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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

JOINT APPLICATION OF LOUISVILLE GAS AND 
ELECTRIC COMPANY AND KENTUCKY UTILITIES 
COMPANY FOR REVIEW, MODIFICATION, AND 
CONTINUATION OF EXISTING, AND ADDITION OF NEW 

) 
) CASENO. 

) 
) 2011-00134 

DEMAND-SIDE MANAGEMENT AND ENERGY- ) 
EFFICIENCY PROGRAMS ) 

RESPONSE OF 
LOUISVILLE GAS AND ELECTRIC COMPANY 

AND 
KENTUCKY UTILITIES COMPANY 

DATED JUNE 1,2011 
TO THE C O ~ ~ I S S I O N  STAFF’S FIRST I N F O ~ A ~ ~  
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VERIFICATION 

COMMONWEALTH OF KENTUCKY ) 
) ss: 

COUNTY OF JEFFERSON ) 

The undersigned, Lonnie E. Bellar, being duly sworn, deposes aiid says that he is 

Vice President, State Regulation aiid Rates for Louisville Gas and Electric Company and 

Kentucky Utilities Company and an employee of L,G&E and KTJ Services Company, and 

that he has personal lmowledge of the matters set forth in tlie responses for which lie is 

identified as the witness, and the answers contained therein are true and correct to tlie 

best of his information, lmowledge aiid belief. 

Subscribed and sworn to before me, a Notary Public in and before said County 

aiid State, this day of 201 1.  

My Conirnission Expires: 



VERIFICATION 

COMMONWEALT OF KENTUCKY ) 
) ss: 

COUNTY OF JEFFERSON ) 

The undersigned, Michael E. Hornung, being ~ i l y  sworn, deposes and says that 

he is Manager of Energy Efficieiicy Planning & Development for LG&E and KU 

Services Company, and that lie has personal knowledge of the matters set forth in the 

responses for which lie is identified as tlie witness, and the answers contained therein are 

true and correct to the best of his information, luiowledg and belief. p”\ 

Michael E. Hornung 

Subscribed and sworn to before me, a Notary Public in and before said County 

and State, this Isfi day of T u  ~qe 201 1. 

(SEAL) 
0 0  

$2- 

My Commission Expires: 

C’ ’ 
&I 1 .  I d u l y  
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LOUISVILLE CAS AND ELECTRIC COMPANY 
KENTUCKY UTIL,ITIES COMPANY 

Response to the Commission Staff‘s First Information Request 
Dated June 1,2011 

Case No. 201 1-00134 

Question No. 1 

Witness: Lonnie E. Bellar 

Q-1. Refer to page 1 1 of the Companies’ April 14, 201 1 application (“Application”). The 
Companies request an additional compotient to the Demand Side Management (“DSM”) 
Cost Recovery Component (“DSMRC”). The additional component is the DSM Capital 
Cost Recovery (”DCCR”). The proposed coniponent would allow the Companies to earn 
an approved return on equity exclusively for capital expenditures. The proposed return on 
equity is 10.50 percent. 

a. In Exhibit LEB-3, the rate of return is 10.70 percent for LG&E electric arid 10.70 
percent for LG&E gas. 

(1) Provide the outstaiiding balances for long-teim debt, short tern] debt, preferred 
stock, commoii equity and the as-of date that supports the 10.70 percent rate of 
returii. Provide tliis information on a total company and Kentucky jurisdictional 
basis. 

(2) Provide the blended interest rates for long-term debt, short-term debt and 
preferred stock. Include all supporting calculations showing how these blended 
interest rates were determined. If applicable, provide the blended interest rates on 
a total atid Kentucky jurisdictional basis. For each outstanding debt listed, 
iiidicate whether the interest rate is fixed or variable. 

( 3 )  Provide LG&E’s calculation of its weighted average cost of capital for DSM 
purposes. 

b. In Exhibit L,EB-3, the rate of return for KTJ is 10.32 percent. 

(1) Provide the outstanding balances for long-term debt, short-term debt, preferred 
stock, common equity and the as-of date that supports the 10.32 percent rate of 
return. Provide this information 011 a total company and Kentucky jurisdictional 
basis. 
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Short Tcrin Debt 

Long Term Debt 

Cornrnoii Equity 

Total Capitalization 

Rate of Return IROR) 

(2) Provide the blended interest rates for long-tei-ni debt, short-term debt and 
preferred stock. Include all supporting calculations showing how these blended 
interest rates were determined. If applicable, provide the blended interest rates 011 

a total and Kentucky jurisdictional basis. For each outstanding debt listed, 
iiidicate whether the interest rate is fixed or variable. 

Adjusted 
Kentucky Adjusted Annual 

Jurisdictional Capital Cost Cost of 
Capitalization Structure Rate Capital 

$143,641,132 6.71% 2.88% 0.19% 

833,682,696 38.92% 4.19%) 1.63% 

1,164,780,838 54.37% 10.50 5.71% 

$2,142,104,665 100.OOoh 

7.53% 

(3) Provide KU’s calculatioii of its weighted average cost of capital for DSM 
purposes. 

Composite Debt Rate (DR) 

Composite Tax Rate (TR) 

A-1. a. (1) Louisville Gas and Electric Company (“LG&E”) utilized balances as of 
November 20 10 and the following infoi-riiatioii to calculate tlie weighted average 
cost of capital (“WACC”): 

1.82% 

35.71% 

I WACC Grossed UD for Incoine Taxes” I 10.70% I 

’ { ROR f (ROR - DR) X [TR/( 1 -TR)] 1 

LG&E is proposing to use the year ending capitalization balances in tlie 
computation of the annual DSM balancing adjustment. 

(2) See attached schedule. 

( 3 )  See response to Question No. 1 (a)( 1). 



b. 

Adjusted 
Kentucky 

Jurisdictional 
Capitalization 

1,598,029,538 

1,760,722,545 

$3,358,752,083 
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Adjusted Annual 
Capital Cost Cost of 

Structure Rate Capital 

0.00%) 0.00?40 0.00% 

47.58% 3.69% 1.76% 

S2.42%0 10.50 5.50% 

100.00% 

7.26% 

1.76% 

(1) Kentucky Lltilities Company (“KU”) utilized balances as of November 201 0 and 
the followiiig infoimatioii to calculate tlie weighted average cost of capital 
(“WACC”): 

~ Short Term Debt 

35.71% 
I 

1 WACC Grossed up for Iiicoine Taxesd: I 10.32% 

* f ROR + (ROR - DR) X [TW( 1-TR)]) 

KIJ is proposing to use the year eliding capitalization balances in tlie computation 
of tlie annual DSM balaticiiig adjustment. 

(2) See attached schedule. 

(3) See response to Question No. I@)( 1). 



Pollulion Control Bonds. 
Jefferson Co 2000 Series A 
Trimble Co 2000 Series A 
Jefferson Co 2001 Series A 
Jefferson Co 2001 Series A 
Trimble Co 2001 Series A 
Jefferson Co 2001 Series B 
Trimble Co 2001 Series B 
Trimble Co 2002 Series A 
Louisville Melro 2003 Series A 
Louisville Melro 2003 Series A 
Louisville Melro 2005 Series A 
Trimble Co 2007 Series A 
Louisville Melro 2007 Series A 
Louisville Mclro 2007 Series B 
Louisville Metro 2007 Series B 
Called Bonds 

Firs1 Mortgage Bonds 
2010due2015 
2010due2020 
Total External Debt 

lnleresl Rale Swaps 
JP Morgan Chase Bank 
Morgan Stanley Capilal Services 
Morgan Slanley Capital Services 
Bank 01 America 
lnlerost Rate Swaps External Debt 

Notes Payable lo PPL 

Total Internal Debt 

Due 

05/01/27 
00101130 
09101127 
09/01/26 
09101126 
11lOll27 

- 

1 1101127 
10101 I32 
10101133 
1010 1133 
02101135 
06/01/33 
06/01/33 
06101133 
0610 1133 

11/15/15 
11/15/40 

11101120 
10101133 
lOI01/33 
10101 133 
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LOUISVILLE G A S  AND ELECTRIC COMPANY 

ANALYSIS OF THE EMBEDDED COST OF CAPITAL 

November 2010 

LONG-TERM DEBT 

Annualized Cost 
Arnorltlzed Debt Amortized Loss- Letter 01 Credit Embedded ___ __ Rate lnlerenll(lncomel ExnlDiscounl Reacquired Debt and other fees Tolal cost 

