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On July 30, 2019, the Commission initiated this administrative proceeding to 

consider the implementation of Senate Bill 100, An Act Related to Net Metering (Net 

Metering Act) , which takes effect on January 1, 2020.1 The purpose of this proceeding 

is to invite comments from interested utilities and stakeholders, as well as the general 

public, in order to develop a record upon which the Commission can consider the issues 

of implementation of the Net Metering Act. The record of this proceeding will be 

incorporated by reference into all initial ratemaking proceedings initiated by retail electric 

utilities pursuant to the Net Metering Act. 

Pursuant to a procedural schedule, the Commission received written comments into 

the case record from interested utilities, stakeholders, and the public. The Commission 

held a public comment hearing on November 13, 2019, and received comments from 

interested utilities, stakeholders, and the general public. In addition, Kentucky Solar 

Industries Association , a non-party to this proceeding, responded to a post-hearing 

request for information regarding the adoption rate of rooftop solar in areas served by the 

Tennessee Valley Authority (TVA) and municipal electric utilities compared to the 

1 The Net Metering Act was signed into law on March 26, 2019. 



adoption rate in areas served by electric uti lit ies that are subject to the Commission's 

jurisdiction. 

BACKGROUND 

The primary issue to be addressed in implementing the Net Metering Act is the 

ratemaking process for determining the compensation rate for net metered customers -

termed eligible customer generators in the Net Metering Act - who feed electricity back 

to the electric grid. 2 Kentucky's Net Metering Act amended portions of KRS 278.465-

.467 during the 2019 Session of the Kentucky General Assembly to give the Commission 

an integral role in determining the compensation rate for net metered customers. Prior to 

the amendment, net metered customers rece ived a credit on their monthly bill for the 

kilowatt hour (kWh) difference between the electricity supplied by an electric utility to the 

net metered customer and electricity generated by a net metered customer that was fed 

back to the electric utility via the electric grid for that billing period . Electricity generated 

by a net metered customer that is fed back to the grid was valued at the same per-kWh 

retail rate as that in the utility's tariff for electricity consumed by the net metered customer. 

The Commission notes that these provisions wi ll remain in effect for a period of 25 years 

for eligible generating facilities put into service prior to the Commission setting new net 

metering rates under the Net Metering Act for the utility serving such facilities. 

The Net Metering Act revised the compensation rate paid to net metered customers 

who start new net metering service as of January 1, 2020. In lieu of being valued 

2 A net metered customer is a customer of a retail electric utility who owns and operates a solar, 
wind, biomass, biogas, or hydro energy generating facility located on the customer's premises for the 
primary purpose of supplying all or part of the customer's own electricity requirements. The electric utility 
serving a net metered customer must use a meter capable of registering the flow of electricity in two 
directions, which permits a net metered customer to take electricity from the electric grid and feed electricity 
back to the electric grid. KRS 278.465. 
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identically to the kWh retail rate in the utility's tariff for electricity for customers of that 

class, the compensation for production in excess of usage over a billing period, after 

January 1, 2020, "shall be in the form of a dollar-denominated bill credit. " Additionally, 

the Net Metering Act provided that for net metered customers, retail electric utilities are 

entitled to implement rates to recover al l costs necessary to serve net metered customers, 

including but not limited to fixed and demand-based costs. Compensation rates and the 

rate charged to net metered customers will be determined by the Commission using the 

ratemaking process under KRS Chapter 278. Similar to the previous net metering 

statutes, the bill credit carries forward if the amount of the bill credit exceeds the amount 

billed in a billing period. 

COMMENTS 

Kentucky Office of Energy Policy (OEP) 

OEP is housed within the Kentucky Energy and Environment Cabinet. OEP's 

mission is to support the utilization of Kentucky's energy resources for the betterment of 

the Commonwealth while protecting and improving the environment. In its written 

comments, OEP noted that in 2018, Kentucky had approximately 1 ,500 distributed 

renewable generator interconnections, with a total generating capacity of 34 megawatts 

(MW). Thirty percent of the interconnections were net metering interconnections and 70 

percent were non-net metering interconnections. OEP noted that areas of the state 

served by the Tennessee Valley Authority (TVA) have the greatest distributed renewable 

generation adoption due in part to compensation rates that were initially set higher than 
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retail , but since have been set at a lower rate.3 OEP modeling projects that distributed 

solar generating capacity in the service areas of jurisdictional electric utilities will be 

between 162 MW and 3, 160 MW by 2040, as compared to utility scale power plants 

currently operating at approximately 20,000 MW. OEP cautions that this projection was 

based on a 1 :1 net metering compensation rate, and thus should be viewed as the upper 

boundaries of projected capacity. 

