
SETTLEMENT AGREEMENT

Tlds Settlement Agreement is entered into this 23rd day of Decembeq 2002, by and

between Louisville Gas and Electric Company I"LG28E");Kentucky Utilities Company ("KU"):

Commonwealth of Kentucky, ex. rel. A.B. Chandler, III, Attorney General, by and through the

Utility and Rate Intervention Division ("AG"); Lexington-Fayette Urban County Government

("LFUCG"); and the Kentucky Industrial Utility Customers Inc. ("KIUC") and the interests of its

participating members as represented by and through the KIUC in the proceedings involving

LG38E and KU that are the subject of this Settlement Agreement.

WITNESSETH:

WHEREAS. LOS filed on March I, 2002 with the KentuckT Public Service

Commission ("Comruission") its Annual Earnings Sharing Mechanism I "ESM")Filing for 2001

in acoordance with the Conumssion*s Order in Case No. 98-426 and the Commission has

established Case No. 2002-00071 to review LGtkE's ESM Filing for 2001;

WHEREAS. LGIIE*s ESM calculations determined that its rate of return on common

equity was below thc deadband tor calendar year 2001 snd began collecting &om ratepayers

aclditional revenues throuah a monthlv ESM factor applied to hills for the ueriod beainmnv. Aoril

I, 2002 and ending March 31, 2003;

WIIFRFAS Kf1 fited nn March 1, 2002 with the Commission its Annual Famines

Sharing Mechanism Filing for 2001 in acorrdance with the Commission's Order in Case No. 98-

474 acd th C mme nu ass established I use No.?00?.-00072 to review Kll*s FSM Filing for

2001;



WHEREAS, KU's ESM calculations deternuned that its rate of return cn common equity

was within the deadband for calendar year 2001 and KU would not collect or

return

to ratepayers

any revenues through its ESM factor;

WHEREAS, the AG and the KIUC have been granted intervention by the 1:ommission in

both of the forgoing ptoceedings and LFUCG has been granted interventior. by the Commission

ir. Case Lqo. 2002-00072;

WHEREAS, on October 16, 2002, the Commission entered a Final Order in Case tqo.

2002-00071 determining tliat LG&E*s ESM calculations erroneously included unauthorized

adjustments that reduced its return on cormnon equity below the deadband. The Commission

ordered LG&E to refile its calendar year 2001 FSM calcularions to reQect the exclusion of the

unauthorized adjustmen's within 10 days of the date of the Final Order and to file ESM

calculations that would refund to its ratepayers through an ESM factor any autounts collected

since Apriq 1, 2002;

WHEREAS, on October 16, 2002, the Commission entered a Final Order in Case No.

'i002 00072 det.~o .„Rmi lett's ESM calculations erroneously iurloifed unauthorized

adjustments that reduced its return on common equity to within the deadband. The Conunission

ordered KV, within 10 days of the date of the Final Order, to refile its calendar year 2001 FSM

calculations to retlect the exclusion of the unauthorized adjustments and to file ESM calculations

that would distribute to its ratepayers any amounts that exceeded the deadband through an ESM

factor applied to the months remaining between the first billing cycle after the date of the Final

Order and. the end of March 2003;



WHEREAS, on November 4, 2002, KIUC filed a petition for rehearing of the

Commission's Final Orders in Case Nos. 2002-00071 and 2002-00072;

WHEREAS, on November 6, 2002, LGPE and KU filed a joint petition for rehearing of

the Corumission's Final Orders in Case Nos. 2002-00071 and 2002-00072;

WHEREAS, on November 25, 2002, the Commission issued an Oriler gmnting LGRE

and KU*s joint petition for rehearing aud KIUC's petition for rehearing;

WHEREAS, negotiations to settle the pending pmceedings before the Commission took

place with representatives of the AG, KIUC and the Commission Staff on December 6 oi'2002 at

the offices of the Commission. During the course of this conferer.:ce and subsequent

consultations with LFUCG, the parties reached an unanimous settleu:ent of all issues in the

for going proceedings,'nd

WHEREAS, the signatories to this Settlement Agreement desire io settle all issues

pending before the Comm! ssion in Case Nos. 2002-00071 and 2002-00072.

iNOW, THEREFORE, for and in considerafion of the premises and conditions set forth

herein, rhe paefi .hereb; .gwe as follows:

ARTICLE I 0 Nesotiated Settlement Amount

SECTION 1.1 The "Refund Period" shall be the five month period

beginmng November I, 2002 and ending March 31,2003.