5 375% " Fixed S 25000 OD0 I"  S 1343750 S - s 117001 s . S 1461631 5047% 
0 500% ' Variable 
0 475% ' Variable 
1000% ' Variable 
0 550% . Variable 
0 750% ' Variable 
0 750% ' Variable 
0 528% ' Variable 
0 340% ' Variable 
0 340% ' Variable 
5 750% ' Fixed 
4 6002 Fixed 
5 6255'0 ' Fixed 
0 400% . Variable 
0 400% ' Variable 

1625% Fixed 

03 335 000 
10 104 000 
22 500 000 
27 500 000 
35 000 000 
35 000 000 
41 665 000 

120 000 000 
(128 000 000) 7 

40000000 t 

60 000 000 
31000000 I 

35200000 , 
(35200000) 3 

250 000 000 

416675 
47 994 

225 000 
151 250 
262 500 
202 500 
219991 
435 200 
(435 200) 

2 300 000 
2 760 000 
1 743 750 

140 000 
(140 800) 

4 062 500 

30 707 
20 393 

9 924 
10 790 
10995 
10 997 
37 221 

47 534 

247 552 '' 

143 700 

77 424 
65.400 
49 056 
40 064 
55 012 

313727 

90 444 
6 615 

41 710 
27 526 

167060 , 

305890 /I 

35546 /I 

22500 II 

27500 I, 

35000 /I 

35000 I, 

176056 II 

- I  

10270 8 

- ,  

904 900 1 086% 
103 933 1 029% 
334 040 1 400% 
254 940 0 927% 
357 551 1 022% 
357361 1021% 
409080 1 174% 
740 927 0 505% 
(435 200) 0 340% 

2 396 444 5 991% 
2032419 4721% 
1 785 460 5 760% 

160 326 0 470"h 
(140 000) 0 400% 
167 868 0 000% 

4 310 052 1 724% 
5 125% Fixed 205.000.000 14,606,250 94.793 .. 14,701,043 5 150% 

S 946,104.000 S 20,402,160 5 528.906 S 1,212,035 S 655.770 5 30,790871 I 3.255% 

S 4352404 5 - 5  
1 114 957 
1111 117 
1,127,117 1,127,117 

s 7,705,595 s - s  - S  

S - S 4352404 
1 114 957 
1111 117 

- S 1110075 

S 

S - S 1 110075 S - s  - 5  

- S 1.110.075 S - 5  . s  - S 1,110,075 -d 0.117% 

Tolal S 946,104,000 S 37,217,030 S 528,906 S 1.212.035 S 655.770 $ 39,614541 1-1 

SHORT TERM DEBT 

Annualized Cost 
Embedded 

cos1 Maturity - Rate PiinciOal interest EnoensE - LOSS ke-miug m - 
Noles Payable lo Associaled Company NA <, 0250% * S - 5 1.201 9 - s  - 5  . s  1201 
Revolving Credil 2 260% 163 000 000 3 683.800 S 1.007.250 4 691.050 2 878% 

I ------I 
I Tolal 5 163,000,000 S 3,605,081 S - 5  - s  - S 4.692.331 1-1 

Embedded Cost of Total Debt S 1.109.104.000 S 40,902,911 $ 520.906 

Composile rate al end of currenl monlli 

.' Includes deb1 discount 

1 Additional inlerest due to Swap Agreements 

Underlvins Debt Beino Hedoed 
Series Z - PCB 
Series GG - PCB 
Series GG - PCB 
Series GG - PCB 

Expiralion of 

swap 
Nolional Amounl Asreernen1 

03 335.000 11/01/20 
32.000 000 10/01/33 
32,000,000 10/01i33 
32,000,000 10101133 

179 335 000 

2 Call premium and deb1 expense is being amortized over the remaining life of bonds due 611115, 7/1/13 and 011117 
3 Reacquired bonds which net to zero as they are also included in Short Term Deb1 Noles Payable to Associaled Company 
4 Remarkeled bonds issued at long lerm fixed rate 
5 Fidelia Noles Payable were paid off on 111112010 wilh PPL Noles Payable Ihal were paid off with the new FMB issues on 1111612010 
6 Money Pool wilh LKE was paid off on 111412010 with revolving credil loan 

a - Insurance premiums annualized. based on actual invoices 
b - Remarkeling fee = 10 basis poinls 
c - Remarkeling fee = 25 basis poinls 
d - Combinalion of a and c 

S 1.212.035 S 655,770 S 44.306.872 1-1 

Fixed Fixed Variable 
.G&E Swap LGBE Swap Counterparty 

Posifion Posifion SwaD Posilion 
5 495% BMA Index 5 495% 

3 657% 3 657% 68% 01 1 rno LIBOR 
3 64506 3 645% 68% of 1 mo LIBOR 
3 695% 3 695% 68% of 1 rno LIBOR 



KENTUCKY UTILITIES COMPANY 

ANALYSIS OF THE EMBEDDED COST OF CAPITAL 
November 2010 
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o t t ~ l i ~ n  Control Bonds 

lercef Co 2000 Series A 

amoil Co 2002 Series A 

a n d  CO 2002 Series 8 

Iuhlenbeig Co 2002 Series A 

ieicer Co 2002 Series A 

alioti co 2002 senes c 
mol t  Co 2004 Series A 

anott Ca 2006 Series B 

~ n d i  Co 2007 Series A 

iimbtc Co 2007 Scrles A 

anoil Co 2000 Series A 

ailed Bonds 

irs1 Mongaga Bonds 

010 due 2015 

010 due 2020 

010 due 2040 

old Exlornal Debt 

- DUC 

05101123 

02101132 

02101132 

02101132 

02101132 

10101132 

10101134 

10101134 

02101126 

03101137 

02101132 

11101115 

11101120 

11101140 

LONG-TERM DEBT 

Annualized Cost 

Amortized Deb1 Amonlzed Loss- Letter 01 Credit Embedded 
1ssuBr,ce 

- Rete Principal __ InlelCBt ExofDiscaunl Reiicquircd Debt and other lees a 

040000~b * Variable 

0 70000% * Variable 

0700flo$; * Variable 

0 700004: Variable 

0 70000% ' Variable 

052800% * Variable 

0 350005: * Variable 

0 3500O'L * Variable 

5 750005j * Fixed 

6 00000'ib * Fixed 

035flflO":U Variable 

s 12900000 

20 930 000 

2 400 000 

2 400 000 

7 400 000 

96 000 000 

50 000 000 

54 000 000 

17 075 000 

0 927 000 

77 947 405 

S 51600 S S 46743 S 
146 51fl 4 104 36 300 

16 800 2 856 4 164 

16 800 1 140 12 744 

51 BOO 3 100 12 900 

506 080 73 650 108 036 

175 000 105 023 

189 000 47 920 

1027 013 33 342 

535 620 16 072 

272 016 34 400 

201 063 I 

306720 il S 

20930 I, 

2400 ,I 

2400 I, 

7400 I, 

240000 r 

1194418 .I 

1291 469 .I 

1864 197 .$ 

405 071 

207 044 

26 220 

33 084 

75 200 

1 006 574 

1474 441 

1 520 309 

1061 155 

551 692 

2 171 413 

201 063 

3 140",b 

0 9939; 

1 093% 

13795: 

10179: 

1049% 

2 949% 

2 830% 

5 937% 

6 100% 

2 706% 

0 OOOY" 

1724C 

3 302% 

5.150% 

. 4310803 

. 16512401 

. 38,604,300 

162500% Fixed 250 000 000 4 062 500 240303 '. 
3 2500096 Fixed 500 000 000 16.250 000 262.401 '. 
5 125004b Fixed 750,000,000 30,437,500 246,000 '' _________ 

S 1.050.779.405 S 61,740,639 S 974.176 S 604,973 S 4,929,942 S 68,249,731 L K l  

iotes Payable lo PPL 

old lnl~rnat Dobl 

S - S 3040256 S . s  . s  - s  
__________ 

S - S 3,040,255 S . s  . s  _________ . s  pJ;q 
- S 1,850,779,405 S 64,788,095 S 974.176 S 604,973 S 4.929.942 S 60.249.731 [3.688%1 

