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Dear Ms. O’Donnell:
Enclosed please find and accept for filing the original and ten (10) copies of
Louisville Gas and Electric Company’s Application and Testimony in the

above-referenced matter,

Should you have any questions concerning the enclosed, please do not hesitate
to contact me.

Sincerely,
K. AwBLL
Kent W. Blake

ce: Hon. Dennis G. Howard, 11
Hon. Michael L. Kurtz
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COMMONWEALTH OF KENTUCKY

RECEIVED

BEFORE THE PUBLIC SERVICE COMMISSION

MAY 6 4 2007
In the Matter of:
PUBLIC SERVICE
APPLICATION OF LOUISVILLE GAS AND COMMISSION
ELECTRIC COMPANY FOR AN ORDER
AUTHORIZING INCLUSION OF
INVESTMENT TAX CREDITS IN CASE NO. 2007-¢)/ 7 9

)
)
)
)
CALCULATION OF ENVIRONMENTAL )
SURCHARGE AND DECLARING )
APPROPRIATE RATEMAKING )
METHODS FOR BASE RATES )
APPLICATION OF
LOUISVILLE GAS AND ELECTRIC COMPANY

Louisville Gas and Electric Company (“LG&E”) hereby petitions the Kentucky
Public Service Commission (“Commission”) by application, pursuant to 807 KAR 5:001, to
issue a declaratory order approving (1) the inclusion in the calculation of the environmental
surcharge of that portion of LG&E’s advanced coal project investment tax credit that is
related to projects approved for recovery through the environmental surcharge, (2) the
revised ES Forms 2.00 and 2.10, and (3) the proposed rate base and capitalization treatments
of the investment tax credit and the proposed allocation of electric rate base to be the
appropriate ratemaking methods for the determination of base rates. In support of this
Application, LG&E states as follows:

1. Address: The Applicant’s full name and business address is: Louisville Gas
and Electric Company, 220 West Main Street, Louisville, Kentucky 40202.. LG&E’s
mailing address is Louisville Gas and Electric Company, Post Office Box 32010, Louisville,
Kentucky 40232.

2. Articles of Incorporation: A certified copy of LG&E’s Articles of

Incorporation are on file with the Commission in Case No. 2005-00471, In the Matter of:



Application of Louisville Gas and Eleciric Company and Kentucky Utilities Company for
Authority to Transfer Functional Control of their Transmission System, filed on November
18, 2005, and is incorporated by reference herein pursuant to 807 KAR 5:001, Section 8(3).

3. LG&E is a public utility, as defined in KRS 278.010(3) (a) and (b), engaged
in the electric and gas business. LG&E generates and purchases electricity, and distributes
and sells electricity at retail in Jefferson County and portions of Bullitt, Hardin, Henry,
Meade, Oldham, Shelby, Spencer and Trimble Counties. LG&E also purchases, stores and
transports natural gas and distributes and sells natural gas at retail in Jefferson County and
portions of Barren, Bullitt, Green, Hardin, Hart, Henry, Larue, Marion, Meade, Metcalfe,
Nelson, Oldham, Shelby, Spencer, Trimble and Washington Counties.

4, On December 17, 2004, LG&E and Kentucky Utilities Company (“KU™)
(collectively, the “Companies™) applied for, and by Order dated November 1, 2005, in Case
No. 2004-00507, the Commission granted, a certificate of public convenience and necessity
to construct Trimble County Unit No. 2 “TC2™).! TC2 will be a state-of-the-art, super-
critical, pulverized coal-fired generating unit that will employ the latest technology to
achieve extraordinary efficiency and low environmental impact.

5. On August 8, 2005, the federal Energy Policy Act of 2005 became law.
(Energy Policy Act of 2005, 42 U.S.C. §§ 15801-16524 (2005)). ‘The Act created several
investment tax credits designed to spur the development and construction of certain kinds of
generation facilities. One such credit is the Qualifying Advanced Coal Project Credit (see 26
U.S.C. § 48A), which allows the Secretary of the Treasury to grant up to $1.3 billion in tax

credits to advanced coal projects, $800 million for integrated gasification combined-cycle

Y In the Matter of Joint Application of Lowisville Gas and Electric Company and Kentucky Utilities Company
for a Certificate of Public Convenience and Necessity, and a Site Compatibility Certificate, for the Expansion of
the Trimble County Generating Station, Case No. 2004-00507,



projects and $3500 million for projects using other advanced coal-based generation
technologies.

6. The Qualifying Advanced Coal Project Credit statute (26 U.S.C. § 48A) sets
out two key categories of criteria for eligibility to receive an advanced coal-based generation
technology credit (“*05 EPA ITC”): high-efficiency and low-emissions. Specifically, to
qualify a project must: (1) have a “design net heat rate of 8530 BtwkWh (40 percent
efficiency)”; and (2) be désigned to remove 99% of sulfur dioxide and 90% of mercury, and
emit no more than 0.07 Ibs of nitrous oxide and 0.015 Ibs of particulate matter per MMBtu.?
The qualifying advanced coal project also must meet these general criteria: have a nameplate
rating of 400 Mw or greater, use at least 75% coal for fuel, have 50% or more electrical
power output, and be located at one site.

7. In response to the enactment of 26 U.S.C. § 48A, on March 13, 2006, the U.S.
Internal Revenue Service issued Internal Revenue Service Notice 2006-24 (“Notice™), which
“establishe[d] the qualifying advanced coal project program under § 48A(d) of the Internal
Revenue Code.” Among other things, the Notice set out the procedures for applying for the
05 EPA ITC. (A copy of Internal Revenue Service Notice 2006-24 is attached hereto as
Exhibit 1.)

8. On June 28, 2006, LG&E and KU jointly filed an application with the U.S.
Department of Energy (“DoE”) to obtain a $125 million ‘05 EPA ITC for the construction of
TC2. In their application, the Companies described in detail TC2’s design, and particularly

why it meets the requirements of § 6 above (among others). (A copy of the Dok application

226 U.S.C. § 48A(f).



(without its attachments)3 is attached hereto as Exhibit 2.) On September 27, 2006, the
Companies submitted an application for the credit to the U.S. Internal Revenue Service
(“IRS”), along with additional certification documents that, if the IRS approved the
Companies’ application, would allow the Companies to begin claiming the tax credits as
eligible expenditures are made.® (A copy of the IRS application (without its Exhibit 1
attachment)’ is attached hereto as Exhibit 3.) On October 27, 2006, the IRS notified the
Companies that the TC2 project received Dok certification. (A copy of the IRS certification
Jetter is attached hereto as Exhibit 4.)

9. On November 29, 2006, the IRS informed the Companies that it too had
accepted the Project’s application and had allocated a total advanced coal project credit of
$125 million. (A copy of the decision is attached hereto as Exhibit 5.)

10.  On March 22, 2007, the IRS approved the Closing Agreement required in
connection with claiming the $125 million tax credit. (A copy of the Closing Agreement is
attached hereto as Exhibit 6.)°

11.  The relevant part of the *05 EPA ITC statute provides that any property that is
part of an advanced coal-based generation project is “eligible property”, the basis of which is
a qualified investment upon which a 15% credit may be claimed.” The statute further

provides that the default time for claiming such credits is when the eligible property is placed

* The attachments consist of 50 pounds of paper documents, a number of which are documents on file at the
Commission or are technical drawings and specifications for the design and construction of Trimble County
Unit No. 2. An index of the attachments is set forth at pages 6 through 8 of the DoE application.

* According to the IRS, at this time, the request for “certification” of the TC2 generation facility (e.g., evidence
that all permits have been obtained, major contracts completed, etc.) is under review and consideration at the
Houston IRS Field Office for appropriate action. Certification must be received within two years of being
allocated the credit, but does not prohibi¢t the Company from claiming progress expenditures at this time. The
approval of the certification application is not expected to be an issue because TC2 is already under
construction,

® Exhibit T to the IRS Application is the DoE Application referenced in this filing as Exhibit 2.

® The IRS sent the Closing Agreement on March 30, 2007; LG&E and KU received the IRS letter with the
Closing Agreement on April 9, 2007,

7 See 26 U.S.C. § 48A(a)2), (bX(1) & (c)(3).



in service; however, the law also makes provision for “qualified progress expenditures” that
allow the credits to be claimed in the years that the Companies make expenditures for certain
“eligible property.”™ The Companies anticipate that nearly all of their approximately $988
million in TC2 costs will be “qualified progress expenditures,” meaning that the Companies
will be able to claim their 15% credit for the tax years in which they make the expenditures,
Because the anticipated tax basis for TC2 is projected to be $988 million, the Companies
anticipate that they will be able to avail themselves of the full $125 million ‘05 EPA ITC
they have been awarded.

12.  Because llinois Municipal Electric Agency and Indiana Municipal Power
Agency will not receive any portion of the ‘05 EPA ITC, LG&E and KU will share the credit
in proportion to their respective ownership interests in TC2. Thus, LG&E’s pro rata share of
the *05 EPA ITC will be 19 percent of $125,000,000, which is $23,750,000.

13, LG&E must give its pro rata share of the ‘05 EPA ITC the same rate treatment
that it had afforded all post-1971 investment tax credits pursuant to an election LG&E made
under former 26 U.S.C. § 46(f) in 1972, namely that LG&E will reduce its cost of service by
the amount of the credit it amortizes each year. This treatment is sometimes referred to as
the “ratable flow through method” and results in customers of LG&E receiving the benefit of
the $23,750,000 credit over the life of the plant consistent with how customers are charged
for depreciation of the plant. Although 26 U.S.C. § 46(f) has since been repealed, it
continues to apply to new investment tax credits such as the ‘05 EPA ITC through current 26
US.C. § 50(d)}2). Moreover, Internal Revenue Service Notice 2006-24 Section 2.05

explicitly states that 26 U.S.C. § 50 applies to this credit, thus requiring LG&E to continue to

¥ See 26 U.S.C. § 48A(b)(1) & (3).



normalize such credits in its traditional fashion. Failure to normalize the credit would result
in LG&E’s having to forfeit the credit, among other possible negative consequences.”

14.  The rate treatment LG&E must afford the ‘05 EPA ITC pursuant to its
election under former 26 U.S.C. § 46(f) is long-standing and well-acknowledged as
appropriate and necessary by the Commission. As early as 1979, in Case No. 7301 (an
LG&E rate case), the Commission recognized the authority of 26 U.S.C. § 46(f) concerning
the rate treatment of LG&E’s investment tax credits, stating, “...the resultant overall cost of
Applicant’s Capital is 9.04% which is further applied to the Company’s Job Development
Credit as required by Section 46(f) of the Internal Revenue Code.”!" In LG&E’s latest rate
case, Case No. 2003-00433, the Commission again recognized this principle.!! This rate
treatment of LG&E’s investment tax credits is, therefore, both required by federal law and
long-recognized by the Commission.

1S. To normalize its portion of the ‘05 EPA ITC, LG&E will record (separately or
as part of other periodic tax entries) on its financial statements: (1) a debit in FERC Account
No. 236 - Taxes Accrued and a credit in FERC Account No. 409 - Federal Income Tax
Expense; and (2) a debit in FERC Account No. 411.4 - Investment Tax Credit Adjustments
and a credit in FERC Account No. 255 - Accumulated Deferred Investment Tax Credit.
LG&E recorded entries in December 2006 with respect to the progress expenditure credits
claimed in that year, and will continue to make the entries through 2010, (projected in service

date) for a total of $23,750,000 based on current estimates.

? See current 26 U.8.C, §50(d)(2) and former 26 U.8.C. § 46().

 In the Matter of General Adjustments in Electric and Gas Rates of Louisville Gas and Electric Company,
Case No, 7301, Qrder at 7 (January 16, 1979).

Y In the Matter of an Adjustment of the Gas and Electric Rates, Terms, and Conditions of Louisville Gas and

Electric Company, Case No. 2003-00433, Order at 17-18 and Appx. E (June 30, 2004) (JDIC is accounted for
in capitalization but not in rate base).



LG&L will also record on its balance sheet a debit to FERC Account No. 255 -
Accumulated Deferred Investment Tax Credit, and a corresponding credit on its income
statement to FERC Account No. 4114 - Investment Tax Credit Adjustments. These
amortization entries will begin when the unit goes into service for tax purposes (projected to
be 2010) and will continue over the regulatory life of the unit. The air quality control system
and balance of the plant are currently estimated to have regulatory lives of 28.8 and 41.5
years, respectively.

16. LG&E will account separately for tax credits claimed on “eligible property”
for air quality confrol systems and for the balance of plant costs as such categories of
property have different regulatory lives.

17, Because LG&E’s elected rate treatment‘reduces LG&E's cost of service by
the amount of 05 EPA ITC amortization recorded in any calendar year, LG&E proposes also
to include in the calculation of its environmental surcharge a pro rata amount of its 05 EPA
ITC associated with the environmental pollution control equipment installed on TC2. The
Commission approved the recovery of this project (Project No. 18) as part of LG&E’s
Environmental Surcharge Compliance Plan in its December 22, 2006 Order in Case No.
2006-00208. Environmental pollution control equipment represents approximately 23% of
the “qualified investment” in TC2.

18.  LG&E proposes also to exclude the ECR rate base from electric rate base, and
to determine the percentage of electric rate base {excluding ECR) to total company rate base
when allocating capitalization in the next electric base rate case. Since the ECR revenue
requirement is derived by the rate base methodology, this proposal provides consistency

between electric rate base and capitalization, as well as ensuring that the ECR rate base not



recovered in base rates is excluded from the determination of base rates. This same

methodology has been used for many years to allocate the appropriate amount of capital

between LG&E’s electric and gas operations. ECR revenues and expenses will continue to

be excluded in the same manner as previously approved by the Commission and the Off-

System Sales adjustment will also remain in the calculation of adjusted Net Operating

Income.
19.

Application:

The following direct testimony of LG&E’s witnesses supports this

The testimony of Kent W. Blake, Vice President, State Regulation and
Rates, E.ON U.S. Services Inc., describes how LG&E will provide its
customers the benefit, consistent with Tax law, of its portion of the ‘05
EPA ITC, discusses a related ratemaking matter that arises from the
recognition of the ‘05 EPA ITC in both the environmental surcharge
and base rates to ensure no double counting of the credit, and presents
révised ES Forms 2.00 and 2.10.

The testimony of Mr. Ronald L. Miller, Director, Corporate Tax, E.ON
U.S. Services Inc., (1) describes the investment tax credit at issue in
this proceeding aﬁd summarizes the procesé by which LG&E obtained
it; (2) describes the tax accounting treatment of the credit; and (3)
states the consequences of not following the rate treatment for the tax

credit required by federal law.



WHEREFORE, Louisville Gas and Electric Company requests that the Commission
issue an order: (1) authorizing the inclusion in the calculation of LG&E’s environmental
surcharge of that portion of LG&E’s advanced coal project investment tax credit that is
related to projects approved for recovery through the environmental surcharge; (2) approving
the revised ES Forms 2.00 and 2.10; and (3) declaring the proposed rate base and
capitalization treatments of the 2005 Energy Policy Act Investment Tax Credit and the

proposed allocation of electric rate base fo be the appropriate ratemaking methods for the

determination of base rates.

Dated: May 4, 2007 Respectfully submitted,

Kendrick R. Riggs

W. Duncan Crosby 111

Stoll Keenon Ogden PLLC

2000 PNC Plaza

500 West Jefferson Street
Louisville, Kentucky 40202-2828
Telephone: (502) 333-6000

Allyson K. Sturgeon

Corporate Counsel

Louisville Gas and Electric Company
220 West Main Street

Post Office Box 32010

Louisville, Kentucky 40232
Telephone: (502) 627-2088

Counsel for Louisville Gas and
Electric Company



CERTIFICATE OF SERVICE

The undersigned hereby certifies that a true and correct copy of the foregoing Application
was served on the following persons on the 4™ day of May, 2007, U.S. mail, postage prepaid:

Dennis G. Howard, II

Assistant Attorney General

Office of the Kentucky Attorney General
Office of Rate Intervention

1024 Capital Center Drive, Suite 200
Frankfort, KY 40601-8204

Michael L. Kurtz

Boehm Kurtz & Lowry

36 Fast Seventh Street, Suite 1510
Cincinnati, OH 45202

A O A pp,,
Counsel for Louisville Gasand
Electric Company







Part Il - Administrative, Procedural, and Miscellaneous

Qualifying Advanced Coal Project Program

Nofice 2006-24

SECTION 1. PURPOSE

This notice establishes the qualifying advanced coal project program under
§ 48A(d) of the Internal Revenue Code. The purpose of the program is the deployment
of advanced coal-based generation technologies.

SECTION 2. BACKGROUND

.01 Section 46 provides that the amount of the investment credit for any taxable
year is the sum of the credits listed in § 46. Section 1307(a) of the Energy Policy Act of
2005, Pub. L. 109-58, 119 Stat. 594 (August 8, 2005) (the “Act”), amended § 46 fo add
two new credits to that list; the qualifying advanced coal project credit and the
qualifying gasification project credit.

.02 The qualifying advanced coat project credit is provided under § 48A, as
added by § 1307(b) of the Act. Section 48A(a) provides that the qualifying advanced
coal project credit for a taxable year is an amount equal to (1) 20 percent of the qualified
investment (as defined in § 48A(b)) for that taxable year in certified qualifying advanced
coal projects (as defined in § 48A(c)( 1) and (e)) using an integrated gasiﬁ'cation

combined cycle (IGCC) {as defined in § 48A(c)7)), and (2) 15 percent of the qualified



investment for that taxable year in other certified qualifying advanced coal
projects. |

.03 Section 48A(d)(3)(A) provides that the aggregate credits allowed
under § 48A(a) may not exceed $1.3 billion. Section 48A(d)}(3)B) provides that
(i) $800 million of credits are to be allocated to {GCC projects, and (i) $500
million of credifs are to be allocated to projects that use other advanced coal-
based generation technologies (as defined in § 48A(c)(2) and {f)).

.04 Section 48A(e}(3{A) provides that the credits for IGCC projects must
be allocated in accordance with the procedures set forth in § 48A(d), and in
relatively equal amounts to (i) projects using bituminous coal as a primary
feedstock, (i) projects using subbituminous coal as a primary feedstock, and (jii)
projects using lignite as a primary feedstock. Further, § 48A(e)(3)(B) provides
that IGCC projects that include (i) greenhouse gas capture capability (as defined
in § 48A{c)(5)), (ii) increased by-product utitization, and (jii}) other benefits must
be given high priority in the allocation of credits for IGCC projects.

.05 The at-risk rules in § 49 and the recapture and other special rules in
§ 50 apply to the qualifying advanced coal project credit. Further, the qualifying
advanced coal project credit generally is allowed in the taxable year in which the
eligible property (as defined in § 48A(c)(3)) is placed in service by the taxpayer.
Pursuant to § 48A(D)2)E), a taxpayer that receives a certification under
§ 48A(d)(2)(D) has 5 years from the date of issuance of the certification to place
the qualifying advanced coal project in service.

SECTION 3. QUALIFYING ADVANCED COAL PROJECT PROGRAM



Section 48A(d)(1) provides that the Secretary, in consultation with the
Secretary of Energy, shall establish a qualifying advanced coal project program
for the deployment of advanced coal-based generation technologies. The
Treasury Department and the Internal Revenue Service are establishing this
program under the rules set forth in sections 4 through 9 of this notice.
SECTION 4, ESTABLISHMENT OF QUALIFYING ADVANCED COAL
PROJECT PROGRAM

.01 in General. The Service will consider a project under the qualifying
advanced coal project program only if the U.S. Department of Energy ("“DOE”)
provides a certification of feasibility and consistency with energy policy goals
(“DOE certification”) for the project. Accordingly, a taxpayer must submit, for
each qualifying advanced coal project: (1) an application for certification by the
DOE (“application for DOE certification”), and (2) an application for certification
under § 48A(d)(2) by the Service (“application for § 48A certification”). Both
applications may be submitted only during the 3-year period beginning on
February 21, 2006. Certifications will be issued and credits will be ailocated to
projects in annual allocation rounds. The initiat aliocation round will be
conducted in 2006. If necessary, additional allocation rounds will be conducted
in 2007 and 2008.

.02 Program Specifications.

(1) The Service will determine the amount of the qualifying advanced
coal project credits allocated to a qualifying advanced coal project at the time the

Service accepts the application for § 48A certification for that project in



accordance with section 4.02(10) of this notice (see section 5 of this notice for
the requirements applicable to the application for DOE certification and the
application for § 48A certification).

(2) The qualifying advanced coal project credits of $1.3 billion and the
applications for certification will be separated into the following four pools:

(a) Projects using an advanced coal-based generation technology
other than IGCC. The aggregate amount of qualifying advanced coal project
credit for this pool is $500 million. The maximum amount of credits that will be
allocated to a project is $125 million.

(b} IGCC projects using bituminous coal as a primary feedstock. The
aggregate amount of qualifying advanced coal project credit for this pool is $267
miﬂion. The maximum amount of credits that wilt be allocated fo a project is
$133.5 miltion.

(c) IGCC projects using subbituminous coal as a primary feedstock.
The aggregate amount of qualifying advanced coal project credit for this pool is
$267 million. The maximum amount of credits that will be allocated to a project is
$133.5 million.

(d) IGCC projects using lignite as a primary feedstock. The aggregate
amount of qualifying advanced coal project credit for this pool is $266 million.
The maximum amount of credits that will be allocated to a project is $133 million.

(3) For projects using an advanced coal-based generation technology
other than IGCC, the aggregate credit of $500 million for this pool as described in

section 4.02(2)(a) of this notice will be allocated in the initial round of allocations



to projects providing the highest ratio of total nameplate generating capacity to
requested allocation of credits.

(4) For each IGCC pootl described in section 4.02(2)(b), (¢), and (d) of
this notice, the aggregate credit for that pool will be allocated as follows in the
initial round of allocations:

(a) The aggregate credit will be allocated first to the projects entitled to
priority under § 48A(e)(3)(B) for greenhouse gas capture capability or increased
by-product utilization.

(b) If the requested allocation of credits for these priority projects
exceeds the aggregate credit for the pool, the credit for that pool will be allocated
to the priority projects providing the highest ratio of total nameplate generating
capacity to requested allocation of credits.

(c) If the requested allocation of credits for the priority projects in a
poolf does not exceed the aggregate credit for the pool, the remaining amount of
the credit will be allocated to the nonpriority projects providing the highest ratio of
total nameplate generating capacity to requested allocation of credits.

(5) If the aggregate credit for a pool is not fully allocated in the initial
round of allocations in 2006, similar allocation rounds will be conducted in 2007
and 2008 until the aggregate credit is fully allocated. Generally, the resuits of
each year will be announced.

{6) If the same project would otherwise be allocated credits under both
the qualifying advanced coal project program under this notice and the qualifying

gasification project program under Notice 2006-25, 2006-11 I.R.B. ___, the



following rules apply:

(a) If the project is allocated the full amount of the qualifying advanced
coal project credit requested by the taxpayer, no qualifying gasification project
credit will be allocated to the project;

| (b) If the project is allocated the full amount of the quaiifying
gasification project credit requested by the taxpayer, no qualifying advanced coal
project credit wili be allocated to the project;

(c) If the project is allocated less than the full amount of the qualifying
advanced coal project credit requested by the taxpayer, the qualifying
gasification project credit may be allocated to the project with respect to the
qualified investment under § 48B for which a qualifying advanced coal project
credit is not allowed under § 48A; and

(d) If the project is allocated less than the full amount of the qualifying
gasification project credit requested by the taxpayer, the qualifying advanced
coal project credit may be allocated to the project with respect to the qualified
investment under § 48A for which a qualifying gasification project credit is not
aliowed under § 48B.

(7) For each allocation round there will be an annual application period
during which a taxpayer may file its application for § 48A certification. The
Service will consider a project in an allocation round only if the application for
§ 48A certification for the project is submitted during the application period for
that round and the DOE provides the DOE certification for the project before the

end of the application period.



(8) For the initial allocation round conducted in 2006, the application
period begins on February 21, 2006, and ends on October 2, 2006. Any
completed application for § 48A certification received by the Service before
October 3, 2006, will be deemed to be submitted by the taxpayer on Octaber 2,
2006. For 2007, the application period begins on Oclober 3, 2006, and ends on
October 1, 2007, and any completed application for § 48A certification received
by the Service after October 2, 2006, and before October 2, 2007, will be
deemed to be submitted by the taxpayer on October 1, 2007, For 2008, the
application period begins on October 2, 2007, and ends on QOctober 1, 2008, and
any completed application for § 48A certification received by the Service after
October 1, 2007, and before October 2, 2008, will be deemed to be submitted by
the taxpayer on October 1, 2008. For purposes of this nofice, an application that
is submitted by U.S. mail will be treated as received by the Service on the date of
the postmark and an application submitted by a private delivery service will be
treated as received by the Service on the date recorded or the date marked in
accordance with § 7502()(2)(C).

(9) See section 5.02 of this notice and Appendix B fo this notice for the
information to be submitted to the DOE in an application for DOE certification.
Appendix B to this notice also provides the instructions and address for filing the
appilication for DOE certification. The DOE will determine the feasibility of the
project and its consistency with energy policy goals and, if the project is
determined to be feasibie and consistent with energy policy goals, will provide a

DOE certification for the project to the Service. If an application for DOE



certification is postmarked on or before June 30 of a calendar year, the DOE will
determine the feasibility of the project and its consistency with energy policy
goals and (for projects determined to be feasible and consistent) provide the
DOE certification by October 1 of that calendar year.

(10) By November 30 of the calendar year in which an application for
§ 48A certification is deemed to be submitted (as determined under section
4.02(8) of this notice), the Service will accept or reject the taxpayer’s application
for § 48A certification and will notify the taxpayer, by letter, of its decision.

(11) If the taxpayer’s application for § 48A certification is accepted, the
acceptance letter will state the amount of the credit allocated to the project. Ifa
credit is allocated to a taxpayer's project, the taxpayer will be required to execute
a closing agreement in the form set forth in APPENDIX A to this notice. By
January 31 of the following year, the taxpayer must execute and return tﬁe
closing agreement to the Service at the appropriate address listed in section 5.04
of this notice or listed in tater guidance published in the Internal Revenue
Bulletin. The Service wili execute and return the closing agreement to the
taxpayer by March 31 of such following year. The executed closing agreement
applies only to the accepted taxpayer. Accordingly, any successor in interest
must exegute a new closing agreement with the Service. If the successor in
interest does not execute a new closing agreement, the following rules apply:

(a) In the case of an interest acquired at or before the time the
qualifying advanced coal project is placed in service, any credit allocated to the

project will be fully forfeited (and rules similar to the recapture rules of § 50(a)



~ apply with respect to qualified progress expenditures); and
(b) In the case of an interest acquired after the qualifying advanced

coal project is placed in service, the project ceases to be investment credit
property and the recapture rules of § 50(a) (and similar rules with respect to
qualified progress expenditures) apply.
SECTION 5. APPLICATIONS FOR CERTIF!CATIONS

.01 In General. An application for § 48A certification and a separate
application for DOE certification must be submitted for each qualifying advanced
coal project. If an application for DOE certification does not include ail of the
information required by section 5.02 of this notice and meet the requirements in
sections 7.01 and 7.02 of this notice, the DOE may decline to accept the
application. !f an application for § 48A certification does not include all of the
information listed in section 5.03 of this notice and meet the requirements in
sections 7.01 and 7.02 of this notice, the application will not be accepted by the
Service. |

.02 Information Required in the Application for DOE Certification. An

application for DOE certification must include all of the information requested in
Appendix B to this notice and all of the following:

(1} The name, address, and taxpayer identification number of the
taxpayer;

{2) The name and telephone number of a contact person;

(3) The name and address (or other unique identifying designation) of

the qualifying advanced coal project;



(4) A statement specifying whether the project is an IGCC project or a
qualifying advanced coal project that uses another advanced coal-based
technology;

(5) In the case of an IGCC project, a statement specifying the type of
coal {bituminous coal, subbituminous coal, or lignite) that will be the primary
feedstock. An application for DOE certification with respect to an IGCC project
will not be considered unless one of these types of coal is the primary feedstock.
For purposes of § 48A(e)(3)(A), a type of coal is the primary feedstock only if at
all times more than 50 percent of the cumulative total fuel input (coal and any
other fuel input) for the project will consist of that type of coal;

(6) The estimated total cost of the project and the estimated total
qualified investment in the eligible property that will be part of the project;

(7) The amount of the qualifying advanced coal project credit requested
for the project. The amount requested must not exceed the maximum amount
provided in section 4.02(2) of this notice;

(8) If the taxpayer is or will be requesting an amount of the qualifying
gasification project credit under § 48B for the same project, a statement
specifying the credit the taxpayer prefers to receive;

(9) A statement specifying whether the project is a new electric
generation unit (as defined in § 48A(c)(6)), a retrofit of an existing electric
generation unit, or a repower of an existing electric generation unit; and

(10) The exact total nameplate generating capacity of the project.

.03 Information Regquired in the Application for § 48A Certification.
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Pursuant to § 48A(d)(2)(B), an application for § 48A certification must include all
of the following:

(1) The name, address, and taxpayer identification number of the
taxpayer;

(2) The name and telephone number of a contact person. f necessary,
attach any required power of attorney, preferably on Form 2848, Power of
Attorney and Declaration of Representative; and

(3) A paper copy of the completed application for DOE certification
submiited with respect to the project in accordance with section 5.02 of this
notice.

.04 Instructions and Address for Filing § 48A Application. Applications for

§ 48A certification should be marked: SECTION 48A APPLICATION FOR
CERTIFICATION. There is no user fee for these applications.
(1) Applications submitted by U.S. mall must be sent to:
nternal Revenue Service
Attn: CC:PSI:8, Room 5313
P.O. Box 7604
Ben Franklin Station
Washington, DC 20044
Applications submitted by a private delivery service must be sent to:
Internal Revenue Service
Atin: CC:PS!:8, Room 5313
1111 Constitution Ave., N.W.
Washington, DC 20224
(2) Applications may also be hand delivered Monday through Friday
between the hours of 8 a.m. and 4 p.m. to:

Courier's Desk
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Internal Revenue Service

Attn: CC:PSI:6, Room 5313

1111 Constitution Avenue N.W.

Washington, DC 20224
SECTION 6. ISSUANCE OF CERTIFICATION

.01 In General. Section 48A(d)(2)(D) provides that a taxpayer shall have 2

years from the date of acceptance of the § 48A application during which to
provide evidence that the criteria set forth in § 48A(e)(2) have been met.
Pursuant to § 48A(e)(2), a project shall be eligible for certification only if (A) the
taxpayer has received alt federal and‘ state environmental authorizations or
reviews necessary to commence construction of the project, and (B) the
taxpayer, except in the case of a retrofit or repower of an existing generation unit,
has purchased or entered into a binding contract for the purchase of the main
steam turbine or turbines for the project, except that this contract may be
contingent upon receipt of a certification under § 48A(d)(2). Section 48A{d)(2)E)
provides that a taxpayer that receives a certification has 5 years from the date of
issuance of the certification to place the project in service and that the
certification is void if the project is not placed in service by the end of that five-

year period.

.02 Reguirements for Certification. Within 2 years from the date that the
Service accepts the taxpayer's application for § 48A certification under section
4.02(10) of this notice, the taxpayer must submit to the Service documentation
establishing that the requirements of § 48A(e)(2) are satisfied. See also sections

7.01 and 7.02 of this notice for other requirements that must be satisfied. The
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taxpayer should mark the package “SECTION 48A CERTIFICATION
REQUIREMENTS" and send it to the appropriate address listed in section 5.04 of
this notice or listed in later guidance published in the internal Revenue Bulietin.

.03 Service's Action on Certification. After receiving the material in section

6.02 of this nofice, the Service wili decide whether or not to certify the project and
will notify the taxpayer, by letter, of that decision. If the Service certifies the
project, the date of this letter is the date of issuance of the certification.
SECTION 7, OTHER REQUIREMENTS

.01 Signature. Each submission under sections 5 and 6 of this notice
must be signed and dated by the taxpayer. A stamped signature or faxed
signature is not permitted.