OEP referred the Commission to several studies, including a study conducted by 

the Lawrence Berkley National Laboratory in 2015 that analyzed the sensitivity of 

compensation rate on adoption of customer-sited distributed solar generation, which is 

attached to this Report and Order as Appendix B. OEP also referred the Commission to 

the executive summary of the 50 States of Solar Report Annual Review for 2018, 

published by the N.C. Clean Energy Technology Center at North Carolina State 

University, which highlights actions relating to solar policies, net metering, and rate design 

around distributed generation.4 This report notes that compensation structures are 

becoming increasingly complex, with separate rates for energy imports and exports, 

residential demand charges for distributed solar customers, and examination of the 

locational value of distributed generation. OEP noted that the National Association of 

Regulatory Utility Commissioners (NARUC) published a Manual on Distributed Energy 

Resources Rate Design and Compensation in 20165 that emphasized the importance of 

3 OEP noted that TVA's value of distribution generation methodology assessment resulted in a 
compensation rate much lower than the residential retai l rate of 9 cents per kWh charged by the TVA's 
Kentucky electric cooperatives. 

4 https://nccleantech. ncsu .edu/wp-contenVuploads/2019/01 /04-18-Exec-Summarv-Final.pdf 

5 https://pubs.naruc.org/pub.cfm?id=19FDF48B-AA57-5160-DBA1-BE2E9C2F7EAO. 
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understanding tradeoffs in determining an appropriate compensation methodology in 

regard to technology adoption , particularly the impact to the market and to the utility if one 

technology is emphasized over another, and cost shifting, which at high levels of net 

metering adoption can result in significant reallocation of utility revenue to non-net 

metered customers. 

OEP provided the historical context of net metering compensation mechanisms, 

including valuing distributed generation at the retail rate, at the wholesale rate, or the 

avoided cost of the utility. OEP also highlighted the distinction between net metering 

compensation and compensation under the Public Utility Regulatory Policies Act of 1978 

(PURPA), as amended, which was enacted to encourage cogeneration and renewable 

resources. Importantly, PURPA requires electric utilities to purchase energy from 

cogeneration and small renewable generation sources of 80 megawatts (MW) or less at 

a cost not to exceed avoided cost. Thus, under PURPA, energy exported to the grid is 

considered a sale that is valued at the avoided cost of the utility, as opposed to net 

metering bi lling mechanisms producing credits that reflect the difference between the 

electricity a net metered customer takes electricity off the system and the electricity that 

customer puts on to the system when generating power in excess of the customer's 

consumption. OEP encouraged the Commission to consider net metering compensation 

rates and methodologies as separate and distinct from PURPA tariffs, and to retain 

existing characteristics of simplicity, consistency, and interconnection standardization 

across Kentucky jurisdictional electric utilities. 

In terms of rate design, OEP contended that the core issue is establishing a 

compensation rate for net metered customers that is not acutely out of line with the utility's 
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costs of rendering electric service to the net metered customers. OEP urged the 

Commission to consider eight attributes of rate structure under traditional ratemaking 

principles: simplicity and feasibility of application , unambiguous interpretation, revenue 

stability, revenue requirements yielding a fair return , minimization of unexpected changes, 

fair apportionment of cost of service among difference rate classes, avoidance of undue 

discrimination, and discouraging of the wasteful use of resources. 

OEP discussed cost-of-service ratemaking , which incorporates a cost-of-service 

study of energy costs, versus value-of-service ratemaking, which is the value of service 

to consumers as measured by their willingness to pay. OEP explained that value-of­

service methodology incorporates societal benefits that can be hard to quantify and is a 

departure from cost-based ratemaking. OEP opined that utility rates are not the solution 

to addressing all societal costs or benefits related to renewable energy, and that 

comprehensive public policies, such as tax law, economic development incentives, and 

workforce training and education , along with sound cost-based ratemaking , may be the 

best way to minimize societal costs and maximize social benefits of promoting renewable 

energy. 

Finally, OEP noted that net metering compensation rate design is not a one-time 

process. OEP emphasized that the reasonableness of net metering compensation rates 

depends upon ongoing processes and refinement of compensation methodologies as 

cost and benefits change based on penetration of distributed generation. 

Kentucky Association of Electric Cooperatives, Inc. (KAEC) 

KAEC, a statewide association representing Kentucky's 21 electric cooperatives, 

filed written comments and a representative of KAEC spoke at the public comment 
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hearing. KAEC stated the Kentucky General Assembly amended the Net Metering Act to 

address the imbalance or inequity of the current net metering law, which results in 

subsidization of costs. KAEC emphasized that differences exist between the electric 

cooperatives and investor-owned util ities (IOU), and between the electric cooperatives 

themselves, and thus a flexible approach is necessary when establishing net metering 

compensation rates. For example, KAEC noted that cooperatives purchase their power 

supply and transmission functions from wholesale generation and transmission utilities 

(G& T), whi le vertically integrated IOUs provide all three functions within a single rate 

design. KAEC also noted that the penetration of net metering differs between urban and 

rural areas, which impacts the number of affected customers and the extent that net 

metering compensation rates affects the utility's overall financial condition . 