SHORT TERM DEBT 

Annualzed Cost 

Embedded 

cost - Rate PlinaD.ll - Exnpnse __ LOSS __ Tala1 - 

Notes Payable Io Associated Company 7 0250% ' S - S 10261 S . s  . s  0 000% 

Revolving Credit Account 1 007 250 - 1.007.250 0 O O O Q  

- S 10261 

_____.____ 

Total S . S 10.261 S 1,007,250 S 

Embedded Cos1 01 Tolal Debt S 1.050.779.405 S 64.799.156 S 1,901,426 S 604.973 S 4,929,942 S 69,267242 13.743%) 
* Composite rate at end of curienl month 

'' Includes debt discounl 

1 Series P and R bonds were redeemed in 2003. and 2005. rcspsctiveiy They were not replaced wilh other bond series Tho remaining unamorlired expense IS 

being amonued over the remaindei 01 the original lives (due 5115107. 611125 611135. and 611136 respeclaely) oi Ihe bonds as loss on reacquired debt 

2 Fidelia Notes Payable were paid OH on 11/1/2010 wilh PPL Notes Payable lhal were paid of i  with Ihe new FMB issues on 1111612010 

3 Money Pool wilh LKE was paid off on 1111612010 wilh new FMB issues 

a. Leller 01 credil lee = (principal bat + 45 days mteren)'2% UC Fee and 25% UC Fronling Fee Rate based an company credtl rating Remarksting Fee = 10 basis poinls 

b - Rernarkeling fee = 10 basis paints 

c . Remarketing iee = 25 basis painls 
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L,OIJISVILL,E GAS AND ELZCTRIC COMPANY 
KENTUCKY UTILITIES COMPANY 

Response to the Commission Staff‘s First Information Request 
Dated June 1,201 1 

Case No. 201 1-00134 

Question No. 2 

Witness: Lonnie E. Bellar 

Q-2. Refer to pages 7 tlirougli 9 of the testimony of Mr. L,onnie E. Bellar (“Bellar 
Testimony”). In this filing, the Coiiipaiiies are proposing that new load control switches 
and programinable thermostats be recorded as capital costs as part of the Resideiitial and 
Corninercial Load Control program. These costs are to be capitalized in Account 397 - 
Communications Equipment. The depreciation rate for Communication Equipment for 
LG&E is 12 percent for an average life of eight years. The depreciation rate for 
Corninunication Equipment for KU is 7.13 percent for an average life of 14 years. 

a. What is the estimated useful life of load control switches and programrnable 
thermostats? Explain. 

b. How were the costs of load control switches and progranmable therniostats captured 
and recovered in prior DSM filings? Explain. 

c. If, in prior filings, load control switches and programmable thermostats were not 
capitalized but the costs were recovered as other DSM costs, explain in detail why 
these costs are being capitalized now. 

d. Fully explain why LG&E and KU have different depreciation rates for Account 397 - 
Communication Equipment. 

e. Are the load control switches and programmable thermostats that are installed for all 
LG&E arid K7J customers identical in all aspects (Le, costs, function, etc.)? If so, 
fiilly explain why they should not be depreciated at the same rate. 

A-2. a. The average expected lifetime for load-control switches and programmable 
thermostats is estimated to be ten to fifteen years. The depreciation life of load 
control switches and programmable theirnostats for LG&E is eight years and fourteen 
years for K7J. 



Response to Question No. 2 
Page 2 of 2 

Bellar 

b. To date the Compaiiies have accounted for the costs of load control switches and 
programmable tliei-tnostats as an expense and recovered tlie cost tlirougli tlie DSM 
Cost Recovery Meclianisrn. 

c. Tlie Colnpanies believe i t  is more appropriate to start recording the costs of load 
control switches and programmable thermostats as capital costs to appropriately 
match tlie costs with benefits over time and, coincidentally, reduce the bill impact of 
tlie proposed Load Control Program. 

d. Account 397 - Com~nuiiication Equipinent contains assets of varying lives. 
Depreciation is on a group basis wherein one overall rate tliat reasonably matches the 
life of the group is used. The past life characteristics for Account 397 differ between 
the two utilities since these two Companies have not had identical recovery patteriis 
in tlie past. Tlie depreciatioii rate as calculated by our depreciation consultant, 
Gannett Fleming, Inc., is based on four parameters. These parameters include tlie 
interim survivor curve, tlie net salvage component, tlie depreciation procedure, and 
reserve to plant ratio and tlie age of the surviving age distribution at the time of tlie 
calculation. If aiiy one of these four factors is different, then the depreciation rate 
will not be equal between tlie Companies. Depreciation rates for Account 397 were 
approved by the Coinmission in Case No. 2007-00564 for Louisville Gas and Electric 
Company and Case No. 2007-00565 for Kentucky Utilities Conipatiy. 

e. Yes, tlie same load coiitrol switches and programinable thermostats are utilized in tlie 
LG&E and KU service territories. 
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L,OUISVILLE GAS AND ELECTRIC COMPANY 
KENTUCKY UT I L I  TI E S COMPANY 

Response to the Commission Staff3 First Information Request 
Dated June 1,201 1 

Case No. 2011-00134 

Question No. 3 

Witness: Lonnie E. Bellar 

Q-3. Refer to page 10 of the Bellar Testimony. 

a. Mr. Bellar states that operation and maiiitenaiice expenses (“O&M”) associated with 
the load control switches and programrnable thermostats are to be captured in 
Account 908005. In the next base rate case, will tlie DSM related O&M costs 
captured in Account 908005, and recovered thru the DSM rate, be removed from tlie 
test year O&M costs? Explain. 

b. According to Mr. Bellar, the initial installation cost of the load control switches and 
programmable thermostats will be capitalized with each device. Exhibit LEB-3, pages 
1 thi-u 9, includes the capital cost of load control switclies and programmable 
thermostats for L,G&E electric arid gas, and also KIJ electric. Also, Exhibit LEB-3, 
pages 1 thru 9, includes rate base, return on rate base, O&M, depreciation expense, 
and aiinual property tax rate. The following table includes information from Exhibit 
L,EB-3, pages 1 tliru 9. 

Operating Aimual 

Descriptioii Cash Flow (O&M) Expense 
Annual Expense Depreciation 

LG&,E Electric 
Residential Project 1 $987,648 $1,8 13,750 $1 18,518 

LG&E Electric 
Coininercial Project 2 $5 1,659 $94,400 $6,199 

LG&E Gas 
Residential Project 1 $536,747 $985,700 $64,4 10 

L,G&E Gas 
Corninercial Project 2 $27,99 1 $51,1 50 $3,359 

KU Electric 
Residential Project 1 $1,524,395 $2,799,450 $108,689 

KU Electric 
Coininercial Project 2 $79,650 $145,549 $5,679 

Total $3,208,090 $5,889,999 $306,854 
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( 1)  If the aiiiiual cash flow coluinn represents capital costs for 20 1 1,  does that amount 
include the cost of equipment and initial installation? Explain. 

(2) In Exhibit MEH-1, Volume I , page 24, Table 1.9.1, Residential Annual Program 
Budget, aiid Table 1.9.2, Co~nmercial Aiinual Program Budget Program, capital 
expenditures are listed for the Residential Load Management (Table 1.9.1) 
program and the Commercial Load Management (Table 1.9.2) program. The 
capital expenditures for the Residential Load Management program 011 Table 
1.9.1 are $296,000 and the Conitnercial Load Management program is $1 5,000, 
for a total of $31 1,000. Are those capital expenditures the same capital 
expenditures listed in the above table, but presented as the calculated rate base 
amount? Explain. . 

(3) Will depreciation expense recovered in the DSM surcharge be removed from the 
test-year depreciation expense in the base rate case and not be considered in any 
depreciation study for a base rate case? Explain. 

(4) Provide a detailed breakdown of the $5.9 million of O&M as to type of cost and 
the percentage of O&M aiid depreciation expense applicable to the various tariffs. 
Explain. 

A-3. a. Yes. Because the DSM is a separate rate mechanism and is recovered separately from 
custoiiiers, all DSM revenues and expenses will be removed from the test year. 

b. (1) Yes. The aiinual cash flow colymn primarily represents the capital cost of the load 
control switches and thermostats. 