.02 Penalties of Perjury Statement,

(1) Each submission qnder sections 5 and 6 of this notice must be
accompanied by the following declaration: “Under penalties of perjury, | declare
that | have examined this submission, including accompanying documents, and,
to the best of my knowledge and belief, all of the facts contained herein are frue,
correct, and complete.”

(2) The declaration must be signed and dated by the taxpayer. The
person signing for the taxpayer must have personal knowledge of the facts. A
stamped signature or faxed signature is not permitted.

.03 Effect of an Acceptance, Aliocation, or Certification. An acceptance,

allocation, or certification by the Service under this notice is not a determination

that a project qualifies for the qualifying advanced coal project credit under
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§ 48A. The Service may, upon examination {and after any appropriate
consultation with DOE), determine that the project does not qualify for this credit.

.04 No Right to a Conference or Appeal. A taxpayer does not have a right

to a conference relating to any matters under this notice. Further, a taxpayer
does not have a right to appeal the decisions made under this nofice (including
the acceptance or rejection of the application for DOE or § 48A certification, the
amount of credit allocated to the project, or whether or not to certify the project)
to an Associate Chief Counsel or any other official of the Service.
SECTION 8. REVIEW AND REDISTRIBUTION

.01 In General. Section 48A(d}4)}A) provides that the credits allocated
under § 48A must be reviewed not later than August 8, 2011. Pursuant to
§ 48A(d)(4)(B), credits available under § 48A(d)(3)(B)(i) and (i) may be
realiocated if (i) there is an insufficient quantity of qualifying applications for
certification pending at the time of the review; or (ii) any certification made
pursuant to § 48A(d)(2) has been revoked pursuant to § 48AN2)D). If credits
under § 48A(d)(3)BXi) and (i) are available for realiocation, § 48A(d)(4)(C)
authorizes the conduct of an additional program for applications for certification.

.02 Review and Redistribution of Credits.

(1) In general. If, after the allocation round in 2008, the entire credit for
a pool is not fully subscribed (i.e., the aggregate credit for the pool has not been
fully allocated), the remaining credits from that pool will be reallocated to pools
that have been fully subscribed. Credits from pools noti fully subscribed will be

realfocated to fully subscribed pools in proportion to the aggregate amounts of
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credit specified for the fully subscribed pools in section 4.02(2) of this notice.
Future guidance will prescribe the procedures applicable to applications for
certification with respect {o the reallocated credits.

(2) Reduction or forfeiture of allocated credits. Under the closing

agreement set forth in Appendix A to this notice, the qualifying advanced coal
project credits allocated under section 4 of this notice will be reduced or forfeited
in certain situations. A taxpayer must notify the Service of the amount of any
reduction or forfeiture required under the closing agreement. This notification
must be sent to the appropriate address listed in section 5.04 of this notice or
Jisted in later guidance published in the Internal Revenue Bulletin.

The amount of any reduction or forfeiture of the allocated credits will be
returned to the appropriate allocation pool and included in the aggregate credit
remaining to be aliocated in the allocation round following the reduction or
forfeiture. If the reduction or forfeiture occurs after the allocation round in 2008,
future guidance will prescribe procedures applicable to applications for |
certification with respect to the returned credits.

SECTION 9. QUALIFIED PROGRESS EXPENDITURES

.01 Section 48A(b)(3) provides that rules similar to the rules of § 46(c){4)
and (d) (as in effect on the day before the enactment of the Revenue
Reconciliation Act of 1990) shall apply for purposes of § 48A. Former §§ 46(c)(4)
and 46(d) provided the rules for claiming the investment credit on qualified
progress expenditures (as defined in former § 46(d)(3)) made by a taxpayer

during the taxable year for the construction of progress expenditure property (as
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defined in former § 46(d)(2)).

.02 In the case of self-constructed property (as defined in former
§ 46(d}(5)A)), former § 46(d)(3)(A) defined qualified progress expenditures to
mean the amount that is properly chargeable (during the taxable year) to capital
account with respect to that property. With respect to a qualifying advanced coal
project that is self-constructed property, amounts paid or incurred are chargeable
to capital account at the time and to the exient they are propetrly includible in
computing basis under the taxpayer's method of accounting (for example, after
applying the requirements of § 461, including the economic performance
requirement of § 461(h)).

.03 To claim the qualifying advanced coal project credit on the gualified
progress expenditures paid or incurred by a taxpayer during the taxable year for
construction of a qualifying advanced coal project, the taxpayer must make an
election under the rules set forth in § 1.46-5(0) of the Income Tax Regulations. A
taxpayer may not make the qualified progress expenditures election for a
qualifying advanced coal project until the taxpayer has received an acceptance
letter for the project under section 4.02(10) of this notice.

.04 If a taxpayer makes the qualified progress expenditures election
pursuant to section 9.03 of this notice, rules similar to the recapture rules in
§ 50(a}(2)(A)-(D) apply. In addition to the cessation events listed in § 50(a)(2)(A),
examples of other events that will cause the project to cease being a qualifying
advanced coal project are:

(1) Failure to satisfy any of the certification requirements in § 48A(e)(2)
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within 2 years from the date that the Service accepted the taxpayer's application
for § 48A certification for the project under section 4.02(10) of this notice;

(2) Failure to receive a certification for the project in accordance with
section 6.03 of this notice;

(3) Failure to place the project in service within 5 years from the date of
issuance of the certification under section 6.03 qf this notice; or

(4) In the case of an |IGCC project that was entitied to priority under
§ 48A(e)(3)(B), failure to provide the priority benefit on the date the project is
placed in service.
SECTION 10. EFFECTIVE DATE

This nofice is effective February 21, 2006.

SECTION 11. PAPERWORK REDUCTION ACT

The collection of information contained in this notice has been reviewed
and approved by the Office of Management and Budget in accordance with the
Paperwork Reduction Act {44 U.S.C. 3507) under control number 1545-2003.

An agency may not conduct or sponsor, and a person is not required to
respond to, a coliection of information unless the collection of infermation
displays a valid OMB control number.

The collections of information in this notice are in sections 4, 5, 6, 7, 8,
and Appendix B of this notice. This information is required to obtain an aliocation
of qualifying advanced coal project credits. This information will be used by the
Service to verify that the taxpayer is eligible for the qualifying advanced coal

project credits. The collection of information is required to obtain a benefit. The
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likely respondents are business or other for-profit institutions.

The estimated total annual reporting burden is 4,950 hours.

The estimated annual burden per respondent varies from 70 to 150 haurs,
depending on individual circumstances, with an estimated average of 110 hours.
The estimated number of respondents is 45.

The estimated annual frequency of responses is on occasion.

Books or records relating to a collection of information must be retained as
long as their contents may become material in the administration of any internal
revenue law. Generally, tax returns and tax return information are confidentiaf,
as required by 26 U.S.C. 6103.

SECTION 12. DRAFTING INFORMATION

The principal author of this notice is Douglas H. Kim of the Office of
Associate Chief Counsel (Passthroughs & Special Industries). For further
information regarding this notice contact Mr. Kim at (202) 622-3110 (not a toll-

free call).
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APPENDIX A

CLOSING AGREEMENT

Under § 7121 of the Internal Revenue Code, [insert taxpayer's name,
address, and identifying number} (“Taxpayer”) and the Commissioner of Internal
Revenue (“Commissioner’) make the following closing agreement:

WHEREAS:

1. On or before October {insert date and year], Taxpayer submitted to the
Internal Revenue Service ("IRS"), an application for certification under the
qualifying advanced coal project program described in Notice 2006-24
(“Application for § 48A Certification”);

2. Taxpayer's Application for § 48A Certification is for the qualifying
advanced coal project (the “Project”) described below--

{1) The Project will use [insert either “an integrated gasification
combined cycle (as defined in § 48A(cK7))" or “an advanced coal-based
technology (as defined in § 48A(c)2) and (f)} other than an integrated
gasification combined cycle”};

(2) The Project will be located at [insert address or other identifying
designation];

(3) The Project is {insert either: “a new electric generation unit (as
defined in § 48A(c)(6))"; “a retrofit of an existing electric generation unit (as
defined in § 48A(c)(6))’; or "a repower of an existing electric generation unit (as

defined in § 48a(c)(6)");
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(4) The Project will have a total nameplate generating capacity of
finsert number] megawatts;

[if the Project is an integrated gasification combined cycle project, insert:

(5) At all times more than 50 percent of the cumulative total fuel
input (coal and any other fuel input) for the Project will be [insert either:
“bituminous coal”; “subbituminous coal”; or “lignite”};

(6) The Projectis entitied to priority under § 48A(e)(3)(B) for [insert
either: “greenhouse gas capture capability (as defined in § 48A(c)(5))";
“increased by-product utilization”; or “both greenhouse gas capture capability (as
defined in § 48A(c)(5)) and increased by-product utilization";] and

3. On or before November 30, [insert year], the IRS accepted Taxpayer's
Application for § 48A Certification for the Project and allocated a qualifying
advanced coal project credit under § 48A in the amount of $Jinsert number] to the
Project.

NOW IT IS HEREBY DETERMINED AND AGREED FOR FEDERAL INCOME
TAX PURPOSES THAT:

1. The total amount of the qualifying advanced coal project credit to be
claimed for the Project under § 48A(a) must not exceed $finsert the number in
WHEREAS clause #3].

2. If Taxpayer fails to satisfy any of the certificatioﬁ requirements in
§ 48A(e)(2) within 2 years of [insert date of acceptance letter issued under
section 4.02(10) of Notice 2006-24}, or if the IRS does not issue a certification for

the Project under Notice 2006-24, the qualifying advanced coal project credit in
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the amount of $[insert the number in WHEREAS clause #3] allocated to the
Project is fully forfeited.

3. if the Project is not placed in service by Taxpayer within 5 years of the
date of issuance of the certification as determined under section 6.03 of Notice
2008-24, the gualifying advanced coal project credit in the amount of $[insert the
number in WHEREAS clause #3] allocated to the Project is fully forfeited.

4. If the Project does not have a total nameplate generating capacity of
[insert the number in WHEREAS clause #2(4)] megawatts on the date the Project
is placed in service, the qualifying advanced coal project credit in the amount of
$[insert the number in WHEREAS clause #3] allocated to the Project is reduced
proportionately.

[if the Project is not an integrated gasification combined cycle project,
insert:

5. If the Project fails to satisfy any of the requirements in § 48A(e){(1) for a
qualifying advanced coal project--

(1) at the time the Project is placed in service, the qualifying advanced
coal project credit in the amount of ${insert the number in WHEREAS clause #3]
alfocated to the Project is fully forfeited; and

(2) after the Project is placed in service (and after satisfying all such
requirements at the time the Project is placed in service), the Project ceases to
be investment credit property and the recapture rufes of § 50(a) apply.]

[If the Project is an integrated gasification combined cycle project, insert:

5. (1) If the Project fails to satisfy any of the requirements in § 48A(e)(1)
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for a qualifying adyanced coal project--

(a) at the time the Project is placed in service, the qualifying
advanced coal project credit in the amount of $[insert the number in WHEREAS
clause #3] allocated to the Project is fuily forfeited; and

(b) after the Project is placed in service (and after satisfying all such
requirements at the time the Project is placed in service), the Project ceases to
be investment credit property and the recapture rules of § 50(a) apply.

(2) If at any time more than 50 percent of the cumulative total fuel input
{coal and any other fuel input) for the Project is not [insert the primary feedstock
in WHEREAS clause #2(5)], the Project ceases to be investment credit property
and the recapture rules of § 50(a) apply.

(3} If the Project fails to provide [insert priority benefits in WHEREAS
clause #2(8)] at the time the Project is placed in service, the qualifying advanced
coal project credit in the amount of ${insert the number in WHEREAS clause #3]
allocated to the Project is fully forfeited.}

6. Taxpayer will not claim the qualifying gasification project credit under
§ 488 for any qualified investment for which the qualifying advanced coal project
credit is allowed under § 48A.

7. If Taxpayer elects to claim the qualifying advanced coal project credit
on the qualified progress expenditures paid or incurred by Taxpayer during the
taxable year for construction of a quatifying advanced coal project, rules similar
to the recapture rules in § 50(a)(2)(A) through (D) apply.

8. This agreement applies only to Taxpayer. Any successor in interest
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must execute a new closing agreement with the IRS. if the interest is acquired at
or before the time the Project is placed in service and the successor in interest
fails to execute a new closing agreement, the qualifying advanced coal project
credit in the amount of ${insert the number in WHEREAS clause #3] allocated to
the Project is fully forfeited. if the interest is acquired after the time the Project is
placed in service and the successor in interest fails to execute a new closing
agreement, the Project ceases to be investment credit property and the recapture
rules of § 50(a) apply.
THIS AGREEMENT IS FINAL AND CONCLUSIVE EXCEPT:

1. The matter it relates to may be reopened in the event of fraud,
malfeasance, or misrepresentation of a materiai fact; |

2. It is subject fo the Internal Revenue Code sections that expressly
provide that effect be given to their provisions (including any stated exception for
§ 7122) notwithstanding any law or rule of law; and

3. If it relates to a tax period ending after the date of this Closing
Agreement, it is subject to any law enacted after such date, which applies to the

tax period.

By signing, the parties certify that they have read and agreed to the terms of this

Closing Agreement.

Taxpayer: [insert name and identifying number]

By: ‘ Date Signed:
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[insert name]

Title: [insert title]
[insert taxpayer's name}

Commissioner of Internal Revenue

By: Date Signed:
[insert name]

Title: Associate Chief Counsel, Passthroughs and Special Industries, CC:PS|
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I have examined the specific matters involved and recommend the
acceptance of the proposed agreement.
Receiving Officer) o e

(Title) et
Date Signed ..o

I have reviewed the specific matters involved and recommend the
acceptance of the proposed agreement.

(Reviewing Officer)

(TitIE) vrvrrrerrercree et ire s
Date SigNned  ..ovvvveveorenrenee e
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APPENDIX B
APPLICATION FOR DOE CERTIFICATION

REQUEST FOR SUPPLEMENTAL APPLICATION INFORMATION FOR DOE

Pursuant to Notice 2006-24 establishing the Qualifying Advanced Coal Project
Program, the Internal Revenue Service (‘IRS") will allocate a credit under § 48A
of the internal Revenue Code to a project only if, among other things, the IRS
receives from the Department of Energy ("DOE") a certification of feasibility and
consistency with energy palicy goals ("DOE certification”) for the project. This
DOE certification shall assure that the applications selected meet the
requirements of § 48A and the intent of § 48A to provide credits to projects that

are both technically and economically feasible.

The IRS and DOE seek to certify applications that demonstrate a high likelihood
of being successfuily implemented by the applicants. To qualify, projects must

be economically feasible and use the appropriate clean coal technology.

This request for submission of supplementai application information:

1. Describes the information to be provided by the applicant seeking a

DOE certification, and

2. Lists the evaluation criteria, and Program Policy Factors to be used by

DOE in the evaluation of applications.
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In conducting this evaiuation, the DOE may utilize assistance and advice from
 qualified personnel from other Federal agencies and/or non-conflicted
contractors. DOE will obtain assurances in advance from all evaluators that
application information shall be kept confidential and used only for evaluation
purposes. DOE reserves the right to request clarifications and/or supplemental
information from some or all applicants through written submissions and/or orat

presentations.

Notice is given that DOE may determine whether or not to provide a DOE
certification to the IRS at any time afler the application has been received,
without further exchanges or discussions. Therefore, all applicants are advised to

submit their most complete and responsive application.

Applications will not be returned.

SUBMISSION INFORMATION FOR DOE CERTIFICATION APPLICATION

A. General

This request, together with the information in sections 5.02, 7.01, and 7.02 of
Notice 2006-24 includes all the information needed to complete an application for

DOE certification. All applications shall be prepared in accordance with this

request in order to provide a standard basis for evaluation and to ensure that
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each application will be uniform as to format and sequence.

Each application should clearly demonstrate the applicant’s capability,

knowledge, and experience in regard to the requirements described herein.
Applicants should fully address the requirements of Notice 2006-24 and this
request and not rely on the presumed background knowledge of reviewers.

DOE may reject an application that does not follow the instructions regarding the
organization and content of the application when the nature of the deviation
and/or omission precludes meaningful review of the application.

B. Unnecessarily Elaborate Applications

Unnecessarily elaborate brochures or other presentations beyond those sufficient
to present a complete and effective application are not desired. Elaborate art
work, graphics and pictures are neither required nor encouraged.

C. Application Submission for DOE Certification

The application submission to DOE must include the information and

documentation required by sections 5.02, 7.01, and 7.02 of Notice 2006-24.

A project will not be considered in the allocation round conducted in a calendar
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year uniess the application for DOE certification of the project is postmarked by
June 30 of that calendar year. Two paper copies and one electronic version on a
floppy disc or a CD of the Application must be submitted to:

Melissa Robe

National Energy Technology Laboratory

3610 Collins Ferry Road

Morgantown, WV 26507

Note that under section 5 of Notice 2006-24, one paper copy must be sent to the
RS as part of the application for IRS certification. The project will not be
considered in the allocation round conducted in a calendar year uniess the

application is submitted to the IRS by the date specified for that calendar year in

section 4.02(8) of Notice 2006-24.

THE INFORMATION REQUIRED BY THIS REQUEST MUST BE SUBMITTED
USING THE FORMAT AND THE HEADINGS OF THE “PROJECT

INFORMATION MEMORANDUM” AS DESCRIBED BELOW.

To aid in evaluation, applications shall be clearly and concisely written and
jogically assembled. All pages of each part shall be appropriately numbered and

identified with the name of the applicant and the date.

The application, including the Project Information Memorandum, MUST be

formatted in one of the following software applications:

Microsoft Word™ 2002 or later edition
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Microsoft Excel™ 2002 or later edition

Adobe Acrobat™ PDF 6.0 or later edition

Financial models should be submitted using the Excel"™ spreadsheet and must

include calculation formulas and assumptions.

The applicant is responsible for the integrity and structure of the electronic files.
The DOE will not be responsible for reformatting, restructuring or converting any

files submitted under this announcement.

The Project information Memorandum, excluding Appendices, shali not exceed
seventy-five (75) pages. Pages in excess of the page limitation will not be
considered for evaluation. All text shali be typed, single spaced, using 12 point
font, 1 inch margins, and unreduced 8-1/2-inch by 11-inch pages. lllustrations
and charts shall be legible with all text in legible font. Pages shall be sequentially
numbered. Except as otherwise noted herein the page guidelines previously set
forth constitute a limitation on the total amount of material that may be submitted
for evaluation. No material may be incorporated in any application by reference

as a means to circumvent the page limitation.
D. Form of Project Information Memorandum

PROJECT INFORMATION MEMORANDUM
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SUMMARY AND INTRODUCTION

» Description of the Project

« Financing and Ownership Structure

. Describe the main parties to the project, including background,
ownership and related experience

» Current Project Status and Schedule to Beginning of Construction

TECHNOLOGY AND TECHNICAL INFORMATION

Provide a description of the proposed technology, including sufficient
supporting information (such as process flow diagrams, equipment
descriptions, information on each major process unit and the total plant,
compositions of major streams, and the technica! plan for achieving the
goals proposed for the project) as would be needed to aliow DOE to
confirm that the technical requirements of § 48A could, in principle, be

met. Specifically the applicant shouid:
» Provide evidence sufficient to demonstrate that the proposed

technology meets the definition of “Advanced Coal-Based Generation

Technology,” either as integrated gasification combined cycle (IGCC)
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technology, or other advanced coal-based electric generation
tachnology meeting the heat rate requirement of 8530 BiwkWh
o The applicant must provide actual heat rate and heat rate
corrected to conditions specified in § 48A(f{2)
o For projects including existing units, the applicant must
provide information sufficient to justify that the proposed
technology meets heat rate requirements specified in
- §48A(1)(3)
« Provide evidence sufficient to ensure that the proposed project is

designed to meet the following performance requirements:

o 802 percentremoval........ 99 percent

o NOxemissions............... 0.07 lbs { MMBTU
o PM emissions................. 0.015 lbs f MMBTU
o Hg percent removal.......... 90 percent

. Provide evidence sufficient to demonstrate that the project meets the
requirements for qualifying advanced coal projects as specified under
§ 48A(e)(1) including:
o The project will power a new electric generation unit or
retrofitfrepower an existing electric generation unit. At least
50% of the useful output of the project is electrical power..
o The fuel for the project is at least 75% coal (as defined in

§ 48A(c)(4)), on an energy input basis.
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HI.

o The project is located at one site and has a total nameplate

electric power generating capacity of at least 400 MW.

. Provide information and data, including examples of prior similar

projects completed by applicant, EPC contractor, and suppliers of
major subsystems or equipment which support the capabilities of the

applicant to construct and operate the facility.

» Inciude the project status and relevant information from ongoing

engineering activities. Also include in an appendix any engineering
report or reports used by the applicant to develop the project and to

estimate costs and operating performance.

PRIORITY FOR INTEGRATED GASFICIATION COMBINED CYCLE

PROJECTS

For IGCC Projects, the applicant must submit information sufficient for

categorization and prioritization of projects for certification, including:

« ldentification of the primary feedstock (as defined in section 5.02(5) of
Notice 2006-24), and all other feedstocks.

. If applicabie, evidence demonstrating that the project will be capable of
adding components that can capture, separate and permanently
sequester greenhouse gases.

» A plan showing how project by-products will be marketed and utilized.
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. Other benefits, if any.

V. SITE CONTROL AND OWNERSHIP

. Provide evidence that the applicant owns or controls a site in the
United States of sufficient size to allow the proposed project to be
constructed and operated on a long-term basis.

. Describe the current infrastructure at the site available fo meet the
needs of the proiect.

. Provide information supporting applicant's conclusion that the
proposed site can fully meet all environmental, coal supply, water

supply, transmission interconnect, and public policy requirements.

V. UTILIZATION OF PROJECT OQUTPUT

. A projection of the anticipated costs of elecfricity and other marketable
by-products produced by the piant.

. Provide evidence that a majority of the output of the plant is reasonably
expected to be acquired or utilized.

. Describe any energy sales arrangements that exist or that may be
contemplated, e.g., Power Purchase Agreement or Energy Sales

Agreement, and summaries of their key terms and conditions.



« Include as an appendix any independent Energy Price Market Study
that has been done in connection with this project, or if no independent
market study has been completed, provide a copy of the app!icantw‘
prepared market study.

. ldentify and describe any firm arrangements to sell non-power oufput,
and provide any evidence of such arrangements. If the project
produces a product in addition to power, inciude as an appendix any
related market study of price and volume of saies_ expected for that

product.
Vi. PROJECT ECONOMICS
Describe the project economics and provide satisfactdry evidence of
economic feasibility as dermonstrated through the financial forecast and

the underlying project assumptions.

Discuss the market potential for the proposed technology beyond the

project proposed by the applicant.

Show calculation of the amount of tax credit appled for based on

allowable cost.

Vil  PROJECT DEVELOPMENT AND FINANCIAL PLAN
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Provide the total project budget and major plant costs, e.g., development,
operating, capital, construction, and financing costs. Describe the overall
approach to project development and financing sufficient to demonstrate
project viability. Provide a complete explanation of the source and amount
of project equity. Provide a complete explanation of the source and
amount of project debt. Provide the audited financial statements for the
applicant for the most recently ended three fiscal years, and the unaudited

quarterly interim financial statements for the current fiscal year.

For internally financed projects, provide evidence that the applicant has
sufficient assets to fund the project with its own resources. |dentify any
internal approvals required to commit such assets. Inciude in an appendix
copies of any board resolution or other approval authorizing the applicant

to commit funds and proceed with the project.

For projects financed through debt instruments either unsecured or
secured by assets other than the project, provide evidence that the
applicant has sufficient creditworthiness to obtain such financing along
with a discussion of the status of such instruments. Identify any internal
approvals required to commit the applicant to pursue such financing.
include in an appendix, copies of any board resolution or other approval

authorizing the applicant to commit to such financing.
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For projects financed through investor equity contributions, discuss the
source and status of each contribution. Discuss each investor’s financial
capability to meet its commitments. Include in an appendix, copies of any

executed investment agreements.

If financing through a public offering or private placement of either debt or
equity is planned for the project, provide the expected debt rating for the
issue and an explanation of applicant’s justification for the rating.
Describe the status of any discussions with prospective investment

bankers or other financial advisors.

For projects employing nonrecourse debt financing, provide a complete

discussion of the approach to, and status of, such financing.

in an appendix, provide (1) an Excel based financial model of the project,
with formulas, so that review of the mdde! calculations and assumptions
may be facilitated; provide pro-forma project financial, economic, capital
cost, and operating assumptions, including detail of all project capital
costs, development costs, inferest during construction, transmission
interconnection costs, other operating expenses, and all other costs and
expenses, and (2) a report of an independent financial analyst in

accordance with the instructions in Section G of this Appendix B.
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vili, PROJECT CONTRACT STRUCTURE

Describe the cumrent status of each of the agreements set forth below.
Include as an appendix copies of the contracts or summaries of the key

provisions of each of the fo!iowing agreements:

. Power Purchase Agreement (if not fully explained in Section V)

. Coal Supply: describe the source and price of coal supply for the project.
include as an appendix any studies of coal supply price and amount that
have been prepared. Include a summary of the coal supply contract and a
copy of the contract.

. Coal trar_ssportation: explain the arrangements for transporting coal,
including costs.

. Operations & Maintenance Agreement: include a summary of the terms
and conditions of the contract and a copy of the contract.

. Shareholders Agreement: summarize key terms and include the
agreement as an appendix.

« Engineering, Procurement and Construction Agreement: describe the key
terms of the existing or expected EPC confract arrangement, including
firm price, liquidated damages, hold-backs, performance guarantees, etc.

. Water Supply Agreement: confirm the amount, source, and cost of water

supply.
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Xi,

Transmission interconnection agreement: explain the requirements to
connect fo the system and the current status of negotiations in this

respect.
PERMITS INCLUDING EVIRONMENTAL AUTHORIZATIONS

Provide a complete list of all federal, state, and local permits, including
environmental authorizations or reviews, Inecessary to commence
construction of the project.

Explain what actions have been taken to date to satisfy the required
authorizations and reviews, and the status of each.

Provide a description of the applicant’s plan to obtain and complete all

necessary permits, and environmental authorizations and reviews.
STEAM TURBINE PURCHASE

If applicant plans o purchase a steam turbine or turbines for the project,
indicate the prospective vendors for the turbine and explain the current
status of purchase ﬁegotiations, and provide a timeline for negotiation and

purchase with expected purchase date.

PROJECT SCHEDULE
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. Provide an overall project schedule which includes technical, business,
financial, permitting and other factors to substantiate that the project will
meet the 2 year project certification and 5 year placed-in-service

requirement.

APPENDICES

+ Independent Financial Report.

» Copy of internal or external engineering reports.

. Copy of site plan, together with evidence that applicant owns or controls a
site. Examples of evidence would include a deed, or an executed contract
to purchase or lease the site.

. Information supporting applicant's conclusion that the site is fully
acceptable as the project site with respect to environment, coal supply,
water supply, transmission interconnect, and public policy reasons.

» Power Purchase or Energy Sales Agreement.

. Energy Market Study.

. Market Study for non-power output.

. Financial Modei of project.

. Audited financial statements for the applicant for the most recently ended
three fiscal years, and the unaudited quarterly interim financial statements

for the current fiscal year.
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. For each project contract, if no contract cusrently exists, provide a
summary of the expected terms and conditions.
. List of all federal, state, and local permits, including environmental

authorizations or reviews, necessary to commence construction.

. If an appendix listed above is not provided, include in its place a complete

explanation of the reasons for the omission.

E. Evaluation Criteria

Advanced coal projects: will be evaluated on whether they meet all the

© requirements of § 48A.

Technical: will be evaluated on whether the applicant has demonstrated the

capability to accomplish the technical objectives.

Site: will be evaluated on the basis that the site requirement for ownership or

controi has been met, and that the site is suitable for the proposed project.
Economic: will be evaluated on whether the project has demonstrated economic

feasibility, taking into consideration the submitted financial and project

development and structural information and financial plan.
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Schedule: will be evaluated on the applicant’s ability to meet the 2 year project

certification and the 5 year placed-in-service requirement.

F. Program Policy Factors to be used by DOE in the evaluation of

applications and a description of how they will be applied.

These factors, while not indicators of the applicant’'s merit, .q., technical
excellence, cost, applicant's ability, etc., may be essential to the process of
selecting the application(s) that, individually or collectively, will best achieve the
objectives the authorizing legislation. Such factors are often beyond the control
of the applicant. Appﬁcan:s should recognize that some very good applications
may not receive selection for certification because they do not fit within a mix of
projects and technologies that maximize the probability of achieving the overall
objective of deployment of advanced coal-based generation technology.
Therefore, the following Program Policy Factors may be used individually or
collectively by DOE following application of evaluation criteria o determine which

of the applications shall receive certification by DOE.

o Diversity of technology approaches and methods
¢ Geographic distribution of potential markets
¢ Presentation of unique environmental, economic, or performance

benefits
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G.

Instructions for independent financial reports

The applicant shall provide an independent report by a qualified Independent
Financial Analyst (such as a bank, investment bank, or other independent
financial advisory firm). in the report, the lndependeht Financial Analyst shall
describe qualifications and experience that establish the Analyst’s
competence to evaluate project financing for projects similar in scope and
size to the Applicant’s project. The Independent Financial Analyst shali
provide a thorough, independent review of the Applicant’s approach to project
financing. The report shall include the opinion of the independent Financial
Analyst as to the Applicant’s likelihood to achieve financial closure in

accordance with the Applicant's financing plan.

Required Certification by Independent Financial Analyst:

The report shall be certified by the Independent Financial Analyst, who
shall (a) acknowledge that the report has been prepared for submission
to the Department of Energy as a part of an application by applicant for
an investment credit, and (b) certify that the Independent Financial
Analyst has no obligation to the applicant and has acted to the best of

its ability as an independent expert.

At a minimum, the Independent Financiai Analyst shall:
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Review the financial modael.

Review the project financial assumptions, including economic, capital
costs, operating assumptions, and all project development costs.

Review the financial calculations, including rates of return and coverage
ratios.

Confirm the calculation of the amount of the tax credit applied for.

Review the project development cost budget.

Review and comment on the source of funding and evidence of funding.
Review and comment on project debt and equity sources.

Confirm that the application includes the required financial reports and
debt ratings.

Describe and comment on the capabilities of the applicant to provide the
required financing for the project, and the likelihcod of obtaining financing
from a source other than the applicant, if such financing is required by the

project.
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Prbject Information Memorandum
I. Summary and Introduction
o Description of the Project

Kentucky Utilities Company (“KU”) and Louisville Gas and Electric Company (“LG&E")
(referred to herein as “the Companies™) will construct an Advanced Coal-based Generation
Technology project Trimble County Unit 2 (“TC2”). The unit is a nominal 750 net MW super-
critical pulverized coal (“SCPC”) facility with the latest coal combustion technology, as well as
the latest technological advances in efficiency and environmental controls. This new facility will
be located at Trimble County Station in Bedford, Kentucky, along the Ohic River, the site of
Trimble County Unit 1 (*TC17), a 511 MW coal-fired facility. TC2 will be a joint project
between the Companies, which will own 75% of the project, and the Indiana Municipal Power
Agency (“IMPA”) and the Illinois Municipal Electric Agency (“IMEA™), which will jointly own
25% of the project, and will serve the needs of the native load customers of these entities. This
project is a new electric generating unit with construction to be completed and unit
commercialization to take place in year 2010. The nameplate generating capacity is a nominal
750 net MW.

The estimated total cost of the project is approximately $1.1 billion. The estimated amount of
qualified investment in eligible property is approximately $876 million. The amount of
qualifying advanced coal project credit requested for the project is $125 million.

The following table summarizes the essential requirements for qualification for tax credit, as well
as the associated values proving the qualification of this project. The balance of this document
explains this qualification in detail.
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Summary of 'Qualifying Criteria Requirements
Table 1
Criteria Requirement Trimble County Unit 2
Heat Rate 8530 BuwkWh 8350 BtwkWh
SO; percent removal 99% 99%
NO, emissions 0.07 tbs'MMBtu 0.04 lbs/MMBtu (guaranteed)
0.05 Ibs/MMBtu (permitted)
PM emissions 0.015 lbs/MMBtu 0.015 lbs/MMB
Hg percent removal 90% 90%

Project to power

New electric generation OR
Retrofit/repower existing

New electric generation

Amount of project is At least 50% 100%
electrical power
Fuel At least 75% coal 100% coal

Project location At one site Yes; Trimble County Station, 487
Corn Creek Rd, Bedford, KY
40006

Nameplate At least 400 MW Nominal 750 net MW

Project Status Ongoing engineering Approved by State agencies with

activities permits and contracts in place.

