AND DEVICES 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REMOVAL SALVAGE SALVAGE 

YEAR SALES AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 

Source: AG-DR-01-138(d).pdf 



Exhib i t (MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3 6 0 0  LAND 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT 

TOTAL 82,190 55,094-  6 7 -  40,932  50 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NE I' 
SALVkGE 

AMOIJNT PCT 

Source: AG-DR-01 -1 38(d).pdf 



Exhib i t (MJM-10) 
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REGULAR 
YEAR RETIREMENTS 

DUKE ENERGY KENTUCKY 

ACCOUNT 3601 RIGHTS OF WAY 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 

TOTAL 6 3 , 1 5 2  7 2 5  1 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NE I' 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



E x h i b i t ( M J M - I  0) 
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DUKE ENERGY KENTUCKY 

ACCOIJNT 3610 STRUCTURES AND IMPROVEMENTS 

SUMMARY OF BOOK SALVAGE 

REGULAR 
YEAR RETIREMENTS 

COST OF GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 

TOTAL 39,476 I., 8 3 8  5 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NE'T 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



YEAR 

2005 

TOTAL 

Exh ib i t (MJM- I  0)  
Page 38 of 68 

DUKE: ENERGY KENTUCKY 

ACCOUNT 3610 STRUCTURES AND IMPROVEMENTS 

SUMMAR.Y OF BOOK SALVAGE 

SALES 

COST OF GROSS NE I' 
REMOVAL SALVAGE SALV PlGE 

AMOUNT PCT AMOUNT PCT AMOIJNT PCT 

Source: AG-DR-01-138(d).pdf 





Exhibit(MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3622 STATION EQUIPMENT - MAJOR 

SUMMARY OF BOOK SALVAGE 

REGULAR 
YEAR. RETIREMENTS 

COST OF GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 

TOTAL 6 9 , 0 8 2  2 , 9 0 7  4 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NET 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



YEAR 

2 0 0 5  

TOTAL 

Exhibi t(MJM-10) 
Page 41 of 68 

DUKE ENERGY KENTUCKY 

ACCOUNT 3622 STATION EQUIPMENT - MAJOR 

SUMMARY O F  BOOK SALVAGE 

COST O F  GROSS NET 
REMOVAL SALVAGE SALVAGE 

SALES AMOUNT PCT AMOUNT PCT AMOUNT PCT 

Source: AG-DR-Ol-138(d).pdf 



Exhib i t (MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3640 POLES, TOWERS AND FIXTURES 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REGT JLAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 5,301,882 1,381,966 26 1,511,804 29 129,838 2 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 



Exhib i t (MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOITNT 3650 OVERHEAD CONDUCTORS AND DEVICES 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
R.E GULAR REMOVAL SALVAGE SALV,4GE 

YEAR. RETIREMENTS AMOT.INT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 5,819,958 2,671,555 46 978,915 17 1,692,640- 29- 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01 -1 38(d).pdf 



Exhib j t (MJM-10) 
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DUKE ENERGY KENTTJCKY 

ACCOUNT 3660 UNDERGROUND CONDUIT 

SUMMARY OF BOOK SALVAGE 

NE'C 
SALVAGE 

AMOUNT PCT 

COST OF GRQSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOIJNT PCT AMOUNT PCT 

TOTAL 60,534 22,271 37 9,654 1 6  

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 



Exhibit- 
Page (MJM-l 45 of 6 Od 

DUKE ENERGY KENTUCKY 

ACCOUNT 3670 UNDERGROUND CONDUCTORS AND DEVICES 

SUMMARY O F  BOOK SALVAGE 

COST OF GROSS NE ' t' 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 980,188 293,626 3 0  129,991- 13- 423,617- 43- 

THREE-YEAR MOVING AVER.AGES 

FIVE-YEAR. AVERAGE 

Source: AG-DR-01-138(d).pdf 



Exhibit___(MJM-I 0) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3680 LINE TRANSFOR.MERS 

SI3MMARY OF BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT 

TOTAL 5,891,162 906,876 15 1,794,873 30 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NE'C 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



Exhib i t (MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOITNT 3691 SERVICES - UNDERGROUND 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NE'C 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOIJNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01 -1 38(d).pdf 



Exh ib i t (MJM- I  0) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3692 SERVICES - OVERHEAD 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
REGTJLAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT 

TOTAL 1,155,728 517,798 45 92,371 8 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NET 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



Exhibit-(MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3700 METERS 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT 

TOTAL 4,167,715 222,744 5 691,123 17 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NET 
SAIJVAGE 

AMOUNT PCT 

Source: AG-DR-01 -I 38(d).pdf 



REGULAR 
YEAR RETIREMENTS 

TOTAL 2 2 8 , 3 8 4  

FIVE-YEAR AVERAGE 

Exhibit(MJM-10) 
Page 50 of 68 

DUKE ENERGY KENTUCKY 

ACCOINT 3 7 0 1  LEASED METERS 

SUMMARY O F  BOOK, SALVAGE 

COST O F  GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 

NET 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01 -1 38(d).pdf 



Exhib i t (MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3731 STREET LIGHTING - OVERHEAD 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOI.JNT PCT AMOUNT PCT 

TOTAL 921,278 82,228 9 70,126 8 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NE'T 
SALV.4GE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



E x h i b i t ( M J M - I  0) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3 7 3 2  STREET LIGHTING - BOULEVARD 

STJMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REGULAR REMOVAL SALVAGE SA1;VIZGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 2 3 0 , 4 8 8  3 5 , 6 2 8  15 3 9 , 7 0 4  1 7  4 , 0 7 6  2 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 



Exhibit-(MJM-I 0) 
Page 53 of 68 

DTJm ENERGY KENTUCKY 

ACCOIJNT 3733 STREET LIGHTING .- SECURITY 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 644,558 146,367 23 28,146 4 118,221- 18- 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 



Exhibi t(MJM-10) 
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DUKF: ENERGY KENTZJCKY 

ACCOUNT 3891.0 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NE'I' 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 125,421 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVEE7AGE 

Source: AG-DR-01-138(d).pdf 



Exhibit--(MJM-10) 
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DUKE: ENERGY KENTUCK.Y 

ACCOIJNT 3900 STRUCTURES AND IMPROVEMENTS 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOIJNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 348,497  418 ,429  1 2 0  432 ,883  124 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 



Exhibi t(MJM-10) 
Page 56 of 68 

DUKE ENERGY KENTUCKN 

ACCOIJNT 3910 OFFICE FURNITURE AND EQUIPMENT 

SUMMARY OF BOOK SALVAGE 

NE'T 
SALV !AGE 

AMOUNT PCT 

COST OF GROSS 
REMOVAL SALVAGE 

AMOlJNT PCT AMOUNT PCT 
REGULAR 

YEAR RETIREMENTS 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 



Exhibi t(MJM-10) 
Page 57 of 68 

DUKF: ENERGY KENTUCKY 

ACCOUNT 3914.0 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
R.EGULAR. REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

mr 
SALV.9GE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



Exhibit(MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3920 TRANSPOR.TATION 

SUMMARY O F  BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT 

TOTAL 5 , 3 2 6 , 9 0 6  120 ,208 -  2 -  400,679 8  

THREE -YEAR MOVING AVERAGES 

FIVE-YEAR A V E m G E  

NE'T 
SALV.lGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



Exhibi t(MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCO1.INT 3 92 1 TRANSPORTATION - TRAILERS 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NE T 
REGULAR REMOVAL SALVAGE SALV %GE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 151,550  9 , 1 4 5 -  6- 4 , 3 8 6 -  3-  4,759 3 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01 -1 38(d).pdf 



Exh ib i t (MJM- I  0) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3930 STORES EQUIPMENT 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 605 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01 -1 38(d).pdf 



Exh ib i t (MJM- I  0) 
Page 61 of 68 

DUKE ENERGY KENTUCKY 

ACCOUNT 3940 TOOLS, SHOP AND GARAGE EQUIPMENT 

SUMMARY OF BOOK SALVAGE 

mr 
SALV FlGE 

AMOUNT PCT 

COST OF GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 
REGULAR. 

YEAR. RETIREMENTS 

TOTAL 58,475 37 0 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-I38(d).pdf 



Exhib i t (MJM-10) 
Page 62 of 68 

DUKE ENERGY KENTUCKY 

ACCOUNT 3950 LABORATORY AND TEST EQUIPMENT 

SLJMMARY OF BOOK SALVAGE 

REGULAR 
YEAR RETIREMENTS 

TOTAL 3,563 

COST OF GROSS 
REMOVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NET 
SALVAGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



Exhib i t (MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3960 POWER OPERATED EQUIPMENT 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NE'I' 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

TOTAL 240,110 18,562- 8- 41,127 17 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 



Exhib i t (MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3970 COMMUNICATION EQIJIPMENT 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS NET 
REGULAR REMOVAL SALVAGE SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT AMOUNT PCT 

1991 13,923 0 0 0 
19 92 
1993 
1994 
1995 
1996 
1997 
1 9 9 8  
1999 
2000 
2001 
2002 
2003 
2004 
2005 

TOTAL 13,923 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

Source: AG-DR-01-138(d).pdf 



Exhib i t (MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 3 9 8 0  MISCELLANEOUS EQUIPMENT 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT' PCT AMOUNT PCT 

TOTAL 1,441 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NET 
SALVi1GE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



Exhibit-(MJM-I 0) 
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DTJKE ENERGY KENTUCKY 

ACCOUNT 4526.0 

S'IJMMARY OF BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOTJNT PCT 

TOTAL 5 ,815  0 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NE I' 
SAX-IV.kGE 

AMOUNT PCT 

Source: AG-DR-01 -1 38(d).pdf 



Exhibi t(MJM-10) 
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DUKE ENERGY KENTUCKY 

ACCOUNT 1920 & 3920 TRANSPORTATION 

SUMMARY OF BOOK SALVAGE 

COST OF GROSS 
REGULAR REMOVAL SALVAGE 

YEAR RETIREMENTS AMOUNT PCT AMOUNT PCT 

TOTAL 2,586,375 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NET 
SALVRGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



Exhibi t(MJM-10) 
Page 68 of 68 

REGULAR 
YEAR RETIREMENTS 

TOTAL 

DUKE ENERGY KENTUCKY 

ACCOUNT 4922.0 

SUMMAR.Y OF BOOK SALVAGE 

COST OF GROSS 
REMQVAL SALVAGE 

AMOUNT PCT AMOUNT PCT 

THREE-YEAR MOVING AVERAGES 

FIVE-YEAR AVERAGE 

NE I' 
SALV FlGE 

AMOUNT PCT 

Source: AG-DR-01-138(d).pdf 



Exhi" " - (MJM-11) 
Page 1 of 8 

Status 

retired in place 

dismantled 

retired in place 
retired in place 

retired ~n place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 

retired in place 
perm. Mothball 

dismantled 
dismantled 
retired in place 

4 86.3 ST Nat Gas 1948 1997 49 retired in place 

Age 

55 

37 

52 
52 

43 
43 
43 
41 
41 
46 
45 
44 
44 
43 
42 
42 

53 
25 

45 
41 
42 11949 1991 

(50MW 

In Service 
- Date 

1944 

1954 

1931 
1931 

1951 
1951 
1951 
1953 
1953 
1948 
1949 
1950 
1950 
1951 
1952 
1952 

1930 
1967 

1943 
1 947 

or GREATER) 

Year 
Retired 

1989 

1991 

1983 
1983 

1994 
1994 
1994 
1994 
1994 
1994 
1994 
1994 
1994 
1994 
1994 
1994 

1983 
1992 

1988 
1988 

ELECTRIC 

Unit 
Type 

ST 

ST 

ST 
ST 

ST 
ST 
ST 
ST 
ST 
ST 
ST 
ST 
ST 
ST 
ST 
ST 

ST 
N P 

ST 

RETIRED 

Nameplate 
Rating MW 

69 

57.5 

50 
50 

118.8 
103.5 
103.5 
112.5 
112.5 

66 
99.5 
107.6 
111 

107.6 
112.5 
112.5 

106 
456 

65 

STATUS 

State 
Company 
Plant 

Alabama 
Alabama Power Co. 

Gorgas 
Arizona 
Tucson Electric Pwr. Co. 

De Moss Petrie 
California 

Pacific G&E Co. 
Potrero 

Contra Costa 

Kern 

Moss Landing 

GENERATING UNITS 

Primary Energy 
Source 

BIT 

Nat Gas 

F06 
F06 

Nat Gas 
Nat Gas 
Nat Gas 
Nat Gas 
Nat Gas 
Nat Gas 

F06 
Nat Gas 
Nat Gas 
Nat  as- 
Nat Gas 
Nat Gas 

F06 
Uranium 

Nat Gas 

of 

Unit # 

5 

4 

I 
2 

1 

2 
3 
4 
5 
1 
2 
1 
2 -- 
3 

Southern Cat. Edison 
Long Beach 
San Onofre 

City of Los Angeles 
Harbor Gen. Station 

4 
5 

11 
**I 

1 



Exhi'-" (MJM-1 I )  - 
Page 2 of 8 

STATUS of RETIRED ELECTRIC GENERATING UNITS (50MW or GREATER) 

Age 

37 

Year ----- 
Retired 

1991 

Status 

sold to 
NRG energy 

lowa 
lowa Public Serv~ce Co. 
Maynard Station 

In Service 
- Date 

1954 

Primary Energy 
Source 

F06 

1 P 8 6 2 . ; . 2 ? i l  

38 

39 
43 

63 
63 
63 

7 

Unit 
Type 

ST 

gtedhEdld, , b ~ ' i  
removed parts; 
generator intact 

retired in place 

)I 3 ,  

ST 

ST 
ST 

ST 
ST 
ST 

Nameplate 
Ratinn MW 

69 

State 
Unit # 

495.6 
495.6 

54.4 

, 1 ,75, 

75 

149.6 
50 

60 
60 
60 

Plant - 
Connecticut 

Conn. Light & Power Co. 