In contrast to OEP's assertion that net metering compensation rates should be 

separate and distinct from PURPA tariffs, KAEC encouraged the Commission to embrace 

the PURPA rate scheme and use applicable qualifying facilities (QF) tariff rates already 

approved by Commission to establish net metering compensation rates for the 

cooperatives and their G& Ts, East Kentucky Power Cooperative, Inc. (EKPC) and Big 

Rivers Electric Corporation (Big Rivers). The cooperatives', EKPC's, and Big Rivers' QF 

tariffs are based on avoided cost calcu lations and the comparative characteristics of the 

QF. The existing QF tariffs approved by the Commission have rates, terms, and 

conditions that vary with the size of the relevant QF and whether the resources are 

dispatched by the utility. KAEC asserted that net metering facilities resemble small QF 

resources that are not dispatched by the utility, and therefore the existing QF tariff would 

be a reasonable and expedient net metering compensation rate. 
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KAEC urged the Commission to allow utilities to establish or enhance safety­

related terms and conditions for eligible generating facilities that are consistent with the 

National Electric Safety Code or other accepted safety guidelines. KAEC explained that 

the growth of photovoltaic (PV) solar systems on customers' buildings presents a safety 

hazard to utility line workers, noting that a grid-tied PV solar system generates electricity 

when exposed to light and cannot be powered down, creating potential safety concerns 

for utility workers and others. KAEC asserted that establishing safety practices and 

guidelines in connection with net metering ratemaking proceedings are necessary to 

ensure the safe and reliable operation and maintenance of the electric grid and for the 

safety of utility customers and employees. 

In response to a question at the public comment hearing, a representative of EKPC 

indicated that EKPC will work with its member-owners to develop one overarching net 

metering tariff to mitigate the complexity and administrative burden of separate 

ratemaking proceedings for each of EKPC's 16 owner-members. 

Duke Energy Kentucky, Inc. (Duke Kentucky) 

Duke Kentucky, an IOU, filed written comments, had a representative speak at the 

public comment hearing, and filed additional written information requested by the 

Commission at the public comment hearing. In its written comments, Duke Kentucky 

provided a historical overview of net metering in Kentucky, noting that, prior to the 

enactment of the recent amendments to net meter statutes, the 1: 1 compensation rate 

created a subsidy for net metered customers that was paid by all other customers. Duke 

Kentucky stated that, while a 1: 1 compensation rate may have been justified on a policy 

basis to promote the adoption of rooftop solar facilities when they were first introduced, 
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the number of such facilities has grown and the cumulative cost impact of subsidizing 

eligible generating facilities can no longer be justified on a policy basis. 

At the public comment hearing, Duke Kentucky's representative contended that 

the compensation rate for net metered customers should have three key features: 1) 

ensure that net metered customers bear their appropriate share of costs, including the 

cost of guaranteeing reliable, available service; 2) reflect the kWh value at the time the 

energy is put back onto the grid; 3) and encourage net metered customers to align eligible 

generation technology with their pattern of usage to incentivize energy efficiency. 

Duke Kentucky asserted that the assumption that a kWh of energy produced and 

distributed by a utility is equivalent to a kWh of energy fed back to the grid by a net 

metered customer is a false equivalence. Duke Kentucky contended that a compensation 

rate that is equal to the full retail tariff rate ignores costs incurred by a utility to maintain 

transmission and distribution at adequate capacity and required reliability guaranteed to 

be available to serve net metered customers 24/7, irrespective of whether net metered 

customers fully meet their energy needs at certain times. Duke Kentucky further 

contended that a compensation rate equal to a full retail tariff rate fails to account for 

limitations of customer-generated energy. Duke Kentucky explained that renewable 

energy resources cannot relieve a uti lity of any portion of the costs incurred to meet load 

and reliability requirements. Unlike energy produced by a utility, energy produced by net 

metered customers is not dispatchable, and is not reliably or predictably available, and 

thus reduces the value to the uti lity of the customer-generated energy to an amount that 

is significantly less than retail tariff rates. Duke Kentucky asserted that compensation 

rates must be designed to ensure that net metered customers bear their share of the 
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costs of generation capacity, transmission, and distribution that such customers rely upon 

when self-generation is unavailable or insufficient. 

Duke Kentucky maintained that compensation rates should be valued at the 

incremental value of a single additional kWh. For utilities like Duke Kentucky that are 

members of PJM Interconnection, LLC (PJM), a regional transmission organization 

(RTO), the RTO wholesale market determines the value a utility can derive from a kWh 

hour sent back to the grid by a net metered customer. Under Duke Kentucky's proposal, 

the compensation rate would reflect the kWh value at the time the kWh is put back on the 

grid in the RTO wholesale market. 