Refer to Project Milestone
Schedule in Appendix A

Project Type IGCC or qualifying Qualifying advanced coal project

advanced coal project

The new TC2 unit will be powered by an SCPC boiler and steam turbine generator that utilize
the latest technological advances in efficiency and environmental controls. The Companies
place a high value on efficiency and environmental stewardship, selecting SCPC over a lower
cost, less efficient sub-critical pulverized coal facility or a less efficient circulating fluidized bed
plant. Moreover, steam cycle conditions were reviewed and raised to the highest conditions for
which commercial guarantees were available and reliable operation could be expected with the
5.5 1bs SO/MMBtu performance fuel.

TC2 will clearly satisfy the requirements of Section 48A of the Internal Revenue Code in terms
of the required design net heat rate. The Guaranteed Design Net Heat Rate provided by Bechtel
in the EPC Agreement is 8662 BtwkWh. When that heat rate is corrected for the fuel heat
content and respective atmospheric conditions, as required by Section 48A(f)(2), TC2 has a
calculated Design Net Heat Rate of 8350 Btw/kWh, as seen in Table 1. This is further described
in the Heat Rate portion of Section II of this Application.

TC2 will easily satisfy the environmental performance requirements of Section 48A, as well.
TC2 will be the most environmentally friendly coal-fired unit in Kentucky with lower permit

18
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limits for sulfur dioxide (“SO,™) and nitrogen oxide (“NO,”) emissions than any other existing or
currently planned coal unit in Kentucky. TC2 will be designed to achieve emission levels which
are beyond Best Available Control Technology (“BACT”) in several areas, using state-of-the-art
emission control technologies. First, in terms of mercury removal, TC2 will be guaranteed to
achieve 90% Mercury removal, matching the Section 48A Mercury removal design requirement.
The 90% Mercury removal guarameed for TC2 1s necessary to provide a reasonable operating
margin to meet the Mercury emission limit of 13 x 10 ° Lb/MWh contained in the project’s Air
Permit. The Environmental Protection Agency’s Clean Air Mercury Rule would provide a limit
of more than 21 x 10° Lb/MWh. The Mercury limit will be met by a selective catalytic
reduction system (“SCR™), a dry electrostatic precipitator (“DESP”), an activated carbon
injection systemn, a pulse jet fabric filter (“PJFF”), a wet flue gas desulfurization system
(“WFGD?”) and a wet electrostatic precipitator (“WESP”’).

With other adjustments being made to TC1, SO, and NOy emissions from both TC1 and TC2
will not exceed currently permitted limits for the Trimble County Station site, even after the
addition of the TC2. Nevertheless, while TC2 was able to net out of the Prevention of
Significant Deterioration regulations for SO; and NOy and thus BACT does not apply, it will still
be designed to meet 0.05 Lb/MMBtu NO, which is over 28% better than the Section 48A
requirement of 0.07 Lb/MMBtu and have a 99% SO, removal rate guarantee which equals the
Section 48A requirement for SO, removal efficiency.

Finally TC2 will be designed to limit filterable and condensable particulate matter (“PM”)
emissions to 0.015 Ibs/MMBtu. This will be accomplished by installing a DESP, a PJFF and a
WESP.

The heat rate and emission limits quoted above as design values are vendor guarantees with
liquidated damages or make right requirements contained in executed purchase orders. Hitachi
American Limited (“HAL”) will supply the steam turbine generator. Wheelabrator Air Pollution
Control, Inc. (“WAPC”) will supply the air quality control system and Mitsui Babcock Energy
Ltd. (“MBEL”) will supply the boiler. Bechtel Power Corporation (“Bechtel”), the engineering,
procurement and construction (“EPC”) contractor for TC2, will design and construct TC2 and
provide the ultimate guarantee of TC2 emissions and performance to the Companies.

o Financing and Ownership Structure

The TC2 project will be owned by KU (60.75%) and LG&E (14.25%), with the remaining 25%
to be owned by IMEA and IMPA. Both KU and LG&E are operating subsidiaries of E.ON U.S.
LLC (“E.ON U.8.”). KU and LG&E together account for the majority of the revenues of E.ON
U.S. E.ON US. is ultimately owned by E.ON AG (“E.ON”}, an integrated power and gas
company based in Dusseldorf, Germany, with 2005 revenues of nearly $67 billion and 2005 net
income of $8.8 billion. E.ON’s primary areas of operation include central and eastern Europe,
the United Kingdom, Scandinavia, and the U.S.

The financing of the TC2 project will include a variety of funding sources, as explained below in
greater detail. The Agencies will fund their pro-rata share of costs as incurred and have already
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issued bonds to fund these respective shares. KU and LG&E will fund the project with a
combination of internal cash flow, equity contributions from E.ON U.S., tax-exempt bonds and
intercompany financing from E.ON AG affiliates.

« Describe the main parties to the project, including background, ownership and
related experience

L.G&E is a wholly-owned subsidiary of E.ON U.S. LG&E was incorporated in 1913 in
Kentucky. LG&E is a regulated public utility company that supplies natural gas to approximately
324,000 customers and electricity to approximately 396,000 customers in Louisville and adjacent
areas in Kentucky. LG&E owns and operates power plants with a generating capacity of 3,514
MW.

KU is a wholly owned subsidiary of E.ON U.S. KU was incorporated in 1912 in Kentucky and
1991 in Virginia. KU is a regulated public utility company that provides electricity to
approximately 496,000 customers in over 600 communities and adjacent suburban and rural
areas in 77 counties in Kentucky and approximately 30,000 customers in 5 counties in Virginia.
In Virginia, KU operates under the name Old Dominion Power Company. KU owns and operates
power plants with a generating capacity of 4,570 MW.

LG&E and KU are each subsidiaries of E.ON U.S. Effective December 1, 2005, LG&E Energy
LLC was renamed E.ON U.S. Previously, effective December 30, 2003, LG&E Energy LLC
had become the successor, by assignment and subsequent merger, to all the assets and Habilities
of LG&E Energy Corp. E.ON U.S. is a subsidiary of E.ON, a German corporation. E.ON
acquired LG&E Energy through its July 1, 2002 acquisition of Powergen plc, now Powergen
Limited (“Powergen™), a United Kingdom company and holding company for E.ON UX. plc,
E.ON’s United Kingdom market unit operating parent. LG&E and KU are now indirect
subsidiaries of E.ON. As a result of these acquisitions and otherwise, E.ON and E.ON U.S. are
registered as holding companies under PUHCA 2005 and were formerly registered holding
companies under PUHCA 1935.

L.G&E and KU have a long history of successfully building and operating power plants and
constructing air quality control equipment. In 1937, LG&E instailed one of the first electrostatic
precipitators for particulate matter control and, in 1973, was the first utility in the nation to install
scrubbers on its power plant units to reduce sulfur dioxide emissions. LG&E partnered with the
Department of Energy in the early 1970’s on an experimental scrubber project. LG&E and KU
have recently installed SCR equipment and WFGD equipment on most of their coal-fired units to
further reduce NOy and SO, emissions. The operation of the new equipment has performed better
than specifications and ranks in the top tier of utilities in the United States.

IMPA is a not-for-profit corporation and a political subdivision of the State of Indiana. IMPA
was created in 1980 for the purpose of jointly financing, developing, owning and operating
electric generation and transmission facilities appropriate to the present and projected energy
needs of its participating members. IMPA sells power to its members under long-term power
sales contracts. IMPA’s owned and member-dedicated generating capacity is 8§11 megawatts.
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IMEA is a not-for-profit, municipal corporation and unit of local government of the State of
Illinois. IMEA was created in 1984 for the purpose to jointly plan, finance, own and operate
facilities for the generation and transmission of electric power to provide for the current and
projected energy needs of the purchasing members. IMEA has forty members, each of which is a
municipal corporation in the State of Illinois and owns and operates a municipal electric
distribution system.

«  Current Project Status and Schedule to Beginning of Construction

The project continues to progress according to the Project Milestone Schedule. Purchase orders
were issued to HAL for the turbine and WAPC for the air quality control system in April 2006.
A purchase order was issued to MBEL for the boiler in May 2006. These purchase orders have a
total value of more than $300 million. Bechtel has commenced the detailed engineering for the
project with their sub-suppliers and placed orders for critical pipe. Site mobilization is scheduled
for July 5, 2006.

The overall Summary Schedule of TC2 Project is shown on page 23 of Mr. John Voyles’
testimony as Exhibit JNV-5 in the TC2 CCN and can be seen in Appendix B. Construction of
TC2 will be primarily performed through a single EPC contract that will primarily include the
boiler, air pollution equipment, and turbine generating systems. The Companies expect actual
construction to take approximately four years. The current milestone summary is shown in
Appendix A.

II. Technology and Technical Infermation

«  Provide a description of the proposed technology, including sufficient supporting
information (such as process flow diagrams, equipment descriptions, information on
each major process unit and the total plant, compositions of major streams, and the
technical plan for achieving the goals proposed for the project}) as would be needed
to allow DOE to confirm that the technical requirements of § 484 could, in principle,
be met.

A) Primary Equipment and Systems

TC2 utilizes the latest combustion technologies, demonstrating that combustion technologies will
continue to play a vital role in meeting the needs of electric consumers. TC2’s primary
equipment and systems are described below.

1) Boiler / Steam Turbine

The boiler proposed for TC2 will be a supercritical boiler burning pulverized coal (“PC”) with

main steam properties of 3690 psia and 1075°F. Supercritical boilers operate above the critical
pressure of water (i.e. pressure at which the density of steam and water are the same). By
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operating at increased steam pressures and temperatures, greater cycle efficiencies and lower
emnissions are achieved.

The boiler is designed to burn a range of fuels. The boiler will burn a maximum of 6,942
MMBtwhr or approximately 348 tons of the performance fuel per hour. The performance fuel is
comprised of a blend of high sulfur eastern bituminous coal (70%) and low sulfur western sub-
bituminous coal (30%) with a 5.5 Ibs/MMBtu SO, weighted average and 9970 Ibs/MMBtu heat
content. Startup and stabilization fuel will be Number 2 fuel oil.

The Guaranteed Heat Balance is provided schematically in Appendix C on Diagram Guarantee
Heat Balance 310SC38-341.

The boiler is an opposed wall-firing design, designed to maximize efficiency and minimize
emissions. For example, low NOy burners and advanced combustion controls will be used in the
boiler to reduce emissions by minimizing NOy formation in the boiler. Good combustion
practices will be utilized to control volatile organic compounds (“VOC”) and carbon monoxide
{(“CO") formation.

The steam turbine is an extraction condensing reheat type using approximately 3690 psia,
1075°F/1075°F throttle steam and eight stages of steam extraction for feedwater heating. The
steam turbine is a four casing design: high pressure (“HP”), intermediate pressure (“IP""} and two
low pressure (“LP”) sections. See boiler design drawings in Appendix D.

2) Steam Cycle

The boiler is estimated to generate 5.15 million pounds of steam per hour. Feedwater will flow
through the economizer and into the furnace waterwall tubes where it is converted to steam. The
steam will continue through the waterwall furnace tubes and enter the primary and secondary
superheater sections where it will reach its final pressure and temperature of 3690 psia and
1075°F, respectively. After exiting the secondary superheater section of the boiler, the steam will
enter the HP steam turbine via the main steam piping. The steam then passes through the HP
casing of the steam turbine.

After exiting the HP turbine casing, the steam returns to the boiler via the cold reheat piping to
the reheater sections. After the steam is reheated to 1075°F it enters the IP stage of the steam

turbine via the hot reheat piping. The steam then flows into the LP section of the turbine via the
Crossover piping.

Following the turbine, the steam flows through a number of heat exchangers to transfer heat from
the steam to the feedwater until it is finally condensed and returned to the system as feedwater.

Process and Instrumentation Diagrams (“PID”) for the steam cycle (Steam Cycle PID 1-6) are in
Appendix E.

3) Boiler Flue Gas Path
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The coal enters the coal pulverizers as small chunks and exits as a fine powder afier the large
rollers crush it into small dust-sized particles. The particles are then transported by air (supplied
by the primary air fans), and blown into the furnace at the burners, and mixed with secondary air
for combustion in the boiler furnace. After the combustion process, the resultant exhaust gases,
or flue gas, travel upwards through the boiler furnace, heating the water/steam fluid inside the
furnace walls. The flue gas then passes through a superheater section and then enters the
convection or backpass section of the boiler where it passes through the reheater sections, further
superheaters, and the economizer sections of the boiler. The flue gas then passes through the
first piece of equipment in a series of air quality control equipment, the SCR system. From the
SCR the flue gas passes through the air pre-heater and then to the remaining Air Quality Control
System (“AQCS”) components.

The general sequence of equipment that the flue gas will flow through from the boiler to the
stack (chimney) is shown below and on the AQCS mass balance diagrams in Appendix F.

BOILER Sorvant P ? ’
Injection el
T
SCR ;\':; oryEse ) Pulse Jet - L Wet ESP
; Fabiit Fitter FGD STAGK
N ! ABSORBER
Y iDFan
Pulse Jot )
m- oryEse Iy Fabric Pitter o Denatarng

~’
T HIFan  waers timestone

4) Air Quality Control Key Equipment

The proposed AQCS for TC2 consists of an SCR, a DESP, a sorbent injection system for
mercury (“PAC”), a sorbent injection system for corrosion reduction [Ca(OH) 2], a Pulse Jet
Fabric Filter (“PJFF”), a Limestone Forced Oxidation WFGD, and a WESP.

The arrangement, dimensions and scope of the equipment are furnished in the AQCS General
Arrangement drawings provided in Appendix G.
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Flue gas from the air preheater outlet nozzles enters the AQCS and is directed to the DESP inlet
nozzles by the ductwork. The flue gas exits the DESP, where the PAC and Ca(OH) ; systems
inject dry sorbent into the flue gas stream for mercury and some SO; removal. The flue gas
enters the inlet plenum of the PJFF for additional particulate removal. Exiting the PJFF, the flue
gas travels through axial fans and enters the WFGD. From the WFGD the flue gas travels
through the WESP for acid mist removal and out through the existing stack.

a) Selective Catalytic Reduction System

The SCR is BACT for NO,. The SCR is situated between the economizer outlet and the air pre-
heater inlet. The SCR reactions convert NOy and a reagent, ammonia (NH3), to water (“H;0")
and nitrogen (Nz). The NHj is injected and mixed via a stationary mixing device in the ductwork
leading to the SCR. The thorough mixing and even distribution of NH; keeps the NHj slip below
2 ppm at 3 percent O; for the new SCR unit.

The ammonia and NO, flow through two layers of plate catalyst. The SCR is designed and
guaranteed to initially operate with two layers of catalyst; space is designed in the SCR for the
addition of a third catalyst layer. The layers of catalyst speed up the ammonia / NOy reaction and
facilitate the creation of H>O and N as reaction by-products. The catalyst chosen for the project
is to convert less that 1 percent of the SO, in the flue gas to SO; while ensuring the mercury in
the flue gas is greater than 55 percent oxidized.

To minimize fly ash collection on the catalyst and the resultant pressure drop, the flue gas will
pass through the catalyst sections in a downward flow direction to utilize gravity to assist in the
fly ash passing completely through the catalyst sections. Sonic homs will be installed to
periodically remove the fly ash from the catalyst.

The TC2 SCR unit will operate with anhydrous ammonia. The existing anhydrous ammonia
system for the TC1 SCR at the station will be expanded to support TC2. An inlet loading less
than 0.4 Lb/MMBtu of NOy is anticipated for the SCR while burning the performance fuel. The
outlet concentration of NOy is guaranteed to be less than 0.04 Lb/MMBtu.

b) Dry Electrostatic Precipitator

The DESP is installed down stream of the air pre-heater to remove marketable fly ash
(particulate matter) prior to the injection of PAC or Ca(OH) ,. The DESP is guaranteed to
remove 90% of the particulate matter in the flue gas stream which reduces the particulate matter
loading and wear on the PJFF.

The DESP uses electrical current to charge particles contained in the flue gas by passing them
over discharge electrodes. The charged particles are then placed in an electrostatic field that
drives them to collection plates (or curtains). After an increment of build-up, the collection
_surface plates are rapped to knock the particles into a hopper below.
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The horizontal inlet nozzles of the DESP contain perforated plates to ensure uniform gas flow at
the inlet face of the precipitator. The horizontal outlet nozzles contain vertical channel baffles for

uniform gas distribution.

The DESP is a three field design consisting of pairs of collecting electrode curtains spaced
sixteen inches apart. Suspended within each pair of curtains is a rigid discharge electrode
assembly. The curtains are made of roll formed 18 gauge sheet steel and are 50 feet in height by
nearly 12 feet in width.

Both the discharge electrodes and the collecting curtains are rapped by shaft-driven tumbling
hammer assemblies to remove the particulate matter. The particulate matter “sheets” off the
curtains and electrodes falling into the hoppers below the DESP. The particulate matter is
removed from the hoppers for sale or disposal.

¢) Sorbent Injection Systems for Mercury Control Powdered Activated Carbon (“PAC”)

Mercury (“Hg”) enters the system in three forms; oxidized, elemental, and particulate. Oxidized
and particulate mercury are abated throughout the air pollution control system as a co-benefit of
ihe proposed technologies. Particulate mercury is readily removed in the baghouse, WFGD
process, and WESP process. Elemental mercury can be converted to oxidized mercury across
some of the equipment, allowing for its abatement in the air pollution control processes.

Elemental mercury can oxidize in the boiler due to combustion reactions. It is also oxidized
across the SCR due to catalytic reactions. The oxidized mercury can react with unburned carbon
{“LOTI"), removing a fraction of it in the air preheater and the baghouse. The oxidized mercury is
water soluble, leading to further abatement in the wet FGD. Further abatement of mercury takes
place in the WESP, where all three forms of mercury can be collected.

An activated carbon injection system (“PAC”) will be installed to ensure that TC2 meets the
mercury permit limits. The PAC will be injected between the DESP and the PJFF. PAC is BACT
for mercury removal. The PAC system is guaranteed to remove 90% of the total mercury and to
meet the Air Permit emission limits of 13 x 10 ® Lb/MWH. The Mercury emission guarantee is
contingent upon a maximum fuel Mercury content of 15.2 x 10°° Lb/MmBtu (uncontrolled), flue
gas temperatures at the air heater outlet no greater than 350°F, and total mercury oxidation levels
at least 55% for flue gas temperatures greater than 340 °F but less than or equal to 350 °F or at
least 20% for flue gas temperatures at or below 340°F.

d) Hydrated Lime {Ca{OH)z}

Due to the range of fuels and operating parameters specified, there are conditions in which
condensation of SO; may occur in the PJFF. To mitigate the corrosion and operational issues
related to sulfuric acid mist in the PJFF, a Ca(OH) , system has been installed. The sorbent will
be directly injected in the flue gas stream upstream of the baghouse to chemically react with SO,
and H,SOs to produce filterable compounds. These compounds or particulates are efficiently
collected in a baghouse. Pipes or lances used to carry the sorbent will form a grid perpendicular
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to the flow of the flue gas inside the duct work. The sorbent exits the pipes or lances and enters
the flue gas through an atomizing spray designed to promote mixing.

¢) Pulse Jet Fabric Filter

From the DESP, the flue gas will be routed into a PJFF for particulate removal. PJFF is BACT
for filterable particulate matter.

TC2 will be supplied with one PJFF system comprised of two fields each containing six
compartments. Each compartment contains 1,140 bags for a total of 13,680 bags in the PJFF.
Flue gas with boiler fly ash, PAC and Ca(OH) 2 enters an inlet plenum and is distributed to each
of the individual compartments. Flue gas enters the compartments and is evenly distributed via a
baffle to the filter bag socks. The particle laden flue gas flows through the sides of the filters
(where the particles collect and form a filier cake on the outside of the bags) and clean flue gas
exits the top of the filter. In order to clean the filters, a pulse of air is directed into the top of the
filters, causing a pressure change and dislodging the cake from the filter so that it falls into the
collection hopper for disposal. Each filter bag is supported on a wire cage; the bags and cages are
independently suspended from a tubesheet at the top of each compartment.

There are numerous filter bag material alternatives for a baghouse. However, due to the high
sulfur content of the coal to be bumed, a degradation resistant fabric filter material has been
selected for this particular application. ‘

The baghouse is designed for a filterable PM emission rate of 0.015 Lb/MMBtu,
f) Wet Flue Gas Desulfurization

The flue gas exits the fabric filter baghouse and enters into the WFGD process via the ID fans.
The wet limestone forced oxidized WFGD system proposed for the TC2 is BACT for removai of
sulfur dioxide from the flue gas. The WFGD is designed and guaranteed to remove 99% of the
SO; in the flue gas without the addition of reaction enhancement chemicals, such as an organic
acid. The WFGD is also effective in removing particulate matter, HF and oxidized mercury,

In the WFGD system, the SO, undergoes several reactions—absorption, neutralization,
regeneration, oxidation, and finally precipitation—with different chemicals until it finally forms
a marketable, wallboard-grade gypsum.

The proposed WFGD consists of one absorber tower with two dual flow trays designed to treat
100% of the flue gas generated from the boiler. The absorber contains six limestone slurry spray
levels and is designed to achieve 99% SOz removal. The flue gas travels vertically up the
absorber tower through the dual flow trays (creating contact and mass transfer between the
limestone shury and the SO2) and counter-current to the spray patterns. The atomized slurry
droplets from the spray headers drop onto the dual flow trays and then to the reaction tank below
the absorber tower. The slurry in the reaction tank is thoroughly mixed with oxidation air, which
is compressed atmospheric air, blown into the reaction tank to precipitate the gypsum.
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The WFGD system is designed for 5.5 Lb SOMMBtu loading and 99 percent SO; removal
efficiency while burning the performance fuel.

After passing through the WFGD the scrubbed gas is fed into a stand-alone WESP.,
g) Wet Electrostatic Precipitator

From the WFGD process, the flue gas will enter a horizontal WESP. A WESP is BACT for
removal of SOz and sulfuric acid mist. The WESP is designed and guaranteed to meet the
permitted level of 0.0037 Lb/MMBtu of sulfuric acid at the stack. The WESP is also effective in
removing many types of particulates, including acid mist, oil and tar based condensed aerosols,
filterable particulates, and oxidized mercury.

The proposed WESP has three fields; two fields are required to meet the project guarantees and a
third field is an installed spare. The active treatment area in each field consists of pairs of
collecting electrode curtains spaced eleven inches apart. Suspended within each pair of curtains
is an array of rigid discharge electrodes. The WESP contains 369 seven-and-a-half feet long by
forty foot tall collection curtains and 3,600 forty foot long discharge electrodes.

A WESP charges particles in the flue gas by passing the particles over energized electrodes. The
electrostatically charged particles then flow through an electrostatic field that drives them to
oppositely charged collecting plates. The collection plates are continuously irrigated by an
overhead washing system to eliminate concerns relating to contaminant build-up. The particie
saturated water flows down the plates to the bottom of the WESP and to the reaction tank of the
wet FGD system.

The WESP is anticipated to have a removal impact on all particulate matter, both filterable and
condensable. The guaranteed total particulate matter concentration {filterable and condensable)
following the WESP is 0.015 Lb/MMBtu.

From the WESP, the flue gas flows to the stack (chimney) and exits into the atmosphere.

B) Material Handling

1) Coal

Trimble County’s existing equipment is sufficient to handle the coal and limestone needs for
2,350 MW of PC capacity. However, the addition of TC2 will require that some modifications

to the existing coal handling system be made to manage the new concept of blending fuels at the
site.

All coals will be transported to the site by barge; the station can moor between 1 and 30 barges
with barge capacities ranging from 900-ton to 1,500-ton. Coal will be transferred from the barges

19



Kentucky Utilities Company Confidential
Louisviile Gas and Electric Company and
June 28, 2006 Proprietary

using the existing coal unloading system. The existing coal conveying and crushing systems also
meet the demands of both TC1 and TC2.

A coal blending operation is proposed for TC2, to blend low sulfur, western sub-bituminous coal
with high sulfur eastern bituminous coal.

2) Limestone

Limestone will be used as the flue gas desulfurization (“FGD”) reagent and will be transported to
the site by barge, just as it is for TC1. The current reagent handling and shury preparation
systems are of sufficient capacity to support the additional demands of TC2.

3) Water

The station is currently permitted under Kentucky Pollutant Discharge Elimination System
(“KPDES") Permit # KY0041971 to use the Ohio River for its water needs. The addition of TC2
will not change this method of operation or the existing KPDES permit. See also Section IX,
Permits including Environmental Authorizations.

4) Cooling Towers

TC2 will utilize the existing natural draft cooling tower on the site for its operations.

Heat Rate Requirement

« Provide evidence sufficient to demonstrate that the proposed technology meets the
definition of “Advanced Coal-Based Generation Technology,” either as integrated
gasification combined cycle (IGCC) technology, or other advanced coal-based
electric generation technology meeting the heat rate requirement of 8530 Btu/kWh

. The applicant must provide actual heat rate and heat rate corrected to
conditions specified in § 48A(H(2)

. For projects including existing units, the applicant must provide information
sufficient to justify that the proposed technology meets heat rate requirements
specified in § 48A()(3}

The EPC Agreement Guarantees with Bechtel for TC2 (attached as Appendix H) provides a
guaranteed heat rate for the performance fuel at 59°F dry bulb and 60% relative humidity (“RH”)
is 8,662 BTuw/kWh. The performance fuel has a heat content of 9970 Btu/Lb. To calculate the
“design net heat rate” as defined in Section 48A(£)(2), Bechtel’s guaranteed heat rate is adjusted
both for site reference conditions and for the heat content of the design coal.

With respect to site reference conditions, the Bechtel guarantee conditions of 59°F and 60% RH
(which is the ISO standard for system design) needed to be converted in order to apply the
conditions contained in Section 48A(f)}(2)(D) of 14.4 psia, 63°F dry bulb, 54°F wet bulb, and
55% RH. Those adjustments were made in Trimble County 2, Ambient Change, Tax Credit

20



Kentucky Utilities Company Confidential
Louisville Gas and Electric Company and
June 28, 2006 Proprietary

Study (attached as Appendix I). The performance data for the existing cooling tower, which was
originally designed for two units but which will be enhanced in conjunction with this project, is
based upon 90°F dry bulb conditions. As indicated in Appendix I, the guaranteed performance
heat rate was first adjusted to a 90°F condition utilizing the existing cooling tower performance
data. That 90°F case was then adjusted to the 54°F wet bulb criteria.

The adjusted heat rate at these conditions is 8751.9 Btw/KWh. This value should be conservative
since expected enhancements to the cooling tower, which will further enhance performance,
were not factored into the calculation.

Also, the heat rate of 8751.9 Btw/KWh described above was adjusted for fuel heat content of
9970 Btu/Lb pursuant to the formula in Section 48A(f)(2). This calculation shown below results
in a Design Net Heat Rate of §,350.3 BtwkWh:
8,751.9 * [1-[(13,500-9,970)/1000]*.013] = 8,350.3 BtwkWh
This calculation yields the heat rate provided in Table 1 of this Application.
SO; Percent Removal Requirement

o Provide evidence sufficient to ensure that the proposed project is designed to meet the

Jfollowing performance requirements:

SO2 percent removal........ 99 percent

The WAPC purchase order provides for WAPC to guarantee 99% SO, removal from the TC2
flue gas. The relevant sections of the WAPC Guarantees are attached as Appendix J.

NO, Emissions Requirement

o NOx emissions...............0.07 lbs / MMBTU
The EPC Agreement provides for Bechtel to guarantee that NOy emissions from TC2 will not
exceed 0.04 Lb/MMBtu provided the burner stoichiometry does not exceed 1.0; otherwise the
guarantee will be 0.05 Lb/MMBtu. See Appendix H.
PM Emissions Requirement

o PMemissions................0015 lbs / MMBTU

The EPC Agreement provides for Bechtel to guarantee that total (filterable and condensable) PM
emissions from TC2 will not exceed 0.015 Lb/MMBtu. See Appendix H.

Mercury Removal Requirement

e Hg percent removal..........90 percent
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The WAPC purchase order provides for WAPC to gnarantee 90% Hg removal from the TC2 flue
gas. The relevant sections of the WAPC Guarantees are attached as Appendix J.

Coal Project Requirements

«  Provide evidence sufficient to demonstrate that the project meets the requirements for
qualifying advanced coal projects as specified under § 484(e)(1) including:

« The project will power a new electric generation unit or retrofit/repower an existing
electric generation unit. At least 50% of the useful output of the project is electrical
power.

TC2 is a new electric generation unit. The Guaranteed Heat Balance is provided schematically in
Appendix C on Diagram Guarantee Heat Balance 310SC38-341. It shows that 100% of the
useful output is electrical power.

See Appendix K for CCN for evidence that TC2 is a new electric generation unit and that over
50% of the useful output of the project will be electrical power.

o The fuel for the project is at least 75% coal (as defined in § 48A(c)(4)), on an
energy input basis.

Appendix L contains Fuel Quality specifications to the project EPC contract. It shows that 100%
of the fuel for TC2 will be coal.

o The project is located at one site and has a total nameplate electric power generating
capacity of at least 400 MW.

A Site Plan for the nominal 750 net MW unit is located in Appendix M.

» Provide information and data, including examples of prior similar projects completed
by applicant, EPC contractor, and suppliers of major subsystems or equipment which
support the capabilities of the applicant to construct and operate the facility.

Appendix N contains reference information of the companies involved in the TC2 project.
E.ONU.S.

Bechtel Power Corp.

Mitsui Babeock Energy Limited

Hitachi American Limited

Wheelabrator Air Pollution Control, Inc.

o Include the project status and relevant information from ongoing engineering

activities. Also include in an appendix any engineering report or reports used by the
applicant to develop the project and to estimate costs and operating performance.
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As seen in the Project Milestone Schedule located in Appendix A, the project is progressing
toward Full Notice to Proceed and site mobilization in July 2006. Key equipment consisting of
the boiler, turbine and AQCS has been procured. Detailed engineenng is underway. Examples of
the detailed engineering and approvals in connection with the project are listed below.,

» Bums & McDonnell Report — A preliminary Engineering Study commissioned in
2002 to determine the feasibility, sizing, parameters and project approach strategy of
the proposed TC2. The project and the scope have been optimized from this original
study to the current status of the Purchase Orders with the Key Equipment sub-
suppliers to Bechtel Power (the EPC Contractor). See Appendix O.

Air Quality Permit, see Appendix P.

Kentucky State Board Generation and Transmission Siting Order, see Appendix Q.
Certificate of Public Convenience and Necessity Order (“CCN™), see Appendix K.
Fuel Specification, see Appendix L.

Guaranteed Heat Balance, see Appendix C.

Trimble County 2, Ambient Change, Tax Credit Study, see Appendix L

Mass Balances, see Appendix F.

Preliminary Steam Cycle PID’s, see Appendix E.

Reference, see Appendix N.

Project Milestone Schedule, see Appendix A.

+ Site Plan, see Appendix M.

«  AQCS General Arrangements, see Appendix G.

« Participation Agreement (IMEA, IMPA, LG&E, KU), see Appendix R.

» Purchase Orders for Turbine, Boiler and AQCS (“PO”), see Appendix S.

* - L ] -»

L] L] L] *

IIL. Priority for Integrated Gasification Combined Cycle Projects

For IGCC Projects, the applicant must submit information sufficient for categorization
and prioritization of projects for certification, including:

. Identification of the primary feedstock (as defined in section 5.02(5) of Notice 2006-
24), and all other feedstocks.

o Ifapplicable, evidence demonstrating that the project will be capable of adding
components that can capture, separate and permanently sequester greenhouse gases.

» A plan showing how project by-products will be marketed and utilized.

»  Other benefits, if any.