Middletown 
Florida 

Florida P&L Co. 
Palatlrh I 1  I 

Riviera 
JEA 

J D Kennedy (Duval) 
Southside Generating 

Georgia 
Georgia Power Co. 
Atkinson 

1 ,  

1991 

2000 
1998 

1993 
1993 
1993 

JFC% : t i , . e  

Nat Gas 

RFO 
F06 

F02 
F02 
F02 

-- 

1 

2 

2 

10 
3 

ST1 

; :,1986'1 v 

4 953 

1961 
1955 

1930 
1930 
1930 

ST 
ST 

ST 

BIT 
BIT 

BIT 

1960 
1960 

1958 

1994 
1994 

1988 

34 
34 

30 

parts 



Exhi''' (MJM-11) - Page 3 of 8 

Status 

ret~red ln place 
retrred ~n place 
ret~red ~n place 
retlred In place 

back on l~ne 

Repowered & 
back ~n service 

ret~red in place 
ret~red in place 
retrred rn place 
ret~red in place 
ret~red in place 
ret~red ~n place 

sold to 
NRG energy 

ret~red in place 
ret~red ~n place 
back on l~ne 
back on lrne 
back on l~ne 

Age 

33 
31 
30 
94 

21 

40 

49 
49 
45 
40 
52 
43 

39 

41 
33 
42 
42 
40 

or GREATER) 

Year 
Retired 

1983 
1985 
1985 
'1995 

1992 

1998 

1991 
1993 
1993 
1993 
1993 
1993 

1991 

1982 
1982 
1990 
1990 
1990 

(50MW 

In Service 
- Date 

1950 
1954 
1955 
1958 

1971 

1958 

1942 
1944 
1948 
1953 
1941 
1950 

1952 

1941 
1949 
1948 
1948 
1950 

GENERATING UNITS 

Primary Energy 
Source 

BIT 
BIT 
BIT 

Nat Gas 

Nat Gas 

Nat Gas 

F06 
F06 
F06 
F06 
F06 
F06 

F06 

NG 
NG 
BIT 
BIT 
BIT 

ELECTRIC 

Unit 
T v ~ e  

ST 
ST 
ST 
ST 

ST 

ST 

ST 
ST 
ST 
ST 
ST 
ST 

ST 

ST 
ST 
ST 
ST 
ST 

RETIRED 

Nameplate 
Ratinq MW 

74.7 
92 
90 

147.1 

783 

65.3 

60 
60 
60 

81.3 
60 
69 

50 

- - ~ ~  
50 
66 
66 
66 
66 

STATUS 

State 

Plant - 
Kentucky 
Loulsv~lle G&E Co. 

Paddy's Run 
Cane Run 

Louisiana 
Entergy 
N~nem~le Polnt 

CLECKO Corporation 

Coughlln 
Maryland 

Baltimore Gas Electr~c Co. 
Rlvers~ae 

Westport 

Massachusetts 
Western Mass. Elec. Co. 

West Spr~ngfreld 

of 

Unit # 

5 
1 
2 
3 

4 

5 

1 
2 
3 
5 
3 
4 

2 

Consumers Power 
Morrow, BE 

B C Cobb 

Detro~t Edlson Co. 

3 
4 
I 
2 
3 



Exhib" - (MJM-11) 
Page 4 of 8 

STATUS of RETIRED ELECTRIC GENERATING UNITS (50MW or GREATER) 
! ! I I I I I I - 

State 
Company 
Plant - 

Conner's Creek 

Delray 

- 
Enrico Fermi 

Minnesota 
Northern States Pwr. Co. 

Montana Power Co. 
Frank Bird 1 

Unit # 

13 
14 
11 
12 
13 
16 
14 
15 
1 

Nebraska 
Omaha Public Power Corp. 
Jones Street 

New Jersey 
Jersey Central Pwr.&Lt. Co. 

Gilbert 
Werner 

Public Service Elec. & Gas 
Burlington 

69 

Nameplate 
Rating MW 

60 
60 
50 
50 
50 
75 
75 
75 
158 

Riverside 
Missouri 
Kansas Cit P&L Co. 
Hawthorn 

12 

3 
4 

5 
6 

75 

69 - -  

69 
112.5 
142.8 

6 

1 

ST 

Unit 
Type 

ST 
ST 
ST 
ST 
ST 
ST 
ST 
ST 
ST 

49 

69 
60 

125 
125 

ST 

ST 

ST 
ST 
ST - -  

(these units are about 
to go back on line) 

Nat Gas 

Primary Energy 
Source 

F02 
F02 
F06 
F06 
F06 
F06 
F06 
F06 
F02 

2 
3 
4 

ST 

ST 
ST 

ST 
ST 

Nat Gas 

BIT 

BIT 
BIT 
BIT 

Montana 

1951 

In Service 
Date - 
1937 
1936 
1929 
1929 
1933 
1942 
!938 
1940 
1966 

F02 

F06 
F06 

F06 
F06 

1949 

1951 

1951 
1953 
1955 - 

1997 

Year 
Retired 

1983 
1983 
1983 
1983 
1983 
1983 
1987 
1987 
1983 

1951 

1949 
1953 

1940 
1943 

1987 

1984 

1984 
1984 
1984 

46 

Age 

46 
47 
54 
54 
50 
41 
49 
47 
17 

greenfield 

1988 

1996 
1996 

1984 
1984 

Status 

dismantled 
dismantled 
dismantled 
dismantled 
dismantled 
dismantled 
dismantled 
dismantled 
dismantled 

38 

33 

33 
31 
29 

retired in place 

retired in place 
retired in place 
retired in place 

37 

47 
43 

44 
41 

retired in place 

retired in place 
retired in place 

dismantled 
dismantled 
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Status 

retired in place 
retired in place 

retired in place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 
retired in place 

dismantled 
dismantled 

Age 

44 
40 

53 
53 
52 
45 
40 
28 
48 
48 
51 
50 
41 
41 

35 
34 

or GREATER) 

Year 
Retired 

1982 
1982 

1983 
1983 
1983 
1983 
1983 
1987 
1997 
1997 
1992 
1992 
1992 
1992 

1987 
1987 

29 
I . 2 8 '  

(50MW 

In Service 
- Date 

1938 
1942 

1930 
1930 
1931 
1 938 
1943 
1959 
1949 
1949 
1941 
1942 
1951 
1951 

1952 
1953 

d1987a,3 
1987 

GENERATING UNITS 

Primary Energy 
Source 

F02 
F02 

F06 
F06 
F06 
F06 
F06 
BIT 
BIT 
BIT 
F06 
F06 
F06 
F06 

BIT 
BIT 

5 ,  
19593,~  

ELECTRIC 

Unit - -  
T v ~ e  

ST 
ST 

ST 
ST 
ST 
ST 
ST 
ST 
ST 
ST 
ST 
ST 
ST 
ST 

ST 
ST 

Frazrk M l a i t  I - d h  + a '147811 , 1 :  L 

RETIRED 

Nameplate 
Rating MW 

65 
65 

50 
50 
50 
50 
50 
233 
86 
86 
60 
60 
69 
69 

STATUS of 

State 
Unit # 

5 

Plant - 
Ohio 

Cincinnati G&E Co. 
Miami Fort 

Cleveland Elec lllum Co. 
Ashtabula 

- 
Avon Lake 

Lake Shore 

1992 
1992 

1997 

-- 
1941 
1949 

1958 

3 
4 

81 
B2 
B 3 
84  
5 
8 
6 
7 
14 
15 
16 
17 

Power Company 
Poston 

14?.2 
Toledo Edison Co. 

Columbus Southern 

72 
112.5 

95 

51 
43 

39 

Acme 

Oklahoma 
Public Service Co.of Okl. 
Tulsa 

Pennsylvania 

Dayton Pwr.&L~ght Co. 

3 
4 

Si" I 
- 
retired in place 
retired in place 

recommish. 
back in service 

5 
6 

3 

69 
75 

BIT 
- -  

ST 
ST 

ST 

BIT 
BIT 

Nat Gas 
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STATUS of RETIRED ELECTRIC GENERATING UNITS (50MW or GREATER) 
! ! I I I I I I 

State 
Company 
Plant - 
Philadelphia Elec. Co. 
Richmond 

Southwark 

Pennsylvania Elec. Co. 
Front Street 

-&I Inc. 
Holtwood 

Rhode Island 

South Street 
Texas 

Entergy 

Unit # 

12 
9 
1 
2 

5 

17 

12 

Nameplate 
Rating MW 

165 
189.7 
172.5 
172.5 

50 

75 

62.5 

Unit 
Type 

ST 
ST 
ST 
ST 

ST 

ST 

ST 

Primary Energy 
Source 

Coal 
F06 
F06 
F06 

BIT 

ANT 

Nat Gas 

In Service 
- Date 

1935 
1950 
1947 
1948 

1952 

1954 

1955 

Year 
Retired 

1983 
1985 
1985 
1985 

1991 

1999 

1992 

Age 

48 
35 
38 
37 

39 

45 

37 

Status 

retired in place 
retired in place 
retired in place 
retired in place 

retired in place 

dismantled 

boiler exploded; left in 
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STATUS of RETIRED ELECTRIC GENERATING UNITS (50MW or GREATER) 

State 
Company Unit # Nameplate Unit Primary Energy In Sewice Year Age Status 

Total number of units studied 
Units Dismantled or Greenfielded 

Updated August 14,2005 
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Attorney General First Set Data Requests 
Duke Energy Kentucky Case No. 2006-00172 

Date Received: July 12,2006 
Response Due Date: July 26,2006 

REQUEST: 

139. Provide all information obtained by Mr. Spanos and Gannett Fleming fiom 
Company operating personnel, and separately, financial management personnel 
relative to current operations and hture expectations in the preparation of the 
study. 

RESPONSE: 

Attachment AG-DR-0 1 - 1 39 contains the documents in Mr. Spanos' possession that he 
obtained during the course of his depreciation study from operating or financial 
management personnel, in addition to documents provided in response to AG-DR-01- 
138. 

WITNESS RESPONSIBLE: John J. Spanos 



Exhibit(MJM-12) 
Page 2 of 3 

ULX&P Electric Rate Case Page 1 of 2 
KyPSC Case No. 2006-00172 

1 Attachment AC-DR-01-139 
Spanos, John J. +. 1 Page 38 of 95 

From: Melendez, Brenda [Brenda.Melendez@Cinergy.COw 
Monday, January 09,2006 4:31 PM '7 Spanos. John J. 

Cc: - Storck, Don 

Subject: RE: ULH&P Elecbic Rate Case 

John, 

The test year is December 31,2005. We will get the retirements and transfers for the years 1999 - 2004 for Woodsdale, East , 
Bend, and the Miami Fort #6 assets being transferred to ULH&P. You are rlght, we will get those from the CG&E records. Just to 
clarify, for PIS Report 1047 and 1033, are you Indicating that you need them for an of ULH&P T&D eledric and common or just 
for electric production? it looks like we ran the reports for T&D electric and common at the time we sent the earlier data; so, I can 
send those right away if you didn't recieve on the CD. We have them both in a ,bet and .XIS format. Do you want both or have a 
preference7 

. As for the December 31,2005 information, I just want to confirm that we should send you exactly what we illd for 1999-2004. 1 
think this is a summary of the files: 

Report 1033Tvlonthly Depr Reserve Activity fw ULH&P Electric T&D, Common, and Uectrlc Production (from CG&E) 
Report 1047 Account Summary by Function for ULH&P Electric T&D, Common, and Electric Production (from CG&E) 
200512 Balances for Electric Production (from CG&E) 
200512 Balances for ULH&P Electric T&D and Common 
Retirements 2005 for ULH&P Electric T&D, Common, and Electric Production (from CG8tE) 
Transfers 2005 for ULH&P Electric T&D, Common, and Elecb'ic Production (from CG&E) 

l a r e  anything eise we need to provide7 

John, aiso, the ULH&P electric pmduction is going to be regulated so we will be able to lnwrporate a COR component 
unlike the CG&E assets that are deregulated. So, we will need the rates developed with the COR separated. 
Don and I are both new to depreciation studies, so let us know whatever it is you need and well work to get R to you as quickly as 
possible. Thanks. 

- - - - - - - . 

From: Spanos, John 3. [maib~spanos@GFNET.mrn] 
Sent: Tuesday, December 20,2005 8:33 AM 
To: Melendez, Brenda 
Cc: Storck, Don 
Subj- RE: ULH&P Elecb-ic Rate Case 

Brenda: 

The time table is a little short but since we have already started our work we should not have any trouble meeting the deadline as 
long as you are able to get us the updated data in early January. Is the test year December 31.2005 or September 30,20051 

Also, a few items from the 2004 data and prior that seem to be missing. We do not have the retirements and transfers fro the 
years 1999 through 2004 for the production accounts. I would assume you need to get those from the CGE records. We need 
PIS Report 1047 for the years 2000-2004. We need Report 1033 for 2000-2004. 

Thanks 

John 

. ----Original Message-- 
From: Melendez, Brenda [rnaib.Brenda.Melendez@Cinergy.COM] 
Sent: Monday, December 19, ZOOS 3:28 PM 
To: Spanos, John I. 
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Attorney General Second Set Data Requests 
Duke Energy Kentucky Case No. 2006-00172 

Date Received: August 09,2006 
Response Due Date: August 23,2006 

REQUEST: 

27. Refer to page 38 of 95 of Attachment AG-DR-01-139. 

a. Explain in detail the following statement fiom Brenda Martinez (sic) to 
John Spanos, "John, also, the UHL&P electric production is going to be 
regulated so we will be able to incorporate a COR component unlike the 
CG&E assets that are deregulated, So, we will need the rates developed 
with the COR separated." 

b. Specifically identify the UHL&P and CG&E assets to which Ms. Martinez 
(sic) refers, and explain where they can be specifically found in Mr. 
Spanos' depreciation study. 

c. Explain why deregulated assets do not incorporate a COR component? 

d. Does this statement relate in any way to SFAS No. 143, FIN 47, FERC 
Order No. 63 l? 

RESPONSE: 

a. The basis of this statement from Brenda Melendez relates to the 
production assets that were transferred fiom The Cincinnati Gas & 
Electric Company to The Union Light, Heat and Power Company (now 
Duke Energy Kentucky). In Ohio, these assets were deregulated and the 
depreciation rate was not identified with components such as we proposed 
in this traditional study for regulated assets. Therefore, the rates are 
developed with a life parameter, probable retirement date and net salvage 
component. 

b. The specific assets are identified as the Miami Fort, East Bend and 
Woodsdale generating plants, which are all assets in Accounts 3 1 1-346. 
These assets can be found on pages 111-4, 111-5, 111-1 1 through 111-35, III- 
140 through 111- 144 and 111- 172 through 111- 1 90. 

c. Deregulation does not require the rate to be determined in the same 
fashion with a detailed calculation, and life and net salvage parameters. 

d. No, it does not. 

WITNESS RESPONSIBILE: John J. Spanos 
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INTRODUCTION 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Steven W. Ruback, and my business address is 785 Washington 

Street, Canton, Massachusetts 02021. 

WHAT IS YOUR OCCUPATION? 

I am the founder and a principal of The Columbia Group, Inc., which is a public 

interest consulting firm specializing in public utility issues solely on behalf of 

state agencies, local government agencies, municipal utilities, offices of attorneys 

general, staffs of public utility commissions and citizens utility boards. 

My practice consists of providing expert testimony before state public utilities 

commissions, providing technical assistance to attorneys negotiating settlements 

or contracting for utility services, providing services to municipal utilities and 

other rate related services. 