In response to a question from the Commission at the public comment hearing, 

Duke Kentucky filed supplemental comments regarding whether and to what extent Duke 

Kentucky relies on solar resources to meet its capacity requirements as a member of 

PJM. Due to the intermittent nature of the energy, Duke Kentucky does not utilize any 

solar facilities as direct capacity resources in its service area in PJM. However, Duke 

Kentucky explained the benefits and risks of utilizing renewable resources to meet PJM 

capacity requirements. To the degree that eligible customer generation facilities offset 

the load at the times of PJM's coincident peak, there is a benefit to Duke Kentucky 

because its capacity obligation is calculated based on a reduced load, and thus indirectly 

reduces the magnitude of Duke Kentucky's capacity obligation. However, there is a risk 

associated with counting solar transmission-connected facilities towards the capacity 

requirement because, even though solar generation facility capacity is heavily discounted, 

solar energy is never guaranteed to be available and cannot be relied upon to meet 

capacity requirements. It Duke Kentucky relied upon solar facilities to meet its capacity 
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obligation, it would risk under-performance of its capacity obligation and be assessed 

significant financial penalties. The level of risk exposure from including solar facilities in 

its capacity obligation makes it unacceptable. 

Kentucky Industrial Utility Customers. Inc. (KIUC) 

KIUC provided written comments and a representative spoke at the public 

comment hearing. KIUC cautioned the Commission against overcompensating net 

metered customers by setting a compensation rate at a level greater than the value of the 

service they provide to the system. KIUC asserted net metered customers provide energy 

to the grid only when and if they wish to do so. As a result, net metered customers 

credited at the full retail rate receive payments for capacity, transmission, and distribution 

services they did not provide, which results in other customers subsidizing net metered 

customers. 

KIUC stated that, to avoid overcompensation, net metered customers should 

receive only the value of the energy they provide to the grid . KIUC maintained that the 

plain language of the amended net metering statutes and the legislative intent regarding 

the term "dollar value" in regard to compensation rate specifically referred to energy-only 

costs. KIUC asserted that electricity is a commodity that does not include externalities, 

such as public health or environmental costs or benefits, and that the Kentucky legislature 

did not intend for externalities to be factored into the compensation rate. 

KIUC noted that, ideally, the compensation rate would be set at the real-time 

energy price effective at the time of the energy delivery. For net metered customers with 

smart meters, the meters can assess the customer's hourly load, with the compensation 

rate set as the real-time energy price effective at the time of energy delivery. For net 
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metered customers without smart meters, KIUC proposed several options for providing 

an energy-only credit to net metered customers. First, the Commission could require 

retail electric suppliers to compensate net metered customers at the current energy rates 

set forth in the suppliers' tariff. In the alternative, the Commission could establish 

compensation rates based upon the energy costs in each supplier's' most recently filed 

cost-of-service study. Finally, the Commission could require all retail electric suppliers to 

conduct a new cost-of-service study to determine more precisely the current level of 

energy costs and use those findings to establish each supplier's net metering 

compensation rate. 

In response to a question from the Commission at the public comment hearing 

regarding a response to those who advocate for delaying implementing the Net Metering 

Act KIUC said that the Commission would not be doing its job if it did not comply with the 

amended statutes because, as of January 1, 2020, utilities have the legal right to file rate 

cases to establish new net metering compensation rates. KIUC argued that there is 

enough data to enforce the statute. 

Attorney General of the Commonwealth of Kentucky 

The Attorney General of the Commonwealth of Kentucky, by and through the 

Office of Rate Intervention (Attorney General), filed written comments and spoke at the 

public comment hearing. The Attorney General encouraged the Commission to afford 

intervenors and the utility applicant in a net metering case the opportunity to present any 

relevant data, information, or arguments they wish to present. In that vein, the Attorney 

General urged the Commission to adopt a broad and generous approach to considering 
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data and arguments and to continue the Commission's policy of a liberal discovery 

process and full procedural schedu le ordinarily used in rate proceedings. 

Because the Net Metering Act does not state with specificity the costs that should 

be considered in developing the compensation rate, the Attorney General asked the 

Commission to consider costs and benefits that affect utility rates or service under existing 

or reasonably foreseeable regulatory requirements. The Attorney General argued that 

the types of costs and benefits that electric utilities consider in their Integrated Resource 

Plan (IRP) may be appropriately considered in determining a net metering compensation 

rate. The Attorney General cited specific IRP costs and benefits that may be considered 

in determining the compensation rate for net metering customers, such as carbon dioxide 

prices, fuel prices, generating unit operating lives, reserve margin reliability costs, 

environmental regulations, capacity constraints, transmission constraints, and 

transmission and distribution line losses. 

Finally, the Attorney General urged the Commission to adopt a flexible framework 

or methodology for the compensation rate with an expansive consideration of costs For 

example, the Attorney General noted that the difference between generation-only costs 

and benefits incurred by G& Ts, distribution-only costs incurred by electric distribution 

cooperatives, and IOUs that incur both generation and distribution costs precludes a one­

size-fits-all ratemaking process regarding costs and benefits upon which the 

compensation rate is calculated. 