(2) Yes. The capital expenditure amounts of $296,000 aiid $15,000 referenced in 
Exhibit MEH-1 are derived by the sutnniation of the return 011 rate base in Exhibit 
LEB-3 for the Residential Direct L,oad Control (“DL,C”) for LG&E Electric 
($96,148), LG&E Gas ($52,253), and KU Electric ($147,956). 

(3) Yes. The DSM is a separate rate mechanism and is recovered separately from 
customers; therefore, all DSM reveiiues and expenses will be removed from the 
test year. 
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O&M Expense 
I .abos 

(4) The O&M brealtdown is as follows: 

Amount 
$ 373.506 

Office Supplies and Expense 
Data Processing 

16,316 
2 1,755 

Advertising 
Main t eiiance 

535,500 
1.41 1,935 

Customer Iiiceiitives 
Market Research 

3,159,888 
20,000 

Program Evaluation 
Total 

60,000 
$ 5,598,900 
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LOUISVIL,L,E GAS AND ELECTRIC COMPANY 
KENTUCKY UTILITIES COMPANY 

Response to the Commission Staff’s First Information Request 
Dated June 1,201 1 

Case No. 201 1-00134 

Question No. 4 

Witness: Lonnie E. Bellar / Michael E. Hornung 

Q-4. Refer to Exhibit LEB-1 of the Application. 

a. Refer to the schedule “DCR Summary - DSM Budget Allocation” for LG&E and KIJ. 
The page lists a total dollar amount of all programs of $23,011,116. It also lists, by 
program, tlie total amount of the program expenditures and percentage allocation to 
the various tariffs. 

(1 ) Confirm that if the total atnount would be $23,0 1 I ,  1 16, all the total values of the 
listed programs are summed. 

(2) It appears that three of tlie new proposed programs were not included in the All 
Programs total. Coiifii-rn that the following new proposed programs were not 
included: Smart Energy Profile Program, Residential Incentive Program and the 
Residen ti a1 Refrigerator Rem oval Prograi n . 

(3) If the three proposed new progratns have been excluded in 4.a.(2), provide a 
revised DCR Summary - DSM Budget Allocation page that includes all programs 
and percentage allocation of amounts by tariff for eacli program in electronic 
format with all formulas intact. 
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b. At page 10 of Exhibit LEB-1, the DSM Cost Recovery Component (“DCR”) is listed 
as $9,006,362. At page 13 of Exhibit LEB-1, the DSM Lost Sales Component 
(“DRLS”) is listed as $10,266,992; and at page 17 of Exhibit LEB-I, the DCCR is 

Tariff 

RS, RRP, 
VFD & 
L,EV 

GS &. GRP 

L,C 

L,C-TOD 

Total 

Casc No 

Proposed 
Program 

costs 

$6,964,03 1 

$1,272,575 

$587,876 

$181,880 

$9,006,362 

201 1-00134 

Proposcd 
Capital 

Cost 
Rccovcry 

Componcnt 

$2,028,4 16 

$99,004 

$6,384 

$24 1 

$2,134,045 

Casc No 

Proposed 
L,ost 
Sales Program 

Compoiicnt Costs 

$6,358,121 $8,618,198 

$1,929,178 $827,17 1 

$1,486,084 $9453 13 

$493,608 $2 15,686 

$10,266,99 1 $ 10,606,568 

listed as $2,134,043 for the LG&E electric tariffs. See the table below. 

(1) Explain how the lost sales factor for each tariff was determined. 

2007-00.3 19 

Lost 
Saks 

Componcnt 

$3,614,374 

9; 1,4 15,846 

$1,357,148 

$455,447 

$6,842,8 15 

(2) The proposed DRLS for Tariff - RS, RRP, VFD & L,EV is $6.4 million and the 
DRLS in Case No. 2007-003 19 was $3.6 million. Explain the increase in DRLS 
from Case No. 2007-003 19 to the proposed DRLS in the current application. 

(3) The total proposed DRLS of $10,266,991 is 92 percent of the total of the 
proposed program costs and capital cost recovery component $1 1,140,407 
($9,006,362 + $2,134,045). The DRLS, in Case No. 2007-003 19, was $6,842,8 I5 
or 65 percent of the program costs of $10,606,568. Explain the why lost sales as a 
percentage of program costs have increased by this magnitude from Case No. 
2007-003 19 to the cui-reiit application? 

(4) Provide in electronic format with all formulas intact, the proposed Lost Sales of 
$10,266,99 1 by tariff for L,G&E. 
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c. In Exhibit LEB-1, the DRLS uses total energy savings multiplied by non-variable 
reveii~ie per 1<Wh to deteriniiie the last sales. The table below coinpares the total 
energy savings from Case No. 2007-00319 to tlie total energy savings in the current 
application for L,G&,E. 

Case No. 
201 1-00134 

Total Energy 
Savings 

Tariff (kWh) 

RS, RRP, 
VFD, LEV I08,13 I ,3  14 

GS & 2S,417,370 

LC 35,982,662 

LC-TOD I 1,95 1,774 

Total I 8 1,483,120 

Case No. Case No. Case No. 

Estimated B i 1 ling 
2007-00.3 19 201 1-00134 2007-00.3 19 

Determinants 

Total Energy 
Savings Forccastcd Forecasted 
(IC w 11) Sales Sales 

69,l 17,414 4,247,555,598 4,253,700,665 

23,48 3,7 3 6 1,592,923,724 1,455,984,948 

34,20 1,940 2,254,666,857 2,305,633,109 

1 1,376,179 764,4 17,584 673,9 19,307 

138,179,269 8,863,563,763 8,689,238,029 

( I )  Explain the difference of 43,303,8S 1 ltWli (1 8 1,483,120 kWh - 138,179,269 
1cWh) in total energy savings for tariff RS, RRP, VFD & LEV from Case No. 
2007-003 19 to the total energy savings in tlie current application. 

(2) Is the decrease in forecasted sales for tariff RS, RRP, VFD 8r. LEV from Case No. 
2007-003 19 to the current application reflective of the projected energy savings of 
the residential DSM programs or were there other factors to be considered? 
Explain. 
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d. 111 Exhibit LEB-I, tlie DSMRC is $1 1,443,058. The DSM Lost Sales Component 
(“DRLS”) is $8,047,162 aiid the DSM Capital Cost Recovery Compoiieiit (“DCCR”) 
is $3,215,055 for the K U  electric tariffs. See the table below. 

(1) Explain how the lost sales factor for each tariff was determined. 

Tariff 

RS, VFD 
LEV 

GS 

AES 

PS, TODP 
& TODS 
(LP) 

Total 

Casc No 

Proposcd 
Program 

Costs 

$9,12 1,94 1 

$ 1,507,270 

$33,673 

$780,174 

$1 1,443,058 

201 1-00134 

Proposcd 
Capital 

Cost 
Rccovcry 

Componcnt 

$3,056,096 

$147,343 

$0 

$ 1  1,616 

$3,215,055 

Casc No 

Proposcd 
L,ost 
Salcs Program 

Componcnt Costs 

$534 1,570 $10,29 1,005 

$ 1,637,805 $950,520 

$19,303 $0 

$848,484 $1,300,367 

$8,047,162 $1234 1,892 

2007-003 19 

L.ost 
Salcs 

Coinpoiiciit 

$2,692,134 

$945,8 1 I 

$0 

$6 19,740 

$4,257,685 

(2) The proposed DRLS for Tariff - RS, R W ,  VFD & LEV is $5.5 million and tlie 
DRLS in Case No. 2007-00319 was $2.7 niillion. Explain the increase in DRLS 
from Case No. 2007-003 19 to tlie proposed DRLS in the current application. 

(3) The total proposed DRLS of $8,047,162 is 55 percent of the total of tlie proposed 
program costs aiid capital cost recovery component of $14,658,113 ($1 1,443,058 
+ $3,2 15,055). The DRLS in Case No. 2007-003 19 was $4,257,685 or 34 percent 
of the program costs of $12,541,892. Explain the why lost sales as a percentage of 
program costs liave increased by this magnitude from Case No. 2007-003 19 to the 
current application. 

(4) Provide, in electronic format with all formulas intact, the proposed L,ost Sales of 
$10,266,99 1 by tariff for LG&E. 
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e. In Exhibit LEB-I, the DRLS uses total energy savings inultiplied by non-variable 
revenue per ltWh to determine the lost sales. The followiiig table compares the total 
energy savings from Case No. 2007-003 19 to the total energy savings in the current 
application for KIJ. 

