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FEDEX 

Mr. Jeff DeRoueii 
I<eiitucky Public Service Coininissioii 
2 1 1 Sower Boulevard 

1- 3 Frankfort, I<Y 40602-06 16 .3(2\\- OQ la 
Re: Kenergy Corp. 

Application for Certificate of Convenience and 
Necessity - Cut-out Replacement Program 

Dear Mr. DeRouen: 

Emlosed are the original and 10 copies of Kenergy Corp.'s Application for 
Certificate of Convenience and Necessity regarding a prograin to replace cut-outs in 
Kenergy's system. In addition three (3) inaps of the affected areas of the system are 
enclosed. 

Your assistance in this inatter is appreciated. 

Very truly yours, 

DORSEY, KING, GRAY, N m , N T  & HOPGOOD 

J. Christopher Wpgood 
Attorney for Kenergy Corp. 

JCI-Ucds 
Encls. 
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COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF KENERGY COW. ) 
FOR CERTIFICATE OF CONVENIENCE ) CASE NO. 2011- QcJL-\3& 
AND NECESSITY 1 

A P P L I C A T I O N  

(a) Kenergy Corp. (“Kenergy”) is a nonprofit electric cooperative 

organized under KRS Chapter 279 and is engaged in the business of distributing retail 

electric power to ineinber consuiners in the Kentucky counties of Daviess, Hancock, 

Henderson, Hopkins, McLean, Muhlenberg, Ohio, Webster, Rreckinridge, TJnion, 

Crittenden, Caldwell, Lyon, arid L,ivingston. This Application is submitted pursuant to 

KRS 278.020 and 807 KAR 5:001(9). 

(b) The post office address of Keiiergy is Post Office Box 18, 

Henderson, Kentucky 424 19-0 18. 

(c) Kenergy’s Articles of Consolidation are on file with the Coinmission 

in Case No. 99-136. 

(d) Kenergy requests that it be granted a certificate of public 

convenience and necessity to accelerate the replacement of existing cut-outs throughout 

its system at a total cost of $1,872,068.00. 



(e) Kenergy relies upon the following facts to show that the proposed 

new improvements will be required by public convenience or necessity. Between 1989 

and 1998 Kenergy nstalled 7,537 A.B. Chance cut-outs in Kenergy’s system. 20.9% of 

these cutouts have failed. Problems caused by failures are mainly safety and service @e. 

outages). 

In conjunction with Alcan Aluminum, Kenergy engaged a “Kaizen” study 

to determine whether it would be cost effective to accelerate a systematic replaceineiit of 

the cutouts. By employing two (2) in-house crews to replace 61 cutouts per week, 5,962 

remaining cutouts can be replaced over a 1.8 year period. The total cost under this 

proactive approach (including the cost of in-house inan hours) is $1,872,068.00. The 

direct, or out-of-pocket cost is $441,188.00. This is compared to the “run to failure” 

approach of replacing the cutouts as they fail (over a longer period of time) at a total cost 

of $6,020,863.00 and a direct cost of $3,142,068.63. Thus, there is a large cost advantage 

over time by proactively replacing cutouts at the rate of 6 1 per week. 

In RTJS terminology, cut-outs fall within the category of “iniscellaneous 

conductors” and miscellaneous conductor replacement is considered “minor 

construction units.” Minor construction units fall with RUS Code 608. In the 2010 

construction work plan approved in Case No. 2010-00110, the cost for ininor 

construction units including replacing iniscellaneous conductors (Code 608) is 

$1,62 1,23 1 .OO per year for a total of $4,863,693 .OO for the three (3) year period. Because 

cut-outs fall within Code 608, it was necessary for Kenergy to amend its Construction 
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Work Plan with RUS to re-allocate within Code 608 the cost of cut-out replacements. 

However, the total Code 608 budget of $4,863,693.00 over a three (3) year period did not 

change because Kenergy displaced some Code 608 projects to inake rooin for the 

increase in the cut-out replaceiiients. 

Because the project represents an accelerated replaceinent of cutouts, and 

due to the fact that the Construction Work Plan with RTJS was amended for this project, 

Kenergy seeks a certificate of convenieiice and public necessity for the cut-out 

replacement project. 

(f) Franchises are not required for the proposed construction. No 

permits will be required for either of these projects. 

(g) A copy of the power point presentation on the study is submitted 

with this Application with Sanford Novick’s testimony as “Exhibit A.” 

(h) The location for the project is throughout the Kenergy distribution 

systeni. A map of the affected Kenergy system is attached hereto as “Exhibit B.” 

(i) Kenergy will expend funds froin its capital budget to finance this 

new construction. There is no global increase iii the capital budget as other projects will 

be displaced to perform this work. IJltiinately, the savings should reduce Kenergy’s 

operating and capital costs and ease pressure on fLiture rate increases. 

0) The gross cost of construction is $1,872,068.00, with the direct, or out- 

of-pocket cost being $44 1,188.00. The work is to be done in-house. 
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WHEREFORE Kenergy asla that the Public Service Commission of the 

Coininonwealth of Kentucky inalte its order issuing a certificate of convenience and 

necessity authorizing the application to proceed with the accelerated cut-out replacement 

project. 