SECTION 1.2 LGfcE shall refund to its ratepayers a total amount of

$440,557 over the Refimd Period as a fair and reasonable compromise to all issues contained in

Case No. 2002-00071 before the Commission relating to the application of LGkE's ESM. In

accordance with the Conunission's Order dated October 16, 2002, LGg:E has refunded certain



amounts for the month of November 2002 aud is currently refunding certain amounts for the

month of December 2002 through the operation ot the hSM nmth Inese amounts refunded

during November and December 2002 shall be credited to and thereby reduce the amount that

LGJIE is to refund to its ratepayers under this Settlement Agreement. The remaining amount

shall be refunded to LGkE ratepayers utihzing an ESM factor of 41.174percent to be applied to

customer*s bills beginning with the first billiag cycle in January 2003 tlnough the end of March

2003 and subject to abalancii.g adjustment in accordance with the ESIvl tarilf. The calculation

of the $440,557 value end the ESM factcr of -0.174 percent are shown on Exhibit One to this

Settlement Agreement.

SECTION 1,3 KIJ shall credit to its ratepayers a total amount of

$1,023,407 during nhe Refund Period as a fair and reasonable compromise to ai! issues contained

Case No. 2002-00072 before the Commission relatmg to the application of its ESM. In

accordance i»5th the Commission's Order dated October 16, 2002, KU has distributed certain

amounts tluough its ESM factor for the month of November 2002 aud is currently distriibuting

inrtai»»r»o»nts thrr»gb itl ESM factor for tlm i»nnth of December 2002. These ainounts ..
distributed during November and December of 2007. si»»II be credited to and thereby reduce the

amount that KU is to fmther distribute to its ratepayers under this Settlement Agreement. The

remaining amoum shall be distributed to KU ratepayers utilizing an ESM factor of -0 315

percent to be applied to customer's bills beginning with the first billing cycle in January 2003

though the end of March 2003 and subject to a balancing adjusunent in accordance with the ESM

tarilf. The calculation of the $ 1,023,407 value and the ESM factor of -0.315 percent are shown

on Exhibit Two to this Settlement Agreement.



SECTION I 4 LG&E and KU shall not be required to pay interest on any

revenues that have been ideniitied tot retund or distribution through the ESM iu case Nos. Zuuz-

00071 and 2002-00072 or by virtue of tBs Settlement Agreement.

ARTICLE 2.0 Accountms for the month ot December. 2001.

LGS:E and KU shall use their actual per books capitalization for the month of December

2001 and previously approved adjustments in the determination of the thirteen-month average

capitalization for the period December 2001 thrcugh December 2002 in calculating their ESM

filings for 2002.

ARTICLE 3.0 Aooroval of Settlement Aareement

SECTION 3.1 Request for Approval by the Commission

Following the execution of this Settlement Agreement, the signatories shall cause the

Settlement Agreement to be filed wt5 the Commission with a request to thc Commission for

consideration and approval of this Settlen.ent Agreement as soon as reasonably possible.

SECTION 3.2 Recommendation for Approval to the Commission

Tbe sicnntories to this Settlement Agreement dtaII act in gcod faith and use their best

efiorts to recommend to the Comruission that this Settlen:ent Agreement be accepted and

aoproved.

SECTION 3.3 Approval of Settlement Agreement in its Entirety

If the Commission issues a tinal order which accepts and npproves this Settlement

Agreement in its entirety, then: (a) the signatories hereby waive their rights under KRS 278.400

to file an application for rehearing and their rights under KRS 278.410 to file a complaint in tbe

Franklin Circuit Court regarding such order of the Commission; ard (b) any and all claims or



demands, asserted or unasserted, directly arising out of or in connection with the proceedings

reterenced in uns battlement Agreemem shall be deemed cuurpruuuscu mru seined uuu«nd,

Settlement Agreement and released and discharged by this Scttlernent Agreement.