Casc No. Casc No. Casc No. Case No. 
201 1-00134 2007-00.3 19 20 1 1-00 1.34 2007-003 19 

Estimatcd Billing Dctcnniiiaiits 

Total Eiicrgy Total Eiicrgy 
Savings Savings Forccastcd Forccastcd 

Tariff ( ItW 11) (It w 11) Sales Salcs 

RS, VFD 
& LEV 114,970,335 69,994,086 6,329,913,788 6,353,305,47 1 

GS 28,044,606 28,025,864 1,965,268,093 1,835,419,500 

AES 564,406 0 139,73935 1 0 

PS, TODP 
& TODS 
(LP) 20,950,226 18,363,870 3,681,693,860 3,910,428,064 

Total 164,529,573 116,383,820 12,116,615,292 12,099,153,03.5 

(1) Explain the difference of 48,145,753 kW1i (164,529,573 ltWh - 116,383,820 
kW1i) in total energy savings for tariff RS, VFD & LEV from Case No. 2007- 
003 19 to the total energy savings in the current application. 

(2) Is the increase in forecasted sales for tariff RS, VFD & LEV from Case No. 2007- 
003 19 to the current application reflective of the projected energy savings of the 
residential DSM programs or were there other factors to be considered? Explain. 

f. For each tariff in Exhibit LEB-1, demonstrate, in electronic format with all formulas 
intact, how each Balance Adjustment Component (DBA) was determined for all the 
LG&E electric & gas and KU electric tariffs. 
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g. Provide, in  electronic format with all forniulas intact, the calculations to support the 
DSM Inceiitive Component in  Exhibit L,EB-1 for the tariffs listed in tlie following 
tab 1 e I 

L,G&E L,G&E KU 
Tariff Electric Gas E 1 cc tri c 

RS, RRP, VFD & LEV 
GS & GRP 
PS 
CTOD & CTODS 
RGS & VFD 
CGS, AAGS, TS & FT 
RS, VFD & LEV 
GS 
AES 
PS, TODP & TODS 

$3 1 1,862 
$6 1,72 1 
$29,27 1 
$9,089 

$ I  13,712 
$0 

$409,332 
$70,260 
$1,650 
$38,606 

Total $41 1,943 $1 13,712 $5 19,848 

A-4. The DRLS component of the DSM Cost Recovery rrieclianisin is computed by 
multiplying tlie lost sales (in 1cWIi) for thirty-six (36) months or until implementation of 
new rates pursuant to a general rate case, whichever comes first by the non-variable 
revenue requirement for each of the custoriier classes. As such, when comparing the 
proposed DRLS from 2007-00319 to the filed DRLS in 201 1-00134, the priniary 
difference is due to the srrialler scope of the previous DSM prograrnmiiig prior to the 
2007-003 19 filing. The DRLS in tlie 2007-003 19 case contained lost sales associated 
with the four previously approved programs and only the initial year’s lost sales of tlie 
proposed programming. As this new programming produced a significantly higher level 
of lost sales, this component has growii over t h e .  

a. (1) Yes, the total amount would be $23,011,116. 

(2) The tliree new proposed programs are included in the “DCR Summary - DSM 
Budget Allocation” scliedule. But, due to a printer forniat issue, were 
inadvertently omitted on the printed page. Their respective budgets are included 
in the $23,011,116 total. 

(3) An electronic version of this report is provided on tlie enclosed CD in the folder 
Note, this is the same schedule for Louisville Gas titled Question No. 4.a. (3). 

aiid Electric - Gas Service and Kentucky Utilities - Electric Service 

Note: the figures tlzroiigkout PSC question #4 that are referred as front Case No. 2007-00319 
are actually drawn front tlte.filed DSM tariffs effective on January 1, 2009. 
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b. (1)  The lost sales factor for Louisville Gas and Electric - Electric Service is 
determined in  several steps for each rate schedule. The first step is to determine 
the total energy savings that are expected to be achieved from the prograins. Here, 
the lost sales period is from November 2009 through December 201 1 .  This is a 
period of 26 rnontlis. The next step for each rate sched~ile is to inultiply the total 
eiiergy savings by the non-variable revenue rate to produce the Lost Net Revenue. 
Finally, the Lost Net Revenue is divided by the estimated billing deterniinants 
(201 1 forecasted sales) by rate schedule to then compute the Lost Sales 
Component (DRLS) factor. 

(2) According to the Companies’ documents, the Lost Net Revenues Total Amount 
from the DRLS for RS et a1 in Case No. 2007-00319 was $1.9 million, not $3.6 
millioii. In response to the question on the increase fi-om $1.9 million (as opposed 
to $3.6 million) to $6.4 million, this can be explained as primarily an increase of 
energy savings in the lost sales period. Here, the increase is due to the energy 
savings accumulating as the programs mature over the years, as well as the three 
new resideiitial programs and their respective savings in 20 1 1. Tlie non-variable 
revenue rate for RS et a1 also iiicreased from $0.052 to $0.0S88. 

(3) According to the Conipanies’ documents, the Lost Net Revenues Total Aniount 
froin the DRLS for all of LG&E in Case No. 2007-00319 was $3,532,862 with 
total program costs of $1  1,461,150. The percentage of lost sales from Case No. 
2007-00319 is then 30.8%. The percentage is higher due to similar reasons as 
explained in 4.b.(2). 

(4) An electronic version of this report is provide on the eiiclosed CD in the folder 
titled Question No. 4.b.(4). 

c. ( 1 )  The difference provided in the question is for all tariff schedules, not just the RS, 
RRP, VFD, and LEV specified. Regardless, the reason is similar. The total energy 
savings difference for tariff scliedules RS, RRP, VFD, and L,EV is prirnarily due 
to the accumulation of energy savings from the respective residential programs. 
Those from the current case, as opposed to Case No. 2007-00319, have additional 
years of accuniulated savings as result of the more mature programs. 

(2) The cliange in forecasted sales for tariff schedules RS, RRP, VFD, and LEV is 
reflective of the projected energy savings associated from the proposed filing, but 
there are rnany other factors at play due to the size and complexity of the 
forecasted sales relative to energy savings. Forecasted sales are impacted by load 
growth assumptions, which are derived from various econoniic indicators. 

d. (1) The lost sales factor for Kentucky Utilities - Electric Service is detemiined in 
several steps foi- each rate schedule. The first step is to determine the total energy 
savings that are expected to be achieved from the programs. Here, the lost sales 
period is from Novernber 2009 through December 20 I 1. This is a period of 26 
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months. Tlie next step for each rate schedule is to ~nultiply the total energy 
savings by tlie lion-variable revenue rate to produce tlie Lost Net Revenue. 
Finally, the L o s t  Net Revenue is divided by the estimated billiiig determinants 
(2011 forecasted sales) by rate schedule to then compute the Lost Sales 
Component (DRLS) factor. 

The DRLS in Case No. 2007-003 19 for tariff schedules RS, RRP, VFD, and L,EV 
is $2.4 million, not $2.7 ~iiillion, according to tlie Companies docu~nents. In 
response to the question 011 the increase from $2.4 inillion (as opposed to $2.7 
million) to $5.5 million, this can be explained as primarily an increase of eiiergy 
savings in the lost sales period. Here, the increase is due to the eiiergy savings 
accumulating as the programs mature over the years, as well as the three new 
residential programs and their respective savings in 20 1 1. The noli-variable 
revenue rate for RS et a1 also increased from $0.036 to $0.0482. 

According to the Companies’ documeiits, the Lost Net Revenues Total Amount 
from the DRLS for all of KU iii Case No. 2007-00319 was $2,443,404 wit11 total 
program costs of $12,292,104. The percentage of lost sales from Case No. 2007- 
003 I9 is then 19.9%. Tlie perceiitage is higher due to similar reasons as explained 
in 4.d.(2). 

An electronic version of this report is provided on the enclosed CD iii the folder 
titled Questioii No. 4.d.(4). 

Tlie difference provided in the question is for all tariff schedules, not just the RS, 
RRP, VFD, aiid LEV specified. Regardless, the reason is similar. The total energy 
savings difference for tariff schedules RS, RRP, VFD, and L,EV is primarily due 
to tlie accumulation of energy savings from tlie respective residential programs. 
Those from the current case, as opposed to Case No. 2007-003 19, have additional 
years of accumulated savings in addition to more mature programs. 