Dated at Henderson, Kentucky, this v C y o f O L h L  , 
201 1. 

DORSEY, KING, GRAY, NORMENT & HOPGOOD 
318 Second Street 
Henderson, Kentucky 42420 
Telephone 270-826-3965 
Telefax 270-826-6672 
AttorneysFor KENElfGY 9ORP. 

VERIFICATION 

set forth in the foregoing Application are true 
and belief. 

The undersigned hereby verifies that the statements and inforination 
md correct to the best of my luiowledge 

Sanford &hick, President and CEO 
Kenergy Corp. 

The foregoing was signed, acknowledged and sworn to before ine by 
SANFORD NOVICK, President and CEO of KENERGY COW., this db$bday  of 
October, 20 1 1. 

MY commission expires 20 jK 

(seal) 
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TESTIMONY OF SANFORD NOVICK 

Please state your name, business address and position with Kenergy . 

Sanford Noviclc, 6402 Old Corydon Road, Henderson, Kentucky 42420. I ain 
President and CEO of Kenergy. 

What is your educational baclcground? 

I received a Bachelor of Science in Mechanical Engineering froin Vanderbilt 
University in 1970 and a Master of Business Administration in Management froin 
Memphis State University in 1976. 

What is your work experience? 

Before coining to Kenergy in 2007 I worked for Memphis Light Gas & Water 
Division froin which I retired as Vice President of Operations for the Electric, Gas 
& Water systems. In 1997, I began work with Mississippi Valley Gas as Senior 
Vice President of Operations and rose to the Chief Operating Officer position 
before the company was acquired by Atinos Energy in 2002. I then served as 
General Manager of the Lansing Board of Water & Light froin 2003 until 2006. I 
am a registered professional engineer in Tennessee and Mississippi. 

Have you previously submitted testimony before the Kentucky Public Service 
Commission? 

Yes. I presented testimony in Kenergy’s application for approval of retail riders 
and revised tariffs, Case No. 2008-00009; in Case No. 2008-00323, 
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for a general adjustment in rates; and in Case No. 201 1-00035, application for a 
general adjustment in rates. 

QS , Have you previously submitted testimony before other regulatory agencies? 

A. Yes. I submitted testimony with the Mississippi Public Service Commission. 

Q6. What is Kenergy requesting in this case? 

A. Kenergy is requesting a certificate of convenience and public necessity to 
accelerate the replacement of conductors referred to as “cut-outs.” 

Q7. Why is Kenergy seeking the certificate? 

A. Between 1989 and 1998 a predecessor company to Kenergy (Green River Electric) 
installed approximately 7537 A.B. Chance porcelain insulated fbsed cut-outs and/or 
combination cut-out and lightening arrestor. Since then, Kenergy has been experiencing 
accelerated failure rates of these devices (20.95% to date). The premature failure of this 
vintage of these devices is attributed to a possible flaw in the inariufacturing process 
allowiiig the porcelain insulator to develop hairline cracks or to separate from the 
conductive element and fault to ground causing as a minimum ail outage and in a 
growing number of cases a pole fire with the associated outage. 

In conjunction with Alcan Aluininuin, Kenergy engaged in a “Kaizen” study to 
determine if it would be inore cost effective to proactively replace all the cut-outs 
as opposed to replacing thein only when each individual cut-out failed. “Kaizen” 
is a Japanese phrase for “iiproveinent” or “change for the better”. It was 
determined in the “Kaizen” study that replacement non-porcelain cut-outs have a 
longer and inore reliable life than the existing cut-outs. 

The results of the Kaizen study (attached) showed that a systematic proactive 
replacement of all cut-outs is cost effective. By employing two (2) in-house crews 
to replace 61 cut-outs per week, 5,962 remaining cut-outs can be replaced over a 
1.8 year period. The total cost under this proactive approach (including the cost of 
in-house man hours) is $1,872,068.00. The direct, or out-of-pocket cost is 
$441,188.00. This is compared to the “run to failure” approach of replacing the 
cut-outs as they fail (over a longer period of time) at a total cost of $6,020,863.00 
and a direct cost of $3,142,068.63. Thus, there is a large cost advantage over time 
by proactively replacing cut-outs at the rate of 6 1 per week. 

In RUS terminology, cut-outs fall within the category of “miscellaneous 
conductors” and miscellaneous conductor replacement is considered “minor 
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construction units.” Minor construction units fall within RUS Code 608. In the 
20 10 construction work plan approved in Case No. 20 10-00 1 10, the cost for minor 
construction units including replacing iniscellaneous conductors (Code 608) is 
$1,621,231.00 per year for a total of $4,863,693.00 for the three (3) year period. 
Because cut-outs fall within Code 608, it was necessary for Kenergy to amend its 
Construction Work Plan with RUS to re-allocate within Code 608 the cost of cut- 
out replacements. However, the total Code 608 budget of $4,863,693.00 over a 
three (3) year period did not change because Kenergy displaced some Code 608 
projects to make roain for the increase in the cut-out replacements. By shifting 
projects within Code 608, the overall capital expenditure will not increase. If 
savings are as projected, then the potential for hture rate increases is mitigated. 

Does this conclude your testimony? 

14 A. Yes. 
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