This section is not applicable as TC2 uses an advanced coal project technology other than IGCC.
IV. Site Control and Ownership
« Provide evidence that the applicant owns or controls a site in the United States of

sufficient size to allow the proposed project to be constructed and operated on a long-
term basis. '
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LG&E owns the approximately 2,200 acre Trimble County Station Site. At Construction
Closing, LG&E transferred an undivided ownership interest in the TC2 site (approximately 6.5
acres under TC2) to the other owners of TC2. Section 6.2 of the Participation Agreement
attached as Appendix R describes fully the site ownership. A copy of the Trimble County Station
Site deeds is attached as Appendix T.

+  Describe the current infrastructure at the site available to meet the needs of the
project.

As noted in the Project Description in Section II above, TC2 will be installed at an existing site
in the E.ON U.S. fleet. This site has existing infrastructure for coal handling, limestone handling,
water intakes, cooling tower and civil works complete. See the Site Plan in Appendix M.

» Provide information supporting applicant's conclusion that the proposed site can
Sfully meet all environmental, coal supply, water supply, transmission interconnect,
and public policy requirements.

All necessary environmental approvals to commence construction of TC2 have been obtained.
The Title V, Acid Rain/NOy Budget permit for the construction/operation of a new electrical
generating unit was received/deemed final January 4, 2006. The Kentucky Pollutant Discharge
Elimination System (“KPDES”) Permit, currently in effect, expires September 30, 2007. The
additional anticipated flows will be included during the renewal application in March 2007. The
Companies do not anticipated significant changes to the KPDES permit as a result of TC2. In
fact, the Companies are in compliance with the certification requirement under Section
48A(e)(2)(A) that all Federal and State environmental authorizations to commence construction
have been received.

In terms of other regulatory approvals, on November 1, 2005 the Kentucky Public Service
Commission issued an order granting TC2 a CCN and on November 9, 2005 amended that order
to include a Site Compatibility Certificate. On January 27, 2004 an Interconnection and
Operating Agreement (“1&0”) was executed with the Midwest Independent System Operator
identifying all necessary electrical infrastructure improvements and assigning almost all
construction responsibility to the transmission unit of the Companies. The Companies received a
CCN for the direct interconnection part of these facilities on September 8, 2005. An additional
CCN for transmission system upgrades was received on May 26, 2006.

Water for TC2 will be taken from the Ohio River through existing intake structures and under
existing permits. Coal will be purchased by the Companies’ Fuel Department. It is anticipated
that coal for the first year of operation will be fully contracted for in 2009. This is consistent with
the Companies’ practice for its existing 6,000 MW coal fleet.

The CCN order is attached as Appendix K. The Air Quality Permit is attached as Appendix P.
The Interconnection and Operating Agreement is attached as Appendix U.
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V. Utilization of Project Qutput

« A projection of the anticipated costs of electricity and other marketable by-products
produced by the plant.
«  Provide evidence that a majority of the output of the plant is reasonably expected to

be acquired or utilized.

« Describe any energy sales arrangements that exist or that may be contemplated, e.g.,
Power Purchase Agreement or Energy Sales Agreement, and summaries of their key
terms and conditions. '

»  Include as an appendix any independent Energy Price Market Study that has been
done in connection with this project, or if no independent market study has been
completed, provide a copy of the applicant-prepared market study.

» Identify and describe any firm arrangements to sell non-power output, and provide
any evidence of such arrangements. If the project produces a product in addition to
power, include as an appendix any related market study of price and volume of sales
expected for that product.

A. Costs of Electricity and Other Marketable By-Products

Table 2 shows the anticipated costs of electricity for TC2 as excerpted from the filed CCN
Application for TC2:

Table 2 — Costs of Electricity for TC2

Year Demand ($/kW- | Energy (3/MWh) | Total Cost (3/MWh)
_ Month) ‘

2010 14.35 14.39 38.96

2011 14,38 14.60 39.23

2012 14.41 14.82 39.50

2013 14.45 15.04 3978

2014 14.48 15.27 40.07

2015 14.52 15.50 40.35

By-products are currently forecast to be stored on site, however marketing opportunities are
continuing to be evaluated. Therefore, long term markets for by-products (flyash, bottom ash,
synthetic gypsum) are not known at this time. Additionally, fuel selection and combustion
characteristics will determine the final quality of by-products, and therefore their market

potential,

The primary fuel will be high sulfur coal, much like TC1, which has marketable by-products.
However, TC2 will also have a new coal blending system and will be able to utilize a variety of
coals through blending (including high sulfur eastern Kentucky, lower sulfur eastern and western
sub-bituminous {Power River Basin) coals).

B. Majority of Output Will Be Used for Native Load
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As regulated utilities, the Companies have an obligation to serve all customers located 1n their
service territories and must be prepared to meet load growth in those areas. Therefore, the
Companies prepared a 2004 Joint Load Forecast which forecasts the need for base-load capacity
beginning in 2010. The Companies’ energy requirements are forecast to grow at a compound
average rate of 2.0 percent between 2005 and 2020. Moreover, the Companies’ annual peak
demand is forecast to grow at an average annual rate of 2.0 percent from 2005 to 2020. As
shown in the highlighted cells in Table 3, the Companies will need between 401 MW and 552
MW of additional capacity by 2012 in order to serve native load requirements and maintain a
reserve margin between 13% and 15%. Table 3 further indicates the combined Companies’
capacity shortfalls through 2012, exclusive of the addition of TC2.

The Companies historically have maintained adequate reserves to insure reliable least cost
generation supply to native load customers. Reserve margin is necessary because additional
generation must be available should there be an unexpected loss of generation, reduced supply
due to equipment problems, unanticipated load growth, variance in load due to extreme weather
conditions, and/or disruptions in contracted purchased power.

The Companies also conducted a Resource Assessment to compare the options available to meet
the projected needs of their respective customers. The purpose of a Resource Assessment is to
identify the least-cost option for implementing the overall resource acquisition plan. That
assessment determined that the construction of TC2 was the least-cost option to meet those
needs. Construction is essential for the Companies to continue to meet their obligation, as
regulated utilities, to provide reliable low-cost power to their growing native loads,

In addition to satisfying reserve margin requirements, the Companies must meet the energy
needs of their customers in a least-cost manner. This requires the optimization of the generation
portfolio among differing technology and fuel types (i.e., coal, gas, hydro, etc.). The
Companies’ triennial Integrated Resource Plan (“IRP”) identifies when new resources are needed
and provides an analysis of the type of new resource that is likely to offer the lowest lifetime
system cost. Prior to the TC2 CCN, the most recent IRP filing was in October 2002. The IRP is
a complete resource assessment and acquisition plan that considers all utility supply-side and
demand-side resource alternatives, including enhancements to existing generation facilities.
However, the IRP dees not consider the dynamic purchase power market and the opportunities
that may exist in the marketplace from time to time. Because the purchase power market is
dynamic, the Companies continually review the "buy versus build" decision. The future resource
mix is optimized such that the revenue requirements of serving load are minimized.
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Table 3 - Capacity Needs for Reserve Margin Range
~ Revised December 2004
(All values in MW at Summer Peak)
Component 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Peak Load 6,632 6,796 6,911 7,051 7,225 7,372 7,483 7,656 7,762
CSR/Interruptible 100 160 106 100 150 100 100 100 100
Existing DSM 44 67 89 108 116 116 116 116 116
2002 IRP DSM Program 0 G 1 1 2 2 2 2 2
Net Load 6,488 6,629 6,722 6,842 7,006 7,153 7,264 7,437 7,543
Existing Capability 7,615 7,608 7,609 7,596 7,582 7,547 7,549 7,550 7,555
Purchases 593 605 574 572 572 571 570 569 - 568
Total Supply 8,208 8,213| 8,183 8,168 8,154 8118 8119 8119 8123
MWNeed | gy71 6471  .ag6| -313]  -103] 100 224  419] 535
o Before DSM
13% RM MW Need
After DSM -877 -T2 -588 -437 -237 -35 90 285 401
MWNeed | o5l 513  .350|  -174 a0| 245 3720 570 688
o Before DSM
13%RM MW Need
After DSM 7147 -390 -453 -300 97 109 235 434 552
Existing {Before DSM| 25.7%| 22.7%| 20.1%] 17.5%| 14.4%] 11.6%| 10.0%! 7.4%  6.0%
Reserve
Margin, % |After DSM 26.5%; 23.9%! 21.7%| 194%| 16.4%| 13.5% 11.8% 9.2% 7.7%

By 2010, it will have been 20 and 26 years, respectively, since LG&E and KU constructed a base
load unit. From 1990 to 2010, the Companies’ energy needs will have grown by 14,500 GWh or
61%. The amount of time which the Companies rely upon resources other than base load
resources (owned or purchased) is expected to increase substantially from 2003 to 2016 as shown
in the following graph. Based upon an assumed 85% coal unit availability, the native load
energy requirement was above the Companies’ base load resources 7% of the time for 2003.
That figure increases to 18% by 2010 and 36% by 2016. In the graph below, horizontal lines
represent cumulative resource capabilities in MW. For example, the Combustion Turbine line is
the summation of Hydro, Purchases, Coal and CT capacity. The curves are Load Duration
Curves (“LLDC”) and represent load levels for each hour in the respective years.
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Load Duration Curve Comparison with Purchases
85% Availability of Base Load Generation

10,000 e e
9,000 4 *
80004 2003 Load Curve E
; — 2010 Load Curve
7,000 4
- 2016 Load Curve
6,000 + Hydro
g 5,000 4 ——Pyrchases
— (o8]
4,000 4 e CT
3,000 4.
2,000 -
4,000

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
% of Hours

As part of the Resource Assessment, the Companies issued a Request for Proposals (“RFP”) on
April 1, 2003 to meet the base load needs of the Companies for 2010 and beyond. The RFP
indicated specific requirements such as the amount and timing of capacity and energy needed.
The RFP was sent to over 90 potential energy suppliers, with nine responses being received.
The nine responses resulted in ten proposals ranging from 10 MW to 500 MW. A screening
evaluation was conducted to first assess and rank all viable proposals. The responses to the RFP
included Purchase Power Agreements (“PPA”™) and shared unit ownership, and were evaluated
against the Companies self-build option at TC2. Three suppliers were eliminated during the
screening process due to their considerably higher costs, and a preliminary detailed analysis was
performed based on data used in the screening analysis. Table 4 briefly describes the six offers
that were analyzed following the screening analysis.
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Table 4 — Six Proposals Analyzed (besides TC2)

Marketer Description

A 200 MW unit contingent PPA; Term: 6/2007 through 5/2027

200 MW in 2007 and increasing to 500 MW in 2009; Thirty year
PPA starting in early 2007,

500 MW firm (L.D) PPA; Term: 1/2007 through 12/2021

B
C
D 485 MW asset ownership; Available in early 2005
E

500 MW PPA; Term: 10/2007 through 9/2022

114 MW average summer capacity, anticipated 716 GWh annually;
F Term: Thirty year PPA starting in early 2007

The analysis compares the revenue requirements associated with each option over a thirty-year
time period. The analysis is performed primarily using PROSYM, a proprietary production cost
model provided by Global Energy Decisions. The inputs to the program include generating unit
characteristics, load projections, fitel and purchased power cost projections, and other
information. The output includes generation, purchased power, and off-system sales profiles,
along with the corresponding production costs. This cost information is combined with the
capital cost information for each option to determine the net present value of revenue
requirements for each resource alternative.

The conclusion of the Resource Assessment is that the construction of TC2 for 2010 in-service is
the preferred alternative for meeting native load capacity needs for 2010 and beyond. This is
represented as the Case Ranked one in Table 5 below, which shows the lowest Net Present Value
of Revenue Requirements (“NPVRR”) - utilizing the market conditions at the time of the study
for the CCN. A summary of results for the final detailed analysis can be found in Table 5 that
follows:
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Table 5 — Ranking of Cases Studied in CCN

Case NPVRR Rank Delta from
($000) Min (3000)
TC2 2010 and Marketer F’s PPA in 2013 16,370,555 1 0
Marketer F's PPA in 2010 and TC2 2011 16,377,517 2 6,962
TC2 and Marketer F’s PPA in 2010 16,399,793 3 29,238
TC2Zin 2010 16,443,935 4 73,380
TC21in 2011 16,450,735 S 80,180
Marketer E’s Joint Ownership and Marketer
F's PPA in 2010 16,462,347 6 91,792
Marketer E’s Joint Ownership in 2010 16,508,339 7 137,784
Marketer E's Joint Ownership in 2011 16,512,364 8 141,809
No Baseload Addition 16,850,301 9 479,746

TC2 will be one of the least-cost providers across the fleet after it is built. As a new base-load
unit, and a low-cost provider, TC2 will be expected to operate at full load. Therefore, the
PROSYM production cost model forecasts TC2 capacity factors on the order of 90% to 92% for
the years that were modeled.

The Companies received approval from the KPSC for the CCN application for Trimble County 2
on November 1, 2005. This document affirms the reasonableness of the unit’s expected output
and is included in Appendix K.

C. Energy Sales Arrangements

Due to the nature of the Companies’ business, (i.e. an obligation to serve all customers located in
_their service territories), no energy sales arrangements or Power Purchase Agreements have been
established. However, IMEA and IMPA do have Participation Agreements (“PA”) with the
Companies. This specifically details that IMEA and IMPA will own 12.12% and 12.88%
respectively, and will share in the construction costs, subject to all applicable approvals.

D. Energy Price Market Study

In lieu of an Energy Price Market Study, the market prices the Companies’ Risk Coordination
Group approved were used with the TC2 CCN and are provided in Appendix V. The data is
given by periods of time, 5x16, 7x8, and 2x16 where 5x16 represents weekday peak hours, 7x8
represents off-peak hours, and 2x16 represents weekend peak hours. The “Into-Cinergy” column
shows the pricing for the delivery point near the TC2 site that has since been renamed the
“Cinergy Hub.” With the unit projected in service in 2010, the market price forecast for that
year in particular is shown in Table 6 which is excerpted from the aforementioned appendix.
Note: forward market prices only indicate the relative merit position of TC2 in relation to market
purchases. Upon commissioning, TC2 will be utilized to serve native load customers and thus
not be subject to market price fluctuations for operation.
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Table 6 - Market Price Assumptions for TC2

Into-

Cinergy Sx16 | 7x8 | 2x16
1/1/2010 | 50.18 | 30.26 | 35.63
2/1/2010 | 48.46 | 28.48 | 36.40
3/1/2010 | 47.29 | 28.35 | 34.13
4/1/2010 | 44.10 | 29.06 | 33.16
5/1/2010 | 41.23 1 25.20 | 30.59
6/1/2010 | 46.03 | 27.15 | 33.31
7/1/2010 | 62.36 | 32.00 | 42.98
8/1/2010 | 61.17 | 30.26 | 42.37
9/1/2010 | 43.40 | 23.85 | 31.65
10/1/2010 | 42.35 | 28.33 | 33.14
11/1/2010 | 42.82 | 26.67 | 30.72
12/1/2010 | 43.17 | 28.17 | 37.39

E. Non-Power Output Sales

Confidentia)
and
Proprietary

The new generating unit will provide only electricity and no other usable energy sources;
however, as previously mentioned, byproducts from the combustion of coal (bottom ash, flyash)
and by-products from environmental control technologies (synthetic gypsum) may be sold

should a market develop.

VL Project Economics

« Describe the project economics and provide satisfactory evidence of economic
feasibility as demonstrated through the financial forecast and the underlying project

assumpltions.
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Appendix W contains a section of the CCN application filed with the KPSC that contains the
least cost analysis proving the economic feasibility of TC2. The CCN application does not
contain the effects of the tax credits. Appendix X contains the financial model of TC2 showing
the effects of the advanced coal tax credit.

o - Discuss the market potential for the proposed technology beyond the project
proposed by the applicant.

TC2 will be the first facility in the country to employ SCPC technology to bumn principally high
sulfur eastern coals and achieve the required efficiency under Section 48A. The reguired net
heat design rates will be achieved by utilizing the steam conditions of 3690 psia and 1075° F,
Once TC2 proves the viability of long term operations at these conditions, the Companies predict
that all future high sulfur coal plants will employ these or higher steam conditions.

TC2 also will be the first new plant to utilize a SCR, DESP, ACI, PJFF, WFGD and WESP
arrangement to control Mercury while minimizing solid waste issues. Mercury control remains a
challenge for all coal facilities. On its website for the Mercury Emission Control R&D Program,
DOE maintains that “technology to cost-effectively reduce mercury emissions from coal-fired
power plants is not yet commercially available.” The Companies, however, expects that the
combination of control technologies will allow for the removal of 90% of mercury emissions in a
cost-effective manner. The powered activated carbon employed at TC2 is from Norit-Americas;
its trade name is DARCO FGD. DARCO FGD has been tested in numerous Department of
Energy/National Energy Technology Laboratory studies. Norif-Americas were part of the
research team for the Phase II Mercury Control Project — Evaluation of Sorbent Injection for
Mercury Control. Once these environmental control features are proven, it is likely that most
future PC coal plants in the U.S. burning eastern bituminous coals, will utilize this approach to
control mercury emissions.

Section 48A was added to the tax code in recognition of the fact that coal must remain a
sustainable fuel source. And, in meeting new emissions control requirements, we cannot afford
to abandon our reliance on eastern coal, notwithstanding its high sulfur content. The
technologies to be utilized by TC2 represent a giant leap forward in assuring the continued use of
high sulfur coal while promoting enhanced efficiencies and reduced air emissions.

o Show calculation of the amount of tax credit applied for based on allowable cost.

Total Capital Project Budget (Generation) $1,056,000,000

Less IMEA/IMPA 25% ownership (264.000,000)
KU/LG&E eligible generating plant 792,000,000
KU/LG&E eligible transmission plant 84,000.000
Total eligible plant 876,000,000
Tax credit percentage X 15%
Tax credit calculated $131.400.000
Tax credit applied for $125,000,000
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Annual capital expenditures above represent financial statement basis projections. Actual tax
basis expenditures will reflect differences such as capitalized interest and will be used to
determine the qualifying expenditures.

Vil. Project Development and Financial Plan
« Provide the total project budget and major plant costs, e.g., development, operating,
capital, construction, and financing costs.

Steam Generator $108,800,000
Steam Turbine 47,000,000
Air Quality Control System Package 220,260,000
SCR 24,400,000
Ash Handling 18,400,000
Other Pollution Control Costs 42,000,000
Balance Of Project and Construction 579,700,000
Development Costs 15,500,000
Total Capital Project Budget $1,056,000,000
Less IMEA/IMPA 25% ownership (264,000,000)
Total Capital Project Budget-Trans. 84,000,000
Total Capital $876,000,000

Bechtel 1s the engineening, procurement and construction contractor for TC2 and will design and
construct TC2 and ultimately provide the guarantee of TC2 emissions and performance to the

Companies.

Describe the overall approach to project development and financing sufficient to
demonstrate project viability. Provide a complete explanation of the source and
amount of project equity. Provide a complete explanation of the source and amount
of praject debt. Provide the audited financial statements for the applicant for the
most recently ended three fiscal years, and the unaudited quarterly interim financial
statements for the current fiscal year.

For internally financed projects, provide evidence that the applicant has sufficient
assets to fund the project with its own resources. Identify any internal approvals
required to commit such assets. Include in an appendix copies of any board
resolution or other approval authorizing the applicant to commit funds and proceed
with the project.

For projects financed through debt instruments either unsecured or secured by assets
other than the project, provide evidence that the applicant has sufficient
creditworthiness to obtain such financing along with a discussion of the status of such
instruments. Identify any internal approvals required to commit the applicant to
pursue such financing. Include in an appendix, copies of any board resolution or
other approval authorizing the applicant to commit to such financing.
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+ For projects financed through investor equity contributions, discuss the source and
status of each contribution. Discuss each investor’s financial capability to meet its
commitments. Include in an appendix, copies of any executed investment agreements.

« If financing through a public offering or private placement of either debt or equity is
planned for the project, provide the expected debt rating for the issue and an
explanation of applicant’s justification for the rating. Describe the status of any
discussions with prospective investment bankers or other financial advisors.

»  For projects employing nonrecourse debt financing, provide a complete discussion of
the approach to, and status of, such financing.

KU and LG&E are not “project financing” the construction of TC2. Instead, the plant will be
funded as part of the overall capital structure of the Companies. The sources of funds available
to fund all projects of the Companies including TC2 will include internally generated cash,
equity contributions, tax-exempt bonds, and intercompany loans from E.ON AG affiliates. It is
important to note that the amounts identified below will be available to fund the TC2 project as
well as all other capital projects of the Companies.

Internally generated cash flow will be a significant source of funds for the project. KU does not
anticipate paying dividends during the construction of the project, and will reinvest the funds
otherwise paid as dividends to fund capital projects. In 2005, KU generated cash from
operations totaling $221 million. LG&E is planning to continue to pay dividends during
construction as its funding requirements will be significantly lower. However, LG&E generates
significant cash flow to use toward funding the project as demonstrated by its 2005 results when
cash from operations totaled $150 million.

KU and LG&E are committed to maintaining strong investment grade credit ratings, and E.ON
U.S. will make equity contributions to KU during the term of the project to ensure that KU’s
capital structure remains balanced. Current forecasts suggest that E.ON U.S. will contribute
equity of at least $300 million between 2006 and 2010. E.ON U.S. will obtain funds for these
contributions from E.ON AG affiliates in the form of equity or intercompany loans. LG&E
anticipates equity contributions totaling $50 million from E.ON U.S. to maintain a balanced
capital structure.

Certain costs of the TC2 project qualify for tax-exempt financing which is the lowest cost
funding source available to the Companies. The amount of tax-exempt funding available to the
applicants is limited by the availability of an annual allocation of the state volume cap. The pool
available in Kentucky for private activity issuers such as the Companies is very small with each
project currently capped at just below $17 million per application. In recent years, the state has
had cap available for a second round of allocation to projects, but even at $34 million annually
the pool is somewhat limiting. KU received two allocations in 2005 and once thus far in 2006
for projects unrelated to TC2. KU and/or LG&E will continue to seek tax-exempt allocations to
the extent that there are qualifying costs.
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The final source of funds will be intercompany loans from affiliates of EON AG. E.ON’s
financing strategy is to borrow all funds externally at the ultimate parent, E.ON AG, and lend
funds down to subsidiaries as needed. This strategy is designed to limit structural subordination
issues that arise when multiple subsidiaries issue debt externally. The only exceptions to the
strategy are situations wherein the subsidiaries can borrow at more attractive rates than E.ON as
is true with the tax-exempt bonds discussed above. E.ON makes funds available to the
applicants at market based rates using indicative pricing quotes from independent third parties.
Loans are expected to be unsecured obligations of the applicants and the timing of the loans will
be at the discretion of the applicants. E.ON has approved the TC2 project as evidenced by the
attached board resolution in Appendix Y and E. ON is prepared to provide the necessary funding
to complete the project.

E.ON is the world’s largest investor-owned power and gas company headqguartered in
Dusseldorf, Germany with a market capitalization at year-end 2005 of €60 billion. E.ON has
ready access to the capital markets if required to raise funds externally. E.ON is rated AA- by
Standard & Poor’s and Aa3 by Moody’s and maintains lines of credit for general corporate
purposes of €10 billion. E.ON also has recently entered into an additional credit facility totaling
€32 billion related to the proposed acquisition of Endesa. At year-end 2005, E.ON had a positive
net debt position; i.e. cash exceeded outstanding debt. As further evidence of financial strength,
in 2005 E.ON generated cash flow from operations totaling €6.6 billion.

Both of the Agencies sold bonds in June 2006 to finance most of their respective shares of TC2.
The proceeds from these bond sales are currently held by a trustee, but are available to the
Agencies to pay for the construction of TC2. The Agencies may sell additional bonds in 2009 or
later to finish funding construction.

» In an appendix, provide (1} an Excel based financial model of the project, with
Sformulas, so that review of the model calculations and assumptions may be
Jacilitated; provide pro-forma project financial, economic, capital cost, and
operating assumptions, including detail of all project capital costs, development
costs, interest during construction, transmission interconnection costs, other
operating expenses, and all other costs and expenses, and (2) a report of an
independent financial analyst in accordance with the instructions in Section G of this
Appendix B.

Description of Modeling
In order to obtain a CCN for the TC2 project from the Kentucky Public Service Commission, the
Utilities had to demonstrate that the project was a component of the least-cost capacity expansion

plan for the combined system. The modeling that was performed in the Resource Assessment for
the TC2 CCN utilized two different computer models. These are briefly described below:

Overview of the PROSYM Chronological Simulation Mode!
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The PROSYM production costing model was used to evaluate the production cost revenue
requirements associated with each of the scenarios. PROSYM is a product of Global Energy
Decisions. It is a chronological electric utility production simulation modeling system that is
designed for performing planning and operational studies on an hourly basis. It uses convergent
Monte Carlo analysis to give the least cost and most economical dispatch of generation resources
and simulates the Power Supply System Agreement (“PSSA”) jomnt dispatch of both KU and
LG&E units. That is, the generating units of both companies are dispatched in economic order to
meet the combined demands of both KU and LG&E customers. PROSYM is able to simulate
the utilization of typical generation resources and the purchased power alternatives considered in

this analysis.
Overview of the Capital Expenditure and Recovery (“CER”) Model

The CER module of Strategist (formerly called PROSCREEN II) calculates revenue
requirements associated with capital expendifures for both the construction and in-service
periods. These capital revenue requirements are combined with the production cost revenue
requirements to produce a total system revenue requirement for the study period. The CER
contains capital information on resource projects associated with the various cases evaluated in
this resource assessment. Inputs to the CER include construction cost profiles, depreciation
schedules and various economic assumptions. a

Unit Operation Conditions
TC2 was modeled using the following operating conditions:

» Super-critical coal-fired unit
» Summer/winter ratings of 732/750 MW
«  Summer/winter Full Load Heat Rate (“HHV™) of 9079/8651 Btw/kWh

s Availability: 93%
» Location: Trimble County plant within LG&E transmission system

Proforma Project Financial Projections

Having established ~ from the perspective of system requirements — the optimal timing for the
commissioning of the TC2 plant, the proforma project financial projections modet (attached
Excel file) shows the financial performance of the stand-alone project under the following
assumptions:

e Project revenue reflects its ‘revenue requirements’ as reported for regulatory purposes
(revenue requirements include depreciation, interest on debt, fair return on equity capital,
fixed O&M, and required taxes; all variable costs are treated as ‘pass-through’ items).

s The project eams its revenue requirements only when the associated costs are included in
the rate base (i.e. after a filing for rate adjustment); and the timing of rate filings is
determined by the financial position of the Ultilities as a whole rather than by the needs of
a single project.
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¢ The model thus replicates ‘imperfect’ rate treatment reflective of a mid-2005 ‘snapshot’
view of the financial outlook for the utilities; in the base case scenario the first rate
adjustment — and thus the first opportunity to allow recovery of project costs - occurs in
2010, based on a calculation of prior year (‘test year’) revenue requirements.

e Project revenues remained essentially fixed between rate cases (although there is
allowance for load growth in the interim) irrespective of the profile of actual revenue
requirements; this tends to result in ‘under-recovery’ of costs during the construction
phase and ‘over-recovery’ during the operating phase (from an individual project

perspective).

e The project maintains the same capital structure as the utilities.

Capital Costs

The expected capital costs for TC2 construction in its entirety is approximately $1.1 billion. The
project cost was originally derived with the assistance of Bums & McDonnell Engineering in
2002. The cost was then independently reviewed and updated by Cummins and Bamard in
January 2004 to account for subsequent scope and market changes. This includes escalation,
contingency, and owner’s costs, but excludes costs for transmission facilities. Since 25% of the
project is owned by IMEA and IMPA, the total construction costs to the Companies will only be
75% or approximately $800 million, excluding transmission facilities. The Companies’ portion
of the costs is shown in Table 7 as follows.

Table 7 —~ TC2 Costs (75% ownership only)

{(Nominal $000s)
Year Capital | Transmission Total
2005 7,500 0 7,500
2006 76,300 5,200 81,500
2007 206,300 6,300 | 212,600
2008 304,200 26,900 | 331,100
2009 166,800 42,100 | 208,900
2010 30,900 3,800 34,700
Grand
Totals 792,000 84,300 1 876,300
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Operations and Maintenance Costs

The projected annual expenses associated with the Companies’ 75% ownership of TC2 in 2004
dollars for non-fuel costs is $4 million for variable and $7.3 million for fixed O&M.

VI1II. Project Contract Structure

o Describe the current status of each of the agreements set forth below. Include as an
appendix copies of the contracts or summaries of the key provisions of each of the
Jfollowing agreements:.

o Power Purchase Agreement (if not fully explained in Section IV)
Not applicable, since energy will be used to serve native load customers.

« Coal Supply: describe the source and price of coal supply for the project.
Include as an appendix any studies of coal supply price and amount that
have been prepared. Include a summary of the coal supply contract and a
copy of the contract.

TC2 is being designed to burn a variety of different fuels. It is currently anticipated that the main
fuel will be a blend of low sulfur sub-bituminous coal from the Powder River Basin (“PRB”) and
high sulfur bituminous coal from the Illinois and Northern Appalachian Basins. The Companies
currently purchase over fifteen million tons of coal per year for its other generating stations and
will use the current policy and procedures to purchase the TC2 coals. Agreements for TC2 coals
will be secured one or two years prior to commercial operation.

o Coal transportation: explain the arrangements for transporting coal,
including costs.

TC2 fuels will be transported on the Ohio River to the site via barge. The station is equipped
with a coal barge unloader capable of off-loading the additional requirement of TC2. LG&E
currently has a contract with Crounse Corporation to transport all barge coal and anticipates
using Crounse to transport TC2 coals.

« Operations & Maintenance Agreement: include a summary of the terms and
conditions of the contract and a copy of the contract.

Article 7 of the Participation Agreement (“PA”) provides the following:
LG&E and KU shall have the sole obligation and authority to manage, control, maintain and
operate TC2. The Companies shall prepare an annual O&M budget and submit it to the

Coordination Committee for approval. The Companies shall operate and maintain TC2 using
Good Utility Practice.
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A copy of the PA dated February 9, 2004 is provided as Appendix R.

« Shareholders Agreement.: summarize key terms and include the agreement
as an appendix.

Table 8 below contains a summary key terms contained in the PA. Appendix R contains the
agreement.

Table 8

TRIMBLE 2 PARTICIPATION AGREEMENT
KEY TERMS SUMMARY

ITEM - TERM SUMMARY ‘ : o
Parties/Ownership Indiana Municipal Power Agency (“IMPA™) 12.88%
Illinois Municipal Power Agency (“IMEA™) 12.12%
Collectively the Agencies
LG&E and KU (Companies) 75.00%
Costs Each party pays its pro rata portion of all TC2 costs

(development, construction, operation, maintenance, retirement,
etc.). All costs are prorated based on ownership except for fuel
and reactant expenses which are prorated based on energy
delivered.

The $85 million in transmission costs are necessary to move TC2
energy to the Utilities” load. The Agencies will only pay a 25%
share of the $8 million direct interconnection costs that are part of
the total transmission costs.

Control The Companies control the development, construction and
operation of TC2, subject to meeting a “Good Utility Practice”
standard and complying with approved budgets. The
Development Budget 1s an exhibit to the Agreement. The
Construction Budget is approved by a majority vote of the
Coordination Committee (Companies 75%, Agencies 25%). Any
changes to budgets are also approved by majority vote.

Development Phase | The Companies accrue Development Costs until April 1, 2004,
Payments The Agencies then pay their pro rata share of accrued
Development Costs plus interest plus the 2% Supervisory Fee.
The Agencies make monthly payments thereafier.
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TRIMBLE 2 PARTICIPATION AGREEMENT

KEY TERMS SUMMARY
ITEM TERM SUMMARY
Development The Parties to use commercially reasonable efforts to meet project

Schedule milestones:

Each Party to execute Transmission Service Agreements with
applicable ISO by July 1, 2004.

(i) The Companies to execute an Interconnection Agreement
with applicable ISO by December 1, 2003.

(i11) Bach Party to obtain regulatory approvals by July 1,
2005. :

(iv) The Companies to obtain environmental permits by
February 1, 2005.

{v) Each Party to obtain final authorization and project
funding by November 1, 2005.

(vi)  Construction closing December 31, 2005.