SEC I ION 3 4 No Approval of Senlement Agreemem inits Entirely

If the Commission dioes not accept and approve tlus Settleroer:t Agreement in its entirety,

then: (a) this Settlement Agreement shall be void and vnthdrawn by tile parues hereto rrom

further consideration by the Commission aud none of the parties shall be bound by any of the

provisions herein; and (b) neither the terms of this Setdement Agreement nor any matters raised

during the setdement negoriations shall be bindhrg or. any cf the signatories to this Seulemeot

Agreement or be construed against any of the signatories.

SECTION 3.5 Status Quo

Should the Settlement Agreement be voided or vacated for any reason after any

implementation of the terms of the Settlement A@cement has been made, then the parties shall

be returrcd to the status duo existing at the time immediately prior to the executicn of tlris

a~eerueot

ARTICI.E 4.0 Additional Provisions

SECTION 4,1

This Settlement Agreement shall in no way be deemed to divest the Commission of

jurisdiction under Chapter 278 of the Kentucky Revised Statutes.

SECTION 4.2

This Settlement Agreement shall inure to the benefit of and be binding upon. the parties

hereto, their heirs, successors and assigns.



SECTION 4.3

I ms bemement Agreement constitutes the complete agreement and understanding among

the parties hereto, and any and all oral statements, representations or agreements made prior

hereto or contamed contemporaneously herewith shall oe nuit and void and shalt be aeemeo to

have been merged into this Settlement Agreement.

SECTION 4.4

For the purpose of this Settlement Agreement only, the rate adjustments are based upon

the independent analysis of the parties to reflect a just and reasonable resolution of thc issues

homin and are the product of compromise aud negotiation. Notwithstanding anything contained

in the Settlement Agreement, the parties recognize and agree that the effects, if any, of any fumm

events upon the cost of service of LOS:E or KU are unknown, and tlds Settlement Agreement

shall be impl mented as written. Neither the Settlement Agreement nor any of the terms shall be

admissible in any court or commission except insofar as such court or commission is addressing

liugation arising out of the implementation of the settlement rates and adjustments set forth

hmein or tbe aoproval of this Settlement Agreement. This Settlement Agreement shall not b»e

any precendential value in this or any other jurisdicticn.

SFCTION 4.5

Making this agreement shall not be deemed in any respect to constitute an admission by

any party hereto that any coinputation, formula, allegation, assertion or contention made by any

other party in these proceedings is true or valid.



SECTTON 4.6

the signatones hereto warranr that they have informed, advised, and consuhed wlm the

respective parties hereto in regard to the contents and signiftcance of this ayeement ard based

upon me roregotng ate authonzed to execute Ibis Seniement Agreement ort behalf of the parties

hereto.

SECI ION 4.7

This Agreement is subject to the acceptance of and approval by the Public Service

Commission.

SECTION 4.g

This Settlement A~ement is a product of all the parties, and no provision of this

Settlement Agreement shall be strictly construed in favor of or against any party.

IN WITNESS WHEREOF, the parties hereto have hereunto atExed theu signatures

Louisville Gas and Electric Company
and Kentucky Utilities Company
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PURSUANT TO SKTTLEMRNT

C.f->t Ptj() Z,t>nb%. - () 0 1 j
LOUISVILLE GAS AND ELECTRIC COMPANY

S cd+(A~4 M ~sr4.4-ona

Page 1 of 2

Determinatton of Balancing Adjustment and Earnings Sharing Mechanism Factor
Pt.ut Adjusuueot Yest - Aptil 2001 tluuunlt Ma h 3002

Current Adjustment Year - April 2002 through March 2003

Revenue Adjustment Authorized for Prior Adjustment Year

Balancing Adjustment Authorized for Prior Adjusnnent Year
($617,609) (a)

$0 (b)