Tlie change in forecasted sales for tariff schedules RS, RRP, VFD, and LEV is 
reflective of the projected energy savings associated from the proposed filing, but 
there are many other factors at play due to the size and cornplexity of the 
forecasted sales relative to energy savings. Forecasted sales are impacted by load 
growth assumptions, which are derived from various economic indicators. 

f. Tlie DBA Component looks back at the prior year to determine if either DSM 
revenues need to be returned to tlie respective ratepayers or if additional revenues 
need to be collected. This is because the DBA is based on actual DSM expenditures 
from the prior year as compared to budgeted expenditures. Also, the DBA is derived 
from actrial DSM reveillies collected as compared to what was budgeted to be 
collected. Thus, for the proposed tariff, the most recently approved at the time DBA 
component was used as an estimate for what the DBA cotnpoiient would be. If actual 
expenditures were equal to budgeted expenditures, and revenues collected were equal 
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to what was forecasted to be collected, then the DBA component would be $0, which 
would result in  a DBA factor of $O.OlltWh. 

g. An electronic version of this report is provided 011 the eiiclosed CD in the folder titled 
Question No. 4.g. 
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LOUISVlLL,E GAS AND ELECTRIC COMPANY 
KENTUCKY UTILITIES COMPANY 

Response to the Commission Staff’s First Information Request 
Dated June 1,201 1 

Case No. 2011-00134 

Question No. 5 

Witness: Lonnie E. Bellar 

Q-5. Refer to the Application, Exhibit LEB-3. 

a. In Exhibit LEB-3, the annual book depreciation rate is 12.00 percent for LG&E aiid 
7.13 percent for KU. The tax depreciation rate is 3.75 percent. The Deferred Tax 
Balance is ($29,095). On page 1 of 9, ia Year 1, the rate base is $898,225, and is 
determined by the following foniiula: $987, 648 - ($1 18,s 18) - $29,095 = $898,225. 

(1) Confirm that the formula is mathematically correct. 

(2) Since the book depreciatioii rate is more accelerated than the tax depreciation, is 
the deferred tax balance amount the opposite sigti than would be nonnally 
thought, if the tax depreciation rate were greater tlian the book depreciation rate? 
Explain. 

b. There is no annual property tax expense in the Total OE, even though an annual 
property tax rate is supplied. Explain. 

c. If an annual property tax expense were included in the Total OE, would the annual 
property tax expense be excluded from the next base rate case since it is being 
recovered in the DSM tariff! Explain. 

A-5. a. (1) The Conipanies have verified and confirmed that the rate base calculation is 
correct. 

(2) Based on further review, the Coiripaiiies have discovered that the incorrect tax 
depreciation rates were utilized in calculating the rate base. The devices would be 
booked under FERC Accouiit 397 - Communications Equipment and are more 
appropriately depreciated at the MACRS seven years rate. At this time, the 
Companies are providing a revised Exhibit LEB-3 (see attached). This change in 
depreciation only impacted the energy charge for LG&E residential gas. The 
change reduced the DCCR component from $O.O0S52 per Ccf to $O.OOSSl per 
Ccf, thus changing the total DSMRC from a rate of $0.02398 Ccf to a rate of 
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$0.02397. After the Coiiimissioii has issued the filial order in  this proceeding, 
LG&E will file its revised tariffs setting out the rates authorized. 

6. Refer to Revised Exhibit LEB-3 

c. Yes. Because the DSM is a separate rate mechanism and is recovered separately from 
customers, all DSM revenues and expenses will be removed from the test year. 
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LOUISVILLE GAS AND ELECTRIC COMPANY 
KENTUCKY UT I LI T I E S COMPANY 

Response to the Commission Staff‘s First Information Request 
Dated June 1,201 1 

Case No. 201 1-00134 

Question No. 6 

Witness: Michael E. Hornung 

Q-6. In the Application and in Mr. Michael E. Homung’s testimony (“Homung Testimony”), 
the existing programs will be in effect through 2014 based on tlie Order in Case No. 
2007-00319 dated March 31, 2008. Five of the existing programs are without change. 
Tlie five are the following: Residential High Efficiency Lighting, Residential New 
Construction, Residential arid Commercial HVAC Diagnostic aiid Tune Up, Customer 
Education and Public Information, and tlie Dealer Referral Network. The Companies 
propose to make changes to the following existing programs: Residential and 
Commercial Load Matiageinent/neniaiid Conservation Program, Commercial 
Coiiservatioii/Coriiniercial Incentive Program, Residential ConservationlHome Energy 
Performance Program, Residential Low income Weatherization Progiarri (Wecare), and 
the Program Development and Administration. The following are proposed new 
programs: Smart Energy Profile Program, Residential Incentive Program, and the 
Residential Refrigerator Removal Program. 

a. Provide the proposed termination date for tlie existing programs tlie Companies are 
proposing to change. Explain. 

b. Provide tlie proposed termination date for the proposed new programs. Explain. 

A-6. a. The proposed teniiinatioii date for tlie existing programs the Companies are 
proposing to change is 2017. Tlie Companies are seeking approval for program 
budgets and metrics, to be prorated to begin six weeks following the date of the 
Commission’s Order approving the Application. There is a possibility that any 
retnaining balance frotn the calendar-year-one budget may be applied to an eighth 
calendar year of program activities, allowing the approved budgets to cover a full 
seven years of programming. 

b. The proposed termination date for the proposed new programs is 2017. The 
Companies are seeking approval for program budgets and metrics, to be prorated to 
begin six weeks following tlie date of the Commission’s Order approving the 
Application. There is a possibility that any remaining balance from the calendar- 
year-one budget may be applied to an eighth calendar year of progratn activities, 
allowing the approved budgets to cover a full seven years of programming. 





LOUISVILLE GAS AND ELECTRIC COMPANY 
KENTUCKY UTILITIES COMPANY 

Response to the Commission Staff’s First Information Request 
Dated June 1,2011 

Case No. 201 1-00134 

Question No. 7 

Witness: Michael E. Hornung 

Q-7. Refer to page 14, line 1, of the Homung Testimony. There is a table of program costs. 
Provide this table in an electronic format. 

A-7. An electronic version of this table is provided on the enclosed CD in the folder titled 
Question No. 7. 
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L,OUISVIL,L,E GAS AND ELECTRIC COMPANY 
KENTUCKY UTILITIES COMPANY 

Response to the Commission Staff’s First Information Request 
Dated June 1,2011 

Case No. 2011-00134 

Question No. 8 

Witness: Michael E. Hornung 

Q-8. Refer to pages 15 and 16 of the Homung Testimony. There is a statement, “If the 
Companies’ reviews reveal any programs to be cost-ineffective or otlieiwise 
underperforrniiig, the Cornpaiiies will discontinue the program aiid notify the 
Commission by a letter or motion.” 

a. What determination will the Companies use as identifying cost-ineffective or 
uiiderperfoimiiig programs? Explain. 

b. Have the Companies ever discontinued any cost-ineffective or underperforming 
program(s)? Explain. 

c. If the Companies determine that a program or programs are cost-ineffective or 
underperforming, would the Companies coiisider filing an application to remove the 
proposed costs of the prograin(s), if those costs sigiiificaiitly affect the residential or 
commercial DSM tariffs? Explain. 