PLEASE STATE YOUR QUALIFICATIONS, 

I am a lawyer and engineer. For more than 25 years I have worked as a rate 

consultant to state agencies, local governments, municipal utilities, and offices of 

attorneys general, citizens utility boards and the staffs of public utility 

commissions. My principal areas of concentration have been the electric and 

natural gas utility industries. 



1 

2 I have provided expert testimony in numerous natural gas and electricity cases 

3 before regulatory cornmissions in Connecticut, Pennsylvania, Georgia, New 

4 Mexico, Virginia, and other jurisdictions. I have undertaken more than 350 utility 

5 assignments, and I have provided expert testimony in over 150 proceedings.' I 

6 have specialized in gas and electric class allocated cost of service studies, rate 

7 design, regulatory policy, class revenue requirements and gas supply issues. 

8 

9 .  I have provided expert testimony before the Georgia Public Service Commission 

10 on numerous occasions involving class allocated cost of service studies, class 

11 revenue allocations and rate design and tariff issues. I have provided expert rate 

12 design testimony in many of Georgia Power Company's and Savannah Electric 

13 and Power's previous rate cases and I recently finished an electric rate design case 

14 for the Ohio Office of Consumers' Counsel regarding Cincinnati Gas & Electric 

15 Company. 

16 

17 Since 1979 I have provided class allocated cost of service and rate design services 

18 to the Virginia Municipal League and the Virginia Association of Counties in 

19 connection with contract negotiations with Virginia Power. The value of the 

20 Virginia Power contract exceeds $200,000,000 annually. I have also provided 

2 1 these services to associations of local governments in Virginia involving the 

22 Northern Virginia Electric Cooperative and Appalachian Power Company. 

23 

1 A list of testimonies is provided as an attachment. 



With respect to my municipal utility work I have completed numerous allocated 

cost of service studies and rate design assignments for the City of Richmond, 

Virginia Department of Public Utilities and the Danvers Massachusetts Municipal 

Electric Utility. I also completed an allocated service and rate design assignment 

for the Burlington Municipal Electric IJtility in Vermont. 

I graduated from Clarkson College of Technology in 1968 with a degree in 

Interdisciplinary Engineering & Management, and from the State University of 

New York at Buffalo, School of Law, in 1973. I have not, however, practiced law 

since 1976, and my current practice consists solely of providing utility consulting 

services. 

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY? 

I am presenting this testimony on behalf of the Rate Intervention Department of 

the Office of Attorney General. I was asked to review and evaluate Duke Energy 

Kentucky's (Duke or the Company) proposed rate design and to provide 

comments and alternative recommendations, if appropriate to do so. 

HOW IS YOUR TESTIMONY ORGANIZED? 

Section I is a summary of my findings, conclusions and recommendations. 

Section I1 addresses the allocation methodology that should be used in a class 

allocated service study for the fixed costs of production and transmission. Section 

I11 addresses the classification of distribution Accounts 364 to 368 in the cost of 



service study. Section IV provides my proposed distribution of the increase 

among the classes of service. Section V addresses the proposed Green Power 

Rider. 



SECTION I 

FINDINGS, CONCLUSIONS AND RECOMMENDATIONS 

WHAT ARE YOUR FINDINGS, CONCLUSIONS AND 

RECOMMENDATIONS? 

My fiidings, conclusions and recommendations are as follows: 

Allocation of Fixed Production and Transmission Costs 

1. The Company recommends using the Twelve Month Coincident Peak (1 2-CP) 
methodology, without any recognition of capitalized energy. I propose a 
modification to the 12-CP methodology that would recognize both class 
contributions to the 12 monthly peaks as well as capitalized energy. 

2. Since the results of a class allocated service study are the starting point for 
determining class revenue requirements, the allocation factor used to allocate the 
fixed costs of production and transmission should include annual utilization of the 
system along with contributions to coincident demands as a matter of fairness. 

3. In addition to fairness, there are sound engineering and economic reasons why 
the allocation of the fixed costs of production and transmission should include 
annual utilization of the system along with contributions to coincident demands. 

4. The goal of power supply planning is not to minimize capital costs at the 
expense of higher fuel costs or visa versa. The proper goal is to balance the 
advantages of peaking, intermediate and base load facilities against each other to 
produce the lowest annual revenue requirement, consistent with reliability. 

Classification of Distribution Accounts 364 to 368 

5. The classification of distribution Accounts 364 to 368 is controversial because 
the classification controls the allocation of distribution costs among the classes. 

6. The classification of distribution Accounts 364 to 368 is important because 
small customers comprise about 90% of total customers while the small 
customers' non-coincident demand allocation factor is usually about 50%. 

7. For Duke the RS customer allocation factor about 90 % and the non-coincident 
demand factors range between 45% to 66%. 



8. The theoretical basis for a dual customer/demand classification is the 
minimum system or zero load theory. The underlying assumption is that a utility 
is required to serve customers regardless of load requirements. 

9. Distribution systems are not designed for zero or minimum loads. Even 
minimum size facilities include load carrying capacity and a zero load distribution 
system is theoretical and does not exist in fact. 

10. The purpose of poles, overhead conductors and underground conduits is to 
deliver power for customers that want power. 

1 1. Non-coincident distribution demands are the primary design criteria for 
distribution systems because distribution systems are designed for local areas, not 
the service area as a whole. 

Class Revenue Re~uirements 

12. The distribution of an increase among classes of service is traditionally based 
on cost of service and non-cost criteria. 

13. Regulatory commissions which set retail rates regularly include non-cost 
considerations such as gradualism or rate continuity, public acceptability, revenue 
stability, fairness and equity and value of service. Moreover, regulatory 
commissions have been unwilling to assign a specific weight to either the cost or 
non-cost criteria. 

14. The Commission should set class revenue requirements using informed 
judgment applied to both cost and non-cost considerations. 

15. The 12-CP and Average method, not the 12 CP method, includes annual 
utilization of production and transmission facilities better satisfying cost of 
service criteria for rate design. 

16. Rate RS, rate DS, DT-SEC and DT-PRI are the four major classes 
representing about 95% of total rate base, with the remaining dozen or so other 
rate schedules representing just 5% of rate base. 

17. For these four major classes the cost of service criteria was met by moving 
the index rates of return (IRR) at proposed rates closer to the system average. The 
amount of movement for each major class incorporated a more tolerant use of the 
non-cost criteria of gradualism. 

18. If gradualism is employed, customers have a better chance to adjust their 
consumption to higher rates as the indexed rate of returns move closer to cost over 
measured steps. 



19. I recommend that the revenue requirements increase proposed by the 
Company for the Residential class be decreased by $10,234,829 and that the 
DT-SEC class be decreased by $2,100,000. 

20. For the DS and DT-PRI classes, I agree with the Company's proposed 
revenue increase when the 12-CP & Average methodology is applied to the cost 
of service study. 

2 1. I recommend that any decrease from that proposed by the Company awarded 
to the Residential and DT-SEC classes be distributed to the other classes in an 
across-the-board manner. 

Green Power 

22. In the proposed tariff, GP revenues will not necessarily be used to purchase 
or develop environmentally fiiendly resources. Instead, the revenues will be used 
to purchase Renewable Energy Certificates (REC) and carbon credits. 

23. Renewable Portfolio Standards (RPS) legislation generally requires power 
generators to meet part of their requirements from renewable resources. RPS 
legislation may allow a power supplier to hlfill its Green Power portfolio 
requirements by purchasing RECs. Kentucky does not have RPS legislation at 
this time. 

24. Absent legislation, the capital necessary to purchase RECs or carbon credits 
is provided by customers, not investors. For that reason, the revenues from sales 
of RECs or carbon credits should be credited to the customers that provided the 
capital for purchases. 

25. If insufficient funds are collected to purchase REC or carbon credits, the 
money voluntarily collected should be returned to participating customers with 
6% interest. 



SECTION I1 

ALLOCATION METHODOLOGY FOR FIXED COSTS 

OF PRODUCTION AND TRANSMISSION 

HOW MANY CLASS ALLOCATED CLASS COST OF SERVICE 

STUDIES HAS THE COMPANY FILED TO JUSTIFY ITS PROPOSED 

RATE DESIGN? 

The Company has filed 3 class cost of service studies which contain the same data 

but use different methodologies to allocate the demand component of production 

and transmission plant. As described in detail in the testimony of Paul F. 

Ochsner, the three methods used are (1) the average of the twelve coincident 

monthly peaks (1 2-CP) method, (2) the Average and Excess (A&E) method and 

(3) the Summer/Non-Summer (S/NS) method. 

WHAT METHOD DOES THE COMPANY PROPOSE AND WHAT DO 

YOU RECOMMEND? 

The Company recommends using the Twelve Month Coincident Peak (12-CP) 

methodology, without any recognition of capitalized energy, I propose a 

modification to the 12-CP methodology that would recognize both class 

contributions to the 12 monthly peaks as well as capitalized energy; the 12-CP 

and Average Demand Methodology (12-CP & Average). It is the exclusion of 

average demand or annual energy usage fmm Company's preferred cost of 



service methodology that causes me to conclude that the 12-CP & Average 

approach is superior. 

IS THERE ANY ACADEMIC SUPPORT FOR RECOGNIZING ANNUAL 

UTILIZATION OF FACILITIES IN THE CALCULATION OF THE 

PRODUCTION AND TRANSMISSION ALLOCATOR FOR FIXED 

COST? 

A. According to Professor Bonbright fairness is one attributes of a sound rate 

structure. He says, "the burden of meeting total revenue requirements must be 

distributed fairly and without arbitrariness, capriciousness, and inequities among 

the beneficiaries of the service [rate schedules or classes]. . . . Bonbright, Principles 

of Public Utilitv Rates, Second Edition, page 385. (Emphasis added). 

I agree. Since the results of a class allocated service study are the starting point 

for determining class revenue requirements, the allocation factor used to allocate 

the fixed costs of production and transmission should include annual utilization of 

the system along with contributions to coincident demands. 

Consider two customer classes or rate schedules. The customers in rate schedule 

A and B have the same coincident peaks. Schedule A's kilowatt-hour sales are 

three times the kilowatt-hours sales of schedule B customers. If annual utilization 

of facilities is not recognized, both schedule A and B will have the same cost 



allocation despite a significantly greater benefit to customers with a higher annual 

utilization of production and transmission costs. 

PLEASE DESCRIBE THE ENGINEERING AND ECONOMIC REASONS 

WHY ANNUAL UTILIZATION OF FACILITIES SHOULD BE 

RECOGNIZED? 

In addition to fairness, there are sound engineering and economic reasons why the 

allocation of the fixed costs of production and transmission should include annual 

utilization of the system along with contributions to coincident demands. 

Monthly coincident peak requirements can be met with peaking facilities. 

Peaking facilities are characterized as having lower capital costs than base load or 

intermediate units. On the other hand, peaking facilities have higher unit fuel 

costs than base load or intermediate units. The goal of power supply planning is 

not to minimize capital costs at the expense of higher fuel costs or visa versa. The 

proper goal is to balance the advantages of peaking, intermediate and base load 

facilities against each other to produce the lowest annual revenue requirement, 

consistent with reliability. 

A preponderance of peaking facilities is appropriate if the utility has a needle 

peak, but not if a utility has a reasonable load factor. Load factor is calculated by 

dividing average demand (Kwhihour) by annual peak demand. The higher the 

load factor, the greater the need for intermediate and base load facilities. 



Although base load and intermediate units have higher capital costs than peaking 

facilities, they have lower fuel costs on a unit basis. Base load and intermediate 

units, as opposed to only low capital cost peakers, are needed to hlfill the power 

supply planning goal to produce the lowest annual revenue requirement, 

consistent with reliability. 

WHAT IS THE COMPANY'S LOAD FACTOR? 

The Company's annual load factor is a reasonable 56.66% (see Exhibit SWR-1). 

This load factor is evidence that lower fuel costs fkom base load and intermediate 

units, as opposed to only peaking facilities, are necessary to produce the lowest 

power supply revenue requirement. 

DOES THE 12-CP & AVERAGE APPROACH RECOGNIZE ALL, THE 

ELEMENTS OF COST CAUSATION? 

Yes. The problem with the Company's proposed 12 month CP method is that it 

fails to allocate the fixed costs of base load and intermediate facilities in a manner 

that reflects cost causation. 

The 12-CP & Average methodology recognizes the significant extra investment 

(per KW of demand) utilities make for non-peaking generating facilities. These 

extra dollars of investment represent cavitalized energy. The reason electric 



utilities invest these extra dollars is because the fuel costs of non-peaking 

facilities are low enough to economically justify the extra investment. 

For the reasons discussed above it is my recommendation that the Commission 

reject the Company proposed 12-CP method and choose instead to allocate non- 

fuel generating costs on a 12-CP and Average Demand basis. In addition, I 

recommend that the Average component be weighted by the Company's load 

factor and the 12 CP portion be weighted by 1 minus the load factor. 

DO YOU AGREE WITH THE COMPANY'S DECISION NOT TO 

PROPOSE AN AVERAGE & EXCESS (A&E) METHOD FOR THE 

ALLOCATION OF GENERATION COSTS? 

Yes. The A&E method is not a reasonable methodology to use because of the 

use of non-coincident peaks. In the A&E method average demand is weighted by 

load factor and the excess demand is calculated on non-coincident peaks. The 

problem is that the sum of non-coincident demands and each classes' contribution 

to total non-coincident demand are never used for power supply planning 

purposes. Class contributions to the sum of the non-coincident demands are used 

to allocate distribution costs because distribution facilities are built to meet local 

demands while generating facilities are built not to meet local demands, but total 

system requirements. 



DO YOU AGREE WITH THE COMPANY'S DECISION NOT TO 

PROPOSE A SUMMERNCTINTER (S/NS) METHOD? 

Yes. Similar to the 12-CP method, the S/NS method does not recognize 

capitalized energy. 

IS THE PEAK AND AVERAGE APPROACH USED TO ALLOCATE FIXED 

COSTS IN RETAIL GAS ALLOCATED COST OF SERVICE STUDIES? 

Yes. Some retail gas distribution companies allocate fixed costs using a peak and 

average approach. Distribution mains typically represent the largest plant in 

service account. The reason for the peak and average approach is that mains are 

installed to meet coincident peak requirements and daily delivery requirements. 