In response to a question from the Commission at the public comment hearing, the 

Attorney General explained that factors considered in an IRP should be the floor for 

factors to be considered in establishing a net metered compensation rate. 
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Kentucky Utilities Company (KU) and Louisville Gas and Electric Company (LG&E) 

KU/LG&E, IOUs with combined generation and transmission functions, but which 

are legally separate entities, filed written comments; a representative spoke at the public 

comment hearing. As an initial matter, KU/LG&E observed that, no matter the fuel source, 

all economic generation choices must be based on objective costs and data, and must 

deliver reliable energy to all customers at all times. KU/LG&E further observed that the 

Commission's well-established standard that a generation resource must be a 

reasonable, least-cost resource does not provide an exception based on the generation 

source. 

KU/LG&E provided an overview of the history of Kentucky net metering laws and 

the Net Metering Act. KU/LG&E stated that, under the Net Metering Act, retail electric 

suppliers have the legal right to recover from net metered customers the costs incurred 

to serve those customers. To that end, KU/LG&E explained that compensation rates 

should be based on objective costs and data to avoid creating subsidies for and false 

price signals to net metered customers. KU/LG&E stated that the Commission does not 

consider externalities in evaluating the cost-effectiveness of demand-side management 

programs and, in the past with regard to demand-side management programs, the 

Commission has stated that it does not have jurisdiction over environmental impacts, 

health, or other non-energy factors that do not affect rates or services. KU/LG&E urged 

the Commission to follow those same tenets in establishing the net metering 

compensation rate. 
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KU/LG&E advocated that the Commission consider the same methodology it 

approved for KU/LG&E's solar share program (SSP).6 KU/LG&E utilize a net billing 

compensation mechanism to calculate a monthly SSP energy credit. KU/LG&E compares 

a SSP customer's share of energy generated from SSP facilities to the customer's energy 

usage in 15-minute intervals. If the SSP customer's energy consumption is less than the 

solar energy generated in the same 15-minute interval,7 then the SSP customer receives 

a bill credit per kWh that is equal to the non-time differentiated rate approved by the 

Commission. The non-time differentiate rate is based on KU/LG&E's estimated avoided 

cost for generation. KU/LG&E asserted that applying this methodology to net metered 

customers would create a level playing field for net metered customers who put energy 

back onto the grid and SSP customers. 

Should the Commission use another methodology to develop cost-based 

compensation rates, KU/LG&E requested that the Commission consider the 

characteristics of solar energy that lessen its value. KU/LG&E observed that energy put 

back onto the grid from net metered customers is not dispatchable and, because it is not 

under the control of the utility, is not a reliable capacity resource. Additionally, because 

solar energy cannot be controlled and results in intermittent power flows, solar energy 

offers less value than other generation sources that consistently provide power upon 

demand. KU/LG&E also asked the Commission to consider costs utilities must incur to 

serve net metered customers, such as costs to bolster telemetry and frequency response 

6 Customers who subscribe to the SSP receive solar energy credits generated from a community 
solar facility in exchange for paying a monthly fee that covers the cost of constructing and maintaining the 
solar share facilities. 

7 Because one of the requirements to participate in SSP is that participants must have an advanced 
meter, KU/LG&E is able to monitor participants' energy consumption in 15-minute increments. 
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tools to accommodate intermittent output of net-metered facilities. KU/LG&E explained 

that when the penetration levels of net metered customers increase, they will have to 

invest in their distribution systems to avoid overloading circuits from this intermittent 

output, which impacts KU/LG&E's ability to provide safe, adequate, and reliable service 

to customers and jeopardizes the safety of utility employees. 

Similar to other utilities, KU/LG&E also stated that the Commission should update 

interconnection guidelines to reflect new technologies. KU/LG&E explained that 

interconnected eligible customer generation transforms the distribution system from a 

one-way delivery mode into a complex bi-directional network through which electricity 

flows and has to be carefully monitored and balanced. Thus, according to KU/LG&E, 

interconnection guidelines must be updated to address safety and operational concerns. 

In response to questions from the Commission at the public comment hearing, 

KU/LG&E countered the argument from solar advocates that solar energy flows to the 

nearest neighbor, and thus uses few grid resources, by pointing out that electrons are 

part of an integrated system and flow where they flow, whether down the street or across 

the city. In response to a question about distribution system upgrades for safety reasons, 

KU/LG&E agreed that is a circuit-by-circuit determination that examines how dense the 

generation is and how it affects the circuit. 

Kentucky Power Company (Kentucky Power) 

Kentucky Power, an IOU, filed written comments, had a representative speak at 

the public comment hearing, and filed supplemental comments. Kentucky Power noted 

that the Net Metering Act provides that retai l electric suppliers can recover �~� costs 

necessary to service net metered customers, including, but not limited to, fixed and 
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demand-based costs. Kentucky Power further noted that its current net metering tariff 

falls short of these requirements because net metered customers do not pay .9.1! costs 

required to serve them. 