Development Phase | Any Party may withdraw during the Development Phase. If the
Termination / Companies withdraw, the agreement is terminated, Agency
Withdrawal payments may be refunded, development stops, and Agency
option to participate in TC2 remains.

If an Agency terminates, no refund of payments and Agency
option to participate in TC2 ends. The Companies may continue

development.
Construction Phase Withdrawal during the Construction Phase is a breach. If the
Termination / Companies withdraw, the construction stops and the Agencies
Withdrawal may seek actual damages.

If an Agency withdraws, the construction continues and the
Companies and remaining Agency buyout the withdrawing
Agency’s interest at a discount after construction is completed.

Construction Budget | To be submiited 90 days prior to construction closing and
approved by a majority vote of the Coordination Committee.

Amendments to the Construction Budget are also by majority vote
of the Coordination Committee.

An Agency may elect to not participate in cost overruns in excess
of the initial Construction Budget and be diluted at a discounted
rate.
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TRIMBLE 2 PARTICIPATION AGREEMENT

KEY TERMS SUMMARY
ITEM TERM SUMMARY .
Construction Phase Agencies pay their pro rata share of Construction Costs plus the

Payments

2% Supervisory Fee monthly.

Operating Procedures

Each Party will only be entitled to use its pro rata share of any
Plant Attribute (i.e., Capacity, Energy, Ramp Rate, VAR’s)

Any inadvertent use of any other Party’s pro rata share of a Plant
Attribute will be compensated in a way that complies with FERC
Comparability Standards.

Assignments Each Party has a right of first refusal and consent rights, not to be
unreasonably withheld on any transfer to a non-affiliate.
Disputes Disputes to be resolved by the:

(i)  Coordination Commiitee
(i1)  Senior Executives
(iii)  Voluntary Binding Arbitration

o Engineering, Procurement and Construction Agreement: describe the key
terms of the existing or expected EPC contract arrangement, including firm
price, liquidated damages, hold-backs, performance guarantees, etc.

The table below describes the key terms of the existing TC2 EPC Agreement. The
EPC Agreement was signed on June 10, 2006.

EPC Parties:

Contract Price:

Performance:

Schedule:

Warranty:

Louisville Gas & Electric Co., Kentucky Utilities Co., Indiana Municipal
Power Agency and Illinois Municipal Electric Agency (“Owners”) and
Bechtel Power Corp. (“Bechtel”).

Lump sum turnkey price, plus provisional sum for the Mercury and PM10
Continuous Emissions Monitors.

Net Power Output of 2 nominal 750 net MW and Net Plant Heat Rate of
8662 BTU/ KWh.

Notice to Proceed (“NTP”) June 28, 2006
Scheduled Mechanical Completion February 15, 2010
Guaranteed Commercial (“GCOD”) June 15, 2010

Two years on entire plant from Bechtel with extended warranties from
OEM’s passed through.
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Security: Letters of credit to be received by Owners upon NTP (i.e., the time that

Owners authorize Bechtel to commence full construction). The letters of
credit are stepped down over the course of the project in four increments
and then fully released upon Final Completion (or upon completion of
functional tests, if later).

Liquidated Damages: Schedule: If TC2 does not achieve Substantial Completion by GCOD;,

Performance: Bechtel must correct performance if TC2 does not achieve
a minimum Guaranteed Net Output or a maximum
Guaranteed Net Plant Heat Rate (“Minimum
Performance’).

Reliability:  Bechtel must achieve a minimum Equivalent Availability
Factor (“EAF”) during a 30 day reliability test.

»  Water Supply Agreement: confirm the amount, source, and cost of water supply.

Increase maximum water withdrawal capacity from current 12,000 gal/min to 54,000 gal/min.
Water source is the Ohio River at no cost.

» Transmission interconnection agreement: explain the requirements to connect to the
system and the current status of negotiations in this respect.

All required contracts and regulatory approvals are in place for the construction of the system
improvement necessary to interconnect TC2 and to move the power from TC2 to the Companies’
and Agencies’ customers.

The Companies are currently members of the Midwest Independent Transmission System
Operator (“MISO”). An Interconnection Request #75052130 was sent to MISO in March 2002.
In response MISO produced System Impact Study A-024 in May of 2003 and a Generation
Interconnection Evaluation, Project G218 (MISO Queue #37356-01) in March of 2003. Both of
these studies identified constraints and possible solutions to those constraints in the MISO
transmission footprint and adjacent non-MISO transmission systems. After selecting from among
the possible solutions identified, a MISO-prepared Facility Study Report, Project FO12 (MISO
OASIS # 75052130) identified the cost and schedule for required system improvements in July
2003. Subsequently MISO and the Companies entered into an Interconnection and Operating
Agreement on January 27, 2004. (Included as Appendix U). The Companies acting as the
Transmission Owner filed for regulatory approvals necessary to construct the required system
improvements. The KPSC issued orders in September 2005 and May 2006 approving the
construction of the required system improvements. The Companies are currently acquiring rights
of way for the construction. All transmission construction is scheduled to be complete in the fall
of 2009.
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The Companies are in the regulatory process of exiting from MISQ. However, such withdrawal
will have no effect on the Interconnection and Operating Agreement.

IX. Permits including Environmental Authorizations

»  Provide a complete list of all federal, state, and local permits, including
environmental authorizations or reviews, necessary to commence construction of the

project.

Title V, Acid Rain/NOy Budget permits for the construction/operation of a new electrical
generating unit.Permit # - V-02-043 (Revision #2) January 4, 2006. See Appendix P.

Kentucky Pollutant Discharge Elimination System (“KPDES”) Permit # KY0041971 (effective
10/1/02), see Appendix Z.

«  Explain what actions have been taken to date to satisfy the required authorizations
and reviews, and the status of each.

The Title V, Acid Rain/yNO, Budget permits for the construction/operation of a new electrical
generating unit was received/deemed final January 4, 2006. See Appendix P.

The Kentucky Pollutant Discharge Elimination System (“KPDES”) Permit # K'Y0041971 expires
September 30, 2007. The additional anticipated flows will be included during the renewal
application in March 2007, LG&E does not anticipate significant changes to the permit as a
result of TC2. See Appendix Z.

« Provide a description of the applicant’s plan to obtain and complete all necessary
permits, and environmental authorizations and reviews.

With the approved CCN from the KPSC, the Companies have obtained all necessary permits to
commence construction of TC2. The appropriate permits are covered in Ms. Sharon L. Dodson’s
testimony to the KPSC for the CCN, see Appendix AA. Moreover, the required permits are
shown in that file on pages 12 and 13, otherwise labeled Exhibit SIL.D-3. Additionally, any
permits routinely required for construction (i.e. plumbing, building, etc.) will be obtained at the
appropriate time as necessary.

The Title V, Acid Rain/NO, Budget permits for the construction/operation of a new electrical
generating unit was received/deemed final January 4, 2006. See Appendix P.

The Kentucky Pollutant Discharge Elimination System (“KPDES”) Permit # KY0041971 was
effective 10/1/02, see Appendix Z.

Water for TC2 will be taken from the Ohio River through existing intake structures and under
existing permits.
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X. Steam Turbine Purchase

o Ifapplicant plans to purchase a steam turbine or turbines for the project, indicate the
prospective vendors for the turbine and explain the current status of purchase
negotiations, and provide a timeline for negotiation and purchase with expected
purchase date.

A Purchase Order (number 25191-100-POA-MUSG-00001) has been released to Hitachi
America, Ltd. for the purchase of the steam turbine. Pricing, terms and conditions and schedule
have ail been agreed between the parties. The Purchase Order Cover Letter for the Steam
Turbine as well as the Steam Generator and the AQCS are attached in Appendix S.

XI. Project Schedule

o Provide an overall project schedule which includes technical, business, financial,
permitting and other factors to substantiate that the project will meet the 2 year
project certification and 5 year placed-in-service requirement.

Appendix A contains the TC2 Project Milestones Schedule.
APPENDICES

. Indepeﬁdent Financial Report.
See Appendix BB.

o Copy of internal or external engineering reporis.

See Appendices I, O and CC (Black and Veatch Site Assessment Report).

o Copy of site plan, together with evidence that applicant owns or controls a site.
Examples of evidence would include a deed, or an executed contract to purchase or
lease the site.

See Appendices M and T.

« Information supporting applicant's conclusion that the site is fully acceptable as the
project site with respect to environment, coal supply, water supply, transmission
interconnect, and public policy reasons.

See Appendices M, K, P, Q, U and Z.

o Power Purchase or Energy Sales Agreement.
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Not Applicable.

o Energy Market Study.
See Appendix V.
«  Market Study for non-power output.
Not Applicable.
"« Financial Model of project.
See Appendix X.
| +  Audited financial statements for the applicant for the most recently ended three fiscal
years, and the unaudited quarterly interim financial statements for the current fiscal
year.

See Appendix DD.

« For each project contract, if no contract curvently exists, provide a summary of the
expected terms and conditions.

See Appendix EE (Engineering, Procurement and Construction Agreement).

o List of all federal, state, and local permits, including environmental authorizations or
reviews, necessary to commence COnstruction.

See Appendices P, Z, AA.

« Ifan appendix listed above is not provided, include in its place a complete
explanation of the reasons for the omission.

The project will not have a Power Purchase or Energy Sales Agreement since TC2 will generate
power needed to serve native load customers.

A market study was not completed because power will be used for native load customers.

A market study for non-power output was not performed, since the Companies have not yet
identified marketing opportunities for the non-power output.

Since an EPC contract has already been executed for the project, a summary for a project
contract that does not exist was not applicable.
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The Companies respectfully request confidential treatment of this application and all appendices
contained herein, as they contain trade secrets and commercial or financial information which is
exempt from disclosure under the Freedom of Information Act, 5 USC sec. 552, Subject to the
Trade Secrets Act, 18 USC sec. 1905.

Signature — Kentucky Utilities Company and Louisville Gas and Electric Company
Declaration

Under penalties of perjury, I declare that I have examined this submission, including
accompanying documents, and, to the best of my knowledge and belief, all of the facts contained
herein are true, correct, and complete.

A%
Jo#A N. Voyles V4
Vice President — Regulated Generation

June 28, 2006
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S. Bradford Rives
Chief Financial Officer

220 West Main Street
Louisville, Kentucky 40202
T{502) 627-3990
F (502) 627-2111
brad.rives@eon-us.com
September 27, 2006
Vig Certified Mail

Internal Revenue Service
Attn: CC:PSI:6, Room 5313
P.O. Box 7604

Ben Franklin Station
Washington, DC 20044

Re: SECTION 48A APPLICATION FOR CERTIFICATION

Gentlemen:

Enclosed please find the completed application for advanced coal project credits which is
submitted for your approval. This is a joint application of Kentucky Utilities Company and
Louisville Gas and Electric Company for their Trimble Count Unit 2 project. Pursuant to Notice
2006-24, this application is being made to the Internal Revenue Service. The Taxpayers
previously requested Department of Energy Certification. Under separate cover, we are also
filing the Section 48A Certification Requirements.

We thank you in advance for your consideration of this application. Please feel free to contact us
if you have any questions regarding the same. Please return a stamped copy of this transmittal
letter for our file in the enclosed self-addressed envelope. Thank you in advance for your
assistance in this matter.

Very truly yours,

-

< M

Enclosures
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SECTION 48A APPLICATION FOR CERTIFICATION

Applicant Name:

Applicant Address:

Taxpayer identification number:

Contact Person:

Qualified advanced coal project:

Kentucky Utilities Company and
Louisville Gas and Electric Company

220 West Main Street, P. O. Box 32030
Louisville Kentucky 40232

Kentucky Utilities Company 61-0247570
Louisville Gas and Electric Company 61-0264150

Ronald L. Miller, Director Corporate Tax,

©(502) 627 - 2687

Gregory J. Meiman, Senior Counsel

(502) 627 - 2562

J. Scott Williams, Manager Tax Accounting,
(502) 627 - 2530

Trimble County Unit 2
487 Com Creek Road
Bedford, Kentucky 40006
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Kentucky Utilities Company (“KU”) and Louisville Gas and Electric Company (“LG&E”)
{referred to herein as “the Companies™) submit this Section 48A Application for Certification
pursuant to Section 48A of the Internal Revenue Code and the Guldelmes issued by the Internal
Revenue Service (“IRS™) on February 21, 2006 (Notice 2006- -24).}  As required under the
Guidelines, the Companies submitted an Application for Department of Energy Certification
(“DOE Application”) on June 28, 2006. Accordingly, the Companies request that the IRS accept
the Companies’ Section 48A Application for Certification and allocate to the Companies an
investment tax credit of $125 million. The Companies are submitting simultancously with this
Application its Section 48A Certification Requirements. As explained in that submission, the
Companies are seeking issuance of the certification because they have satisfied the requirements
under Section 48A that all federal and state environmental authorizations or reviews necessary to
commence construction of the project have been received and that the main steam turbine for the
project has been contracted for.

Summary of the Project

The Companies will construct an Advanced Coal-based Generation Technology project, Trimble
County Unit 2 (“TC2”). The unit is a nominal 750 net MW super-critical pulverized coal
(“SCPC™) facility with the latest coal combustion technology, as well as the latest technological
advances in efficiency and environmental controls. This new facility will be located at Trimblé
County Station in Bedford, Kentucky, along the Ohio River, the site of Trimble County Unit 1
(“TC1™), a 511 MW coal-fired facility. TC2 will be a joint project between the Companies,
which will own 75% of the project, and the Indiana Municipal Power Agency (“IMPA”™) and the
Illinois Municipal Electric Agency (“IMEA”)?, which will jointly own 25% of the project, and
will serve the needs of the native load customers of these entities. This project is a new electric
generating unit with construction to be completed and unit commercialization to take place in
year 2010. The nameplate generating capacity is a2 nominal 750 net MW.

' Both KU and LG&E are operating subsidiaries of E.ON U.S. LLC (“E.ON U.S8.”). E.ON U S, is ultimately owned
by E.ON AG, an integrated power and gas company based in Dusseldorf, Germany. See the DOE Application,
which is attached to this Application as Exhibit 1, for details regarding the parties to the project and the project
itself,

2 IMPA isa not-for-profit corporation and a political subdivision of the State of Indiana. IMPA was created in 1980
for the purpose of jointly financing, developing, owning and operating electric generation and transmission facilities
appropriate to the present and projected energy needs of its participating members. IMPA sells power to its members
under long-term power sales contracts. IMPA’s owned and member-dedicated generating capacity is 8§11 megawatts.
IMEA is a not-for-profit, municipal corporation and unit of local government of the State of Illinois. IMEA was
created in 1984 for the purpose to jointly plan, finance, own and operate facilities for the generation and
transmission of electric power to provide for the current and projected energy needs of the purchasing members.
IMEA has forty members, each of which is a municipal corporation in the State of Iilinois and owns and operates a
municipal electric distribution system.
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As part of the TC2 project, new transmission lines are needed to provide stability for the output
from TC2. The new transmission lines are based on studies performed by the Companies and
approved by the Midwest Independent System Operator. The Companies received a Certificate
of Public Convenience and Necessity (“CCN”) for the direct interconnection part of these
facilities on September 8, 2005 from the Kentucky Public Service Commission. An additional
CCN for transmission system upgrades was received on May 26, 2006. The additional
transmission lines are a 42 mile Hardin County-Mill Creek 345 kilovolt line and a 2.55 mile
Trimble County-Public Service Indiana 345 kilovolt line. Construction for part of the
transmission upgrade has begun.

The estimated total cost of the project is approximately $1.25 billion. The estimated amount of
qualified investment in eligible property is approximately $988 million. The amount of
qualifying advanced coal project credit requested for the project is $125 million.

Attached as Exhibit 1 is a paper copy of the Department of Energy Application filed on June 28,
2006 in accordance with section 5.02 of Notice 2006-24. KU and LG&E satisfied all
requirements of the Department of Energy Application.

The following table summarizes the essential requirements for qualification for tax credit, as well
as the associated values proving the qualification of this project.

Table 1 - Summary of Qualifying Criteria Requirements

sCriteria; 0 o o ection 48A. Requirement | Trimble County-Unit:2.
Heat Rate 8530 BtwkWh 8350 Brw/kWh
SO, percent removal 99% 99%
NO, emissions 0.07 Ibs/MMBtu 0.04 1bs/MMBtu (guaranteed)
0.05 1bs/MMBtu (permitted)
PM emissions 0.015 tbsyMMBM 0.015 IbsyMMBtu
Hg percent removal 90% 90%
Project to power New electric generation OR | New electric generation
Retrofit/repower existing
Amount of project is At least 50% 100%
electrical power
Fuel At least 75% coal 100% coal
Project location Generation Unit at one site ;| Yes; Trimble County Station, 487
Corn Creek Rd, Bedford, KY
40006
Nameplate At least 400 MW Nominal 750 net MW
Project Status Ongoing engineering Approved by State agencies with
activities permits and
procurement/construction
contracts in place.
Project Type IGCC or qualifying Qualifying advanced coal project
advanced coal project
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The new TC2 unit will be powered by an SCPC boiler and steam turbine generator that utilize
the latest technological advances in efficiency and environmental controls. The Companies
place a high value on efficiency and environmental stewardship, selecting SCPC over a lower
cost, less efficient sub-critical pulverized coal facility or a less efficient circulating fluidized bed
plant. Moreover, steam cycle conditions were reviewed and raised to the highest conditions for
which commercial guarantees were available and reliable operation could be expected with the
5.5 1bs SO,/MMBtu performance fuel.

TC2 will clearly satisfy the requirements of Section 48A of the Internal Revenue Code in terms
of the required design net heat rate. The Guaranteed Design Net Heat Rate provided by Bechtel
Power Corporation (“Bechtel”) in the EPC Agreement is 8662 Btu/kWh. When that heat rate is
corrected for the fuel heat content and respective atmospheric conditions, as required by Section
48A(f)(2), TC2 has a calculated Design Net Heat Rate of 8350 BtwkWh, as seen in Table 1.
This is further described in the Heat Rate portion of this Application.

TC2 will satisfy the environmental performance requirements of Section 48A, as well. TC2 will
be the most environmentally friendly coal-fired unit in Kentucky with lower permit limits for
sulfur dioxide (“SO;”") and nitrogen oxide {“NO”) emissions than any other existing or currently
planned coal unit in Kentucky. TC2 will be designed using state-of-the-art emission control
technologies. First, in terms of mercury removal, TC2 will be guaranteed to achieve 90%
Mercury removal, matching the Section 48A Mercury removal design requirement. The 90%
Mercury removal guaranteed for TC2 is necessary to provide a reasonable operating margin to
meet the Mercury emission limit of 13 x 10 *® Lb/MWh contained in the project’s Air Permit
which is better than the Environmental Protection Agency’s Clean Air Mercury Rule
requirements. The Mercury limit will be met by a selective catalytic reduction system (“SCR”),
a dry electrostatic precipitator (“DESP”), an activated carbon injection system, a pulse jet fabric
filter (“PJFF”), a wet flue gas de-sulfurization system (“WFGD™) and a wet electrostatic
precipitator (“WESP”).

With other adjustments being made to TC1, SO, and NO, emissions from both TC1 and TC2
will not exceed currently permitted limits for the Trimble County Station site, even after the
addition of the TC2.. Nevertheless, while TC2 was able to net out of the Prevention of
Significant Deterioration regulations for SO, and NO, and thus Best Available Control
Technology (“BACT”) does not apply, it will still be designed to meet 0.05 Lb/MMBtu NO,
which is over 28% better than the Section 48A requirement of 0.07 Lb/MMBtu and have a 99%
S0, removal rate guarantee which equals the Section 48A requirement for SO, removal
efficiency.

Finally TC2 will be designed to limit filterable and condensable Particulate Matter (“PM”)
emissions to 0.015 Ibs/MMBtu. This will be accomplished by the combination of the DESP,
PJFF, WFGD and WESP.

The heat rate and emission limits quoted above as design values are vendor guarantees with
liquidated damages or make right requirements contained in executed purchase orders. Hitachi
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American Limited will supply the steam turbine generator. Wheelabrator Air Pollution Control,
Inc. (“WAPC”) will supply the air quality control system and Mitsui Babcock Energy Ltd. will
supply the boiler which includes the SCR. Bechtel, the engineering, procurement and
construction (“EPC”) contractor for TC2, will design and construct TC2 and provide the ultimate
guarantee of TC2 emissions and performance to the Companies.

Description of Project Qualifications Under Section 48A

The following sections explain how TC2 will satisfy the qualification requirements of the
legistation in more detail.

Heat Rate Requirement

The EPC Agreement Guarantees with Bechtel for TC2 provide a guaranteed heat rate for the
“performance fuel at 59°F dry bulb and 60% relative humidity (“RH”) of 8,662 BTw/kWh. The
performance fuel has a heat content of 9970 Btw/Lb. To calculate the “design net heat rate” as
defined in Section 48A(f)(2), Bechtel’s guaranteed heat rate is adjusted both for site reference
conditions and for the heat content of the design coal.

With respect to site reference conditions, the Bechtel guarantee conditions of 59°F and 60% RH
(which is the standard for system design) needed to be converted in order to apply the conditions
contained in Section 48A(H)(2)(D) of 14.4 psia, 63°F dry bulb, 54°F wet bulb, and 55% RH.
Those adjustments were made in Trimble County 2, Ambient Change, Tax Credit Study (See
Exhibit 1, DOE application Appendix I). The performance data for the existing cooling tower,
which was originally designed for two units but which will be enhanced in conjunction with this
project, is based upon 90°F dry bulb conditions. As indicated, the guaranteed performance heat
rate was first adjusted to a 90°F condition utilizing the existing cooling tower performance data.
That 90°F case was then adjusted to the 54°F wet bulb criteria.

The adjusted heat rate at these conditions is 8751.9 Btw/kWh. This value should be conservative
since expected enhancements to the cooling tower, which will further enhance performance,
were not factored into the calculation.

Also, the heat rate of 8751.9 Btw/kWh described above was adjusted for fuel heat content of
9970 Btw/Lb pursuant to the formula in Section 48A(f)(2). This calculation shown below results
in a Design Net Heat Rate of 8,350.3 BtwkWh:

8,751.9 * [1-[(13,500-9,970)/1000]*.013] = 8,350.3 Btw/kWh

This calculation yields the heat rate provided in Table 1 of this Application.

SO; Percent Removal Requirement

The WAPC purchase order provides for WAPC to guarantee 99% SO, removal from the TC2
flue gas.
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NO, Emissions Requirement

The EPC Agreement provides for Bechtel to guarantee that NO, emissions from TC2 will not
exceed 0.04 Lb/MMBtu provided the burner stoichiometry does not exceed 1.0; otherwise the
guarantee will be 0.05 Lb/MMBtu.

PM Emissions Requirement

The EPC Agreement provides for Bechtel to guarantee that total (filterable and condensable) PM
emissions from TC2 will not exceed 0.015 Lb/MMBitu.

Mercury Removal Requirement

The WAPC purchase order provides for WAPC to guarantee 90% Hg removal from the TC2 flue
gas.

Coal Project Requirement

TC2 is a new electric generation unit and 100% of the useful output is electrical power. The Fuel
Quality specifications to the project EPC contract show that 100% of the fuel for TC2 will be
coal.

Site Control and Ownership

LG&E owns the approximately 2,200 acre Trimble County Station Site. On April 5, 2006,
LG&E transferred an undivided ownership interest in the TC2 site (approximately 6.5 acres
under TC2) to the other owners of TC2.

TC2 will be installed at an existing site in the E.ON U.S. fleet. This site has existing
infrastructure for coal handling, limestone handling, water intakes, cooling tower and civil works
completed.

Project Status and Permits

The project continues to progress according to the Project Milestone Schedule, which is
contained in Appendix A of Exhibit 1. Purchase orders were issued to Hitachi American Limited
for the turbine and WAPC for the air quality control system in April 2006. A purchase order was
issued to Mitsui Babcock Energy Ltd. for the boiler in May 2006. These purchase orders have a
total value of more than $300 million. Bechtel has commenced the detailed engineering for the
project with their sub-suppliers and placed orders for critical pipe. Site mobilization began on
July 5, 2006. Excavation of the boiler and steam turbine areas is currently in progress, as well
as the relocation of balance of plant systems for TC1 that interfere with the location of TC2.
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The overall Summary Schedule of TC2 Project is shown on page 23 of Mr. John Voyles’®
testimony as Exhibit JNV-5 in the TC2 CCN and can be seen in Appendix B of Exhibit 1.
Construction of TC2 will be primarily performed through a single EPC contract that will
primarily inciude the boiler, air pollution equipment, and turbine generating systems. The
Companies expect actual construction to take approximately four years. The current milestone
summary is shown in Appendix A of Exhibit 1.

All necessary environmental approvals to commence construction of TC2 have been obtained.
The Title V permit for the construction/operation of a new electrical generating unit was
received/deemed final January 4, 2006. The Kentucky Pollutant Discharge Elimination System
(“KPDES”) Permit, currently in effect, expires September 30, 2007.  Additional anticipated
flows from TC2 will be included during the renewal application in March 2007, however the
Companies do not anticipated significant changes to the KPDES permit as a result of TC2. In
fact, the Companies are in compliance with the certification requirement under Section
48A(c)(2)(A) that all Federal and State environmental authorizations to commence construction
have been recetved.

In terms of other regulatory approvals, on November 1, 2005 the Kentucky Public Service
Commission issued an order granting TC2 a CCN and on November 9, 2005 amended that order
to include a Site Compatibility Certificate. On January 27, 2004 an Interconnection and
QOperating Agreement was executed with the Midwest Independent System Operator identifying
all necessary electrical infrastructure improvements and assigning almost all construction
responsibility to the transmission unit of the Companies. The Companies received a CCN for the
direct interconnection part of these facilities on September 8, 2005. An additional CCN for
transmission system upgrades was received on May 26, 2006. Construction for part of the
transmission upgrade has begun.

Water for TC2 will be taken from the Ohio River through existing intake structures and under
existing permits. Coal will be purchased by the Companies’ Fuel Department. It is anticipated
that coal for the first year of operation wiil be fully contracted for in 2009. This is consistent with
the Companies’ practice for its existing 6,000 MW coal fleet.

Utilization of Project Output

The new generating unit will provide only electricity and no other usable energy sources;
however, byproducts from the combustion of coal (bottom ash, flyash) and by-products from
environmental control technologies (synthetic gypsum} may be sold should a market develop.

Eligible Property

The Companies seek an investment tax credit for their investment in the eligible property of
TC2. TC2 includes a steam generator and turbine, as well as the necessary pollution control
equipment to enable it to qualify for the investment tax credit. In addition, eligible property also
includes the necessary upgrades to the transmission system to accommodate the new facility.
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Further, the Companies capitalized interest as property eligible for the investment tax credit. As
explained below, the eligible property includes all elements of the project.

Section 48A of the Internal Revenue Code provides that an investment tax credit is available for
“gligible property.” Eligible property is defined for an integrated gasification combined cycle
(“IGCC”) facility as “any property which is a part of such project and is necessary for the
gasification of coal, including any coal handling and gas separation equipment.” For projects
other than IGCC, eligible property is defined as “any property which is a part of such project.”

Congress intended that the scope of “eligible property” under Section 48A be limited only with
respect to IGCC facilities. “With respect to IGCC projects, the conference agreement narrows
the definition of credit-eligible investients to include only investments in property associated
with the gasification of coal, including any coal handling and gas separation equipment. Thus,
investments in equipment that could operate by drawing fuel directly from a natural gas pipeline
do not qualify for the credit.” Description and Technical Explanation of the Conference
Agreement of H.R. 6, Title XIll, “Energy Tax Incentives Act of 2005,” p. 36 (July 27, 2005). For
projects other than IGCC, no such limits were included in the legislation, and Congress spoke to
no limits in the legislative history of the provision.

Under Section 48A, Congress intended that all property that is part of an advanced coal project
other than IGCC be included within the scope of eligible property, including transmission
facilities. In this manner, the language is broader than the investment tax credit language for
either solar or geothermal facilities. In terms of solar energy equipment, the ITC is available
for “equipment which uses solar energy to genmerate electricity...” Id at 48(a)(3)(A)1)
(emphasis added). For geothermal, the ITC is available for “equipment used io produce,
distribute, or use energy derived from a geothermal deposit,... but only, in the case of electricity
generated by geothermal power, up to (but not including) the electrical transmission stage.” 1d.
at 48(2)(3)}(A)(ii1). Congress limited the ITC for solar facilities to equipment used to generate
electricity, while for geothermal facilities, transmission facilities are specifically excluded from
the scope of eligible property. On the other hand, with respect to advanced coal facilities other
than IGCC, Section 48A neither limits the scope of eligible property to equipment used to
generate electricity nor does it specifically exclude transmission facilities. In fact, unlike both
solar and geothermal facilities, there are no limitations regardmg eligible property for advanced
coal projects other than IGCC projects.’

? The use of the phrase “any property which is a part of such project” in prior investment tax credit language further
supports the inclusion of transmission facilities within the scope of eligible property. The Tax Reform Act of 1986
repealed an existing investment tax credit, but allowed its continuation for a brief period for “transition property,”
which was defined to include “property which is part of 2 project which is certified by the Federal Energy
Regulatory Commission before March 2, 1986, as 2 qualifying facility for purposes of the Public Utility Regulatory
Policies Act of 1978.” Tax Reform Act of 1986, No. 99-514, 100 Stat. 2085 {October 22, 1986}, Sections
204{a}2)(A); 211(a). The Federal Energy Regulatory Commission determined that a qualifying facility included
transmission facilities. Clarion Power Company, 39 FERC§ 61,317 (June 18, 1987). And in Private Letter Rulings,
the IRS determined that “property which is part of a project” under Section 204(a)(2A) of the Tax Reform Act of
1986 included transmission facilities. See, Private Letter Ruling 8947034, 1989 PLR LEXIS 2729 (August 28,
1989); Private Letter Ruling 8843017, 1988 PLR LEXIS 2336 (July 29, 1988).

10
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The expected capital costs for TC2 construction in its entirety is approximately $1.25 billion.
The Capital and Transmission costs in total have not changed from the DOE Application but the
spending per year has changed due to new estimates. Also, capitalized interest has been added to
the project costs since the DOE Application was filed. Since 25% of the project is owned by
IMEA and IMPA, the total construction costs to the Companies will be 75% of the total costs of
the facility. All of the expected capital costs of the advanced coal facility, TC2, will qualify
under Section 48A as eligible property. The Companies’ portion of the costs is shown in Table 2
and Table 3 as follows.

Table 2 ~ TC2 Costs (75% ownership only)

(Nominal $000s)

1 "Capital | “Titerest | Transmission [ Total
2005 7,900 0 1,600 8,900
2006 102,500 4,000 5,600 111,500
2007 305,400 15,000 15,000 335,400
2008 288,200 30,000 27,000 345,200
2009 83,000 41,000 35,000 159,000
2010 5,000 22,000 1,000 28,000
Grand
Totals 792,000 112,000 84,000 988,000

i1
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Table 3 - Breakdown of Eligible Property

Steam Generator $108,800,000
Steam Turbine 47,000,000
Air Quality Control System Package 220,200,000
SCR 24,400,000
Ash Handling 18,400,000
Other Pollution Control Costs 42,000,000
Balance of Project and Construction 517,200,000
Development Costs 15,500,000
Total EPC contract costs $993 500,000
Costs_outside of EPC contract 62,500,000
Total Capital Project Budget $1,056,000,000
Less IMEA/IMPA 25% ownership (264,000,000}
Subtotal $792,000,000
Transmission 84,000,000
Capitalized Interest 112,000,000
Total Capital $988,000,000
Total eligible plant $988 000,000
Tax credit percentage X 15%
Tax credit calculated $148,200.000
Tax credit applied for $125,000,000

Bechtel is the engineering, procurement and construction contractor for TC2 and will design and
construct TC2 and uitimately provide the guarantee of TC2 emissions and performance to the
Companies. Individual component costs to construct TC2 are included in Bechtel’s “Balance of
Project and Construction” line item above. For total cost of EPC contract see Exhibit 1
Appendix EE Article 8.1(page 73). Also, for a detailed breakdown of EPC contract costs see
Exhibit 1 — Sub Exhibit X of Appendix EE.