For bundled electric utilities, investment in generation represents the largest plant 

in service account. Ldke gas utilities, electric utilities build or acquire generation 

not only to meet system coincident peaks, but also to meet daily requirements 

(with the lowest revenue requirement). The peak and average approach for retail 

gas utilities serves to allocate part of total fixed costs based on the annual 

utilization of facilities. The peak and average approach is equally applicable for 

fixed electric generation allocation in order to spread part of the fixed costs on 

average daily usage. 





factor (see Exhibit SWR-2). For example, for the Residential Class the 12-CP & 

Average factor is calculated as follows: 

(.3783 * .5666) + (.4471 * (1 - 5666)) = .4081; where 

.3783 is the energy factor 

,5666 is the load factor and 

.4471 is the 12 CP factor 

HAVE YOU COMPARED THE CLASS RATES OF RETIJRN USING THE 

12 CP AND 12-CP & AVERAGE METHODS. 

Yes. In Exhibit SWR-3, which compares the Company's rates of return using the 

12-CP method and the rates of return using my recommended 12-CP & Average 

methodology, the change in the rates of return for the classes resulting from the 

two methods is shown. 



SECTION I11 

DISTRIBUTION PLANT 

HOW HAS THE COMPANY CLASSIFIED DISRTIBUTION PLANT 

ACCOUNTS 364 TO 368 IN ITS CLASS COST OF SERVICE STUDY? 

The Company has classified Account 364-Poles, Account 365-Overhead 

Conductors, Account 366-Underground Conduits, Account 367-Underground 

Conduits and Devices and Account 368-Line Transformers as distribution 

demand. These accounts have no customer component. Distribution costs, such 

as meters and services are classified as customer related. 

DO YOU AGREE WITH DEK'S CLASSIFICATION OF PART OF THE 

DISTRIBUTION SYSTEM? 

Yes, I do. 

IS THE CLASSIFICATION OF THE DISTRIBUTION SYSTEM 

(ACCOUNTS 364 TO 368) CONTROVERSIAL? 

Yes. The classification of Accounts 364 to 368 is one of the main factors that 

drive cost of service results and is controversial. The controversy concerns the 

choice is between a demand only classification or a dual demand/customer 

classification. The classification is controversial because the classification of 

distribution costs controls the allocation of distribution costs among the classes. 



When a demand only classification is used, distribution demand costs are 

allocated on class contributions to the sum of non-coincident demands. The 

allocation of distribution demand costs on non-coincident peaks is appropriate 

because distribution plant is installed to meet localized demands, not system 

demands. If costs are classified as customer related, the costs are allocated based 

on the number of customers. 

DO YOU AGRlEE WITH THE COMPANY'S CLASSIFICATION OF THE 

DISTRIBUTION SYSTEM? 

Yes, I do. It is important because small customers comprise about 90% of total 

customers while the small customers' non-coincident demand allocation factor is 

usually about 50%. For each dollar of costs classified as customer related, 90% is 

allocated to small customers and 10% to larger customers. For each dollar of costs 

classified as demand related, about 50% is allocated to small customers and 50% 

to larger customers. 

For Duke, the RS customer allocation factor is about 90 % and the non-coincident 

demand factors range between 45% to 66%. 

WHAT IS THE IMPACT OF THAT CLASSIFICATION RATHER THAN 

A DUAL DEMAND AND CUSTOMER CLASSIFICATION? 

Because small customer contribution to the sum of non-coincident demands is 

much less than the number of small customers, the rates of return for small 



customers will be higher than it would otherwise be with a dual classification. 

Conversely, the rates of return for larger customers will be lower. For that reason, 

I would expect that larger customer classes will propose a minimum distribution 

system that includes a dual non-coincident demand and customer classification. 

Q. WHAT IS THE THEORETICAL BASIS FOR A DUAL 

CLASSIFICATION? 

A. The theoretical basis for a dual classification for the accounts previously 

mentioned is the minimum system or zero load theory. The underlying 

assumption is that a utility is required to serve customers regardless of load 

requirements and that a minimum or no load distribution system is required to 

provide customer access. 

Q. DO YOU AGREE WITH THAT THEORETICAL BASIS? 

A. Absolutely not. Distribution systems are not designed for zero or minimum loads. 

Even minimum size facilities include load carrying capacity and a zero load 

distribution system is theoretical and does not exist in fact. Distribution engineers 

do not design distribution systems to meet zero loads. Customers with zero loads 

should be served with a battery, not distribution assets. 

Instead, non-coincident distribution demands are the primary design criteria for 

distribution systems. A distribution engineer would have a very difficult time 



conceptualizing the appearance and the purpose of a distribution system with no 

load. The zero or minimum distribution theory is simply a theory, not a reality. 

Moreover, if a customer component of the distribution system is necessary 

because of the simple existence of customers, there should also be a customer 

component of the generating system as well as the transmission system. To date, 

neither generating facilities nor transmission facilities have been seriously 

considered as partially customer related. 

The purpose of poles, overhead conductors and underground conduits is to deliver 

power for customers that want power. Transformers regulate voltage. The 

equipment is sized based to step down the power delivered to the high voltage 

side of the transformer to the voltage necessary for the customer to use the power. 

IS THERE AN INDUSTRY CONSENSUS REGARDING THE 

CLASSIFICATION OF ACCOUNTS 364 TO 368? 

No. The National Association of Regulatory Commissioners (NARUC) 1992 

Electric Utility Cost Allocation Manual recognizes a dual classification that 

includes a customer component of the distribution system. Some jurisdictions 

have followed the NARUC Electric Utility Cost Allocation Manual, but other 

jurisdictions have not. In 199 1 when a draft of the NARUC Electric Utility Cost 

Allocation Manual was reviewed by the Washington Utilities and Transportation 

Commission, the Secretary of that Commission responded by letter that: 



"Our Commission has been extremely clear about one thing in this area: 
that the "minimum-distribution" and "minimum-intercept method" are not 
acceptable and the only costs that should be considered as customer 
related are the cost of meters, services, meter reading and billing. Our 
staff believes that this is the most common approach taken by 
Commissions around the country. For example, in Iowa the administrative 
rules of the Commission set forth this explicitly, while in Arizona and 
Illinois have explicitly rejected the minimum-distribution and minimum- 
intercept methods in favor of the basic customer approach." (See Exhibit 
SWR-4) 

I have worked on rate design dockets before the Kansas Commission involving 

Kansas Power & Light and Western Resources, doing business as Kansas Gas & 

Electric. In both these cases, the accounts have been classified as 100% demand 

related by those companies (see Exhibit SWR-5; pages 1 & 2). Moreover, 

Cincinnati Gas & Electric Company (Electric Case Nos: 05-59-EL-AIR and 05- 

06-EL-60) in its most recent rate case classified Accounts 364 to 368 as solely 

demand related and Commonwealth Edison, in Illinois, did so also. 

20 Q. WHAT IS YOUR IUCCOMMENDATION? 

21 A. I recommend that Duke's classification of Accounts 364 to 368 be accepted. The 

22 classification of these Accounts is far from settled. Sharp differences of opinion 

23 exist among cost of service analysts. Should larger customers propose a 

24 minimum distribution system, this Commission should reject the same as a 

25 theoretical system, which does not actually exist in practice. 



SECTION IV 

CLASS REVENUE REQUIREMENTS 

WHAT IS THE ACCEPTED METHOD FOR ALLOCATING OVERALL 

REVENUE REQUIREMENTS AMONG THE CLASSES? 

The distribution of an increase among classes of service is traditionally based on 

cost of service and non-cost criteria. 

IS COST OF SERVICE AN IMPORTANT CONSIDERATION IN 

ESTABLISHING CLASS REVENUE REQUIREMENTS? 

Yes. Cost of service is a basic consideration in arriving at an appropriate 

allocation of a utility's total revenue requirements among the customer classes. It 

is not however, the sole criterion. Because of cost of service study limitations it 

is generally agreed that the results of cost of service study should be used as a 

guide for the establishment of class revenue requirements, along with non-cost 

considerations. The Commission should set class revenue requirements using 

informed judgment applied to both cost and non-cost considerations. 

WHAT ARE THE NON-COST CRITERIA GENERALLY USED BY 

COMMISSIONS TO SET CLASS REVENUE REQUIREMENTS? 

Most regulatory commissions follow a long standing policy of considering 

numerous factors other than cost. The limited exception to this policy is 

wholesale and jurisdictional cost of service studies. Regulatory commissions 



which set retail rates, however, include other considerations such as gradualism or 

rate continuity, public acceptability, revenue stability, fairness and equity and 

value of service. Moreover, regulatory commissions have been unwilling to 

assign a specific weight to either the cost or non-cost criteria. Such a weighting 

has been found to be impractical because cost of service is not an exact science 

and because commission's have wide rate discretion to consider criteria other than 

cost. 

WHAT WAS THE STARTING POINT FOR YOU CLASS =VENUE 

ALLOCATION RECOMMENDATION? 

My starting point was the class rates of return using my recommended 12-CP and 

Average method. I elected this method for two reasons. 

First, the 12-CP and Average method includes annual utilization of production 

and transmission facilities better satisfjing cost of service considerations by 

including capitalized energy in the allocation factor. The allocation of capitalized 

energy based on annual usage should be part of the allocation method because 

power supply planners select units to provide the lowest total revenue 

requirement, which includes demand and energy costs. 

Second, the 12CP & Avergage method satisfies the fairness and equity criteria of 

ratemaking because customers with higher kilowatt-hour requirements benefit 

more than customers with lower higher kilowatt-hour requirements. 



WHAT RATE SHEDULES WERE OF PRIMARY CONCERN? 

Rates RS, DS, DT-SEC and customers receiving service from primary voltages 

DT-PRI were of primary concern. These four major classes represent about 95% 

of total rate base, with the remaining dozen or so other rate schedules representing 

just 5% of rate base. 

For these four major classes I sought to satisfy the cost of service criteria by 

moving the index rates of return (IRR) at proposed rates closer to the system 

average. The amount of movement for each major class incorporated a more 

tolerant use of the non-cost criteria of gradualism. If gradualism is employed 

customers have a better chance to adjust their consumption to higher rates.. 

HOW DOES THE COMPANY PROPOSE TO ALLOCATE ANY 

INCREASE AMONG THE RATE SCHEDULES? 

The Company proposes to reduce the difference between class rates of return at 

present rates and the system average rate of return by 25%. After that calculation, 

the Company allocates the increase to each of the classes based on class 

contributions to total rate base. Using this approach, the Company has allocated 

$32.6 million to the Residential Class (RS), $15.7 million to DS, $10.7 million to 

DT-SEC and $5.3 million to DT-PRI. These increases total 95% of the total 

proposed increase. 



1 .  

2 Q. WHAT IS THE DIFFERENCE BETWEEN YOUR METHOD AND THE 

3 COMPANY'S METHOD? 

4 A. The difference is that my proposal moves the class rates of return more gradually 

5 toward the system average return. 
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Using the Company's 12-CP methodology, the RS IRR at present rates is .04. 

The Company has proposed an IRR of .88 at proposed rates, which is a movement 

of 84 points (see Exhibit SWR-6). Using my recommended methodology, 12CP 

& Average method, the RS IRR, at present rates to proposed rates go from .48 to 

1 .OO in a single swoop of 53 points. Both violate the principle of gradualism. 

Consequently, I recommend moving the RS IRR fram.48 to .74, one half of the 

difference between .48 and a system IRR of 1 .OO using a 12 CP & Average 

Methodology without a minimum distribution system. This recommendation is 

consistent with the principle of gradualism. 

With the Company's proposed revenue increase and my recommended 12 CP& 

Average method the DS IRR, at present rates to proposed rates go from 2.85 to 

1.24 for a reduction of 1.6 1 points (see Exhibit SWR-7). I agree with the 

Company's target IRR at proposed rates because this class of service has an IRR 

at present rates over 2.5 times the system rate of return. My recommendation is 

based a 12 CP & Average Methodology without a minimum distribution system. 

This recommendation is consistent with the principle of gradualism. 



With the Company's proposed revenue increase and my recommended 12 CP& 

Average method the DT-SEC IRR, at present rates to proposed rates goes from 

.47 to .89 for an increase of 42 points (see Exhibit SWR-7). This violates the 

principle of gradualism. Instead, I recommend moving the DT-SEC IRR from .47 

to .74, about one half of the difference between .47 IRR and a system IRR of 1 .OO 

using a 12 CP & Average Methodology without a minimum distribution system. 

This recommendation is consistent with my RS recommendation. 

With the Company's proposed revenue increase and my recommended 12 CP& 

Average method, the DT-PRI IRR at present rates to proposed rates goes &om 

-1.71 to .49 for an increase of 2.20 points (see Exhibit SWR-7). I agree with the 

Company's target IRR at proposed rates because this class of service has such a 

low IRR at present rates. 

PLEASE COMPARE YOUR RECOMMENDED INCREASES WITH THE 

COMPANY'S PROPOSED INCREASES FOR THE 4 MAJOR CIiASSES 

OF SERVICE? 

I recommend that the revenue requirements increase proposed by the Company 

for the Residential class be decreased by $9,434,829. This decrease moves the 

IRR one half of the difference between .48 and a system IRR of 1.00 using a 12 

CP & Average Methodology without a minimum distribution system (see Exhibit 



SWR-8). As stated above, this recommendation is consistent with the principle of 

gradualism. 

For the DT-SEC class, I recommend a decrease of $1,700,000, which moves this 

class about one half of the difference between .47 IRR and a system IRR of 1.00 

using a 12 CP & Average Methodology without a minimum distribution system. 

This recommendation is consistent with my RS recommendation. (see Exhibit 

SWR-9). 

For the DS and DT-PRI classes, I agree with the Company's proposed revenue 

increase and target IRR when the 12-CP & Average methodology is applied to the 

cost of service study. 

WHAT IS YOUR RECOMMENDATION FOR THE OTHER CLASSES OF 

SERVICE? 

I recommend that any decrease ffom that proposed by the Company awarded to 

the RS and DT-SEC classes be distributed to the other classes as an across-the- 

board increase. 

WHAT IS YOUR SCALE BACK PROPOSAL? 

I am not endorsing the Company's proposed revenue requirement. My 

recommendations are based on the Company's proposed revenue requirements so 

that the Commission can compare the two recommendations using consistent 



data. In the event the Commission sets the overall revenue requirement at a 

lower amount, my recommendations should be scaled back proportionately. 



SECTION V 

GREEN POWER RIDER 

PLEASE COMMENT ON THE GREEN POWER RIDER RATE DESIGN. 

Duke's tariff includes a Green Power (GP) Rider. The existing program allows 

customers to voluntarily contribute to the GP find for power purchases from 

environmentally friendly resources or for the development of environmentally 

friendly generation. The proposed GP, for small customers, shifts from a 

voluntary sum certain to a voluntary per kilowatt-hour contribution of $0.025 in 

increments of 100 kilowatt-hours. 

WILL THE REVENUES FROM CUSTOMERS RE USED IN A 

DIFFERENT MANNER? 