Kentucky Power identified two types of costs that it directly incurs to accommodate 

net metered customers. The first are capacity costs, or fixed costs, incurred for 

generation, transmission , and distribution infrastructure needed to provide service to net 

metered customers. Kentucky Power explained that, because net metered customers 

rely on energy provided by Kentucky Power multiple times each day when the customer­

generated energy is insufficient to meet the customer's demand, these costs are 

necessary to guarantee reliable, available service to all of its customers. The second 

type are costs required to interconnect customer generation facilities to Kentucky Power's 

system (Net Metering Interconnection Costs) , which include, among other things, 

administrative, planning, and analytical costs. Depending upon the size of the customer 

generation facility, Net Metering Interconnection Costs can range from $600 to $7,500 

per net metered customer. 

Kentucky Power stated that rates that recover costs of providing service through 

volumetric-based charges result in intra- and inter-class subsidies and cost shifting. In 

support of this, Kentucky Power explained that net metered customers can reduce the 

volumetric portion of their electric bill by offsetting energy consumed with energy 

generated, thereby avoiding paying the full costs of providing service to net metered 

customers. Kentucky Power further explained that, because net metered customers 

avoid costs that are not avoided by the utility, this results in the allocation or reallocation 

of fixed costs to the non-net metered customers. 
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Kentucky Power stated that, under its current rate design, it recovers its fixed cost 

of service primarily through a variable energy charge (dollar per kWh or $/kWh) and a 

small fixed monthly charge of between $14.00 and $17.50 that is significantly below the 

actual cost of providing residential service, which is approximately $39.00 per month. 

Kentucky Power explained that the variable energy charge is a means of encouraging 

conservation by its customers, who the Commission notes are among the most 

economically challenged Kentuckians due to the significant downturn in business activity 

in its service territory, including the loss of coal-related jobs. 

Kentucky Power discussed how net metered customers' load shape differs from 

non-net metered customers. For example, a net metered customer's peak loads in the 

winter occur in the early morning hours when the sun has not yet risen or is very low in 

the sky, then fall nearly to zero between the hours of 11 :00 a.m. and 3:00 p.m. Because 

customer-generated energy typically occurs between the hours of 11 :00 a.m. and 3:00 

p.m., net metered customers do not generate energy during times of peak demand. As 

a result , when a net metered customer produces energy in excess of consumption, 

Kentucky Power purchases the excess energy at about 10 cents/kWh, which is 

significantly more than market-priced energy that Kentucky Power would have purchased 

or generated at a cost of about 4 cents/kWh. As a result, Kentucky Power and its 

ratepayers pay more than double the market price for energy generated by net metered 

customers. 

Kentucky Power proposed two options for establishing fair and reasonable 

compensation rates that do not result in intra- or inter-class subsidies. Under the first 

option, net metered customers would be in their own rate class that, along with the 
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existing monthly customer charge and energy charge, would include a demand charge 

that would recover demand-based costs and fixed costs incurred to serve net metered 

customers. Kentucky Power explained that this rate design is used for larger commercial 

and industrial customers, and aligns the cost collection mechanism with the nature of the 

costs. Under the second option, net metered customers would sell all of the energy they 

produce at a market-based rate and then purchase all of the power they use under an 

existing tariff rate. Net metered customer would be responsible for any facility 

modifications directly related to serving net metered customers, including metering 

changes, circuit impact studies, and telemetry. 

At the public comment hearing and in supplemental comments, Kentucky Power 

illustrated that residential net metered customers with net zero usage receive a subsidy 

of $56 per customer per month or $672 per customer per year for the distribution and 

transmission portion of a residential bill. In response to a question from the Commission 

regarding how Kentucky Power would value externalities in net metering compensation 

rates, Kentucky Power responded that its ratemaking is cost based and not value based. 

As an example, Kentucky Power stated that the value of a safety team at a nuclear facility 

is not factored into rates, although there is substantial indirect benefit. 

Kentucky Solar Industries Association (KYSEIA) 

KYSEIA, a trade association representing the solar industry, filed multiple written 

comments, appeared at the public comment hearing, and filed a written response to a 

post-hearing request for information. KYSEIA stated that 1,410 people were employed 

in the solar industry in Kentucky at the end of 2018, a 40 percent increase in solar jobs 

since 2015. KYSEIA asserted that the 1 :1 net metering compensation rate has been 
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essential for promoting the growth of solar energy in Kentucky, and that the Commission 

should maintain the 1 :1 compensation rate. KYSEIA encouraged the Commission to 

delay changing the current compensation rate, arguing that statutory restrictions limiting 

the size and total capacity of net metering in Kentucky are safeguards that prevent or 

constrain the subsidization of net metered customers by other customers. Further, 

KYSEIA asserted that the utilities had not provided evidence of subsidization of costs. 

KYSEIA made several procedural recommendations regarding revisions to net 

metering tariffs, net metering applications, and interconnection guidelines to comply with 

revised provisions of net metering statutes, as well as recommendations regarding filing 

procedures and the methodology for calculating the 1 percent cap on net metered 

customers. KYSEIA recommended that the Commission require electric utilities to file 

progress reports regarding remaining capacity for net metered customers based upon the 

1 percent cap, and that weekly reports be required once a utility reaches 90 percent of 

the available net metering capacity. KYSEIA requested that the Commission initiate a 

proceeding to revise and modernize the interconnection guidelines previously approved 

by the Commission. As one example of a potential change, KYSEIA asserted that the 

requirement that customers install an external disconnect switch (EDS) is unnecessary 

and duplicative because other standards already provide adequate safety requirements. 