See Exhibit 2 for calculation of capitalized interest and Exhibit 3 for transmission project costs.
Ratio of Total Nameplate Capacity to Requested Allocation

TC2 would provide a high ratio of total nameplate generating capacity to requested credit
allocation, as reflected in the following calculation:

Total credit applied for $125,000,000

Nameplate Capacity (MW} 750
Tax Credit per MW Nameplate capacity $166,667

12
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EXHIBITS

Exhibit 1 - Application for Department of Energy Certification

Exhibit 2 - Calculation of Capitalized Interest

Exhibit 3 - Transmission Project Costs

Exhibit 4 - Power of Attorney and Declaration of Representative, Form 2848
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The Companies respectfully request confidential treatment of this application and all appendices
contained herein, as they contain trade secrets and commercial or financial information which is
exempt from disclosure under the Freedom of Information Act, 5 USC sec. 552, Subject to the
Trade Secrets Act, 18 USC sec. 1905.

Signature — Kentucky Utilities Company and Louisviile Gas and Electric Company
Declaration

Under penalties of perjury, I declare that I have examined this submission, including
accompanying documents, and, to the best of my knowledge and belief, all of the facts contained
herein are true, correct, and complete.

§ é % Ml

S. Bradford Rives
Chief Financial Officer
September 27, 2006
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Exhibit 2
CALCULATION OF CAPITALIZED INTEREST

The Companies respectfully request confidential treatment of this exhibit, as it contains trade secrets
and commercial or financial information which is exempt from disclosure under the Freedom of
Information Act, 5 USC sec. 552, Subject fo the Trade Secrets Act, 18 USC sec. 1905.
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Exhibit 3
TRANSMISSION COSTS

The Companies respectfully request confidential treatment of this exhibit, as it contains trade secrets
and commercial or financial information which is exempt from disclosure under the Freedom of
Information Act, 5 USC sec. 552, Subject to the Trade Secrets Act, 18 USC sec. 1905,

Summary of costs per estimated Authorization for Investment Proposals

Project # Amount
121636 _ $44,745,749
121639 ‘ 12,993,988
121640 6,240,000
Other Transmission Costs 20,020,263

Total $84,000,000
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[ jonginm
[Irevisa

[T TILGAE Enwegy Services Go, T ILovisvike Gas & Elaciric Go, [ X" Jrantusky Utisties Company

[T aRE Enorgy Marksting [ twestern Kentueky Enaray T 1 GAE Powsr ine: [ Jotes

[Mame of Project: TGZ E. Ft. Knox - HG 346KV

i {Brojuct Numbar: 121538 [Helitad Projact Numbers: EFEGAE)

{AlP Proparad fy: Ranaie Bragiord

{Duty Aogueatad:

o Btart Date [2]:

Bridged i
i 10

[Expacted Completion Dete (2]

[Phone: 502-827-3187

i
]
]
123772030}
]
|

[Froject Monager: Honnla Bradiorg [Fhone: SOE827-316¢
Froquot Gode [3 Haug. Conter L.ocation O Name [6] 1 Epnvironmental Code (7] Tmi?m—m:l
‘ FAnanession Linds i i

REASONS AND DETAILED BESCRIPTION OF PROJECT

{iratude sketch

no, I appiicabla)

Ml Croak - Hardin County 345KY, East Fort Knox property boundary - Hardin Gounty Sub,

GRWay 26, 2006, (he Kedilicky Fublic Service Commission granted LGAE and KU a Cortlficate of Public Conveclona® aad Nectnaity, cane numuer Z006.00467,
10 conainict and operate 1he proposed 42.03 mils Hardin Co. - Mil Cresk 346 KV ransmilauian fine, The proposad transmission fine I nacasgary to provige stablily
for ihe cutput fom the proposed 750 MW Trimdle County Urit il {TC2) Expansian. Tha naed for he propored tansmisgion line wae based un studles performad by

EON 3nd valldated by the Midwest indepandent Transmiasica System Gperalor, inc.

HS0)

invastment: Instzll 32,7 miles of 6 - 954 ACER 4517 conductor,
the Mill Creek - Hardin Co. 345ky fine. The 346KV Hne will be conatricied with fatiice stoel towers,
cirenlt steal structuras in this section. Approx 8,265 miles of the 32.7 milas of line, will be conatructed as doubla circuit with exigting 138kv lines.

357 miles of 2 - 7 NO SAW static wires in the E. Fort Knox - Hardin Co. seciion of
wo pale steel "H" frame snd single pole double

Retirament. Remove 4.40 miles of 3« 785 ACER 26/7 canductor, 4,49 milas of 2-7 No. 8 ALWD in the Hardin Co--Hardinsburg 138 kV tna.

Lifahime

Capitat Costof Capital Coat] Initla) &M Q&M Cosl TOTAL
Costs fwnatment |  RemoveliRetiramant | Sublotatfsj | Costl8] | Monrorenc® | Subtowl | INVESTMENT
Company Lebor, 1,531 08 1,921,308 1,831,308
Contract Esbar 18,750,805 58,8071 16,008,712 18,808,712
{Matarals 13,108,771 13,188,773 13,198,771
Righis of Way 5305814 5,263 614 5,203,614
Oiher (Dagoriba) - .
\Lesa Sslvage A T
\.ocal Engingenng gﬂli 5,602,394 5,502,344 5,502,344
Sybigial 44 586,842 158,8071 44,745 749 44,745,748
Conlt. in Ald of Conste JOIACY[1H] A -
Net Expanditures 44 586,842 1589071 44,748 748 44,745 748
‘Checked by Date {Chec&ad by IDEIB 1Skek:h No. I
 signature Reguivad (Bazed on CAPITAL COSY SUBTOTAL COLUMN) [6];
Authorized by Name Signature 5 Date
1. 18uperviscr/Team Laader (Non iT and |T up 16 $25k) W, Alan Struak ( b Q - ’sa,_, z_'}__q;,
.o ight 100k LT Kath . Si . v 24
2. |Olrector Right of Way (Non T >$100k up to 3300k; IT »$50k up to $100k) Intoan A, Slay 177 m/ g/)é’{,;/(_,é,
3. (Manager (Non T >326K up to $1001; IT >$25k up to S80K) J. Nate Mulfing g 22 08
s. |Ciractor (Non IT >5400% up to $300k; IT >$50k up Lo $100K) Mark 8, Johnsan TETTTR
6. {OBU Budget Coominator (43 : ﬁ ' Q / -
got Coonrator (13 O Cukdeh S lain. O (LGS 3hojoh
Fipancial Planning (Nen-iT snd iT>$300k; ali unbudgatad projects; all ! ’
6. Devalopment Praposels)[14] or Investment Committee Coordingtor (Nan-
1T =$1.0M; T »3500k; Davalopmen >$500k $15]
;5 Vice Pragident (Non Y >§300k up o $750k; 1T >$100k up to $200k;
*  Cavalopment up to $200k)
N Senior Officar {No#t IT »$750k up 'o $1.0M: 1T >§5200k up 1o $500k; Pact W, Thempson

Pevalopment *$200k up to S500k)

CFO (Non IT »$1.0M; 1T »8500k; Development >$56G0k) [15)

30

TEOD (Non IT ~§1.0M Up 16 €25.0M; 11 >S500k up to €25.0M;
Davelopment »3500k up to €25.0M) [16]

1,

£.0n Board
(Non {T, T, and Devalopment > £25 00

12

Infermation Technology [14]

3.

Property Accounting {incieding budge! check)

NOTE; AIP Page 2 3 3 must he complatad and attachad before approvat of any projoct.

Efecive S



a3/88/2606 15:26 582-5274716 LGEE WATERSIDE ESOC PaGE  B2/83

AUTHORIZATION FOR INVESTMENT PROPOSAL

. [ Jonamat
[ Revises
[ ILGAE Energy Servicas Co. ¥ Jroutsvite Gas & Blectiir Co. T I Kenmuory Uninies Company
[T]168E Bnergy Marketing [ Weatem Kantucky Enargy [ TILGEE Powwar It " Cther:
{Name of Project: TGZ MG~ Eawt FE, KNBX 040Ky ling —
[Dat Kuquosted;  olf2008 [Project Number, 121630 |Reiated Project Rumbars; TZ1838 -
[Bidgeled 1YY« TR "% W nbudieted, Tt Altoroame Budgel rel. Rumnes) 11): 1
wWpEcion Siazt Date (21; 7a0rd TExpactad haarvics Date
[AIF Fraparsd by Wonnie Bradiord " [Fhione: S04-827-3187 1
[Prcjeci Monagar, _ Ronale Bradiord TPhons: S0Z-927-3167 ]
Pradizci Cods Kesp. Conter [4 Location ¥ OBU Name Environmental Code . o
D30/ 5 ranamisslon Lines

REASONS AND DETAWLED DESCRIPTION OF PROJECY
{nciude sketch no. if appiicabls) ‘
Willl Craak - Hardin County 345KV, Mill Creek - East Fort Knox property boundary, L
On May 28, 2006.4Re Kentucky Public Sarvice Commission granted LGAE and KiJ & Cerlificats of Fubllc Convantonce and Necassity, Case number 200500467, to
conatuct B oporais the proposed 42,03 mlle Hardi Co-Mill Ceank 345 KV tranemitaston Hoa. The propased tramsedssion line 1s nacassry Fo shovide stablity for
the cuiput from the proposed 750 MW Trimble County Unit !l [TCR) Expanstan. The noad for tha proposed tranamission line was baged on eftudies parfarmed by EON
and validaied by the Midwest indapsndant Transmission Systern Operatar, INC. {MISQO).

e tmant. Inatell 6,93 miles of & - 354 ACGR 46/7 canductor, 9,33 mitea of 2 - 7 NO BAW static wiras In Le Mt Grask - £, Fort Knox nection of the Mi
Crank - Herdin Co. 348kv ine. The line wili ba constructad wilh laltice steel towars and two pota steel "H” atniciures in tils section,

Retirement: Ramove Z.62 rites of 8~ 497 AGSR 257 conduclor, 2.62 rilles of 1 - 7/167 HSS static, 2.62 milas of 1 - B4mm2 OPGW. In the Tlp Top -
Claverport 138KV circuit 3861 franamission line.

I Liatime

Caqtital Goatof Capital Cost | initlal Q&M OEM Coat TOTAL
Gosts tnvestmont | Remaval/Retiramant | Subtatel (8] | Cost[9] Ma(l}nten{aﬂnlm Bubtotal | INVESTMENT
Company Labar 551,044 551,044 554,044
Conlract Labar 5484 833 : 82,5261 5582963 5 BRZ 3573
Materials - 3708803 | ) . 3,769,803 3,769,803
Rights of Way 1,508,867 1,500,673 1,508,673
Other (Dascribe) o ‘ - -
|,e58 Seivage . - B
Engineoring {103 1,584 115 - 1,584,115 1,584,119
Subitotal 42,601,458 . 92,520 1 12,893,068 12 663,968 |
Condr. In Aig of Conatr {CIAG) [14] " - -
(Nt Expanditures 12 501,408 92,6520 1 12,003 988 12,803 966
{Chwkaﬂ by bale Chacked by !?Date Sketeh No.
Signaturg Required (Basad on CAPITAL COBT SUBTOTAL GOLUMN) [8]:
Authorf20d by MNams Skjomtare Dafte
1. iSupervisorTeam Leader (Non IT and [T up to $26k) W. Alan Strunk % ) g.. 7406,
. |Director Righi af Way (Noa IT »5100k up to $300k; {T >350k up to $16 Kathleen A, Slay % é‘érgz,/ e %
£

a |Manager (Non.IT >825k up (o $100K; I >925k up fo $50K) J. Nete Muligs” ] - & 22 ex
£, {Director (Non 1T >$400% up to $300k; IT >$50k up to $100K) Mark S, Johnson { /

5 |OBU Budget Coordinator [13) el i | W Q % g 152-)/9

Finaneial Flanning (Nor-IT and IT>3300k; a# unbudgeted projects: sit a7

8. |Developmaent Proposals)[14] o investment Committes Coondinator
{Non-tt >»$1.0M; IT >$560k; Development >$500k [16]

Vice Prenigent (Non IT >3300% up to §750k; IT >$100K up to $200k;
Daveloprmant up to $200k)

Senior Officer (Non 1T >$750k up to 54.0M; 1T >3200K up fo 3600k,
Development >3200k up to $500x)

9, [CFO {Non T »>$1.0M; IT >$500%; Developmant >§500k) {15}

CEO {NoA iT >31.0M up (0 €25.0M, 1T »3500K up fo €25, 0R%;
Oavelopmant »S600K up fo €25.0M) 18]

E.On Hosrd
* {(Non 1T, IT, and Daveloprmant > €25.0M)

Faul W. Thompson

2. |Information Technology (18]

13. |Propery Accounting {Inciuding budget check)

NOTE: AP Paga 2 & 3 munst ba completed and attachad before approval of any groject.

£ifectve 04/21/2008
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[[XJoramal
i:jkeutued
[T lLG8E Enagy Sarvices Co. X TLousville Gan & Electic Co. [ IKentucky Utiities Carmpaty
[ JLG8E Enorgy Maskating [ Jwastern Kartucky Enenay [—JLa8E Power Inc. | ——
{Name of Projeck: T2 10 - oI Sd5kv Iima -
(Diite Ruquastad; __ BIj/2008  _ [Project Numiber: 121040 ~Ruiaisd Project Numbers: ;|
[Budgeted T v1 x| Nl ] “TH unbudgeted, sl dltarnats budge! raf, Numbena) (1L |
(Expacted SeriDaw [Z) WO0/2006  [Expacted I-eervice Dale [2f 13070067 [Expocied Compiation Date 21, %2008 )
[AIP Froparen by: . Gsry R, King Phone: 558-387-5691 ]
[Fioject Manager: __ Gary K. King ~ TPhong: §50-307- 5581 1

| Environmontal Coda [7] ! Env. Category m‘
{

REASONS AND DETAILED DESCRIPTION OF PROJECT

{Include skeleh no, f appticable)

B Geptamber 8, 20065, the Karfucky Public Servica Commigsion granted TGEE B Carlificate of Publlc Convenlencs and Nucessity, case number 2005-00155

1o construct and aperate ihe proposed 2,66 mile Tamble County - PSI 345 KV wansmission iing, The progosed tronsmiasion Hne Is recessary fo provide stablity
fo¢ e output from the propesad 760 MW Trimbie County Linit | {TC2) Expansion. The naad for the propasnd tranemission line was besed on siudles parfarmad
ny EON and vaildated by the Midwasl Ingependent Transrmission System Qperatar, Inc. (MISQ). A taial Contributlon In Ald of Construction fos twentyive parcert
of the actust project cosls Incurred will be providisd by indiana Municips! Power Agancy {IMPA) and iilinols Municipal Electris Agenay (IMEA) par Paricipation
Agrasrment dated, Fabeudry 8, 2004,

Imveatment: install 4- 150" staed pola, 1- 160! steet pole, 2 River Crossing latiice lowar, 2- U type tgtiice towar, 1~ TAL typa iuttice tower,
4- KT type fatiice towar, 2058~ 10* porcelaln bel! induiators {40k), 80~ bundled congucter DE assembly, 15 bundted conguctor Suap. aasembly,
2,55 mile of 42 954 ACSR 5477 cardingl conductar, 2,55 mitas of 2- 7 nio, 6 shleld wire and asandated hardware and materal in the
Trimble Co. + PSI double cireuit 345kv lna,

conta Capital Cost of Gapital Coat | Initial OSM M:;ﬂ";‘ﬂ'“;:m O/M Cont TOTAL
invostment Romovul/Retirament Subtotai (8] |  Gomt 9] CostIal Subtotal | INVERTMENT
Company Labor 525,600 ~BI5000 - - 25,0
Contract Labor 2,707 662 L. 2,737,952 - 2,737 052
Materials 2508974 |, . 2A8,474 . 2638 474
Rights of Way H6R.304 ¥ 868,204 - 866,304
jCther [Dageribe) 115,060 - 115,000 . 118,000 |
[Less Salvans iy - - -
Lotal Englneenng (101 1.837.270 - H37,270 - 837.270
Subtotal 8,326,000 - .8,820,000 - - 8,420,000
Conir. 1 Alg of Consir.{CIAC) (11] 2,900,000 2 DE0 000 - 2,080,000
Net Expendituma 6,240,080 - 5,240,000 - - 8,240,000
Emam by Inata ]Chesked by TtTate lsscmch No. ]
Slgnaturs Requited (Based on CAPITAL GORT SUBTOTAL COLUMN] {B]:
Authorixes By Nams Slgnatura A Date
1, {Suporvisor/Team Leader {(Non IT and IT up fo $25k) W, Alan Strunk % K“ % g_. 2{~olo

2 |Director Right of Way {Non [T >$400k up to $300k; IT =$50k up to 5100k} | Kathleen A. Siay

565/

el

3, |Manager (Non IT »&26k up to $3100k; IT >$25k up to $50k) 4. Nate Mullin __,EF,?']W f ",)2’05
4. [Director (Non 1T >5100k up to $300k; {T >$50k up to $100K) Mark 8, Juhnson (/ ‘ N )

. joB . iy o
5|08 Bute oot 1] lame Cibl] 7 (i O (xialoads  18)a500,

Financigl Plansing (Non-IT 2nd IT>$300k; =il unbudgeted projects; all
8, |Devalopment Proposalzif14] ur nvastment Committes Coordinator (Non-
1T >$1.0M; IT >$500k; Developmant >§500k [15]

Vice Prosident (Non i1 >5300K up to $760k; 1T >$100K up io $200K;
Duvatapment up to 5200k}

.‘hTf“

Sentor Officer (Non IT »$750k up to $1.0M: 1T >§200k up to $500k;

Development >$200k ug 1o $500K} Paul W, Thompson

9. [GFQ {(Non IT >$1.0M; 1T >$800k; Daveiopment >$500k) (15}

CEQ (Non [T >31.0M up f0 €26.GM; [T =§500k up to €25.0M;

10 Devetopmant >3500k up o €25.0M) (18]

E.On Beard

¥3- Won (T, #T, and Deyelopment > €25.9M)

12. |nformation Technology [16]°

13, |Propery Accounting greiuding budget check)

NOTE: AIP Page 2 & 3 must be compiated and altached boefore approval of any projact.

Effncnve 2172008






Exhibit 4
POWER OF ATTORNEY - FORM 2848



4 P Ronald L. Miller, CPA
;4' ;j Avf ; P } k. Director, Corporate Tax

220 West Main Street
P.O. Box 32030
Louisville, KY 40232
T 502-627-1687

T 502-627-2669
ron.millerd eon-us.com

September 5, 2006
VIA Fax 703-605-1905

Mr. Douglas Kim, CC:PSIL:6
Internal Revenue Service
P.O. Box 7604

Ben Franklin Station
Washington, DC 20044

Dear Mr. Kim:

In response to Kathleen Reed’s August 24, 2006 letter (copy attached), enclosed please
find a completed Form 2848, Power of Attorney and Declaration of Representative, for
both Louisville Gas and Electric Company and Kentucky Utilities Company in
connection with our Section 48A Application,

As clarification, please note that the copy of our June 28, 2006 Department of Energy
application provided to the Internal Revenue Service does not represent our IRS
application. The IRS application and related Sec. 48A Certification will be filed prior to
October 2, 2006 deadline.

Please let me know if you have any questions regarding the attached or if there is
anything else you need in connection with this filing.

Sincerely,

-

-
/ i I s 4 "' . ‘ll

N B 7 (A N TS BT R i s S AR



WAB N, "545.0053

...2848 Power of Attorney
3 o X . For IRS Use Only
v | and Declaration of Representative N
e » Typa or print. __ » See the separate instructions. L Name
Power of Attorney Toepncee
Part | Cautlon: Form 2848 w.il not be horcred far any purpose sther thar represertaton bafsre tha I3, _ Fompran
1 Taxpayer information. Taxpayer(s) must sign and date this form on page 2. Ine 8. Date .
Taxpayer namels; and addrass : Social security number(s) Employer identification

i " number

Kentucky Utilities Company : ‘
220 ‘West Main Street ! %61—0247570

P 0. Box 32030 | Daytime telephone number  Plan nurmber if applicatle)
Louisville, KY 40232 i (502;627-2687

hereby appoint(s) the following representative(s) as attorney(s)-in-fact:

2  Representative(s) must sign and date this form on page 2, Part 11,

Namae and address CAF NG, e
Renald L. Miller, Director Corporate Tax Telephone No, (502) 627-2687 =
220 West Main Street, P.O. Box 32030 Fax No. (502) 6272669 . . . ... ...
Louisville, KY_40232 Check if new: Address [ | Telephone No. E:] FaxNo, [}
Name ang address o CAFNo. .
Gregory J. Meiman, Senior Counsel Telephone No.  (502) 627-2862 ..
220 West Main Street, P.O. Box 32030 FaxNo. (30202472278 .. .. .......
Louisvilie, KY 40232 Check if new: Address | | TelephoneNo, | | FaxNo. []
Name and address CAFNO. it
J. Scott Williams, Manager Tax Accounting Telephone No.  (502) 627-2830
220 West Main Street, P.O. Box 32030 FaxNo. (502)627-2668 . . . ...
Louisvilie, KY 40232 Check if new: Address || Telephone No. [ ] FaxNo. D

“represent the taxpayer(s) before the Internal Revenue Service for the following tax matters:

3 Tax matters

Type of Tax {Income, Employment, Excise, etc.) Tax Form Number Year(s) or Period(s}
or Civil Penalty {see the instructions for line 3) {1040, 841, 720, elc.) (see the instructions for line 3)
Tax matters in connection with the application for Form 1120 2006 to 2010

Advanced Coai Project Tax Credits under Section 484

4  Specific use not recorded on Centralized Authorization File {CAF). if the power of attorney is for a specific use not recorded
on CAF, check this box. See the instructions for Line 4. Specific uses notrecordedon CAF. . . . . . . . . . . . » X

§  Acts authorized. The representalives are authorized to receive and inspect canfidential tax information and to perform any
and all acts that ! (we} can perform with respect to the tax matters described on Jine 3, for example, the authority to sign any
agreements, consents, or other documents. The authorily does not include the power to receive refund checks {see line 8
beiow), the power to substitule another representative, the power to sign certain returns, or the power to execule a request
for disciosure of tax returns or return information to a third parly, See the line 5 instructions for more information.
Exceptions. An unenralled return preparer cannot sign any document for a taxpayer and may oy represent taxpayers in
tmited situations. See Unenrolied Return Preparer on page 2 of the instructions. An enrolied actuary may only represent
taxpayers to the extent provided in section 10.3(d) of Circular 230. See the line § instructions for restrictions on tax matters

partners.

........................................................................................................................

..............................................................................................................

6 Receipt of refund checks. If you want to authorize a representative named on line 2 o receive, BUT NOT TO ENDORSE
OR CASH refund checks. initial here and tist the name of that representative below.

Name of representative to receive refund check(s) »

For Privacy Act and Paperwork Reduction Notice, see page 4 of the instructions, Farm 2848 Rev. 3-2004;
»-n""A,




Toee 2843 Ry 35004 Kentucky Utilities Company §1-0247570 Page 2
7 Notices and communications. Original nctices and other wrlten communications wifl be sent to you and a capy to the

‘.= -apresentatve Ysted oniine 2.
a ¢,y aiso want the second representative listed to receive a copy of notices and communications. check thiscox . .

b ¢ a2y do not want any notices of commrurications sent to your ~zpreserialivers) check this box . . T

JE—
e
1

J—

a8 Retention/revacation of prior power(s) of attorney. Tre filing of thus power 3f attcrney autorratically revokes ail
23" ar pawer(s} of attcrney on file with the Inferral Revenus Service for the same tax matters and years or periods covg’regﬁ
=y thig document. !f you deo not want 1o revoke a prior power of attorney. check Fere . ‘ - . .
YOU MUST ATTACH A COPY OF ANY POWER OF ATTORNEY YOU WANT 7O REMAIN IN EFFECT.

9 Signature of taxpayer(s). If a tax matter cancerns a joint return. both husband and wife must sign if joint represartation s
-aquested. otherwise, see the instruclions. If signed by a corporate nfficer partner. guardian, tax matters partner, executor,
receiver. administrator, or rustee on behalf of the taxpayer, | certify that | have the authonty to execite this form on behalf

of the taxpayer,
» IF NOT SIGNED AND DATED, THIS POWER OF ATTORNEY WILL 5E RETURNED.

-

_______ TR > R A5 ) SN QI5/2006 Chief Financial Officer

Signature T pate Tule (if applicable)
S.Bradford Rives ... L 1 Kentucky Utilities Company, .. __...._._...._........._.......
Print Name PIN Number Print name of taxpayer from line 1 if other than individual
T o gatre T Date Tite (f applicavle)
................................... I J
Print Name PIN Number

Declaration of Representative

Caution: Students with a special order to represent taxpayers in Quakfied Low Income Taxpayer Clinics or the Student Tax Clinic
Frogram, see the instructions for Part If,
Under penalties of perjury, | declare that:
® | am not currently under suspension or disbarment from practice bafore the internal Revanue Service;
® | am aware of reguiations contained in Treasury Department Circular No. 230 (31 CFR, Part 10), as amended, concerning
the practice of attorneys, certified public accountants, enrclled agents, enrolied actuaries, and others;
& | am authorized to represent the taxpayer(s} identified in Part 1 for the tax matter(s) specified there; and
® | am one of the following: :
s Aftorney—a mernber in good standing of the bar of the highest court of the jurisdiction shown befow.
Certified Public Accountant—duly qualified to praclice as a cerlified public accountant in the jurisdiction shown below.
Enrolled Agent—enrolied as an agent under the requirements of Treasury Department Circular No. 230.
Cfficer—a bona fide officer of the taxpayer's organization.
Full-Time Employee—a full-time employee of the taxpayer,
Family Member—a member of the taxpayer's immediate family (i.e.. spouse, parent, child. brother. or sister).
Enrolled Actuary--enrotied as an actuary by the Joint Board for the Enroliment of Actuaries under 28 U.5.C. 1242 1the
authority to practice before the Service is limited by section 10.3(d) of Treasury Departiment Circular No. 230).
h  Unenrolled Return Preparer—the authority to practice before the Irternal Revenue Service is limited by Treasury
Departrment Circular No. 230, section 10.7(c){1)(viil}. You must have prepared the return in question and the return
must be under examination by the IRS. See Unenroifed Return Preparer on page 2 of the instructions.

> IF THIS DECLARATION OF REPRESENTATIVE IS NOT SIGNED AND DATED, THE POWER OF ATTORNEY WiLL
AE RETURNED. See the Par Il ingiructions,

Q a0 q U

Les.gration—Insen I surisdietion (state} or } :
atove lelter {a-h} identification 7 Signature » Date
R 4,70, T
i 4 g P
b.e KY | f%%'-:ﬁ&- S L 9/5/2006
T Cal —
! | ' s
abe 'KY : 382006
b.e KY o T e e 9/5/2006

Form 2B48 (Rev 3-2004



SMB Ng T348.3758

..2848 Power of Attorney f__
. : X . of IRS Use Only
e and Declaration of Representative -
2 «‘ . ! p Type or print. e See the separate instructions. 4 Na~e
m Power of Attorney "z achite L
Caution: =orm 2848 i ngt be Honcred arary purpose sther thas soprasentar or 56fce kg 95 (FLrzoe
1 Taxpayer information. Taxpayer(s: st $:qgn and date this form on page 2, lire §. ECate
~axgayer nameis) and address ~ Sociat security number(s) Employer identification
' "number
Lowsville Gas and Electric Company : 1
220 West Main Street ! 651-0264150
P.C Box 32030 Caytime teiephone rumber | Plan pumber (if applicable)
Louisville KY 40232 | (502) 627-2687 !
Hareby appointis) the foitowing representative(s) as attorney(s)-in-fact:
2 Representative(s) must sign and date this form on page 2, Part 1.
Name and address CAF NO. s
Ronald L. Miller, Director Corporate Tax ‘ Telephone No.  (502) 627-2887 . .. ...

Fax No. {502) 627-2669

..................................

220 West Main Street, P.O. Box 32030
Check if new: Address D Telephone No. D Fax No. [:]

Louisville, KY 40232

Name and address CAFNO. L iiiizzcneaeeanaeann
Gregory J. Meiman, Senior Counsel Telephone No. (502} 627-2562 . ..

220 West Main Street, P.O. Box 32030 FaxNo. (802)217-2275 .. ... ...
Louisville, KY 40232 Check if new. Address g Telephone No. D Fax No, D
Name and address CAF NO. e eiiiieieiean.

J. Scott Williams, Manager Tax Accounting Telephone No. (602} 627-2630 ... ... ..

220 West Main Street, P.0. Box 32030 Fax No. (502)627-2668 . . . ... ...

Louisville, KY 40232 Check if new: Address [ | Telephone No. [] FaxNo. M
' -epresent the taxpayer(s) before the internal Revenue Service for the following tax matters:

3 Tax matters
Type of Tax (income, Employment, Excise, &tic.) Tax Form Number Year(s) or Period{s)
or Civit Penally {sse the instructions for line 3) (1040, 841, 720, etc.) {see the instructions for fine 3)
Tax matters in connection with the application for Form 1120 2006 to 2010

Advanced Coal Project Tax Credits under Section 484

4 Specific use not recorded on Centrallzed Authorization File {CAF). If the power of altorney is for a specific use nol recorded
on CAF, check this box. See the instructions for Line 4. Specific uses notrecorded¢onCAF. . . ., . . . . . . » z

5 Acts authorized. The representatives are autharized to receive and inspect confidential tax information and to perform any
and ali acts that | (we) can perform with respect lo the tax matters described on line 3, for example, the authority to sigr any
agreements, consents, or other documents. The authority does not include the power ta receive refund chacks (see line 6
celow), the power 1o substitute another representative, the power to sign certain returns, or the power o executs a request
for disclosure of tax returns or return information to a third parly. See the une § instructions for more information,

Exceptions. An unenroffed return preparer cannot sign any document for a taxpayer and may only represent laxpayers \n
fited situations. See Unenrolled Return Preparer on page 2 of the instructions. An enrolled actuary may only represent
taxpayers to the extent provided in section 10.3(d) of Circutar 230, See the line § instructions for restrictions on tax matters

partners.

........................................................................................................................

.......................................................................................................................

6 Receipt of refund checks. If you want to authorize a representative named on line 2 to receive. BUT NOT TO ENDORSE
OR CASH refund checks, initial here and fist the name of that representalive below.

Name of reprasentative to receive refund check(s) #*
For Frivacy Act and Paperwork Reduction Notice, see page 4 of the instructions. form 2848 Rev. 32504,




Feo 343 Rey 234 Lovisyilte Gas and Electric Company  81-0264150 Page 2
Notices and communications. Crginai notices and other written commurications wili be sent to you and a copy to the

7
trgt representative hsted online 2, . —_
f you aiso want the secorid representative listed to recawve a copy of rotices and communcations. check this tox . »
b f,2u do notwant any nobces or communications sert 1o your representativerst. checkthisbox . . . . »__

8 Retentionirevocation of prior power(s) of attorney. The filing of this power of attorrey automatically revckes all
szrigr powerrs) of attorney on fite with the internal Revenue Service for the same tax matiers and years or pe’ ods oov ered
cy this document. if you do not want to reveke a prior pewer of alterney. chec ck here . . >
YOU MUST ATTACH A COPY OF ANY POWER OF ATTORNEY YOU WANT 70 REMAIN IN EFFECT

3 Signature of taxpayer(s). If a tax matter concerns a joint return. both hushand and wife must sign f joint representalicr 's
-equested, otherwise, see the instructions. I signed by a corporate offi cer. partrer, guardian, tax matiers pariner, executor,
receiver, administrator, or trustee on behaif of the taxpayer, | certfy that | mave the authority to execute this form on behalf

of the {axpayer.
» IF NOT SIGNED ANQ DATED, THIS POWER OF ATTORNEY WILL BE RETURNED.