Yes. In the proposed tariff GP revenues will not be used to purchase or develop 

environmentally friendly resources. Instead, the revenues will be used to 

purchase Renewable Energy Certificates (REC) and carbon credits and cover the 

costs of education, marketing and advertising. Large customer participation will 

be governed by contract negotiations. 

WHAT DO RECS AND CARBON CREDITS REPRESENT? 

RECs represent the environmental attributes of one megawatt-hour from a 

renewable generation source. A carbon credit represents one ton of carbon 

dioxide reduction. Both REC and carbon credits are a tradable commodities. 



DOES KENTIJCKY HAVE MANDATORY RENEWABLE PORTFOLIO 

STANDARDS? 

No. Kentucky does not have RPS legislation. Renewable Portfolio Standards 

(RPS) legislation generally requires power generators to meet part of their 

requirements from renewable resources. RPS legislation may allow a power 

supplier to fulfill its Green Power portfolio requirements by purchasing RECs. 

Without RPS legislation the GP program is purely voluntary. 

IF THE PROPOSED GP IS APPROVED, WILL DUKE PURCHASE 

RECS? 

Yes. Duke will purchase RECs to "match the Green Power commitments made 

by retail customers". (See the pre-filed testimony of J. Bailey, page 22, lines 7 to 

10). 

IF THE VOLUNTARY FIJNDS ARE INSUFFICIENT TO PIJRCHASE 

RECS WILL THE FUNDS BE RETURNED TO RATEPAYERS? 

Pursuant to the existing GP tariff, if insufficient funds are collected to purchase 

REC or carbon credits, the money voluntarily provided are returned to 

participating customers with 6% interest. The proposed GP tariff includes no 

such provision, but should include such a provision. 



DOES THE PROPOSED TARIFF ADDRESS THE RATEMAKING 

TREATMENT OF REVENUES FROM THE SALE OF RECS OR 

CARBON CREDITS? 

No. The proposed GP tariff also provides that the Company may transfer RECs 

or carbon credits at prevailing wholesale prices to and from third parties and 

affiliates. In the proposed tariff, carbon credits can be obtained from purchased 

power, Company owned generation or from carbon credit purchases. 

The proposed tariff does not include a provision governing the treatment of 

revenues fiom RECs or carbon credit sales. In response to AG-DR-0 1-228, the 

Company states that all costs and proceeds of the program, including the revenue 

from any sale of RECs or carbon credits will be treated "below the line." Absent 

legislation, since the capital necessary to purchase W C s  or carbon credits is 

provided by customers, not investors, the revenues fiom sales should be credited 

to the customers that provided the capital for purchases. If the Company invests 

in new equipment to reduce carbon dioxide emissions, carbon credits will be 

issued to the Company. If the Company intends to include the cost of the new 

investment in rate base, sale proceeds should also be credited to ratepayers 

WHAT ARE YOUR RECOMMENDATIONS? 

I recommend that the proposed GP tariff be approved aRer modification to 

provide that ( I )  if insufficient funds are collected to purchase REC or carbon 

credits, the money voluntarily collected be returned to customers with 6% 



1 interest, and (2) revenues from sales of RECs or carbon credits should be credited 

2 to customers. 

3 Q. DOES THAT CONCLUDE YOUR TESTIMONY? 

4 A. Yes. 



COMMONWEALTH OF KENTUCKY 
BEFORE THE KENTUCKY PUBLIC SERVICE COMMISSION 

In the Matter of: 

AN ADJUSTMENT OF THE ELECTRIC RATES OF ) 
THE UNION LIGHT, HEAT AND POWER COMPANY ) CASE NO. 2006-00172 
D/B/A DUKF, ENERGY KENTUCKY, INC. ) 

AFFIDAVIT 

I, Steven W. Ruback, hereby swear and affinn that the foregoing testimony and all 

supporting appendices and schedules were prepared by me or under my direct supervision and 

are, to the best of my information and belief, true and accurate. 
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Subscribed and sworn to before me by Steven W. Ruback this the / - day of 

September, 2006. 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 
I I 

Company State Docket Date Topic On Behalf Of: 

Vermont Gas Systems, Inc. Vermont 71 09 05/10/06 Implement Public 

Alternative 
Service 

Regulation Planl 
Board 

Tariff Filing 

Georgia Power Georgia 22403-11 05/05/06 Review & Evaluate Consumers' 

Proposed Fuel Utility Counsel 

Cost Recoveiy 

Commonwealth Edison Company Illinois 12/22/05 Proposed General Citizen's Utility 

Increase in Board & Cook 

Electric Rates for County Attorney's 

Deliveiy Service Office 

Direct and 

Rebuttal 

10/21/05 Complete LDC's Office of 

Unbundling of Consumer 

Natural Gas Counsel 

Service 

CNG, SCG and Yankee Gas Services Connecticut 

Cincinnati Gas & Electric Company Ohio 05-0059-EL-AIR 10/1 1/05 Electric Rate Office of the Ohio 

Design Consumers' 

Counsel 

Atmos Energy Corporation 

SCG 

Georgia 

Connecticut 

20298-11 09/29/05 Gas Rate Design Consumers' 

Utility Counsel 

05-03-1 7 07/01/05 Gas Supply Direct Office of 

and Supplemental Consi~mer 

Counsel 

CNG. SCG and Yankee Gas Services Connecticut 97-07-1 1 RE02 05/02/05 Unbundling Off ice of 

Natural Gas- 
Consi~mer 

Supplemental & 

Rebuttal Counsel 

Testimony 

3/18/05 Rate Design Savannah Electric and Power Company 

Atlanta Gas Light Company 

Georgia Power Company 

Georgia 

Georgia 

Georgia 

Consumers' 

Utility Counsel 

02/25/05 Rate Design Consumers' 

Utility Counsel 

10/8/04 Rate Design Consumers' 

Utility Counsel 

CNG. SCG and Yankee Gas Services Connecticut 9/3/04 DPUC Generic Office of 

Review of the Consumer 

Southern Counsel 

Methodology 

CNG, SCG and Yankee Gas Services Connecticut 97-07-1 1 RE02 6/25/04 Unbundling Office of 

Natural Gas - Consumer 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 
I I 

Company State Docket Date Topic On Behalf Of: 

Rebuttal Counsel 

Testimony 

Aquarion Water Company Connecticut 04-02-1 4 6/24/04 Rate Design - Office of 

Single Tariff Consumer 

Priciing Counsel 

Connecticut Local Distribution Companies Connecticut 04-04-16 811 6/04 Hedging Office of 

Consumer 

Counsel 

CNG, SCG and Yankee Gas Services Connecticut 97-07-1 1 RE02 5/28/04 Unbundling Off ice of 

Natural Gas Consumer 

Counsel 

South Jersey Gas Company 

Kansas Atmos 

Sierra Power Pacific Power Company 

New Jersey 

Kansas 

Nevada 

Kansas Gas Service, a Division of Oneok, Inc. Kansas 

SCG and CNG Connecticut 

Washington Gas Light Company District of 

Columbia 

Public Service Company of New Mexico (PNM) New Mexico 

CNG, SCG and Yankee Gas Services Connecticut 

Oklahoma 

GR03050413 01/9/04 Natt~ral Gas New Jersey's 

Procurement Rate Payer 

Practices Advocates 

Docket No. 1 1/3/03 Review and Kansas 

evaluate Rate Corporation 
03-ATMG-1036- design proposal Commission 

RTS and Consollidation 

of division 

Docket No. 811 9/03 Review Sierra's Office of Nevada 

PGA application Attomey General 

03-5021 and its gas supply Bureau of 

report. Consumer 

Protection (BCP) 

Docket No. 711 1/03 Adjustment of Gas Kansas 

Rates Corporation 
03-KGSG-602- Commission 

RTS 

Docket No. 97- 711 1/03 linbundling of Office of 

07-1 1 pH02 Natural Gas Consumer 

Services Counsel 

Formal Case No. 6/26/03 Rate Increase The Office of the 

1016 People's Counsel 

Case No. 5/23/03 Rate Modifications Attorney General 

02-1 0-01 1/27/03 Appropriateness of The Office of 

class specific Consumer 

Purchased Gas Counsel 

Adjustments 

(PGA) 

10/30/02 General Change or The Oklahoma 

Modification in Corporation 

Arkla's rates, Commission 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 
I I 

Company Staie Docket Date Topic On Behalf Of: 

charges and tarrifs 

Yankee Gas Connecticut 01 -05-1 9PH02 11/20/02 Rate Increase Office of 

Rate Design Consumers 

Council 

Sierra Pacific Power Company Nevada 11/14/02 Gas Supply Office of Nevada 

Attomey General 
Prudence Review 

Bureau of 

Consumer 

Protection (BCP) 

Atlanta Gas & Light Company Georgia 817102 Lost and Consumers' 

Unaccounted for Utility Counsel 

Gas 

Westem Resources, Inc. and Kansas Gas and Kansas 

Electric Company 

02-WSRE-301- 4/22/02 Rate Design State Corporation 

RTS Commission 

Savannah Electric and Power Company 14618-U 311 5/02 Automatic Consumer 

Adjustment Utilities Counsel 

Clauses, Class 

Revenue 

Requirements, 

Cost of Sewice 

Studies 

Georgia 

DPUC Generic Investigation of Connecticut 

Local Distribution Companies 

Connecticut 97-07-1 1 pH02 2/1/02 Capacity Release Office of 

Consume 

Counsel 

Texas SOA 473-98- 11/1/01 Pro Fonna 

2251, PUC 

201 25 

Beaumont Power & Light Company Beaumont Power 

& Light Company 

Georgia Power Company Georgia 1011 2/01 Rate Design Consumers' 

Utility Counsel 

Division 

Yankee Gas Services Company Connecticut 01 -05-1 9PH1 9/25/01 Interruptible Office of 

Margin Consumer 

Counsel 

United Cities Gas Company Georgia 8/24/01 Gas Supply Plan Consumers' 

Utility Counsel 

Division 

Navopache Electric Cooperative, Inc. 

Piedmont Natural Gas Company 

Arizona E-01787A-01- 811 5/01 Rate Design White Mountain 

0063 Apache Tribe 

South Carolina 2001 -004-G 7/31/01 Gas Purchasing Department of 

Policies Consumer Affairs 
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The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 

Company State Docket Date Topic On Behalf Of: 

Southem Connecticut Gas Company and Connecticut 99-04-18, PH Ill 7/13/01 Merger-Enabled Office of 

Connecticut Natural Gas Corporation and 99-09-03, PH Gas-Supply Consumer 

II Savings Counsel 

Southern Connecticut Gas Company Connecticut 99-04-18, Ph IV 7/2/01 Rate Design Office of 
Consumer 

Counsel 

Southern Connecticut Gas Company and Connecticut 99-04-18, PH Ill 6/25/01 Merger-Enabled Office of 

Connecticut Natural Gas Corporation and 99-09-03. PH Gas-Supply Consumer 

II Savings Counsel 

Oklahoma Natural Gas Corporation Oklahoma PUD 200100097 5/18/01 Gas Hedging Oklahoma 

Corporation 

Commission 

3/14/01 Period Costs in Reverend C.S. 

Fuel Adjustment Gordon, Jr., et al 

Charge 

Entergy New Orleans, Inc. (2) Louisiana 

Southwest Gas Corporation Nevada 3/14/01 Prudence Review Bureau of 

Consumer 

Protection 

Sierra Pacific Power Company Nevada 2/20/01 Pnldence Review Bureau of 

Consumer 

Protection 

EnergyNorth Natural Gas, Inc. New Hampshire DG 00-063 11/27/00 Rate Design Office of 

Consumer 

Advocate 

Northern lltilities. Inc. New Hampshire DG 00-046 11/16/00 Rate Design Office of 

Consumer 

Advocate 

Beaumont Power & Light Company Texas SOAH 473-98- 

2251, PlJC 

201 25 

11/6/00 Pro Forma Beaumont Power 

& Light, L.C. 

Connecticut Natllral Gas Corporation 

EnergyNorth Natural Gas, Inc. 

United Cities Gas Company 

Northern Utilities, Inc. 

Connecticut 99-09-03 9/25/00 Incentive Rate Office of 

Plan Consumer 

Counsel 

New Hampshire DG 00-063 9/1/00 Rate Design Office of 

Consumer 

Advocate 

Georgia 12498-U 8/25/00 2000-2001 Gas Consumer's 

Supply Plan Utility Counsel 

Division 

New Hampshire DG 00-046 811 8/00 Rate Design Office of 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, lnc. Gas Supply, Cost of Service and Rate Design Testimonies 

Company State Docket Date Topic On Behalf Of: 

Consumer 

Advocate 

Southem Connecticut Gas Company, Connecticut 99-03-28 2/4/00 Cost of Service Office of 

Connecticut Natural Gas Corporation, Yankee Study Consumer 

Gas Services Methodologies Counsel 

Oklahoma Natural Gas Company Oklahoma PUD980000683P 1/24/00 Cushion Gas Corporation 

UD980000570 Commission 

PUD990000166 

Oklahoma Natural Gas Company Oklahoma PUD980000683 2/1 100 Cost of Service Corporation 

PUD980000570 and Rate Design Commission 

PUD990000166 

Connecticut Natural Gas Corporation 

United Cities Gas Company 

Connecticut 99-09-03 1/2000 Interruptible Off ice of 

Margin Consumer 

Counsel 

Georgia 

Southern Connecticut Gas Company Connecticut 

United Cities Gas Company 

United Illuminating Company 

Connecticut Light & Power Company 

Western Resources, Inc. and Kansas City 

Power & Light Company 

Westem Resources, Inc. and Kansas City 

Power & Light Company 

Kansas Gas Service Company, a Division of 

Oneok, lnc. 

Residential Electric, Incorporated 

United Cities Gas Company 

Georgia 

Connecticut 

Connecticut 

Kansas 

Kansas 

Kansas 

New Mexico 

Georgia 

10939-11 1 1/5/99 1999/2000 Gas Consumers' 

Supply Plan LJtility Counsel 

Division 

9/22/99 Interruptible Office of 

Margin Consumer 

Counsel 

8/24/99 1999/2000 Gas Consumers' 

Supply Plan Utility Counsel 

Division 

7/2/99 Standard Offer Office of 

Consumer 

Counsel 

7/7/99 Standard Offer Office of 

Consumer 

Counsel 

98-WSRE-676- 2/18/99 Market Power Citizens' Utility 

MER Ratepayer Board 

98-WSRE-676- 2/99 Rate Design Citizens' Utility 

MER Ratepayer Board 

98-KGSG-822- 11/98 Gas Unbundling Citizens' Utility 

TAR Ratepayer Board 

2867 & 2868 11/9/98 Electric Retail Office of Attorney 

Competition General 

9306-U 8/24/98 1998- 1999 Gas Consumers' 

Supply Plan LJtility Counsel 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 
I 1 

Company State Docket Date Topic On Behalf Of: 

Atlanta Gas Light Company Georgia 9305-11 8/24/98 1998-99 Gas Consumers' 

Supply Plan Utility Counsel 

Atlanta Gas Light Company Georgia 9305,.U 8/25/98 Addendum - 1998- Consumers Utility 

99 Gas Supply Counsel 

Plan 

Kansas Gas Service Company a Division of 

Oneok. Inc. 