A-8. a. For a program to be discontinued, the Compaiiies take a three-pronged approach: (1) 
is the program operating effectively withiii the budget that was developed and 
approved; (2) has tlie program met or exceeded the necessary energy and demand 
savings; and (3) as all DSM programs’ participation is voluntary, is the program 
meeting tlie customer expectations and perceived value? 

b. In 2001, the Companies discoiitiiiued the hidustrial Lighting Program. This was a 
Program approved in KPSC Case No. 2000-459. LJpon receipt of the Commission 
Order approving tliis program and prior to initiating this program, the Companies 
surveyed the industrial custonier class to determine a projected participatioii in light 
of the “Industrial-Opt Out’’ provision within KRS 278.285 (3). The survey results 
demonstrated that over 85% of this customer class would choose to not participate, 
wliicli would not make ruiuiing the program cost-effective. At that time, the 
Companies chose not to implement the program. 
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c. The Companies are interested in pursuing only prograins that allow for the delay in 
construction of generating assets and ensure the prudent use of funds. To that end, 
they review tlie programs’ perfoimance on an ongoing basis and iiialte adjustments as 
needed, then adjust the DSM billing factors annually. Generally speaking, the 
Companies do not believe it will be necessary to teniiinate a program mid-year; a 
program’s temporarily poor perforinance may be improved, and in the event it  cannot 
in a reasonable amount of time, the Companies will terininate it during tlie annual 
DSM billing adjustment process. That notwithstanding, if (1 )  a program is 
performiiig sufficiently poorly that it would be prudent to tei-niinate i t  before the 
annual DSM billing adjustment process and (2) tenninating the program would 
significantly affect the Companies’ residential or commercial DSM tariffs, the 
Coinpanies would be willing to file with the Cornmission to terminate the program. 
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Question No. 9 

Witness: Michael E. Hornung 

Q-9. Refer to page 2 1 of the Hoiiiuiig Testimony, which inelitions that the Coinpaiiies are 
coiisideriiig partliering with the Kentucky Home Performance Program (“KHPP”). A 
Kentucky Home Performance Powerpoiiit presentation, dated July 23, 20 10, states that 
Kentucky Home Perfoi-mance will serve middle to upper income bracket households. 

a. Will the Companies have an income level requirement to participate in any such 
program? Explain. 

b. If a partnership is formed, explain whether the proposed amount of the iiiceiitive paid 
by the Companies would be affected by the incentives received through the KHPP. 

A-9. a. The Companies will not have aii iiicoiiie requirement to participate in the Companies’ 
Home Energy Performalice Program. The Home Energy Perfoimance Program has 
been designed for all residential customers. The tier structure allows for energy 
savings at all levels. For a customer charge of $25 the first tier audit provides the 
customer approximately 10% energy saving generated from the energy efficiency 
measures aiid air sealing deployed at the time of the audit. The program budget is 
designed for 75% of the program participants stopping at the tier one level. At the 
same time the online audit tool is accessible to all customers on the Company’s 
website www. lge- kii.coiii. 

b. The proposed amount of the incentive paid by the Companies will iiot change. 
However, the Companies will look to coordinate with the Kentucky Home 
Performance Program to ensure that the Companies’ customers have the opportuiii ty 
to participate in both programs to maximize their incentive for energy efficiency 
efforts in their home. 
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Question No. 10 

Witness: Michael E. Hornung 

Q-lo. Refer to page 29 of the Hornung Testimony. Over 20 utilities across the nation have 
impleinented secondary refrigerator removal program similar to the proposed program. 
A similar program evaluated by another utility was determined unjustifiable on a 
cost/benefit basis. Other than the amount of the payrneiit offered by the utility to the 
customer participant for a refrigerator, explain what other factors might determine 
whether tile program will be cost beneficial for one utility, but not another. 

A-10. There are many factors that will determine the cost benefit of a particular program. The 
total program budget is a l e y  factor, especially given the varying costs that may be 
iiicurred by having a third-party vendor schedule and remove the itenis. This vendor 
could have higher operating costs in one state versus another. Otlier factors pertain to the 
size of the program. For those areas of high urbaii density, the nuniber of expected units 
removed versus a very rural area could differ significantly. Lastly, each utility has unique 
costs, such as avoided capacity costs and basic eiiergy costs tliat would factor in to the 
benefits achieved of the program. The analysis completed by the Companies associated 
with this program demonstrates it to be cost effective under the California Standard 
Practice Manual benefit-cost tests. 
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LOUISVIL1,E GAS AND EL,ECTRIC COMPANY 
KENTUCKY UTILITIES COMPANY 

Response to the Commission Staff’s First Information Request 
Dated June 1,2011 

Case No. 201 1-00134 

Question No. 1 1  

Witness: Michael E. Hornung / Counsel 

Q-1 1. Refer to Exhibit MEH-1, Volume I, at page 19. A comment is riiade that, “In December 
2009, the Companies became aware of a technology-related risk conceniing the 
programmable thermostats used with the Demand Conservation Program.” 

a. Explain tlie technology-related risk. 

b. Was there any financial h a m  caused by this risk and, if so, was there any financial 
settlement or credit applied to the DSM program costs? Explain. 

c. Did the Companies change vendor(s) and did the vendor(s) fulfill their contractual 
obligations regarding the programmable thermostats? Explain. 

d. The Companies state that, although successfiil, the Companies recognize that the 
potential for growth for the Residential and Commercial Load Maiiagement Demand 
Conservation program is still significant. 

(1) Explain whether there has been any resistance to the program coming from the 
perception that cycling the equipment can be harmful to the equipment or shorten 
the life span of the equipment. Lnclude in the explanation whether any evidence 
exists that supports the perception and whether any complaints have been made 
by participants relating to such a belief. 

(2) If resistance to the Demand Conservation program exists, what steps have been 
taken by tlie Companies to address any concerns which have been raised? 

A-1 1. a. The technology-related risk was determined to be overlieating of thermostat 
coiiiponents creating a potential fire hazard. 

b. Yes, there was financial harm. Because of the potential safety risk, L,G&E and KU 
undertook to replace the load-control thermostats with off-the-shelf programmable 
thermostats that did not have a load control frtnction. That work began in January 
2010 and is now largely complete. The Companies have incurred $1,986,945 in costs 
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associated with that replacement program. The costs through 2010 ($1,940,300) were 
placed into tlie DSM balancing adjustment for 201 1 .  The Co~iipanies instituted 
litigation in October 2010 to recover at least some portion of the costs associated with 
the purchase of the original load control thermostats as well as the costs associated 
with the replacement program. That litigation is still pending. The Companies will 
credit customers via the DSM balancing adjustment any net amounts recovered 
tlirougli 1 i ti ga t i on. 

c. The Companies stopped accepting any further shipiiients of the load control 
thennostats on January 2, 20 10. There remains a dispute with the vendor regarding 
the scope and applicability of aiiy warranty regarding the original load control 
tlierniostats, wliich is the subject of the pending litigation, mentioned in b above. The 
replacement thermostats were purchased from a different vendor. 

d. (1) Since tlie inception of the program, tlie Company has heard and received the 
claim from custoiiiers that cycling equipment can be harmful to the equipment 
and shorten the lifespan of the equipment. The Companies have not witnessed or 
reviewed aiiy failed equipriient or research that substaiitiates this perception. As 
this issue is occasionally presented, the Companies seek to educate the customer 
on tlie functionality of the switching equipment and its interactioii with various 
AC units. 

(2) The Companies continue to educate customers related to the benefits and 
functionality of the program, while clarifying any misinformation or 
misperceptions that the customer may have received. This is done tlirougli 
marketing materials, presentations, one-on-one conversation with customers, and 
customer-facing events. The Companies have created an open dialogue with tlie 
HVAC contractors to ensure their cornniunication with customers regarding the 
cycling of equipment is appropriate and accurate. 
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Question No. 12 

Witness: Michael E. Hornung 

Q-12. Refer to Exhibit MEH- 1, Volume I, at page 2 1 I There are two tables presented as to the 
projected participants for the Residential Participation Goals and the Commercial 
Participation Goals. The residential participation goals for Year 1 are 1 1,900 and the 
cornrnercial participation goals are 540. In the ICF International Report, Section 10.0 of 
Volume I, on page 27, the report lists $6,186,874 for tlie aiiiiual budget and 131,000 
participants for the Residential L,oad Management Program. Also, on page 32 of the ICF 
International Report, it lists $32 1,82 1 for the annual budget and 5,100 participants for the 
Conimercial L,oad Management Program. 

a. As to the Residential Load Management Program, the annual budget of $6,186,874 
appears to be correct when compared to the Year 1 budget of $6,187,000 provided on 
page 24 of Exliibit MEH-1, Volunie I. Explain why there is a difference in 
participants for Year 1 of 11,900 versus 13 1,000 as shown in the ICF International 
Report. 

b. As to the Commercial Load Mailagemelit Program, the annual budget of $321,821 
appears to be correct when compared to tlie Year 1 budget of $322,000 provided on 
page 24 of Exhibit MEH-1, Volunie I. Explain why there is a difference in 
participants for Year 1 of 540 versus 5,100 as shown in the ICF International Report. 

c. Depending on wliicli participant number is correct, does this change the lost sales 
value that has been calculated for these programs and, if so, does it change or revise 
the calculated DSM factor or rate? Explain. 