- -’} 3 .
- '14’ . st .
R o8 1% NSRS 9/5/2006 .. ChiefFinancial Officer .
Signature Date Title (if applicable)
S.Bradford Rives .. ... L ] Louisvile Gas and Electric Commpany ...
Print Name PiN Numnbes Print name of taxpayer from line 1 if other than individual
T Sianature T T Date T Title Gf applicable)
................................... L |
Print Name PiN Number

Declaration of Representative
..autnon Students with a special order to represent taxpayers in Qualified Low Income Taxpayer Clinics or the Student Tax Clinic
Program, see the insiructions for Part 1),
Under penalties of perjury, | declare that:
® | am not currently under suspension or disbarment from practice biefore the Internal Revenue Service;
® { am aware of reguiations contained in Yreasury Department Circular No. 230 (31 CFR, Part 10), as amended, concemmg
the practice of attorneys, cerified public accountants, ervolled agents, enrofled actuaries, and others;
® | am authorized o represent the laxpayer(s) identified in Part | for the tax matler(s) specified there; and
® | am ane of the following:
Attorney-—~a member in good standing of the bar of the highest court of the jurisdiction shown below.
Certified Public Accountant—duly qualified 1o praclice as a cerlified public accountant in the jurisdiction shown below.
Enrolled Agent—enrolled as an agent under the requirements of Treasury Depariment Circular No. 230,
OQfficer~a bana fide officer of the taxpayer's organization.
Full-Time Employee—a fufl-time employee of the taxpayer.
Family Member—a member of the taxpayer's immediate family J.e., spouse. parent, chiid, brothar, or sister}.
Enroided Actuary—enrolled as an actuary by the Joint Board for the Enrallment of Actuaries unger 28 U.8.C. 1242 (the
authority to practice before the Service is limited by section 10.3(d; of Treasury Department Circular No. 230),
h  Unenrotied Return Preparer—the authority lo praclice before the internal Revenue Service is limited by Treasury
Cepartment Circular No, 230, section 10.7(c}{1)viii). You must have prepared the return in question and the return
must be under examination by the IRS. See Unenroiled Return Preparer on page 2 of the instructions.

»iF THIS DECLARATION OF REPRESENTATIVE 1S NOT SIGNED AND DATED, THE POWER OF ATTORNEY WILL
BE RETURNED. See the Part I instructions.

0o "™ aodhon

Ces.gration—Insen | Jurisdiction (state) of | . :

atove letter {a-h} ! identification ,,‘-’ ! Szgn.ature. oy # Late
b.e Ik / Al * ! 9/5/2006
abe !;w [ o008
b.e KY e e i 9/5/2006

form 2848 Rev 31074,



DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

August 24, 2008

OFFCE OF
~o E® ZQUNSEL

CC.PS1:6:KReed
PRESP-130681-06

John N. Voyles,

Vice President--Regulated Generation
Kentucky Utilities Company and
Louisville Gas and Electric Company
220 West Main Street

P.0. Box 32030

L ouisville, KY 40232

RE: Kentucky Utilities Company; Louisville Gas and Electric Company (“Taxpayers”)
Section 48A Application

Dear Mr. Voyles:

This letter acknowledges receipt of Taxpayers' application for section 48A
certification that was submitted o the Internal Revenue Service pursuant to section 5.03
of Notice 2006-24, 2006-11 L.R.B. 595.

While the application listed several contact persons, we could not find any Form
2848, Power of Attorney and Declaration of Representative, in the documents attached
to the application. Because the application is submitted by two taxpayers, each
taxpayer should have submitted a separate completed and signed Form 2848,
Accordingly, please advise us as to where in the documents are the two Forms 2848 or
please submit the completed and signed two Forms 2848. This information or the
Forms 2848 should be faxed to the attention of Douglas Kim at 703-605-1905 or sent to
the following address:

Internal Revenue Service
Attn: Dougtlas Kim, CC.PSI6
P.O. Box 7604

Ben Franklin Station
Washington, DC 20044

Sincerely,

oy

Kathleen Reed

Senior Technician Reviewer, Branch 6
Office of Associate Chief Counsel
(Passthroughs & Special industries)
IRS 1.D. No. 50-05858
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Internal Revenue Service

Ronaid L. Miller
Director Corporate Tax
E.ON U.S.

220 West Main Street
P.Q. Box 32030
Louisville, KY 40232

In re: Section 48A Application

URF1CE U CHIEF COUNSEL

2Ue bgs 40 .o

Department of the Treasury
Washington, DC 20224

Person To Contact;

Kathleen Reed, 1D No. 50-05858

Telephone Number;
(202) 622-3110

Refer Reply To: L .
CC:PSkES - PRESP-139681-06
Date:

Qctober 27, 2006

Taxpayers: Louisville Gas and Electric Company (TiN: 61-0264150) and
Kentucky Utilities Company (TIN: 61-0247570)

Project: Trimbfe County Unit 2

Category (Pool): Advanced Coal-Based Generation Technology Other Than

IGCC :

Dear Mr. Miller:

The enclosed copy of a letter is sent to you under the provisions of a power of
attorney and declaration of representative, or other proper authorization, currently on file

with the internal Revenue Service.

Enclosure;
Copy of letter

Sincerely yours,

xur. R4
KATHLEEN REED
Senior Technician Reviewer, Branch 6

Office of Associate Chief Counset
(Passthroughs and Special Industries)



; ) Ll DEL M -
UL | = (—Ltitn R0 Ut i U UHEE LN

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C, 20224

October 27, 2006

QFFICE OF
CHIEF COUNSEL

CC:PSL6:KReed
PRESP-139681-06

UIL: 4BA.00-00

8. Bradford Rives
Chief Financial Officer
E.ONU.S.

220 West Main Street
P.O. Box 32030
Louisville, KY 40232

RE: Section 48A Application
Taxpayers: Louisville Gas and Electric Company (TiN: 61-0264150) and

Kentucky Utilities Company (TIN: 61-0247570)
Project: Trimble County Unit 2
Category (Pool): Advanced Coal-Based Generation Technology Other Than

IGCC

Dear Mr. Rives:

This letter requests additional information regarding Taxpayers’ application for
section 48A certification for the Project.

Notice 2008-24, 2006-11 |.R.B. 595, establishes the qualifying advanced coal
project program under section 48A of the Internal Revenue Code, Pursuant to section
4.01 of Notice 2006-24, the Internal Revenue Service will consider a project under the
qualifying advanced coal project program only if the U.8. Department of Energy
pravides a certification of feasibility and consistency with energy policy goals ("DOE
centification”) for the project.

The Project did receive a DOE certification. The following additional information
- is needed to help us determine whether or not to award credits to the Project.

1. Please provide the number and types of generators to be used for the Project (for
example, tiwo combustion turbine generators and one steam turbine generator).

2. The total namepiate generating capacity for a project is the aggregate of the
numbers stamped on the namepiate of each generator io be used for the project.
Accordingly, please provide the number (in megawatts) stamped on the nameplate of
each generator listed in “1” and the aggregate of those numbers. These numbers
should be based on the design of the Project as stated in Taxpayers’ DOE appilication



XKLL Ok TH1

TR AW RV e P = \-UU%V:J]:EL.

b ettt et Tt ndﬂ

for section 48A certification for the Project. If the aggregate differs from the nameplate
generating capacity stated In that application, please also explain the difference.

3. For each generator, please state whether or not the amount stamped on the
nameplate Is the maximum capacity assuming optimal operating conditions (for
example, relative humidity, elevation). If It is, please also list the specific optimal
operating conditions that have been assumed (for example, relative humidity of x
percent, elevation above sea level of x feet). If it is not the maximum capacity
assuming optimal operating conditions, please state what the amount represents and
list the assumptions underlying the amount.

4. Please confirm that both Louisville Gas and Electric Company and Kentucky Utllities
Company are members of an affillated group that files a consolidated Federal income
tax return. If they are, please provide the name and TIN for the parent corporation of
the group that files such return,

The additional information that is requested in this letter must be submitted
within 7 calendar days from the date of this letter and must be accompanied by the
foliowing declaration: “Under penalties of perjuty, | declare that [ have examined this
information, including accompanying documents, and, to the best of my knowledge and
belief, the information contains all the relevant facts relating to the request for the
information, and such facts are true, correct, and complete.” This penaliies of perjury
statement must be signed by an officer of the parent corporation of Taxpayers who has
personal knowledge of the facts.

Please send a facsimile (fax) transmission of the additional information to my
- attention at (703) 605-1905 and send the original of the additional information to the
following address:

Internal Revenue Service
ADDITIONAL INFORMATION
Aftn: Kathleen Reed, CC:PSi:6
P.O. Box 7604

Ben Franklin Station
Washington, DC 20044

Alternatively, if you want to email the additional information to me, please email
such information as a pdf file to my email address
Kathleen, Reed@!RSCOUNSEL TREAS.GOV.

Magra Form (Rev. §/1598) Department of the Treasury - Internal Revenua Service
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In accordance with the power of attorney on file, | am sending (by fax) a copy of
this letter to Taxpayers' authorized representative. If you have any questions about
this request for additional information, do not hesitate to call me at (202) 622-3110.

Sincerely,

XLl Al

Kathleen Reed

Senior Technician Reviewer, Branch 6
Office of Associate Chief Counsel
(Passthroughs & Special Industries)
IRS I.D. No. 50-05858 :

ce.  Ronald L. Miller
Director Corporate Tax
E.ON U.S.
220 West Main Street
P.O, Box 32030
Louisvilie, KY 40232

Macro Form (Rev. §/1599) Dopartmant of the Treaguty - infernal Revanue Sorvice
TOTAL P.85
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

November 29, 2006

OFFICE QF
GHIEF COUNSEL

- CC:PS1:6:DHKim
PRESP-139681-06

S. Bradford Rives
Chief Financial Officer
E.ONU.S.LLC

220 West Main Street
P.O. Box 32030 |
Louisville, KY 40232

RE: Section 48A Application
Taxpayers: Louisville Gas and Electric Company (TIN: 61-0264150) and
Kentucky Utilities Company (TIN: 61-0247570)
Project: Trimble County Unit 2

Dear Mr. Rives:

This letter advises you of our decision regarding Taxpayers' applicatidn for
section 48A cettification for the Project.

We have accepted the Project’s application and have allocated $125 million of
section 48A credit to the Project. In accordance with section 4.02(11) of Notice 2006-
24, 2006-11 LR.B. 595, enclosed is a closing agreement, in triplicate. As an agent for
Taxpayers, a duly authorized officer of E.ON. US Investments Corp. must date and
sign the original, duplicate, and triplicate of the closing agreement. By January 31,
2007, Taxpayers must return the original, duplicate, and triplicate of the executed
closing agreement to the following address:

Internal Revenue Service

Attn: Douglas Kim, CC:PSI:6, Room 5300
£.0, Box 7604 .
Ben Franklin Station

Washington, DC 20044

Please subrmit any suggested changes to the closing agreement on or before
December 31, 2008. We will not consider suggested changes submitted after that
date. You rmay fax such changes to my attention at (202) 6224524, Because we are
maving hetween December 8-11, please do not submit your changes by fax until after
December 12, 2006. Alternatively, you may submit your changes to me as a pdf file to

my email address Kathleen.Reed@IRSCOUNSEL TREAS. GOV.


http://ReedCBlRSCOUNSEL.TREAS.GOV

NOU-29-206 @83:45 OFFICE OF CHIEF COUNSEL 282 622 4779 P.a4

in accordance with the power of attorney on file, | am sending a copy of this
lstter to Taxpayer's authorized representative. If you have any questions, do not
_hesitate to call me or Douglas Kim at (202) 622-3110.

Sinceraly,

. P

Kathieen Reed

Senior Technician Reviewer, Branch 6
Office of Associate Chief Counsel
(Passthroughs & Special !ndustnes)
IRS 1,D. No. 50-05958

cC: Ronzld L. Miller
Director Corporate Tax
EONUS.LLC
220 West Main Street
P.0. Box 32030
Louisville, KY 40232

#Macro Form {Rev. 6/1899) Daparimont of the Treasury - Internal Revenve Service
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DEPARTMENT OF TREASURY - INTERNAL REVENUE SERVICE
CLOSING AGREEMENT

Under § 7121 of the Internal Revenue Code, E.ON US Investments Corp., 220
Wast Main Street, P.O. Box 32030, Louisville, KY 40232 (TIN: 61-1378946), on behalf
of itself and as agent for Kentucky Utilities Company, 220 West Main Street, P.O. Box
32030, Louisville, KY 40232 (TIN: 61-0247570) and Louisville Gas and Electric
Company, 220 West Main Street, PO, Box 32030, Louisville, KY 40232 (TIN: 61-
0264150), members of E.ON US Investments Corp.’s affiliated group, and the
Commissioner of Internal Revenue ("Commissioner") make the following closing
agreement: |
WHEREAS:

1. On or before October 2, 2008, Kentucky Utilities Company and Louisville Gas
and Electric Company (collectively, "KULGEC") submitted {o the internal Revenue
Service ("IRS"), an application for certification under the qualifying advanced coal
project program described In Notice 2006-24 {"Application for § 48A Cerification™);

2. KULGEC's Application for § 48A Cerlification is for the qualifying advanced
coal project (the “Project”) described below-

(1) The Project will use an advanced coal-based technology .(as defined in
§ 48A(¢)(2) and (f)} other than an integrated gasification combined cycle;

(2) The Project will be located at 487 Corn Creek Road, Bedford,
Kentucky 40006;

(3) The Project is a new electric generation unit (as defined in
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§ 48A(c)(8));

{4) The Project will have a total nameplate generating capacity (that is, the
aggregate of the numbers stamped on the nameplate of éach generator tq be used for
the Project) of 833.6 megawatts; |
and

3. On November 29, 20086, the IRS accepted KULGEC's Application for § 48A
Certification for the Project and allocated a qualifying advanced coal project credit under
§ 48A in the amount of $125 miltion to the Project.

NOW IT IS HEREBY DETERMINED AND AGREED FOR FEDERAL INCOME TAX
PURPOSES THAT:

1. The total amount of the qualifying advanced coal project credit to be claimed
for the Project under § 48A(a) must not exceed $125 million.

2. If KULGEC fails to satisfy any of the certification requirements in § 48A(8)(2)
within 2 years of November 29, 2006, or if the IRS does not issue a certification for the
Project under Notice 2006-24, the qualifying advanced coal project credit in the amount
of $125 million allocated to the Project is fully forfeited.

3. If the Project is not placed in service by KULGEC within 5 years of the date of
issuance of the certification as determined under section 6.03 of Notice 2006-24, the
qualifying advanced coal project credit in the amount of $125 million allocated to the
Project is fully forfeited.

4. If the Project does not have a total nameplats generating capacity of 833.6
megawatts on the date the Project is placed in service, the qualifying advanced coal

project credit in the amount of $125 million allocated to the Project is reduced
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proportionately.

5. If the Project fails to satisfy any of the requirements in § 48A(e)(1XA), (C), (D},
(E), and (F) for a qualifying advanced coal project or in normal plant operations
(operations other than initial plant certification and plant startup and shutdown periods)
fails to satisfy the requirement in § 48A(e){1)(B) for a qualifying advanced coal project--

(1) at the time the Project is placed in seivice, the qualifying advanced
coal project credit in the amo{mt of $125 million allocated to the Project is fully forfeited;
and

(2) after the Project is placed in service (and after satisfying all such
requirements at the time the Project is placed in service), the Project ceases to be
investment credit property and the recapture rules of § 50(a) apply.

6. E.ON US Investments Corp. and KULGEC (cc!lectivély‘ the “Taxpayers") will
not claim the qualifying gasification project credit under § 48B for any qualified
investment for which the qualifying advanced coal project credit is allowed under § 48A.

7. if Taxpayers elect to ¢laim the qualifying advanced coal project credit on the
qualified progress expenditures paid or incurred by KULGEC during the taxable year for
construction of a qualifying advanced coal project, rules similar fo the recapture rules in
§ 50(a)(2)(A) through (D) apply.

8. This agreement applies only to Taxpayers. Any successor in interest must
execute a new closing agreement with the IRS, If the interest is acquired at or before
the time the Project is placed in service and the successor in interest fails to execute a
new closing agréement, the qualifylng advanced coal project credit in the amount of

$125 million allocated to the Project is fully forfeited. If the interest is acquired after the
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time the Project is placed in service and the successor in interest fails to execute a new
closing agreement, the Project ceases to be investment credit property and the
recapture rules of § 50(a) apply.
THIS AGREEMENT IS FINAL AND CONCLUSIVE EXCEPT:

1. The matter it relates to may be recpened in the event of fraud, malfeasance, or
misrepresentation of a material fact;

2. It is subject to the Internal Revenue Code sections that expressly provide that
effect be given io their provisions (including any stated exception for § 7122)
notwithstanding any law or rule of law; and

3. If it relates 1o a tax period ending after the date of this Closing Agreement, it is
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subject to any law enacted after such date, which applies to the tax period.

By signing, the parfies certify that they have read and agreed to the terms of this

Closing Agreement.

Taxpayer: E.ON US Investments Corp. (TIN: 61-1378946)

By: Date Signed:

Print Name:

Title:

E.ON US Investments Corp.

Commissioner of Internal Revenue

By: Date Signed:
Willlam P. O’Shea

Title: Associate Chief Counsel, Passthroughs and Special Industries, CC:PSI

TOTAL P.89
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Washington, DC 20224

Third Party Communication: None
Date of Communication: Not Applicable

8, Bradford Rives Person To Contact:

Chief Financial Qfficer Douglas Kim, 1D No. 50-12306
E.ON U.S. LLC Telephone Number:

220 West Main Street (202) 622-3110

P.O. Box 32030 . Refer Reply To:

Louisville, KY 40232 CC:P8L6

PRESP-139681-06

Date:
March 30, 2007

Date Closing Agreement Approved: March 22, 2007
Dear Mr. Rives:

The Associate Chief Counsel (Passthroughs and Special Industries) of the Qifice
of Chief Counsel, Internal Revenue Service, approved your glosing agreement on the
date shown above.

| have enclosed the signed duplicate of the agreement for your records.

Thank you for your cooperation.

Sincerely,

Ao X
KATHLEEN REED
Senior Technician Reviewer, Branch 6

Office of Associate Chief Counsel
(Passthroughs & Special Industries)

Enclosure (1) _
Dupflicate of closing agreement

This fax was received by GFI FAXmaker fax server. For more information, visit: hitp:/Awvww. gfi.com
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PRESP-139681-06 2
cc (w/o Enclosure):

Ronald L. Miiler
Director Corporate Tax
E.ONUS. LLC

220 West Main Street
P.0. Box 32030
Louisville, KY 40232
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DEPARTMENT OF TREASURY — INTERNAL REVENUE SERVICE
CLOSING AGREEMENT

Under § 7121 of the Internal Revenue Code, E.ON US Investments Corp., 220
West Main Street, P.0O. Box 32030, Louisville, KY 40232 (TiN: 81-13788486), on behaif
of itseif and as agent for Kentucky Utilities Company, 220 West Main Street, P.O. Box
32030, Louisville, KY 40232 (TIN: 61-0247570) and Louisville Gas and Electric
Company, 220 West Main Street, P.O, Box 32030, Louisville, KY 40232 (TIN: 61-
0264150}, members of E.ON US Investments Corp.’s affiliated group, and the
Commissioner of Internal Revenue (“Commissioner”) make the following closing
agreement:

WHEREAS:

1, On or before October 2, 2006, Kentucky Utilities Company and Louisville Gas
and Electric Company (collectively, “KULGEC") subrmitted to the Internal Revenue
Service ("IRS"), an application for certification under the qualifying advanced coal
project program described in Notice 2006-24 ("Application for § 48A Certification™);

2. KULGEC's Application for § 48A Certification is for the qualifying advanced
coal project (the “Project”) described below--

(1) The Project will use an advanced coal-based technology (as defined in
§ 48A(c)2) and (f)) other thaq an integrated gasification combined cycle;

(2) The Project will be located at 487 Corn Creek_ Road, Bedford,
Kentucky 40006;

(3) The Project is a new electric generation unit (as defined in

This fax was received by GFI FAXmaker fax server. For more information, visit: http:/fwww.gfi.com
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§ 48A(c)(6)); and
{(4) The Project will have a total nameplate generating capacity (that is, the

aggregate of the numbers stamped on the nameplate of each steam turbine generator

to be used in the Project) of at least 833.6 megawatts;

and

3. On November 292, 20086, the IRS accepted KULGEC's Application for § 48A
Certification for the Project and allocated a qualifying advanced coal project credit under
§ 48A in the amount of $125 million to the Project.

NOW IT IS HEREBY DETERMINED AND AGREED FOR FEDERAL INCOME TAX
PURPOSES THAT:

1. The total amount of the qualifying advanced coal project credit to be é:laimed
for the Project under § 48A(a) must not exceed $125 million.

2. If KULGEC fails to satisfy any of the certification requirements in § 48A(e)(2)
within the time specified in § 48A(d)(2)(D) from November 29, 2006, or if the IRS does
not issue a certification for the Project under Notice 2006-24, the qualifying advanced
coal project credit in the amount of $125 million allocated to the Project is fully forfeited.

3. if the Project is not placed in service by KULGEC within 5 years of the date of
issuance of the certification as determined under section 6.03 of Notice 2006-24, the
gualifying advanced coal project credit in the amount of $125 million allocated to the
Project is fully forfeited.

4, If, on the date the Project is placed in service, the Project does not have a total
nameplate generating capacity ({that is, the aggregate of the numbers stamped on the

nameplate of each steam turbine generator used in the Project) of at least 833.6

This fax was received by GFl FAXmaker fax server. For more information, visit: http:fwww. gfi.com
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megawatts, the qualifying advanced coal project credit in the amount of $125 million
allocated fo the Project is reduced proportionately. |

5. if the Project fails to satisfy any of the requirements in § 48A(e)(1)(A), (C), (D),
(&), and (F) for a qualifying advanced coal project or in normal plant operations
{operations other than initial plant certification, plant startup periods, plant shutdown
periods, beriods of gasification system maintenance during which the integrated gasifier
is shutdown, or interruptions of coal supply to the Projeét resulting from an event of
force majeure (including an Act of God, war, strike, or other similar event beyond the
control of KULGEC)) fails to satisfy the requirement in § 48A(e){(1)(B) for a qualifying
advanced coal project-

(1) at the time the Project is placed in service, the qualifying advanced
coal project cr_edit in the amount of $125 million aliocated to the Project is fully forfeited;
and

(2) after the Project is placed in service (and after satisfying all such
requirermnents at the time the Project is placed in service), the Project ceases to be
investment credit property and the recapture rules of § 50(a) apply.

6. E.ON US Investments Corp. and KULGEC (collectively, the “Taxpayers"} will
not claim the qualifying gasification project credit under § 488 for any qualified
investment for which the qualifying advanced coal project credit is allowed under § 48A.

7. If Taxpayers elect to claim the qualifying advanced coal project cradit on the
qualified progress expenditures paid or incurred by KULGEC during the taxable year(s),
during which the Project is under construction and if the Project ceases to be a

qualifying advanced coal project (before, at the time, or after the Project is placed in

This fax was received by GFI FAXmaker fax server. For more information, visit: hitp:/fwww.gfi.com
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service), rules similar to the recapture rules in § 50(a)(2)(A) through (D) app!}.

8. This agreement applies only to Taxpayers. Any successor in interest must
execute a new closing agreement with the IRS. If the inferest is acquired at or before
the time the Project is placed in service and the successor in interest fails 1o execute a
new closing agreement, the qualifying advanced coal project credit in the amount of
$125 million allocated to the Project is fully forfeited. If the interest is acquired after the
time the Project is placed ih service and the successor in inferest fails to execute a new
closing agreement, the Project ceases to be investment credit property and the
recapture rules of § 50(a) apply.

THIS AGREEMENT IS'F!NAL AND CONCLUSIVE EXCEPT:

1. The matter it relates to may be reopened in the event of fraud, maifeasance, or
misrepresentation of a material fact;

2. It is subject to the Internal Revenue Code sections that expressly provide that
effect be given to their provisions (including any stated exception for § 7122)
notwithstanding any faw or rule of law; and

3. If it relates to. a tax period ending after the date of this Closing Agreement, it is

This fax was received by GF| FAXmaker fax server. For more information, visit: hitp:/ffiwww.gfi.com
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subject to any law enacted after such date, which applies to the tax period.

By signing, the parties certify that they have read and agreed to the terms of this

Closing Agreement.

‘Taxpayer: E.ON US Investments Corp. (TIN: 61-1378946)

By: &@/% Date Signed: ///3‘?@7

Print Name: _ S-  BRANDEN RIVES
Title: CFD

E.ON US Investments Corp.

Commissionear of Internal Revenue

By:%kcg % Date -‘E"bignettl:»5 G- oy

William P. O'Shea

Title: Associate Chief Counsel, Passthroughs and Special Industries, CC:PSI

This fax was received by GF| FAXmaker fax server. For more information, visit: http:/fwww. gfi.com
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- I have examined the specific matters involved and recommend the acceptance

of the proposed agreement. %m_
(Receiving % AN Al e £ T I

(Title) ..LX0LUn%4a: /. ord..
Date Signed .ZLJ 7. %o,

. - have-reviewed the specific matterstnvolved snd recomimend the “aéceptamcé
of the proposed agreement.

(Reviewing Officer) IRy T AP UOUIOTII
(Title) Sentut. Tiosdun fttinm. dantieme r, Cet?5Z1 4
Date Signed ... STV, . reoreerebearenens
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Please state your name, position and business address.

My name is Kent W. Blake. [ am the Vice President of State Regulation and Rates

for E.ON U.8. Services Inc., which provides services to Louisvill¢ Gas and Electric

Company (“LG&E™) and Kentﬁcky Utilities Company (“KU”) (collectively, “the

Companies”). My business address is 220 West Main Street, Louisville, Kentucky

40202. A complete statement of my education and work experience is attached to this

testimony as Appendix A.

Have you previously testified before this Commission?

Yes. 1 have testified several times, including Case Nos. 2004-00421" and 2006-

00208%, LG&E’s most recent Environmental Cost Recovery applications.

Are you sponsoring any exhibits?

Yes, I am sponsoring the following five exhibits:

(1} Exhibit KWB-1 is an illustration of the “ratable flow through” methodology;

(2) Exhibit KWB-2 contains the estimated construction expenditures for Trimble
County Unit 2 (“TC2"); |

(3) Exhibit KWB-3 contains copies of applicable pages from Commission’s
Order in Case No. 2003-00433;

(4)  Exhibit KWB-4 shows the current and proposed revisions to ES Forms 2.00
and 2.10; and

(5) Exhibit KWB-5 is the proposed rate base treatment of the ECR rate base in the

next base rate case.

Y In the Matter of: The Application of Louisville Gas and Electric Company for Approval of its 2004

Compliance Plan for Recovery by Environmental Surcharge.
In the Matter of! The Application of Louisville Gas and Electric Company for Approval of its 2006
Compliance Plan for Recovery by Environmental Surcharge.

2
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What is the purpose of your testimony?

The purpose of my testimony is to describe how LG&E will provide its customers the
benefit, consistent with tax law, of LG&E’s portion of the $125 million advanced
coal project investment tax credit (““05 EPA ITC”) that it and KU have been
allocated under the provisions of the Energy Policy Act of 2005 (see 26 U.S.C. §
48A) for their investment in Trimble County Unit 2 (“TC2”). (The testimony of
LG&E witness Ronald L. Miller discusses the credit itself and how the Companies
obtained it.) 1 will also discuss a related ratemaking matter that arises from the
recognition of the ‘05 EPA ITC in both the environmental surcharge and base rates to
ensure no double counting of the credit. Finally, T will present revised ES Forms 2.00
and 2.10 for approval.

What is LG&E’s portion of the $125 million in ‘05 EPA ITC?

Because Illinois Municipal Electric Agency and Indiana Municipal Power Agency
will not receive any portion of the ‘05 EPA ITC, LG&E and KU will be allocated the
credit in proportion to their respective ownership interests in TC2. Thus, assuming
the facility qualifies for the maximum credit allocated, LG&E’s portion of the “05
EPA ITC will be 19 percent of $125,000,000, which is $23,750,000.

What ratemaking methodology will LG&E use with regard to its portion of the
‘DS EPAITC?

LG&E will use its long-standing method of reducing its cost of service (thus
increasing Net Operating Income) in a given year by the amount of the ‘05 EPA ITC
it amortizes in that year, LG&E will begin amortizing the ‘05 EPA ITC once TC2 is

placed in service. This treatment is sometimes referred to as the “ratable flow
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through method.” The credit is amortized over the life of the underlying asset and
thus effectively serves to partially offset the cost of the asset which is charged to
depreciation expense over the same time period. An illustration of this
methodology is attached hereto as Exhibit KWB-1.

Are there any additional tax implications associated with the 05 EPA ITC that
will impact rates?

Yes. As shown in Exhibit KWB-1, the amortization of the deferred investment tax
credit will need to be “grossed up” for income taxes in order to ensure LG&E
customers receive the full benefit of the *05 EPA ITC (see columns 8 and 9 of Exhibit
KWB-1). At the same time, the Energy Policy Act of 2005 provided that the 05 EPA
ITC would serve to reduce the tax basis in the underlying asset for the recipient. This
serves to lower LG&E’s tax deductions for depreciation over the life of the asset and
thus increase its income tax expense and increase its cost of service (see columns 10
and 11 in Exhibit KWB-1).

How will LG&E implement the “ratable flow through” method?

When TC2 is placed in service, LG&E will begin to record depreciation expense for
the plant. At the same time, LG&E will begin to amortize the deferred investment tax
credit that it has received under the '05 EPA ITC. In a future base rate case, the
depreciation expense will be a component of LG&E’s cost of service in its revenue
requirement determination. Likewise, the amortization of the deferred investment tax
credit will serve to reduce the cost of service.

Has LG&E used this method in the past to share with customers the benefits

from other forms of investment tax credit?
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A. Yes. In 1972, LG&E made an irrevocable election under then-extant 26 US.C.
§46(f)(2) that continues, through the current 26 U.S.C. §50(d)2), to require that
LG&E reduce its cost of service by the amount of the investment tax credit it
amortizes each year. Since then, LG&E’s customers have shared in the benefit of the
earlier investment tax credits available under the Revenue Act of 1971 (P.L. 92-178)
by paying rates that were effectively reduced by the adjustment to LG&E’s cost of
service in LG&E's base rate cases.

Q. Has the Commission historically approved this method of rate treatment for
investment tax credits for LG&E?

Al Yes. The Commission has historically approved this method for LG&E rate
treatment of investment tax credits in LG&E’s base rate cases. As early as 1979, in
Case No. 7301 (an LG&E rate case), the Commission recognized the authority of 26
U.S8.C. § 46() concerning the rate treatment of LG&E’s investment tax credits,
stating, “...the resultant overall cost of Applicant’s Capital is 9.04% which is further
applied to the Company’s Job Development Credit as required by Section 46(f) of the
Internal Revenue Code.”” In LG&E’s latest rate case, Case No. 2003-00433, the
Commission again recognized this principle.* A copy of the applicable pages is
attached hereto as Exhibit KWB-3. This rate treatment of LG&E’s investment tax

credits is, therefore, both required by federal law and long-recognized by the

Commission.

* In the Matter of General Adiustments in Electric and Gas Rates of Louisville Gas and Electric Company, Case
No. 7301, Order at 7 {January 16, 1979).

% In the Matter of an Adjustment of the Gas and Electric Rates, Terms, and Conditions of Louisville Gas and
Electric Company, Case No. 2003-00433, Order at 17-18 and Appx. E (June 30, 2004) (JDIC accounted for in
capitalization but not in rate base).
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How does LG&E’s elected treatment of investment tax credits compare with the
one KU has elected?

Where LG&E made its election under 26 U.S.C. § 46(f)(2), KU made an irrevocable
election under former 26 U.S.C. § 46(f)(1). KU’s method is sometimes referred to as
the “ratable restoration”™ method. That is, in lieu of providing customers the benefit of
the credit via its amortization, it reduces the utility’s rate base by the unamortized tax
credit and thus reduces the cost of capital included in retail rates. This treatment is
set out in the Commission’s June 30, 2004 Order in KU’s most recent rate case, Case
No. 2003-00434., In the KU rate order, Appendix D, KU’s Job Development
Investment Credit (“JDIC”) is subtracted from KU’s rate base.’

Could LG&E use the rate treatment available to KU concerning the 05 EPA
ITC?

No, just as KU could not use LG&E’s rate treatment, LG&E can not use KU’s rate
treatment as both are irrevocable, As discussed in Mr. Miller’s testimony, LG&E
cannot change its 26 U.S.C. § 46()(2) election, nor can it otherwise depart from its
elected rate making treatment, without losing the credit itself.