3 Total Adjustment to Revenues Authorized for prior Adjustment Year ($617,609) (c)

Actual Earnings Sharing Mechanism Revenues

for Prior Adjustment Year

Balancing Adjustment for Current Adjust/Itent Year

6 Actual Balancing Adjustment Revenues for Current Adjustment Year

7 Remaining Balancing Adjustment Revenues for Curreru Adjustmsnt Y«sr

Actual Earnings Sharing Mechanism Revenues to bc Refunded for Current Adjustment Year

(Actual BSM Collections April 3002 through October 2002 of $587,408.71 rimss 75 percent)

($563,742)

($53,867) (6)

($44,853)

($9,014) (e)

($440,557)

Actual Earnings Sharing Mechanism Revenues Refunded

for Current Adjustment Year (Actual November 2002 and Estimated December 2002)

10 Total Revenue Adjustment Plus Balancing. Adjustment for Last Three Months of Current Adjustment Year

($2!6,295)

($233,276) (1)

13 Earnings Sharing Mechanism Factor for Lmt Three Months of Current Adjustment Year

(Effective Janumy 2003 thmugh Marsh 2<nt)

11 Actual Elecuic Revenues for the Current 1'.sporting Period - Calendar Year 2001

13 plsrtrio Rsveuum fut Last Tlues Mouths of Currant Adju tment Y sr (3/tz of Line 11)

$535,335,960

8133,833,900

-0.174% (g)

Notes: (a'I - Fmm Form 1 filinn for Prior Reporting Period

(b) - From Form la filing for Prior Reporting Feriod

(c) - Line 1 plus Line 2

(d) - Line 3 minus Line 4

(e) - Line 5 minus Line 6

(1) - Line 7 plus Linc 8 minus Line 9

(g) - Line 10 divided by Line 12

)7-



PURSUANT TO SETTLEMENT
('nns /V'fs. Ztpdtg - 00 72

KENTUCKY UTILITIES COMPANY

Determination t.f Balancing Adjustment and Earnings Sharing Mechanism Factor

prirr Adjustment Year- April 200! through March 2002
currenr AdJusmient Year —April zooz ttrruurn Mu«lr ztloo

1 Revenue Adjustment Authorized 1'ur prior Adjustment Year

2 Balancing Adjustment Aurhorized for Prior Adjustment Year

$0 (a)
$0 (b)

3 'i'otal Adjustment to Revenues Authorized tor prior Adjustureut Ye«r $0 (o)

4 Actual Earnings Sharing Mechanism Reven'ues

fot Prior Adjustmcnt Year - Apri1 200 1 tl rough December 2001

5 Balancing Adjusnnent for Current Adjuttm nt Year $0 (d)

Revenue Adjustment for Current Reporting period

(Calculated Revenue Adjustment of ($1,36-",543) times 75 percent)

($ 1,023,407) (e)

Actual Earnings Sharing Mechanism Revenues

for Current Adjustment Year (Actual November 2002 and Estimated December 2002)

Tntsl Revenue Adjustment plus Balancing Wdjustment for Last Three Months of Current Adjustment Year

($550,672)

($472,736) (t)

Actual Jurisdictional Revenue for the Current Reporting Period - Calendar Year 2001

10 Jurisdictional Revenue for Last Three Months of Current Adjustment Year (3/12 of Line 9)

Earnings Sharing Mechanism Factor fnr Ls st Three Months ot Current Adjustment Y ear

(Effective January 2003 through March 201 3)

$600,282,247 (g)

$ 150,070,562

-0.515% (0)

Notes: (a) - From Form 1 filing for Prior Reporting Period

(b) - From Form la filing for Prior Reporting Period

(c) - Line i plus Line 2

(d) - Line 3 minus Line 4

(e) - From Form 1 filing for Current Reponing Period times 75 percent

(1) - Line plus Linc 6 minus Line 7

(g) - From Form 1 filing for Current Reportmg Period

(h) - Line 8 divided by Line 10
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PURSUANT TO SETTLEMENT

LOUISVILLE GAS AND ELECTRIC COMPANY
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