KYSEIA advocated that the Commission include all components of an electric rate, 

including demand-related costs, in establishing the compensation rate and not confine 

compensation to energy-only costs. In considering the costs incurred to serve net 

metered customers, KYSEIA asserted that all costs and benefits should be valued. 

KYSEIA argued that a de minimis difference in net costs to serve net metered customers 
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is not sufficient evidence to support discrete rates for net metered customers. KYSEIA 

further asserted that, if a utility failed to conduct a robust examination of net metering 

impacts, the Commission should consider the omission to be prima facie evidence that 

the impacts are too minimal to merit a substantive change to the compensation rate. 

KYSEIA urged the Commission to conduct a thorough investigation into net 

metering and determine a methodology for establishing the dollar value pursuant to the 

Net Metering Act and that utilities should make proposals on implementing the Net 

Metering Act in their next base rate case filed on or after January 1, 2020. Finally, 

KYSEIA asked that the Commission evaluate uti lity proposals and stakeholder 

counterproposals taking into full consideration benefits that customer-generated energy 

provides to the grid, other customers, and the general public, such as avoided line losses 

and deferred need to invest in generation and transmission systems. KYSEIA explained 

that the Commission should have an independent study conducted on the benefits and 

costs of net metering and that the Commission might be eligible to receive free technical 

assistance from nationally recognized experts, such as the Lawrence Berkeley National 

Laboratory or the Pacific Northwest national Laboratory. 

KYSEIA argued that the Commission should consider certain ratemaking 

principles in implementing the Net Metering Act, including cost causation, which would 

include a holistic examination of the customer class's usage; gradualism, such as using 

caution when factoring in demand rates and fixed charges, which are unfamiliar concepts 

for residential customers; ease of understanding for customers; and efficient use of 

service, with rates designed to provide price signals to promote beneficial behaviors, 

including encouraging energy efficiency. 
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In supplemental comments, KYSEIA argued that, under the provision in the 

amended Net Metering Act that retains the 1: 1 compensation rate for current net metered 

customers, the 25-year period in which current net metered customers are grandfathered 

begins to run not on January 1, 2020, but as of the effective date of any new net metered 

rates approved by the Commission. KYSEIA further argued that utilities cannot defer 

service to new net metered customers and must offer said service as of January 1, 2020, 

and that the intent of the Kentucky legislature was not to "chill" the installation of new 

customer generation facilities. KYSEIA further recommended that the Commission 

convey that utilities must timely process applications for net metering and interconnection 

and recommended procedures and policies that utilities should implement regarding net 

metering applications. 

KYSEIA rebutted comments filed by utilities, arguing that the PURPA avoided-cost 

model is inappropriate to apply to small distributed generation and thus should not serve 

as a basis for establishing a compensation rate for net metering. KYSEIA requested that 

the Commission adhere to monthly netting to avoid complexity, arguing that netting over 

15-minute or one-hour intervals would require net metered customers to install new 

metering equipment and would add unwarranted complexity and cost. KYSEIA asserted 

that recovering fixed costs and demand-related costs through demand charges is not 

consistent with principles of rate design and is inappropriate for residential customers, 

who have low load factors. KYSEIA recommended that interconnection costs are more 

typically $50 to $100, and not the $600 to $7,500 range suggested by Kentucky Power. 

KYSEIA argued that interconnection costs should be limited to the costs of 

administratively processing a net metering application. 
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In response to a post-hearing request for information regarding the adoption rate 

of net metering facilities, KYSEIA first noted that the information is not maintained in the 

normal course of business and that KYSEIA's membership does not include all solar 

installer companies in Kentucky. With that caveat, KYSEIA collected information for 403 

solar projects that was compiled in four schedules including year-by-year summaries of 

installations in the service territories of jurisdictional utilities, TVA cooperatives, and 

municipal utilities. KYSEIA filed the information in Excel spreadsheet format, which 

Commission Staff will utilize in future utility-specific net metering ratemaking proceedings. 

Kentucky Resources Council, Inc. (Kentucky Resources Council) 

Kentucky Resources Council, a nonprofit organization that provides policy and 

legal advocacy re lated to Kentucky's natural resources, indicated that the rates should be 

fair, just, and reasonable to all participants and requested reasonable fact-based policies 

that are fair to all stakeholders. Kentucky Resources Council emphasized that the 

Commission should conduct a thorough and transparent analysis that includes the fu ll 

range of costs and benefits specific to each utility. Kentucky Resources Council urged 

the Commission to grant intervention in all net metering ratemaking proceedings for all 

unique interests in order to ensure full understanding of the issues. Kentucky Resources 

Council asserted that inviting public comments is not a substitute for the input that can be 

gained with full intervention. 