Kansas 98-KGSG-611- 7/31/98 Optional Services Citizens' Utility 

TAR Ratepayer Board 

Massachusetts D.T.E. 98-27 6/9/98 Performance Local 12086, 

Based Ratemaking United 

Steelworkers of 

America, AFL- 

CIO and the 

Alliance of Utility 

Workers' Unions 

Eastern EnterprisesIEssex County Gas 

Company 

Southern Connecticut Gas Company Connecticut 5/22/98 Request to Exit Connecticut 

Merchant Function Office of 

Consumer 

Counsel 

3/31/98 SFV Rate Design Consumers' 

lltility Counsel 

Division 

Atlanta Gas Light Company Georgia 

193,306-U;96- 2/98 Rate Design Citizens' Utility 

KG&E-100-RTS, Ratepayer Board 

193,307-U;96- 

WSRE-101-DRS 

Westem Resources, Inc. Kansas Gas & Electric Kansas 

Company 

PNM Gas Services New Mexico 2/98 Class Revenue 

Allocation, Cost of 

Service Study, 

Discounted Rates, 

Transportation 

Balancing 

New Mexico 

Attorney 

General 

97-WSRG-486- 9/97 Line Extensions 

MER 

Citizens' Utility 

Ratepayer Board 
Westem Resources, Inc. ONEOK. Inc. 

Atlanta Gas Light Company 

Kansas 

Georgia 7710-U 8/97 Gas Supply Plan Consumers' 

Utility Counsel 

Division 

United Cities Gas Company Georgia 8/97 Gas Supply Plan Consumers' 

Utility Co~~nsel 

Division 

DPlJC Review of Electric Companies Connecticut 8/97 Cost of Service 

and Unbundled 

Connecticut 

Office of 

Consumer 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 
r I 

Company State Docket Date Topic On Behalf Of: 

Tariffs Counsel 

Columbia Gulf Transmission Company Pennsylvania RP97-52-000 7/97 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

PNM Gas Services New Mexico 7/97 Small Customer New Mexico 

Transportation Attorney General 

Program 

Consumers Pennsylvania Water Company Pennsylvania R-00973869 5/97 Competitive 

Pricing 

Pennsylvania 

Office of 

Consumer 

Advocate 

Pennsylvania 

Office of 

Consumer 

Advocate 

T.W. Phillips Gas & Oil Company Pennsylvania Purchased Gas 

Adjustment Clause 

Rate Design 

Competitive Tariffs 

Power Supply 

Contract 

Office of 

Advocate for 

Sierra Pacific Power Company Nevada 

Customers of 

Public Utilities 

llnited Cities Gas Company Georgia Consumers Utility 

Counsel Division 

Application for 

Performance 

Based Ratemaking 

Application of Virginia Power 

Atlanta Gas Light Company 

Virginia 

Georgia 

PLJE 

6660-U 

City of Richmond Competitive 

Practices 

Gas Supply Plan Consumers Utility 

Counsel Division 

Cost of Gas 

Purchased Gas 

Adjustment Clause 

Consumers Utility 

Counsel Division 

United Cities Gas Company Georgia 

Chesapeake Utilities Corporation 

Generic PGA Proceedings 

Delaware 

Connecticut 

95-73, Phase I1 8/98 

96-01 -28 6/96 

Cost of Sewice 

Rate Design 

Office of Public 

Advocate 

PGA Rate Design Connecticut 

Office of 

Consumer 

Counsel 

PFG Gas and North Penn Gas Company Pennsylvania R-00953524 5/96 Cost of Gas Pennsylvania 

Qffice of 

Consumer 

Advocate 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 

Company State Docket Date Topic On Behalf Of: 

Equitable Gas Company Pennsylvania R-00963576 5/96 Anti Competitive Pennsylvania 
Practices Office of 

Consumer 

Advocate 

Equitable Gas Company Pennsylvania 5/96 Anti Competitive Pennsylvania 

Practices Office of 

Consumer 

Advocate 

5/96 Rate Design Citizen's Utility 

Cost of Service Ratepayers 

Board 

Western Resources, Inc. 

Connecticut American Water Company 

Kansas 

Connecticut 3/96 Rate Design Connecticut 

Cost of Service Office of 

Consumer 

Advocate 

Carnegie Natural Gas Company Pennsylvania M-0095069 & M- 2/96 Gas Cost Issues Pennsylvania 

00950698 Merger Issues Office of 

Consumer 

Advocate 

Western Resources, Inc. Kansas 1/96 Cost of Service Citizens lltility 

Rate Design Ratepayer Board 

Case No. 2662 1/96 Cost of Service New Mexico 

Rate Design Off ice 

of Attorney 

General 

Public Service Company of New 

Mexico Gas Services 

New Mexico 

Dehalva Power & Light Company Delaware 11/95 Economic Delaware Office 

Development and of 

Negotiated Rates Public Advocate 

Yankee Gas Services Company Connecticut 92-09-1 9 

Reopened 

11/17/95 Cost of Service Connecticut 

Office of 

Consumer 

Counsel 

Public Service Company of New 

Mexico Gas Services 

New Mexico Case No. 2655 11/95 Optional 

Services 

New Mexico 

Office 

of Attorney 

General 

Connecticut Natural Gas Company Connecticut 95-02-07 9/95 Cost of Service Connecticut 

(Phase 11) Rate Design Office of 

Consumer 

Counsel 

R-00953300 9/95 Cost of Service Pennsylvania 

Off ice of 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 

Company State Docket Date Topic On Behalf Of: 

Rate Design Consumer 

Advocate 

Apollo Gas Company and Camegie Natural Gas Pennsylvania 

Company 

8/95 Merger Application Pennsylvania 

Office of 

Consumer 

Advocate 

8/95 Cost of Service Pennsylvania 

Rate Design Office of 

Consumer 

Advocate 

Philadelphia Suburban Water Company Pennsylvania 

8/95 Order 636 Issues Delaware Office 

of Consumer 

Advocate 

Delaware Power & Light Company 

PECO Energy Company 

Delaware 

Pennsylvania 7/95 Cost of Gas Pennsylvania 

Office of 

Consumer 

Advocate 

Connecticut Natural Gas Company Connecticut 7/95 Rate Design Connecticut 

Office of 

Consumer 

Counsel 

Hope Gas Company 

Mountaineer Gas Company 

North Penn Gas Company 

West Virginia 

West Virginia 

95-0003-G-42T 6/95 Cost of Service WV PSC 

Consumer 

Advocate Division 

95-00 1 1 -G-42T 6/95 Cost of Service WV PSC 

Consumer 

Advocate Division 

Pennsylvania 5/95 Cost of Service Pennsylvania 

Rate Design Office of 

Consumer 

Advocate 

5/95 Purchased Gas Pennsyivania 

Costs Office of 

Consumer 

Advocate 

Equitable Gas Company Pennsylvania 

North Shore Gas Company 

The Peoples Gas Light & Coke Co. 

Equitable Gas Company 

Illinois 

Illinois 

Pennsylvania 

95-0031 4/95 Cost of Service Illinois Citizens 

Rate Design Utility Board 

95-0032 4/95 Cost of Service Illinois Citizens 

Rate Design lltility Board 

R-00943272 4/95 Transportation Pennsylvania 

Balancing Office of 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 
I 1 

Company State Docket Date Topic On Behalf Of: 

Consumer 

Advocate 

'T.W. Phillips Gas & Oil Co. Pennsylvania 3/95 Cost of Gas Pennsylvania 

Office of 

Consumer 

Advocate 

3/95 IRP City of Richmond Virginia Power 

Generic Order 636 Proceeding 

Virginia 

Connecticut 3/95 Order 636 Issues/ Connecticut 

Cost Allocation Office of 

Transportation Consumer 

lss~~es Counsel 

Pennsylvania 1/95 Cost of Service Pennsylvania 

Rate Design Office of 

Consumer 

Advocate 

Roaring Creek Water Company 

Generic Proceeding Illinois 1/95 Purchased Gas Illinois Citizens 

Adjustment Utilily 

Charge Board 

Gas Company of New Mexico New Mexico Case No. 2587 12/94 Cost of Service New Mexico 

Gas Prudency Office 

of Attorney 

General 

Missouri GR90-I 06-GR91- 11/94 Gas Prudency Missouri Public 

208 Service 
Commission 

Associated Natural Gas Company 

190,360JJ 8/94 Rate Design Citizens' Utility 

Ratepayer Board 
Empire District Electric Company 

PECO Energy Company 

Kansas 

Pennsylvania R-00943070 7/94 Gas Supply Pennsylvania 

Order 636 Office of 

Consumer 

Advocate 

National Fuel Gas Distribution Corp. Pennsylvania 6/94 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

Pennsylvania 

Office of 

Consumer 

Advocate 

Equitable Gas Company Pennsylvania R-00943022 5/94 Rate Design 

Bay State Gas Company Massachusetts DPU 94-16 3/94 Gas Supply 

Order 636 

Massachusetts 

Off ice 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 
I I 

Company State Docket Date Topic On Behalf Of: 

of Attomey 

General 

Gas Company of New Mexico New Mexico Case No. 2508 3/94 Rate Design New Mexico 

Office 

of Attorney 

General 

Boston Gas Company Massachusetts DPU 93-21 2 2/94 Gas Supply 

Order 636 

Massachusetts 

Off ice 

of Attorney 

General 

Massachusetts 

Office 

of Attomey 

General 

Commonwealth Gas Company Massachusetts DPU 93-222 2/94 Gas Supply 

Order 636 

2/94 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

Philadelphia Electric Company Gas Division Pennsylvania 

R-00932862 Z94 Rate Design Pennsylvania 

Cost of Service Off ice of 

Consumer 

Advocate 

UGI Utilities- Electric Division Pennsylvania 

Delmarva Power & Light Company Delaware 2/94 Order 636 Delaware Office 

Rate Design of Public 

Advocate 

Burlington Electric Department (Municipal Utility) Vermont 1 I94 Rate Design Cost Burlington 

of Service Electric Dept. 

(Municipal 1Jtility) 

Mansfield Consortium 

Essex Gas Company 

Fitchburg Gas & Electric 

Colonial Gas Company 

Berkshire Gas Company 

Massachusetts DPU 93-1 89 1/94 Order 636 

DPlJ 93-1 90 Gas Supply 

DPU 93-1 88 

DPU 93-187 

Massachusetts 

Off ice 

of Attomey 

General 

New Mexico Case No. 2508 12/93 Approve The New Mexico 

Continued use of Attomey 

purchased gas General's office 

adjustment clause 

Gas Company of New Mexico 

Roaring Creek Water Company Pennsylvania R-00932665 9/93 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

R-00932627 8/93 Order 636 Pennsylvania Allied Gas Company Pennsylvania 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 
I I 

Company State Docket Date Topic On Behalf Of: 

Capacity Release Office of 

Consumer 

Advocate 

8/93 Rate Design Office of 

& Gas Supply Consumers' 

Counsel 

Southem CT Gas Company Connecticut 

8/93 Rate Design & Pennsylvania 

Cost of Service Office of 

Consumer 

Advocate 

Pennsylvania Gas & Water Company (Spring 

Brook) 

Pennsylvania 

7/93 Gas Supply Plan- Pennsylvania 

ning; Transition Office of 

Costs; Capacity Consumer 

Release Advocate 

National Fuel Gas 

Distribution Corp. 

Pennsylvania 

Pennsylvania 7/93 Excess Capacity Pennsylvania 

Transition Costs Office of 

Commodity Costs Consumer 

Balancing Advocate 

Philadelphia Electric Company 

Gas Division 

5/93 Excess Capacity Pennsylvania 

Transition Costs Office of 

Commodity Costs Consumer 

Advocate 

Equitable Gas Company Pennsylvania 

Pennsylvania Gas &Water Co. (Scranton) Pennsylvania 1 193 Rate Design Pennsylvania 

Cost of Service Office of 

Consumer 

Advocate 

1 193 Rate Design Burlington 

Electric 

Department 

Burlington Electric Dept. 

Pennsylvania American Water Co. 

Massachusetts 

Pennsylvania R-00922428 10192 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

92-06-05 10192 Rate Design Off ice of CT 

Consumer 

Counsel 

United Illuminating Company Connecticut 

Pennsylvania R-00922404 10192 Rate Design Pennsylvania 

Cost of Service Office of 

Consumer 

Advocate 

Pennsylvania Gas &Water Co. 

(Crystal Lake) 

Yankee Gas Company Connecticut 6/92 Rate Design Office of CT 

Consumer 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 
I 1 

Company State Docket Date Topic On Behalf Of: 

Counsel 

Atlanta Gas & Light Company Georgia 401 1-11 10191 Rate Design Georgia 

Consumer 

Counsel 

Consolidated Edison of New York 91 -E-0462 919 1 Rate Design New York City New York 

Pennsylvania Texas Eastem Transmission 

Corporation 

RP88-67-000 7/91 Rate Design 

RP88-81-000 

RP-88-221-000 

RP90-119-000 

RP91-4-000 

RP91-119-000 

Pennsylvania 

Office of 

Consumer 

Advocate 

Pennsylvania 

Office of 

Consumer 

Advocate 

Philadelphia Suburban Water Co. Pennsylvania R-911892 6/91 Rate Design 

Equitable Gas Company Pennsylvania 4/91 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

Virginia Electric and Power Companmy Virginia PlJE870093 2/91 Petition to City of Richmond, 

construct, own and Virginia 

operate a pipeline 

New Jersey 

New Jersey 

Pennsylvania 

WR90080884 2/91 Rate Design New Jersey Rate 

Counsel 
Middlesex Water Company 

Hackensac Water Company 

Pennsylvania Gas & Water Company 

New Jersey Rate 

Counsel 

WR90080792J 1 I91 Rate Design 

R-901726 10190 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

8/90 Rate Design Delaware Public 

Service 

Commission 

Artesian Water Company Delaware 

Georgia 

Pennsylvania 

7/90 Rate Design Georgia 

Consumer 

Counsel 

Atlanta Gas & Light Company 

6/90 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

Pennsylvania American Water 

Company 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 
I 1 

Company State Docket Date Topic On Behalf Of: 

Kent County Water Authority Rhode Island 1952 6/90 Rate Design RI Public Utilities 

Commission 

Gas Company of New Mexico New Mexico 2307 4/90 Rate Design NM Attomey 

General 

Columbia Gas of Pennsylvania Pennsylvania R-891468 4/90 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

National Fuel Gas Company Pennsylvania 6/89 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

12/88 Rate Design Pennsylvania 

Public lltility 

Commision & 

Pennsylvania 

Natural Gas 

Associates 

Philiadelphia Electric Company Pennsylvania 

City of Richmond Commonwealth Gas Pipeline 

Jamaica Water Supply Co. 