A-12. a. 11,900 is the incremental participant count for Year 1, whereas 131,000 is the 
program-to-date total. The ICF International Report includes existing participants 
because the budget incorporates incentive expenses. A significant portion of the 
budget is related to existing participants’ incentives, so it would provide a skewed 
review if only incremental participants were considered for program effectiveness. 

b. Please refer to the response to part a. above. 

c. This does not change tlie lost sales value that has been calculated for the Residential 
and Commercial Load Management / Dernand Conservation Programs. 
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Question No. 13 

Witness: Michael E. Hornung 

Q-13. Refer to Exhibit MEH-1, Volume I, at page 24. There is a table of program costs for the 
Residential Annual Program Budget. Provide in an electronic fonnat, unprotected, with 
all formulas intact, the seven-year projected programs casts, capital expenditures aiid 
capital costs for all programs that are presented in this application and listed in question 6 
of this first set of data requests. Year 1 program costs shall be in whole dollars aiid Years 
2 through 7 shall be rounded to thousands ($000). IJse the forrnat of tlie following table. 

Program costs Year 1 Year2 Year3 Year4 Year5 Year6 Year7 
$000 $000 $000 $000 $000 $000 

Capital Costs $296,000 $XXX $XXX $XXX $m $XXX $XXX 

Capital Year 1 Year2 Year3 Year4 Year5 Year6 Year7 
Exoenditures 

$000 $000 $000 $000 $000 $000 

Programmable $X,XXX,XXX $X,XXX $X,XXX $X,XXX $ x , m  $ x , m  $ x , x x x  
Thermostats 

A-13. An electronic version of this table is provided on tlie enclosed CD in the folder titled 
Question No. 13. 
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Question No. 14 

Witness: Michael E. Hornung 

Q-14. Refer to Exhibit MEH-1, Volume I, at page 34. There is a table presented as to the 
projected participants for the Onsite and Online Participation Goals. The participation 
goals for Year I are 1,200 for Oiisite and 3,000 for Online. I n  the ICF Internatioiial 
Report, Section 10.0 of Volume I, there is listed 011 page 43 $1,460,826 for the annual 
budget and 7,200 participants for the Residential Conservation/Horne Energy 
Performance Program. 

a. The ariiiual budget of $1,460,826 appears to be correct wlien compared to the Year 1 
budget of $1,461,000 provided on page 36 of Exhibit MEH- 1, Volume I. Explain why 
there is a difference in participants for Year 1 of 1,200 and 3,000 versus 7,200 as 
listed in the ICF Inteniatioiial Report. 

b. Depending on which participatit number is correct, does this change the lost sales 
value that lias been calculated for these programs and, if so, does it change or revise 
the calculated DSM factor or rate? Explaili. 

A-14. a. The Correct participant values should be 4,200 for Year 1 and 8,000 for Year 3. The 
values contained in the ICF Iiiteniational Report were an oversight. The values 
impacted in the table are updated below. 

Program Element/ 1 y e a ~ ~ ~ / K U  1 Metric Year 3 
~ a , ~ i ~ j ~ a n t ~  ~ 4,:: ~ 8,OO; 
kWldParticipaiit 
lW/P artic ipant 

$276 CostPai-ticipant $348 - 

b. This does not change the lost sales value that has been calculated for the Residential 
Conservation / Horne Energy Perforrnaiice Program. 
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Q-15. Exhibit MEH-1, Volume 11, Exhibit A, was provided electronically in a pdf fomiat. There 
are 11 8 pages in this exhibit. Provide Exhibit MEH-1 in an electronic fortnat with all 
foi-niulas intact, unprotected, and labeled as to program. 

A- 15. An electronic version of these tables are provided on the enclosed CD in the folder titled 
Question No. 15. The exhibits within these tables are model-output driven and as such 
the formulas are not generated. 
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Question No. 16 

Witness: Michael E. Hornung 

Q-16. The following existing programs are proposed to be clianged: Residential aiid 
Coinn.lercial L,oad Manageriieiit/De~nand Conselvation Program, Commercial 
CoiiseIvatioii/Commercial liiceiitive Program, Residential ConservatiodHome Energy 
Perforrnaiice Program, Residential Low income Weatherization Program (WeCare), and 
tlie Program Development and Administration. 

a. Compare the existing programs that are to be changed in this application with the 
same prograins as filed in the Case No. 2007-00319 application and explain the 
differeiices by program. 

h. If the existing programs were not changed and remained tlie same as filed in Case No. 
2007-003 19, what would the effect be on the various DSM components? Explain. 

c. By program, provide the proposed annual salaries and benefits of tlie additional 
employees to be added. 

A-16. a. The existing programs that are to be clianged in this application are explained in the 
chart below. 

Managernent/Demand Conscrvation 

Coininercial Conservation/Cornmercial 
Incentive Program 

Residential Conservation/Home Energy 
Perforinance Program 
Residential Low income Weatlierization 
Program (WeCare) 

I Program Develoument and Administration 

0 Addition of FTE for multi-family and 
commerci a1 segmeii t outreach. 

0 Ability to modify and increase financial 
incentives for program participation. 

e Capitalization of newly installed load- 
control switches / thermostats. 

e Addition to the energy efficiency retrofits 
eligible to include refrigeration. 

0 Addition of coininercial customized 
incentives to encourage sustained energy 
efficient retrofits. 
Increase to tlie rebate cau Der facilitv. e 

e Addition of residential incentives for 
imnulernentation of audit results. 

e Additional fiinds for increased 
weatherization measures. 

e 

* Addition of staffing infrastructure. 
Increased number of customers served. 
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Residcntial and Coinincrcial 
Load Managcinciit/Dcinand 
Coiiscrvatioii 
Residcntial Coiiscrvation/Ho~ne .S FTE 
Encrgy Pcrforinance Program 
Program Devclopincnt and 
Adiniiiistratioii 

1 Excinpt FTE 

3 Excinpt FTEs 

- 

Hornung 

Burdened Labor Budget 

9; 164,540 

9; 82,2 70 

$476,93 1 

b. If existing programs remained the sanie as filed ill Case No. 2007-00319, the 
program would terminate in 20 14, hindering the Coinpanies’ ability to meet tlie 201 1 
IRP cumulative demand red~ictioii of S00MW. The resulting impact to tlie DSM tariff 
components would vary by program and component. 

c. The following cliart denionstrates the proposed annual burdened salary budgets of the 
additional employees to be added to the Residential and Coniiiiercial Load 
Maiiageriient/Det~ia~~d Conservation Program, Residential Coiiservation/Hoiiie 
Energy Performalice Program, and Program Developiiient and Administration. 

The Residential Low income Weatlierizatio~i Program (WeCare) and Coniniercial 
Consewation/Cornmercial Incentive Program does not have additional staffing 
infrastructure. 
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Q-17. Are the Companies considering any DSM programs that PPL might have in place in other 
jurisdictions? Explain. 

A- 17. The Companies contiiiually research and plan for future energy efficieiicy prograinmirig 
for its residential and coniniercial customers. The current DSM programs operated by 
PPL are similar to those DSM prograins currently being operated through Case No. 2007- 
00.3 19 or those being proposed in Case No. 20 1 1-00 134. 





LOUISVILLE GAS AND ELECTRIC COMPANY 
KENTUCKY UTILITIES COMPANY 

Response to the Commission Staffs First Information Request 
Dated June 1,201 1 

Case No. 201 1-00134 

Question No. 18 

Witness: Michael E. Hornung 

Q-18. Explaiii whether the iiiteiit of the Residential Refrigerator Removal program is to remove 
secondary refrigerators, to replace inefficient refrigerators with more efficient ones, or 
both. Iiiclude in the explaiiatioii whether other appliances, such as window air 
conditioners, have been considered for a replaceinent program. 

A-18. The intent of the Residential Refrigerator Renioval program is to remove and recycle 
worlting yet inefficieiit secoiidary refrigerators aiid freezers from residential households. 
This filiiig does not include other appliaiices such as window air conditioners; however, 
the Companies continue to research aiid analyze poteiitial future replacement programs 
opportunities. 