Kentucky Resources Council cautioned the Commission not to base the 

compensation rate solely on avoided costs because that would ignore the fact that, unlike 

utilities, net metered customer-generators incur little-to-no distribution costs, avoid line 

losses, and receive the benefit of reduced financial risk, reduced costs of environmental 
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compliance, and avoided greenhouse gas emissions. The Council contended that, while 

net metering provides benefits to the utility, other customers, and the grid itself, there is 

no clear consensus on the methodology for determining the appropriate rate. Kentucky 

Resources Council pointed to a U.S. Department of Energy report that stated that the 

value of solar in any analysis depends on the data and assumptions made, which can 

vary by geography, penetration , inputs such as marginal unit displacement and discount 

rates, and the inclusion or exclusion of externalities. 

Kentucky Resources Council provided two published guides for use in assessing 

cost and benefits of distributed renewable energy. The first , provided by the Interstate 

Renewable Energy Council , concluded that: (1) avoided energy costs should be priced at 

the cost of combined-cycle natural gas facilities that would not be needed due to the 

growth of distributed solar generation; (2) distributed solar generation should be credited 

as a capacity value upon interconnection, as the installations are predictable; and (3) 

societal benefits such as job growth, and health and environmental benefits, should be 

included in the valuation . The second, from the National Renewable Energy Laboratory, 

was utility focused and recommended methods for calculating costs and benefits of 

displaced energy and capital investments, environmental factors, transmission and 

distribution losses and capacity value reduction, ancillary services, as well as external 

issues such as fuel price hedging/diversity and market-price suppression. Kentucky 

Resources Council stressed that the mitigation of climate change and greenhouse gas 

emissions should be considered as a quantifiable benefit, noting that, in previous 

proceedings to authorize utility-installed solar arrays, utilities have included the impact on 

greenhouse gas emissions in their cost/benefit analysis in support of such facilities. 
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Kentucky Resources Council argued that a number of studies indicate that the 

value of customer-generated distributed generation is higher than the retail rate and, due 

to the level of distributed energy penetration, there is very little intra-class cross 

subsidization . Kentucky Resources Council asserted that utilities should produce 

substantiated evidence that net metered customers not only cost more to serve, but that 

the alleged cross subsidization is material. Kentucky Resources Council further asserted 

that net metered customers pay a utility's customer charge and thus are already paying 

their fixed costs. Kentucky Resources Council contended that if the customer charge 

does not fully recover fixed costs, it is a ratemaking issue, not a net metering issue. 

Kentucky Resources Council maintained that not offering a retail rate for net 

metering takes away one of the few options available in the monopolistic utility market for 

a customer to control their energy use and reduce their bills. Kentucky Resources Council 

opposed the proposal to place net metered customers in a separate class, stating that 

would be contrary to the requirement that rates be fair, just, and reasonable. In addition, 

if rates do change substantially, Kentucky Resources Council cautioned the Commission 

to apply the rate-setting principle of gradualism so as not to dramatically slow the adoption 

of renewable-sourced distributed generation. Kentucky Resources Council encouraged 

the Commission to establish a rate that allows the customer-generator to easily calculate 

a rate of return on their investment based on usage and to be mindful of economic 

development impacts of the fast-growing solar industry. 

Finally, Kentucky Resources Council requested that the Commission keep in mind 

that the purpose of utility regulation is to protect the health, safety, morals, and general 

welfare of its citizens. 
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In supplemental comments, Kentucky Resources Council reiterated that any rate 

changes should be analyzed on a utility-specific basis and that the methodology should 

be robust and include al l costs and benefits. Kentucky Resources Council emphasized 

that allowing all possible stakeholders to intervene in future net metering ratemaking 

cases will assure that the results are fair, just, and reasonable. 

Kentucky Resources Council opposed the proposals that would value energy in 

15-minute or one-hour intervals. Kentucky Resources Council explained that the intention 

of the Net Metering Act is that net metering represents the excess energy placed onto the 

grid at any time, rather than valuing the electricity fed into the grid in certain 15-minute or 

one-hour intervals. Kentucky Resources Council claimed that it was not the intention of 

the General Assembly to alter the current practice under existing law and reading the 

statues otherwise would be inconsistent. Additionally, Kentucky Resources Council 

stated that it was not the General Assembly's intent to require regulated utilities to have 

metering equipment beyond the standard bi-direction meters to capture the amount of 

electricity fed into the grid on an instantaneous basis. 

Expanding upon its previous comments, Kentucky Resources Council argued that 

basing the compensation on a utility's avoided cost fails to recognize that net metered 

customers have different fundamental characteristics than the traditional independent 

power producer, receive compensation in the form of a bill credit rather than cash , and 

have varying benefits, including locational benefits. Kentucky Resources Council 

asserted that, just as environmental costs of coal-fired generation are incorporated into 

rates paid by consumers, the Commission should recognize environmental benefits in the 

calculation of the net cost of net metering. 
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