Virginia 

New York 

9/88 Rate Design 

Gas Supply 

8/88 Rate Design Town of 

Hempstead 

Service 

Commission 

6/88 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

Equitable Gas Company Pennsylvania 

Pennsylvania American Water 

Company 

Pennsylvania 5/88 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

12/87 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

National Fuel Gas Co. Pennsylvania 

Pennsylvania-American Water Co. Pennsylvania 11/87 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

9/87 Cogeneration Rate RI Division of 

Public Utilities 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 
I I 

Company State Docket Date Topic On Behalf Of: 

and Carriers 

Philadelphia Electric Company Pennsylvania R-870629 8/87 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

Delaware Public 

Commission 
Delmarva Power & Light Company 

UGI-Corporation-Gas 

Delaware 

Pennsylvania 

8/87 Rate Design 

6/87 Gas Supply Pennsylvania 

Office of 

Consumer 

Advocate 

Ohio 86-297-GA-AIR 1 1/86 Rate Design Office of 

Consumer 

Counsel 

East Ohio Gas Company 

86-22,86-32 10186 Gas Supply 

Rate Design 

Public Service 

Commission 
Delma~a Power and Light 

Commonwealth Gas Services 

Metropolitan Edison Co. 

Delaware 

Virginia 

Pennsylvania 

PllE860031 10186 Gas Supply VA Office of 

Attorney General 

R-860384 10186 Rate Design Office of 

Consumer 

Counsel 

Pennsylvania Electric Co. Pennsylvania 10186 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

Providence Gas Company 

National Fuel Gas 

Rhode Island 

Pennsylvania 

7/86 Cogeneration RI Division of 

Rates Public Utilities 

and Carriers 

7/86 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

In the Matter of Adopting Commission 

Policy Regarding Natural Gas Industrial 

Rates and Transportation Policies 

Virginia PUE860024 6/86 Transportation Rates & 

Policy Transportation 

Policy 

Connecticut Connecticut Light and Power Company 3/86 Street CT Municipal 

Lighting League & 

Schools 

Boston Edison Company Massachusetts DPU85-271 3/86 Street City of Boston 

Lighting 

Page 15 of 19 



List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 

Company State Docket Date Topic On Behalf Of: 

Pennsylvania R-850220 2/86 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

West Penn. Power Co. 

Public Service Comm. of Maryland Maryland 7/85 Cogen Unit 

Perf. Prog. 

People's Cot~nsel 

Performance 

Program 

Rhode Island 7/85 Rate Design RI Division of 

Public Utilities 

and Carriers 

Valley Gas Company 

Public Service Co. 

Of New Mexico 

New Mexico Jurisdiction-al 

Cost of Service 

Study 

NM Attomey 

General's 

Office 

Pennsylvania Pennsylvania Electric Co. Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

Metropolitan Edison Co. Pennsylvania 5/85 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

Equitable Gas Company Pennsylvania 5/85 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

Rate Design RI Division of 

Public Utilities 

and Carriers 

Providence Gas Company Rhode Island 

NM Attomey 

General's 

Office 

Public Service Co. 

Of New Mexico 

New Mexico Excess Capacity 

New ,Jersey 

Florida 

Department of 

Public Advocate 
South Jersey Gas Company Rate Design 

Rate Design Department of 

Navy and Federal 

Executive 

Agencies 

Florida Power Corporation 

Virginia Electric Power Co. 

National Fuel Gas Corporation 

Virginia 

Pennsylvania 

Small Power 

Production Rates 

City of Richmond 

Rate Design Pennsylvania 

Qffice of 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 

Company State Docket Date Topic On Behalf Of: 

Consumer 

Advocate 

Philadelphia Electric Company Pennsylvania 12/83 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

Narragansett Electric Go. 

Pennsylvania Power Company 

Rhode Island 12/83 Rate Design RI Division of 

Public Utilities 

and Carriers 

Pennsylvania 12/83 Rate Design Public Corporate 

Commission 

Appalachian Power Company 

People's Natural Gas 

Virginia 

Pennsylvania 

PUE830037 9/83 Power Supply; Attorney 

Off-System General's 

Office 

R-832315 8/83 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

Atlanta Gas & Light Company Georgia 8/83 Rate Design Georgia 

Consumers 

Counsel 

New Jersey Natural Gas Company 

East Ohio Gas Company 

New Jersey 

Ohio 

831 -46 7/83 Gas Supply NJ Department of 

Planning Public Advocate 

89-901 -GA-AIR 5/83 Rate Design City of Cleveland 

Consumers 

Counsel 

South Jersey Gas Company New Jersey 

Pennsylvania 

831 -1 07 5/83 Rate Design NJ Department of 

Public Advocate 

Gas Cost Rate No. 5 

Investigation 

M-78050055 4/83 Gas Supply PA Public 

Utility 

Commission 

Westem Massachusetts Electric Company Massachusetts 4/83 Generating Massachusetts 

Performance Departments of 

Standards Attorney General 

Narragansett Electric Co. Rhode Island 3/83 Rate Design RI Division of 

Public lltilities 

and Carriers 

National Fuel Gas Co. Pennsylvania 2/83 Rate Design Pennsylvania 

Office of 

Consumer 
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List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 
I 1 

Company State Docket Date Topic On Behalf Of: 

Advocate 

Columbia Gas of West Virginia 

Narragansett Electric Company 

Cleveland Electric Illuminating Co 

West Virginia 82-379-G-30C 12/82 Rate Design 

Rhode Island 1659 11/82 Rate Design 

81-1 378-EL-AIR 9/82 Rate Design 

Office of 

Consumer 

Advocate 

RI Division of 

Public Utilities 

and Carriers 

Ohio Ohio Office of 

Consumers' 

Counsel 

Potomac Electric and Power Co. 

UGI-Gas 

District of 

Columbia 

7/82 Rate Design 

8/82 Rate Design 

DC Office of 

People's Counsel 

Pennsylvania 

Office of 

Conscrmer 

Advocate 

Pennsylvania 

Virginia Electric and Power Co. 

Potomac Electric and Power Co. 

Virginia PlJE 820018 7/82 Power Supply 

FC759 6/82 Rate Design 

Attorney General 

DC Office of 

People's Counsel 

District of 

Columbia 

Pike County Light and Power 

Company 

Pennsylvania R-821857 6/82 Power Supply Pennsylvania 

Office of 

Consumer 

Advocate 

1/82 Cogen. 

21/82 Rate Design 

DC Office of 

People's 

Coclnsel 

Potomac Electric and Power Co District of 

Columbia 

Pennsylvania Pennsylvania 

Office of 

Consumer 

Philadelphia Electric Company-Gas 

Advocate 

Narragansett Electric Co. Rhode Island 12/81 Rate Design RI Division of 

Public Utilities 

and Carriers 

National Fuel Gas Co. Pennsylvania 1 218 1 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

8/81 Rate Design Pennsylvania 

Off ice of 

Consumer 

UGl Gas Pennsylvania 

Page 18 of 19 



List of Testimonies of Steven W. Ruback 

The Columbia Group, Inc. Gas Supply, Cost of Service and Rate Design Testimonies 
I I 

I Company State Docket Date Topic On Behalf Of: I 

Appalachian Power Company 

Pennsylvania Power Company 

Old Dominion Power Company 

Appalachian Power Company 

Virginia Electric Cooperatives 

Virginia Electric and Power Co. 

National Fuel Gas Co. 

Potomac Electric and Power Co. 

Virginia 

Advocate 

PUE810033 818 1 Power Supply VA Attorney 

General 

Pennsylvania R-8001510 818 1 Rate Design Pennsylvania 

Office of 

Consumer 

Advocate 

Virginia 

Virginia 

Virginia 

Virginia 

Pennsylvania 

District of 

Columbia 

PlJE800116 1/81 Cogen Office of Attomey 

General 

PUE800112 1/81 Cogen. VA Attorney 

General 

PUE800117 1/81 Cogen. VA Attorney 

General 

PlJE800102 1/81 Cogen VA Attorney 

General 

R-79090956 4/80 Rate Design PA Office of 

Consumer 

Advocate 

FC 725 1/80 Fuel Adjustment DC Office of 

Coal Supply People's Counsel 
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Exhibit SWR-1 

DUKE ENERGY KENTUCKY 
CALCULATION OF COMPANY LOAD FACTOR 
ELECTRIC CASE NO: 2006-00172 

Total Company Comments 

Total KWH (K301) 4,318,019,707 Provided from Company allocation factor 
Total Average Demand 492,925 Total KWH divided by 8760 (number of hours in a year) 
System Peak 870,000 Provided from Company COS work papers WPFR-9v pa! ... ...... .... .. ........ .. '........ .......... ......... ,...,....., ,.,,,,,,,,,,,,.,,. ... ,,,,,,,,,,,,. ",....,.. 

Total Average Demand divided by System Peak 

Source: 
Total KWH is provided from Company's cost of service study FR-QV-1; 12 months ending December 31,2007; page 1 of allocation facton 



DUKE ENERGY KENTUCKY 
DEVELOPMENT OF PEAK (12-CP) AND AVERAGE FACTORS 
TWELVE MONTHS ENDING DECEMBER 31.2W7 
ELECTRIC CASE NO: 2 W 1 7 2  

LlNE 
NO. LINE ALLOCATORS TOTAL RS DS DS-RTP GSFL EH SP DT-SEC DT-SEC-RTP DT-PRI DT-PRI-RTP DP TT T R T P  LT OTHER 

1 TOTAL KWH (K301) 4,318,019,707 1,633,623,871 1,118,383.192 1,085,288 6,714746 15,149,755 434.115 782.930.553 8.700.822 467,034,883 21.489618 36.757.242 186,542348 11,905,892 26,919,458 347,724 
2 Rabo to Total Ele~blc 1 WW 0 3783 02590 OWIN 00016 00035 OOWl 0 1813 OW20 01082 0 W50 00085 00432 0 W28 0 W62 0 0001 
3 Load Factor 0 5666 0 5666 05666 05666 05566 05666 05566 05666 05666 05666 05666 05666 05666 0 5666 05666 0 5666 
4 Energy Weighted by Load Factor 0 5666 0 2144 01467 O W 1  O W 9  OW20 OW01 01027 OW11 00613 O W 8  OW48 00245 OW16 OW35 Ow00 
5 l2CP Factor 717.083 320,629 190.669 156 841 2 430 76 106,156 1,170 59.508 2,747 5.77l 23.135 1.465 2,276 54 

6 RaUo to Total Elecmc 1WM) 0 4471 02659 OW02 OW12 OW34 OW01 01480 OW16 00830 OW38 OW80 00323 00020 OW32 OW01 

7 12 CP Weighted by 1 minus LF 0 4334 0 1938 01152 O W 1  00005 OW15 0 WW O W 2  OW07 00360 0 W17 OW35 00140 OW09 0 W14 O W 0  

[ 8 12 CP and Average Ailocamr *.ow0 0 4081 OZ@O OWOZ O M 4  00035 OW01 0.1669 OW18 OW72 00045 OW83 OM85 OW24 O W 9  0.W011 

~ h l 0 Q I  

( l ) E n w s l g e n c r s m 1 5 p ~ i r o n m e C m ~ ~ ~ a l S e M m S p m v T e ~ t Y e a r U l d " ~  Desemh3iW7 
( 2 l E n c m y l u l s e ~ F a C m 1 ~ i ( ~ & & , d a r s ~ b , W r y s t e n  
(31 Loed F- equa)s T a  A-e m d  dmded WSy~ten Peek 
(4) Enew wsgnttxl b, I.& FXUX- 2- 3 

(9 i X P d a t l p r w ~ e d f m ( h r ~ ~ ~ C m t d s e r v r s ~ p m v ~ ~ t ~ f e r  ~ecember31.m 
(6)1XPF&~cqu&fm&darr, l X P d m d e d b , W ~ m  
~ 1 2 C P W ~ h W e d b y l r m n ~ ~ L F ~ ~ 6 ' ( l - W , ~ ~ L F = L c e d f ~ m ~ # 3  
(B)tZCPWdAvCrsgeAEcaUX=4+7 



Exhibit SWR-3 

DUKE ENERGY KENTUCKY 
RATES of RETURN COMPARISON 
TWELVE MONTHS ENDING DECEMBER 31,2007 
ELECTRIC CASE NO: 2006-00172 

COMPANY 12-CP & AVERAGE 
Present Present Proposed Proposed Present Present Proposed Proposed 

Class ROR IRR ROR IRR ROR IRR ROR IRR 

TOTAL 
RS 
DS 
DS-RTP 
GSFL 
EH 
SP 
DT-SEC 
DT-SEC-RTP 
DT-PRI 
DT-PRI-RTP 
DP 
TT 
TT-RTP 
LT 
OTHER 



William M, Eddie (ISB# 5800) 
ADVOCATES FOR THE WEST 
P.O. Box 161 2 
Boise, D 83701 
(208) 342-7024 
fax: (208) 342-8286 
billeddie@rtnci.net 

---- .- . 

Exhibit SWR-4 

who put!ic Ut\i!tia Commission 
Offloe oi tne Secretary 

R E C E I V E D  

Express Mail: 
1320 W. Franklin St. 
Boise, ID 83702 

BEFOm THE DAHO PUBLIC UTILITIES COMMISSION 

IN T I E  MATTER OF THE APPLICATION 1 
OF IDAHO POWER COMPANY FOR 1 
AUTHORITY TO INCREASE ITS INTERIM ) CASE NO. PC-E-03-13 
AND BASE RATES AND CHARGES FOR 1 
ELECTRIC SERVICE 1 

DIlRlECT TESTIMONY 01F NANCY HIRSH 

ON BEHALF OF NW ENERGY COALITION 
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~ i & c  -pi tbir belated response a yo* request for rivkw 2.e F r b r o q  1 8 1  . 
&& of &a ndw NARUC E?cct,ric Utility Qs, ti 6pbW. OW e r e c o @ e s  ' " a  a@ hd bas now been print& However-a: rtcnt treatment of customer ' 

41Md CO@ the h of con- Ia three areas, k c 8  d&&, apptoa&a 
?rksemedb fkst k 211 energy weigbted approach, Ulc hemnd s a c d  neum- .~f lem" or ' ~ r o - b t ~ f c ~ p t *  IUcth~d, a d  j%t is the''%& ~ ~ ~ m ~ ~ R  method. 

ofthe dnh &i%bntionp~mt i s  fdertifid as bring -tom&, demma md 
cncr~rc~atcd n a t  ir onhnetlt With ihc fretmcnt o(&u dbhb&)n p h  by fhir ' 

i:o-ion, where it bu ordff~d that 50% of distn'bu&n b3 kcned @mmd&-rchbd. 0, Co-an bas.nai ilMdc spe&iiniiiam 01, el=&= 
dhribution p I q  except as set forth belw. 

At pages' 91-300 of tba draft, tb. in idmum-s~tea  a d  z m  intempt mstllo& u. 
prcscnted. That mMo& d. uot m&im to r6c on page 39, which i n ~ ~ ~ o r a t c s  

- an energy *oneat of dhhibudon p h ~  - l.JnComm"0; tbcre two mrdods &e q e  
Q& mct&o& presented These us .e two met&& 'ow Co-m blr -day 
rcjectqd 

1 



.. 
- 

. . . . .  , 

02/.18/04 i5:49 FAX 2 0 6  621 0087 N Alrsh  (RCAC) @003 

. . 
Exhibit SWR-4 

. . .  . . . . I .  

. . . . , . . . .  . . 
' I :  . . 

. lq. J ~ ~ A j n o  . 
. 

. I ~ ~ i i ; ~ ! y 2  , . 
Page2 ' . 

. . # '. . . . . 
Our &mdgion hsr beg cxtrcmeb dear about vnc thbg ih this &a:' that the 

, . 'hEr~~G&"trutidn. a id  ~ ' m ~ h t e r c ~ p t '  metho* arc not acssptdh, and that . 
- , ch. d y .  cust~'whi& shpufd & coaiidcred' nuiomcr-rclakd & fhc coro of metem, . 

5Crvicxs; mctu reading qnd b l .  Our staff b d w  Lbat is the most cdmon approach. 
*en by Co-OTIS srolrnd the mmry. For cxap1p1c, h Icwq rJ.16 adminimatiye . 

. ' . rules of ?he Commission set th5: forth cxi,licitry, while in Arirop aiId lIbmk, the ' 

. . C o u o n ; ~  b y e  i3piidtIy rejetted @e ~ - s y s r t c m  or dpbnmininter~pt merhodr ' 

-.- Ls4 . in f%or:of tria b&c # t o w  appm*. . 
. . . . . -. 

~n pi &st of service, O& c o d i o n  bas q&i~y fovnd that p1mt 
(@dudii~g mvice mmoctianr) i s  parti@ demand-related aad parrid& conimodiq 

. . rdatfd, consineDt with the matrix on page 39. Zbc tuvspon,$it$ @1mr on.the elearic . 
. side - poles, CiinrlunorS and mddolmua - has not bced posilvely ruolvcd in aiy  cases 

fo date. A rc&atly.Qd claiic'e~st of service easa will m - d c  ur oppomnlty for or.,: 

BdvDratu of the' dcmmd;only @&!ion approach and those favoring an enera  wigling 
' appfoaclh ta &e their czses befox he & W a i n ,  

. . ., . . . ". 
'*e.hope .that it is possible to either iorren future edibmpf thc ~ a n u &  to reflea h e  
-de'ty of apprhacbu to dete-3 cusmomr-related costs, or to even issue a correction 
to this edition. 

Please fed free to contact 3mw FaJsom at (206) 586-1133 with my qirtstioxs you may 
have. . - .  



DUKE ENERGY KENTUCKY 
ELECTRIC CASE NO: 2006-00172 

Exhibit SWR-5 
Page 1 of 2 

KANSAS GAS & ELECTRIC COMPANY 
AS ORDERED. BEFORE CHANGE IN RATES 
TEST YEAR ENDING 9/30/2000 

CLASSIFICATION OF CROSS PLANT IN SERVICE 

Test Year Classif. Demand Energy Customer Demand Energy Customer 
$ Basis % % % $ $ $ 

11,986,239 Func. Plt. 95.96% 0.00% 4.04% 11,501,506 0 484.733 Intangible Plant 

Production 

Steam 
Nuclear 
Other 

Total Production 1,943,573,558 

Transmission 203,605,710 lnput 100.00% 0.00% 0.00% 

flistrlbution: 

Land & Land Rights 
Structure & Improv. 
Station Equip. 46,069.070 Input 100.00% 0.00% 0.00% 

( Poles, Towers & Fix. 84.742.576 Input 100.00% 0.00% 0.00%( 

I Overhead Cond. 
Undrgrouncl Conduit 
Under. Conductor 

lnput 
Input 
Input 
lnput 
Input 
Input 
input 

DISt. Pit. 
lnput 

I Transformers 
Services 
Meters 
Install. Cust, Premises 
Leased Pray). 
Street Light. & Signal 

Total Distribution 521,720,078 

General Plant: 

Land, Office i3 Fixtures 40,916,468 rot. ~ayro l  64.01% 23.35% 12.64% 
Transportation 3,178,722 rot. ~ayro l  64.01% 23.35% 12.64% 
Tool, Shop, Lab & Stores 5,908,634 Func. Plt. 95.96% 0.00% 4.04% 
Power Equipment 455,494 rot. ~ayro l  64.01% 23.35% 12.64% 
Communications 36,073,631 rot. payto1 64.01% 23.35% 12.64% 
Other 184.970 rot. payrot 64.01% 23.35% 12.64% 

Total General 86,717,919 

TOTAL PLANT IN SERVICE 2,767,603,504 

Footnote: 
Lines 18 thru 22 are classlied as 100% demand related 



DUKEENERGYKENTUCKY 
ELECTRIC CASE NO: 2006-00172 

Exhibit SWR-5 
Page 2 of 2 

KANSAS POWER & LIGHT COMPANY 
AS ORDERED. BEFORE CHANGE IN RATES 
TEST YEAR ENDING 9/30/2000 

CLASSIFICATION OF CROSS PLANT IN SERVICE 

Test Year Classif. Demand Energy customer 
$ Basis % % % 

Demand Energy Customer 
$ $ $ 

lntanglble Plant 5,415,664 Func. Plt. 95.21% 0.00% 4.79% 

Production 

Steam 
Nuclear 
Other 

996,815,316 input 100.00% 0.00% 0.00% 
o Input 100.00% 0.00% 0.00% 

154,184,314 Input 100.00% 0.00% 0.00% 

Total Production 1,150,999,630 

Transmission 251,412,860 input 100.00% 0.00% 0.00% 

Distribution: 

Land & Land Rights 2,961,111 Dlst. Plt. 84.42% 0.00% 15.58% 
Structure & Improv. 6,464,363 lnput 100.00% 0.00% 0.00% 
Station Equip. 82,015,879 lnput 100.00% 0.00% 0.00% 
Poles, Towers & Fix. 148,516,109 lnput 100.00% 0.00% 0.00% 
Overhead Cond. 84,988,245 lnput 100.00% 0.00% 0.00% 

I Undrground Conduit 15,355,331 lnput 100.00% 0.00% 
Under. Conductor 35,987,237 input 100.00% 0.00% 0.00% 

1 Transformers 141,659,704 input 100.00% 0.00% 0.00%) 
Services 39.469.520 input 0.00% 0.00% 100.00% 
Meters 
Install. Cust. Premises 
Leased Prop. 
Street Light. & Signal 

Total Distribution 

General Plant: 

Land. Office & Fixtures 
Transportation 
Tool. Shop, L.ab & Stores 
Power Equipment 
Communications 
Other 

58,560,736 rot. Payrol 
1,641,238 rot. Payrol 
9,982,590 Func. Pit. 
1,420,524 rot. Payrol 

30,474,620 rot. Payrol 
232,033 rot. Payrol 

Total General 102,311,741 

TOTAL PLANT IN SERVICE 2,132,409,239 

Footnote: 
Lines 18 thru 22 are classified as 100% demand related 



Exhibit SW R-6 

DUKE ENERGY KENTUCKY 
RESIDENTIAL RATES of RETURN COMPARISON 
ATPRESENTANDPROPOSEDRATES 
TWELVE MONTHS ENDING DECEMBER 31,2007 
ELECTRIC CASE NO: 2006-00172 

COMPANY 12-CP & AVE 

PRESENT RATES TOTAL RS 

Net Income 8,045,600 135,024 1,701,824 
Rate Base 557,080,702 260,738,880 246,821,369 

ROR 1.44% 0.05% 0.69% 
IRR 1 .oo 0.04 0.48 

PROPOSED RATES 

Proposed Rev. lncrease 66,560,173 32,634,829 32,634,829 
Estimated Tax % 38.76% 38.76% 38.76% 
Rev Increase less taxes 40,760,046 19,984,881 19,984,881 

Proposed Net Income 48,805,646 20,119,905 21,686,705 
Rate Base 557,080,702 260,738,880 246,821,369 

ROR 8.76% 7.72% 8.79% 
IRR 1 .OO 0.88 1 .OO 

1 IRR MOVEMENT 0.84 0.531 

SOURCE: 
Net lncome: At present rates; calculated equals Proposed Net 
Income minus Revenue lncrease less taxes 
Rate Base: Company cost of service study excel line # 17 

Proposed Rev. Increase: Company cost of service study excel line # 45 
Estimated Tax %: Company Exhibit PFO-4 
lncrease less taxes: Proposed Rev lncrease minus taxes 
Proposed Net lncome: Company's cost of service study excel line # 36 



Exhibit SWR-7 

DUKE ENERGY KENTUCKY 
RATES of RETURN WITH 12-CP AND AVERAGE 
TWELVE MONTHS ENDING DECEMBER 31,2007 
ELECTRIC CASE NO: 2006-00172 

PRESENT RATES TOTAL RS DS DT-SEC DT-PRI 

Net Income 8,045,600 1,701,824 5,887,809 597,110 (1,188,371) 
Rate Base 557,080,702 246,821,369 142,837,236 87,819,258 47,991,498 

ROR 1.44% 0.69% 4.12% 0.68% -2.48% 
IRR 1 .oo 0.48 2.85 0.47 -1.71 

PROPOSED RATES 

Proposed Rev, lncrease 66,560,173 32,634,829 15,746,630 10,176,341 5,298,878 
Estimated Tax % 38.76% 38.76% 38.76% 38.76% 38.76% 
Rev Increase less taxes 40,760,046 19,984,881 9,642,904 6,231,777 3,244,921 

Proposed Net Income 48,805,646 21,686,705 15,530,713 6,828,887 2,056,550 
Rate Base 557,080,702 246,821,369 142,837,236 87,819,258 47,991,498 

ROR 8.7$0b " _ 8:79%- 10.8Fh - 1 7.78% 4.29% 
IRR 1 .oo 1 .oo 1.24 0.89 0.49 

1 IRR MOVEMENT 0.53 -1.61 0.42 2.20 1 

SOURCE: 
Net Income: At present rates; calculated equals Proposed Net Income minus Revenue lncrease less taxes 
Rate Base: Company cost of service study excel line # 17 

Proposed Rev. Increase: Company cost of service study excel line # 45 
Estimated Tax %: Company Exhibit PFO-4 

lncrease less taxes: Proposed Rev lncrease minus taxes 
Proposed Net Income: Company's cost of service study excel line # 36 



Exhibit SWR-8 

DUKE ENERGY KENTUCKY 
RS REVENUE REQUIREMENTS USING GRADULISM 
TWELVE MONTHS ENDING DECEN 
ELECTRIC CASE NO: 2006-00172 

12-CP & AVE W/ 12-CP & AVE W/ 
Company Rev Revised Rev. 

Increase Increase 

PRESENT RATES TOTAL RS RS 

Net Income 8,045,600 1,701,824 1,701,824 
Rate Base 557,080,702 246,821,369 246,821,369 

ROR 1.44% 0.69% 0.69% 
IRR 1 .oo 0.48 0.48 

PROPOSED RATES 

Proposed Rev. increase 66,560,173 32,634,829 23,200,000 
Estimated Tax % 38.76% 38.76% 38.76% 
Rev Increase less taxes 40,760,046 19,984,881 14,207,190 

Proposed Net income 48,805,646 21,686,705 15,909,015 
Rate Base 557,080,702 246,821,369 246,821,369 

r&T8F,FLgciFa3:z;;2i;y ~ ~ ~ ~ - , ~ " % - * r * ~ " . ~ * - m * - ~ * c ~  , *XWf< p~$&TJ*3*-sx*Yaw" * v+gg<,;*w- &, . ?-%*$**2*#V* 

~ g;,x~5*i:;&~;&2&;~~@&*&*&~g*~~;9kz~@~~~@~&~4~~4$p*[~d 
bd.?$ >,?<,< d.*" <,..4:: %"#%*$>~4+#??i&b?~! *% *+az+% - &$.ex4 ;~qg?*~**&%%. , &2&&&,&?%4?%/ * -?* , .,. , A,,*.- #,/& w'4&b%.*9A 
IRR 1 .oo 1 .oo 0.74 

Pro~osed Residential Revenue Incre; 32.634.829 23.200.000 , , 

~iffkrence from Company (9,434;829) 



Exhibit SWR-9 

DUKEENERGYKENTUCKY 
DT-SEC REVENUE REQUIREMENTS USING GRADULISM 
TWELVE MONTHS ENDING DECEMBER 31,2007 
ELECTRIC CASE NO: 2006-00172 

12-CP & AVE W/ 12-CP & AVE W/ 
Company Rev Revised Rev. 

Increase Increase 

PRESENT RATES TOTAL DT-SEC DT-SEC 

Net Income 

Rate Base 

IRR 

PROPOSED RATES 

Proposed Rev. Increase 66,560,173 10,176,341 8,476,341 
Estimated Tax % 38.76% 38.76% 38.76% 
Rev Increase less taxes 40,760,046 6,231,777 5,190,732 

Proposed Net Income 48,805,646 6,828,887 5,787,843 
Rate Base 557,080,702 87,819,258 89,586,077 

~~~~~~~;~y~~~~~~~~~-~~g~~~~~s.z~~~g~~ggga~~,".--~g~~;,~p~~;~:~~~-;-~~~*~~gp;~~g~:~~~;+gg~~;j 
,::-*,, ; z? 2.~.:.zAcT$g~*Fgg&2z~e$i-gg&>*d& L,*< <.(;kL~*&f&+&g&g~~b2es2i&;:!$@!&23:%:4i @e*z*4 ,>>,<# ~" 

IRR 1 .oo 0.89 0.74 

Pro~osed Residential Revenue Incre~ 10.1 76.341 8.476.341 " .  , , , , 

~ifferance from Company (1,700,000) 