Should a portion of LG&E’s share of the ‘05 EPA ITC be included in the
calculation of LG&E’s environmental surcharge?

Yes. On December 22, 2006, the Commission issued its Order in Case No. 2006-
00208, approving LG&E’s application for recovery through its ES tariff, among other
projects the ECR-eligible portion of LG&E’s investment in TC2 (Project No. 18). To
the extent Project No. 18 is being recovered through the ECR, LG&E will begin to

include the amortization of the deferred investment tax credit at the time TC2 is

* Compare Appendix D with Appendix E to the June 30, 2004 Order in Case No. 2003-00434
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placed in service. This will serve to reduce the operating expenses of Project No. 18
which are charged through the ECR mechanism.  To the extent Project No. 18 is
being recovered through base rates the same benefit will instead be provided through
base rates. Regardless of the rate mechanism utilized, customers of LG&E will
receive the benefits of the 05 EPA ITC as it is amortized over the life of the
underlying asset.

What portion of LG&E’s 05 EPA ITC will be associated with Project No. 18
and thus potentially credited to customers through the ECR mechanism??
LG&E is proposing to_incfude in the calculation of the environmental surcharge a pro
rata amount of its ‘05 EPA ITC associated with environmental pollution control
equipment for TC2. The Commission approved the recovery of this project (Project
No. 18) as part of LG&E’s Environmental Surcharge Compliance Plan in its
December 22, 2006 Order in Case No. 2006-00208. The environmental pollution
control equipment represents approximately 23% of the “qualified investment” in
TC2 as discussed by Mr. Miller. Therefore, the inclusion of this pro rata allocation of
the credit should result in approximately twenty-three percent of LG&E’s total *05
EPA ITC being allocated to LG&E’s environmental surcharge rate base. Attached
hereto as Exhibit KWB-2 is a chart showing the actual expenditures for 2006 and the
remaining estimated construction expenditures (including all “qualified investment™)
for TC2 through the expected in-service date of 2010, including the poliution control
equipment that is approved for recovery through LG&E’s environmental surcharge
and the pro rata amount of the *05 EPA ITC associated with that investment. The

illustrative example in Exhibit KWB-1 also distinguishes between the portions of the
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05 EPA ITC associated with environmental expenditures and those associated with
the balance of plant as the benefits of each could be provided through different rate
mechanisms and because the depreciable lives of the underlying assets are different.
Are there any modifications to the ECR forms to accommodate accounting for
the 05 EPA ITC in the monthly filings?

Yes. Attached as Exhibit KWB-4 is the current version and proposed revisions to ES
Forms 2.00 and 2.10 to account for the ‘05 EPA ITC LG&E proposes to include in
the environmental surcharge. In Case No. 2006-00208 LG&E simplified the forms to
remove items not being utilized and to achieve consistency between the LG&E and
KU filings. At that time the rows and columns on ES Forms 2.00 and 2.10 relating to
ITC were not being utilized and were subsequently removed. However, with LG&E
and KU being awarded the 05 EPA [TC for TC2, those rows and columns will be
needed to account for the *05 EPA ITC related to TC2, As such, LG&E is proposing
to add back the related rows and columns on ES Forms 2.00 and 2.10.

How does LG&E propose to ensure that no double counting of the credit arises
from the recognition of the 05 EPA ITC in both the environmental surcharge
and base rates?

LG&E proposes to exclude the ECR rate base from electric rate base, and to
determine the percentage of electric rate base (excluding ECR) to total company rate
base when allocating capitalization in its next electric base rate case. Since the ECR
revenue requirement is derived by the rate base methodology, this proposal provides
consistency between electric rate base and electric capitalization, as well as ensuring

that the ECR rate base not recovered through base rates is excluded from the
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determination of base rates. LG&E has used this same methodology for many years
to allocate the appropriate amount of capital between LG&E’s electric and gas
operations. Exhibit KWB-5 attached hereto illustrates this proposal.

Iﬁ addition, consistent with prior Commission practice LG&E proposes to
exclude ECR revenues and expenses not recovered in base rates in the next electric
base rate case.

What is LG&E request from the Commission in this proceeding?

LG&E requests that the Commission issue an order: (1) authorizing the inclusion in
the calculation of LG&E’s environmental surcharge of that portion of LG&E’s
advanced coal project investment tax credit that is related to projects approved for
recovery through the environmental surcharge; (2) approving the revised ES Forms
2.00 and 2.10; and (3) declaring the proposed rate base and capitalization treatments
of the 2005 Energy Policy Act Investment Tax Credit and the proposed allocation of
electric rate base to be the appropriate ratemaking methods for the determination of
base rates.

Does this conclude your testimony?

Yes, it does,
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APPENDIX A

Kent W. Blake

Vice President, State Regulation and Rates
E.ON U.S. Services Inc.

220 West Main Street

P. O. Box 32010

Louisville, Kentucky 40202

(502) 627-2573

Education

University of Kentucky, B.S. in Accounting, 1988
Certified Public Accountant, Kentucky, 1991

E.ON AG Executive Pool, 2005/2006

Leadership Louisville, 2007

Multiple industry and executive development programs

Previous Positions

LG&E Energy LLC, Louisville, Kentucky
2004 (Oct) - 2007 (Apr) - Director, State Regulation and Rates
2003 (Sept) — 2004 (Oct) — Director, Regulatory Initiatives
2003 (Feb) — 2003 (Sept) — Director, Business Development
2002 (Aug) ~ 2003 (Feb) — Director, Finance and Business Analysis

Mirant Corporation (fk.a. Southern Company Energy Marketing)
2002 (Feb-Aug) - Senior Director, Applications Development
2000-2002 — Director, Systems Integration
1998-2000 ~ Trading Controller

LG&E Energy Corp.
1997-1998 — Director, Corporate Accounting and Trading Controls

Arthur Andersen LLP
1992-1997 — Manager, Audit and Business Advisory Services
1990-1992 — Senior Auditor
1988-1990 — Audit Staff
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Exhibit KWB-3

Page 1 of 4
Blake
Total Utility Plant in Service $3,020,944,877
Add:
Materials & Supplies 55,499,409
Prepayments 2,882,693
Cash Working Capital Allowance 55,028,689
Subtotal $ 113,410,791
Deduct:
Accumulated Depreciation 1,336,898,715
Customer Advances 507,146
Accumulated Deferred Income Taxes 325,490,421
SFAS 1098 Accumulated Deferred Ihcome Taxes (34,633,001)
Investment Tax Credit (prior law) 3,943
Subtotal . $1,628,267,224
Pro Forma Electric Rate Base 1,506,088 444

Reproduction Cost Rate Base

LG&E presented a total company reproduction cost rate base of $3,691,607,919,
and an electric operations reproduction cost rate base of $3,036,157,656." The costs
were determined principally by indexing the surviving plant and equity using the Handy-
Whitman Index of Public Utility Construction Costs and the Consumer Price Index.> The
Commission has given consideration to the proposed reproduction cost rate base, but
finds that using LG&E’s historic cost for rate base is appropriate and consistent with
precedents for LG&E and other utilities within Kentucky. |

CAPITALIZATION

LG&E vproposed an adjusted electric operations capitalization of

$1,485,701,357.° Included in its electric capitalization were adjustments for the Job

! Rives Direct Testimony, Rives Exhibit 4.
? Rives Direct Testimony at 27.

® Rives Direct Testimony, Rives Exhibit 2, page 1 of 2.
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Exhibit KWB-3
Page 2 of 4
Blake

Development Investment Tax Credit (“JDIC”), the removal of 25 percent of inventories
associated with Trimble County Unit 1,* LG&F’s equity investment in the Ohio Valley
Electric Corporation (“OVEC"), the removal of reimbursed capital invested to repair the
combustion turbines at the E. W. Brown Generating Station, the removal of LG&E's
Post-1995 environmental compliance plan investments, and to reverse LG&E's
minimum pension liability adjustment to Other Comprehensive Income. LG&E allocated
the minimum pension liability adjustment to common equity only, while it allocated all
other proposed adjustments on a pro rata basis to all components of capitalization.

The AG proposed an adjusted electric operations capitalization of
$1,460,257,000° The AG agreed with all of LG&F’s adjustments to capitalization
except the adjustment for the minimum pension liability. Both LG&E and the AG
determined the electric capitalization by multiplying LG&E’s total company capitalization
by the allocation ratio described above. This is consistent with the approach used by
the Commission in previous LG&E rate cases.

Minimum Pension Liability

LG&E adopted SFAS No. 130, Reporting Comprehensive Income, on January 1,
1998. SFAS No. 130 requires a company fo report a measure of all changes in equity,
not just resulfing from transactions and economic events currently reflected in the
determination of net income. The changes that are not currently reflected in net income

are called Other Comprehensive Income items. Other Comprehensive Income items

* The 25 percent adjustment for Trimble County inventories is consistent with the
Commission’s decision in Case No. 1990-00158. See Case No. 1990-00158, final
Order dated December 21, 1990 at 14-15.

% Henkes Electric Direct Testimony, Schedule RJH-2.
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Exhibit KWB.4
Page 1of 4
Blake

Current Form approved December 21, 2004 in Case No. 2006-00208
ES FORM 2.00

LOUISVILLE GAS AND ELECTRIC COMPANY
ENVIRONMENTAL SURCHARGE REPORT

Revenue Reguirements of Environmental Compliance Costs
For the Expense Month of

Determination of Envirenmental Comphiance Rate Base

Enviromental Compliance Plan

Eiigible Pollution Control Plant

Eligible Pollution CWIP Excluding AFUDC

Subtotal

Additions:

Inventory - Emission Allowances per ES Form 2,31, 2.32 and 2,33

Cash Working Capital Allowance

Deferred Debit Balance -- Mili Creek Ash Dredging

Subtofal

Deductions:

Accumulated Depreciation on Eligible Pollution Control Plant

Pollution Control Deferred income Taxes

Subtotal

Environmental Compliance Rate Base

Determination of Pollution Control Operating Expenses

Enviromental
Compliance Plan

Monthly Operations & Maintenance Expense

Monthly Depreciation & Amortization Expense

Monthly Property and Other Applicable Taxes

Monthly Insurance Expense

Monthly Emission Allowance Expense from ES Form 2,31, 2,32 and 2.33

Monthly Permitting Fees

Amortization of Monthly Mill Creek Ash Dredging

Less : Operating Expenses Associated with Retirements or Replacements

Qceuring Since Last Roll-In of Surcharge into Existing Rates

Total Pollution Control Operations Expense

Proceeds From By-Product and Allowance Sales

Total
Proceeds

Allowance Sales

Scrubber By-Producits Sales

Total Proceeds from Sales

True-up Adjustment: OverfUnder Recovery of Monthly Surcharge Due to Timing Differences

A. MESF for two months prior to Expense Month

B, Net Jurisdictional E(m) for two months prior 1o Expense Month

C. Eavironmental Surcharge Revenue, current month (from ES Form 3.00)

D. Retail E(m) recovered through base rates (Base Revenues, ES Form 3.00 times 2.38%)

E, Over/(Under) Recovery due to Timing Differences {(D +C) - B)

Over-recoveries will be deducted from the Jurisdictional E{m); under-recoveries will be added to the lurisdictional E(m)




Exhibit KWB-4
Page 2 0f 4
Blake

Revised
ES FORM 2.00
LOUISVILLE GAS AND ELECTRIC COMPANY
ENVIRONMENTAL SURCHARGE REPORT

Revenue Requirements of Environmental Compliance Costs
For the Expense Month of

Determination of Environmental Compliznce Rate Base

Enviromental Compliance Plan

Eligible Poliution Control Plant
Eligible Poliution CWIP Excluding AFUDC
Subtotal
Additions: .
Inventory - Emission Allowances per ES Form 2.31,2.32 and 2.33
Cash Working Capital Allowance
Deferred Debit Balance -- Mifl Creek Ash Dredging
Subtotal
Deductions:
Accumulated Depreciation on Eligible Pollution Control Plant
Poliution Controf Deferred Income Taxes
Subtotal
Environmental Compliance Rate Base

Determination of Pollution Control Operating Expenses

Enviromental
Compliance Plan

Monthly Operations & Maintenance Expense

Monthly Depreciation & Amortization Expense

less investment tax credit amortizagion - : ¢

Monthly Property and Other Applicable Taxes

Monthly Insurance Expense

Monthly Emission Allowance Expense from ES Form 2,31,2,32 and 2,33
Monthly Permitting Fees

Amortization of Monthly Mili Creek Ash Dredging

Less : Operating Expenses Associated with Retirgments or Replacements
Ceeuring Since Last Roll-Ia of Surcharge into Existing Rates

Total Poliution Control Operations Expense

Proceeds From By-Product and Allowance Sales

Total
Proceeds

Allowance Sales
Scrubber By-Products Sales
Total Proceeds from Sales

Truc-up Adjastment: Over/Under Recovery of Monthly Surcharge Due to Timing Differences
A, MESF for two months prior to Expense Month

B. Net Jurisdictional E(m) for two months prios to Expense Month
C. Environmental Surcharge Revenue, current month (from ES Form 3.00)

D, Retail E(m} recovered through base rates (Base Revenues, ES Form 3.00 times 2.38%)

E. Over/(Under) Recovery due to Timing Differences ((D + C) - B}

Over-recoveries wili be deducted from the Jurisdictional E(m); unhder-recoveries will be added to the Jurisdictional E(m)




Exhibit KWB-4
Page 3ol 4
Biake

Current Forst approved Beeember 25, 2806 in Case No. 2006-00208
ES FORM 2.1¢
Pagex ol v

LOUISVILLE GAS AND ELECTRIC COMPANY

ENVIRONMENTAL SURCHARGE REPORT
Plant, CWIP & Deprecintion Expease

Fir the Month Emled:

{H] 2 £ 0] (5) (6} )] 6]
o Eligibic Eligibie cwip Exigible Nei Deferred Menthly Montitly
Deseriplion Plani In Accumulatod Amount Prant ln Tax Balance Depreciation Praperty Tax
Service Depreciation Exchuding Service Expense Expense
AFUDC a5 of
[ORE)
2041 Plua:
Project 6 - LGE NOx
Sublotal

Less Retirements and Replacement resulting
from implementation oF 2061 Plan

Net Totnl ~ 2001 Plan;

2003 Flai

Project 7- Mill Creek FGD Serubber Conversion
Project 8 - Peecipitotor Upgrados - All Plants
Project - Clearwell Water System - Mill Creek
Prajoct 16 - 50, Absorber Trays - Mill Croek 3 & 4

Subtolal
Less Retirements and Replagemen restilting
from implementalion of 2003 Plan

Net Tolal - 2003 Plan:

2065 Plaa:

Projeet 11 - Spetial Waste Landfill Expansion al Mili Creek
Project 12 - Special Waste Landfill Expansion ol Cane Run Station
Projeat 13 - Sorubber Refurbishiment at Trimble County Unit
Project 14 - Serubber Refurbishment at Cane Rur Unit 6

Project 13 - Serubber Refurbishment at Cone Run Unit §

‘| Projeet 16 « Scraliber Tinprovements at Trinsble County Unit |

Subtotal
Less Reti and Rept: fiing
from implementation of 205 Plan

Net Total - 2005 Plan;

2086 Plan:

Projeet 18+ TC2 AQGCS Equipment

Projeet 19 - Sorbent Injoection

Praject 2 - Mercury Monitors

Praject 21 - Mitl Creck Opacity and Particulale Monitors

Subtotal
Less Retirements and Replacement resulting
from implementation of 2006 Plan

Nel Telal - 2606 Flan:

Mei Totat - All Plans;




Exhibit kW4

Page 4 of 4
Blake
Revised
£35 FORM 230
Pugex of y
LOUISVILLE GAS AND ELECTRIC COMPANY
ENVIRONMENTAL SURCHARGE REPORT
Plaet, CWEP & Bepruciation Bxpeis
For the Month Endeds
{) (2 €3] {4 ) {0} [el) [N 5]
Eligible Elhpivle CWIF Eligible Mot Defesred Monﬂ:is' : Monthly Monthiy
Dezeription Pland In Acctmmabaied Aot Plat In ‘Tux Balones 1T Amorsizalion Deprogintion Property Tax
Service Deprecintion fExcluding Service Crodit Expense Lxpenve
AFUDC as of Lot
oupfddfivey

(21-L3HEY

2004 Phing
Froject 6 » LGE NOx

Suinotal
Less Retirements mnd Replacentent ressiting
from implamentation of 2008 Pl

Nel Total - HOT Fan:

P

2803 Plar:

Praject 7 - Mill Creek FGD Senibber Conversion
Project 8 - Precipiator Upgrades ~ Ali Plants
Praject 9 - Clearwsll Water Svstem - Mill Cr
Troject 149 - SO, Absorber Frays - Mill Creck 3 & 4

Subtotal
Less Retirements and Replacement resuibling
from hnplemertotion of 2003 Plan

Net Total - 2003 Hon:

2805 Flan:

Project | - Speci! Winte Landfill Expansion ot Mill Creck
Project 12 - Special Waste Ludfill Expansion ot Cone Rua Station
Froject 13 - Serubber Refirhishment o Trimble Coumy Unlt ]
Fojoet 14 - Serubber Refurbishment ot Cane Run thit 6

Profect 15 - Sorubber Refurbishment ot Cang Run Unit 5

Project 16 - Serubhor Improvemonts of Trimbie County Unit 1

Subtotad
Fasey Retivemsents s Replacuiment resulting
I impfomentation of 2003 Plan

Net Folal » 2005 Flun:

2006 Pran:

Project {8 - TC2 AGCS Eauipment

Protect 19+ Sorbest Injection

Frojeot 2 - Murewry Miniters

Project 21 - Mill Creek Opaclty and Pastiewlawe Monitors

Subtatul
Less Retirgments st Replaecment resulting
from fmplemeptation of 2006 Plen

Net Total - 2K Pisn:
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COMMONWEALTH OF KENTUCKY RECE IVED
BEFORE THE PUBLIC SERVICE COMMISSION MAY 04007

PUBLIC g
R

In the Matter of;

APPLICATION OF LOUISVILLE GAS AND )
ELECTRIC COMPANY FOR AN ORDER )
AUTHORIZING INCLUSION OF )
INVESTMENT TAX CREDITS IN ) CASENO.2007-00] 7
CALCULATION OF ENVIRONMENTAL )
SURCHARGE AND DECLARING )
APPROPRIATE RATEMAKING )
METHODS FOR BASE RATES )

DIRECT TESTIMONY OF
RONALD L. MILLER
DIRECTOR OF CORPORATE TAX
E.ON U.S. SERVICES INC.

Filed: May 4, 2007
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Please state your name, position and business address.
My name is Ronald L, Miller. [ am the Director of Corporate Tax for E.ON U.S.
Services Inc., which provides services to Louisville Gas and Electric Company
(“LG&E”) and Kentucky Utilities Company (“KU”) (collectively, “the Companies”).
My business address is 220 West Main Street, Louisville, Kentucky 40202, A
complete statement of my education and work experience is attached to this testimony
as Appendix A.
Have you previously testified before this Commission?
Though I have sponsored responses to data requests for the Companies in a number of
proceedings, including the 2004 rate cases, I have not submitted written testimony or
testified in a hearing.
What are the purposes of your testimony?
The purposes of my testimony are: (1) to describe the investment tax credit at issue in
this proceeding and to summarize the process by which LG&E obtained it; (2) to
describe the tax accounting treatment of the credit; and (3) to state the consequences
of not following the rate treatment for the tax credit required by federal law.
Are you sponsoring all of the Exhibits to LG&E’s Application in this
proceeding?
Yes, I am sponsoring all of the Exhibits to the Application:

¢ Internal Revenue Service Notice 2006-24 (LG&E Application Exhibit 1)

e LG&E’s U.S. Department of Energy Application (without attachments)

(LG&E Application Exhibit 2}
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o LG&E’s U.S. Internal Revenue Service (“IRS”) Application (without Exhibit
1 - U.S. Department of Energy Application) (LG&E Application Exhibit 3)
e [RS certification letter (LG&E Application Exhibit 4)
e IRS letter accepting LG&E’s IRS Application (LG&E Application Exhibit 5)
e LG&E-IRS Closing Agreement (LG&E Application Exhibit 6)
Please describe the investment tax credit LG&E has obtained.
The federal Energy Policy Act of 2005 created several investment tax credits

designed to spur the development and construction of certain kinds of generation

facilities. One such credit is the Qualifying Advanced Coal Project Credit (see 26

U.S.C. § 48A) (*“*05 EPA ITC”), which allows the Secretary of the Treasury to grant
up to $1.3 billion in tax credits to advanced coal projects, $800 million for integrated
gasification combined-cycle projects and $500 million for projects using other
advanced coal-based generation technologies. The Companies applied for and were
allocated up to $125 million in tax credits for the design and construction of Trimble
County Unit No. 2 (“TC2”), which qualifies as an “advanced coal-based generation
technology” project.

What criteria did Trimble County Unit No. 2 have to meet to qualify as an
“advanced coal-based generation technology” project?

The Qualifying Advanced Coal Project Credit statute (26 1U.S.C. § 48A) sets out two
key categories of criteria for eligibility to receive an advanced coal-based generation
technology credit: high-efficiency and low-emissions. Thus, a clean but inefficient
unit would not qualify, nor would a highly efficient unit that fails to meet stringent

environmental standards. Specifically, to qualify a project must: (1) have a “design
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net heat rate of 8530 Btw/kWh (40 percent efficiency)”; and (2) be designed to
remove 99% of sulfur dioxide and 90% of mercury, and emit no more than 0.07 Ibs of
nitrous oxide and 0.015 lbs of particulate matter per MMBtu. (26 U.S.C. § 48A(f).)
The qualifying advanced coal project also must meet these general criteria: have a
nameplate rating of 400 Mw or greater, use at least 75% coal for fuel, have 50% or
more electrical power output, and be located at one site.

How did LG&E obtain the ‘05 EPA ITC?

On March 13, 2006, the U.S. Internal Revenue Service issued Internal Revenue
Service Notice 2006-24 (“Notice™), which “establishe[d] the qualifying advanced coal
project program under § 48A(d) of the Internal Revenue Code.” Among other things,
the Notice set out the procedures for applying for the ‘05 EPA ITC. (A copy of
Internal Revenue Service Notice 2006-24 is attached to LG&E’s Application as
Exhibit 1.) On June 28, 2006, KU and LG&E jointly filed an application with the
U.S. Department of Energy (;‘DOE”) to obtain the credit. In their application, the
Companies described in detail TC2’s design, and particularly why it meets the
requirements discussed above (among others). (A copy of the DoE application’ is
attached to LG&E’s Application as Exhibit 2.) On September 27, 2006, the
Companies submitted an application for the credit to the U.S. Internal Revenue
Service (“IRS™), along with additional certification documents that, following the
IRS’s approval of the application, would allow the Companies to begin claiming the

tax credits as qualified progress expenditures are made. (A copy of the IRS

! The attachments consist of 50 pounds of paper documents, a number of which are documents on file at the
Commission or are technical drawings and specifications for the design and construction of Trimble County
Unit No. 2. An index of the attachments is set forth at pages 6 through 8 of the DoE application.
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application (without its Exhibit 1 a’t‘cac:hmezrz)2 is attached to LG&E’s Application as
Exhibit 3.) On October 27, 2006, the IRS notified the Companies that the TC2
project received DoE certification. (A copy of the IRS certification letter is attached
to LG&E’s Application as Exhibit 4.) On November 29, 2006, the IRS informed the
Companies that it too had accepted the Project’s application and had allocated a total
advanced coal project credit of $125 million. (A copy of the decision is attached to
LG&E’s Application as Exhibit 5.) On March 22, 2007, the IRS executed a Closing
Agreement required in connection with realizing the $125 million tax credit. (A copy
of the Closing Agreement is attached to LG&E’s Application as Exhibit 6.) The
Companies received the Closing Agreement from the IRS on April 9, 2007.

What additional steps are required in obtaining the credit?

The project must meet certain certification requirements within two years of being
allocated the "05 EPA ITC. This “certification™ is granted by the IRS and determines
whether all applicable environmental permits have been obtained as well as whether a
binding contract has been entered for the main steam turbine. LG&E has completed
these two steps and has requested “certification” by the IRS.

According to the IRS, at this time, the request for “certification” of the TC2
generation facility (e.g., evidence that all permits have been obtained, major contracts
completed, etc.) is under review and consideration at the Houston IRS Field Office
for appropriate action. While this step must be completed within two years of being
atlocated the credit, it does not prohibit the Company from claiming qualified
progress expenditures at this time. The approval of the certification application is not

expected to be an issue because TC2 is already under construction.

* Exhibit 1 to the IRS Application is the DoE Application referenced in this filing as Exhibit 2.
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What expenditures are eligible for the credits?
The relevant part of the 05 EPA ITC statute provides that any property that is part of
an advanced coal-based generation project is “eligible property,” the basis of which is
a qualified investment upon which a 15% credit may be claimed. (See 26 U.S.C. §
48A(a)(2), (b)(1) & (c)}(3).) The statute further provides that the default time for
claiming such credits is when the eligible property is placed in service for tax
purposes; however, the law also makes provision for “qualified progress
expenditures” that allow the credits to be claimed in the years that the Companies
make expenditures for certain “eligible property.” (See 26 U.S.C. § 48A(b)(1) & (3).)
The Companies anticipate that nearly all of their expenditures will be “qualified
progress expenditures,” meaning that the Companies will be able to claim their 15%
credit for the tax years in which they make the expenditures. The credit allocated to
the Companies is limited to a total of $125 million.

The Companies currently believe they Will be able to claim the full $125
million credit. As supplied to the IRS, below is what the Companies anticipate

spending for the major components of building Trimble County Unit No 2:

Steam Generator $108,800,000
Steam Turbine 47,000,000
Alir Quality Control System Package 220,200,000
SCR 24,400,000
Ash Handling 18,400,000
Other Pollution Contro} Costs 42,000,600
Balance Of Project and Construction 579,700,000
Development Costs 15,500,000
Total Capital Project Budget $1,056,000,000
Less IMEA/IMPA 25% ownership  (264,000,000)
Total Transmission 84,000,000
Capitalized Interest 112,000,000
Total Capital $988.000.000



10

11

12

13

14

15

16

17

18

19

20

21

22

The Companies believe the $988 million of capital costs detailed above should meet
the criteria of “qualified investment”  Fifteen percent of $988 million is
approximately $148 million; therefore, the Companies will in all likelihood be able to
take full advantage of their $125 million allocation of tax credits.
How will LG&FE account for its portion of the advanced coal project credit?
LG&E will record (separately or as part of other periodic tax entries) on its financial
statements: (1) a debit in FERC Account No. 236 - Taxes Accrued and a credit in
FERC Account No. 409 - Federal Income Tax Expense; and (2) a debit in FERC
Account No. 411.4 - Investment Tax Credit Adjustments and a credit in FERC
Account No. 255 - Accumulated Deferred Investment Tax Credit. LG&E recorded
entries in December 2006 with respect to the progress expenditure credits claimed in
that year, and will continue to record entries through 2010, (projected in service date)
for a total of $23,750,000 based on current estimates. (Because Illinois Municipal
Electric Agency and Indiana Municipal Power Agency will not receive any portion of
the ‘05 EPA ITC, LG&E and KU will share the credit in proportion to their respective
ownership interests in TC2. Thus, LG&E’s pro rata share of the ‘05 EPA ITC will be
19 percent of $125,000,000, which is $23,750,000.)

LG&E will also record on its balance sheet a debit to FERC Account No. 255
- Accumulated Deferred Investment Tax Credit, and a éorresponding credit on its
income statement to FERC Account No. 411.4 - Investment Tax Credit Adjustments,
These amortization entries will begin when the unit goes into service for tax purposes

(projected to be 2010) and will continue over the regulatory life of the unit. The air
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quality control systems and balance of the plant are currently estimated to have
regulatory lives of 28.8 and 41.5 years, respectively.
Why will LG&E normalize its 05 EPA ITC as described above?
LG&E has a long-standing election under federal normalization rules, which is
irrevocable, that requires LG&E to normalize the credit in the manner I have
described above. LG&E made the election pursuant to former 26 U.S.C. § 46(f) in
1972 and has since that time consistently normalized all investment tax credits
pursuant to the method it elected. Although 26 U.S.C. § 46(f) has since been
repealed, it continues 10 apply 1o new investment tax credits such as the 05 EPA TTC
through current 26 U.S.C. § 50(d)(2)’. Moreover, the IRS also explicitly states in its
March 13, 2006 Internal Revenue Service Notice 2006-24, “The at-risk rules in § 49
and the recapture and other special rules in § 50 apply to the qualifying advanced coal
project credit.” Thus, 26 U.S.C. § 50(d) applies to this credit, and LG&E is required
to continue to normalize such credits in its traditional fashion.
How long has LG&E followed this method of normalization?
Though LG&E recorded its first investment tax credit in 1962, since 1972 LG&E has
consistently followed this method of normalization when accounting for the
investment tax credit and, as explained in Mr. Blake’s testimony, in each of its base
rate cases.

In 2006, LG&E amortized $4,022,000 to the above-the-line FERC Account

No. 411 for prior Investment Tax Credit amounts. At December 31, 2006, LG&E had

26 U.S.C. § 50(d) states: “Certain Rules Made Applicable—For purposes of this subpart, rules similar to the
rules of the following provisions {as in effect of the day before the date of the enactment of the Revenue
Reconciliation Act of 1990) shall apply: (2) Section 46(f) (relating to limitation in case of certain regulated
companies).”
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on the balance sheet (excluding Investment Tax Credit for TC2 of $3 million)
$38,070,000 left to amortize. Based on current regulatory lives the amortization on
these Investment Tax Credit amounts will end in 2024,

I the Commission determined not to allow LG&E to normalize the 05 EPA ITC
according to LG&E’s previously elected method, what would be the
consequence?

We believe the Internal Revenue Code (“IRC™) on this issue is clear in that if LG&E
does not normalize the credit in the manner LG&E elected in 1972, LG&E would
lose the ability to claim the credit. If at any future time the Commission determines
not to allow LG&E to continue to normalize the credit, again LG&E would lose the
ability to claim any more of the credit, and the part LG&E had claimed would be
subject to recapture. (See former 26 U.S.C. § 46(f)(1).) Such an event would also
require “backing out” relevant accounting entries and could result in LG&E having to
pay generally applicable tax penalties and interest on the recaptured amount.

What is the impact of the ’05 EPA ITC on LG&E’s depreciable tax basis of the
property?

IRC Section 50(c) requires the tax basis of the property to be reduced by the amount
of the credit. Loss of depreciable tax basis will result in unfavorable permanent book
versus tax differences over the life of the plant equal to the amount of the credit times
the applicable tax rate, or approximately $8,312,500 ($23,750,000 X 35%). The
resulting periodic incremental tax expense will begin af the time the unit is placed in
service and will continue over the regulatory life of the unit. Additionally, other

temporary bool/tax differences will result from accelerated depreciation and other
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book versus tax depreciatidn/amortization methods. (See Exhibit KWB-1 to Kent W.
Blake’s testimony.)

Is LG&E gunaranteed to receive the full amount of the ’05 EPA ITC?

No. The Company has signed a closing agreement with the Internal Revenue Service
outlining various criteria required to receive the tax credit including “certification™ by
the IRS of the '05 EPA ITC project within two years, completion of the facility
within five years of certification, and meeting fuel specifications. A proportionate
reduction of the credit is also required if the gross TC2 nameplate generation of at
least 833.6 megawatts is not met.

In addition to the LG&E-IRS Closing Agreement criteria, credit is potentially
forfeited to the extent that tax exempt financing is obtained for the project.4 For
example, if $10,000,000 of tax exempt bond financing is obtained, LG&E’s basis for
purposes of computing the 05 EPA ITC is reduced by $10,000,000, resulting in the
potential loss of $1,500,000 of credit. To the extent that tax exempt financing is
available on TC2, the Company will compare the financing benefits with the benefits
from the tax credit and determine the best decision for LG&E. Criteria for this
decision would include a comparison of the present value of each benefit as well as
the ability to benefit from both. Based on present cost estimates of TC2, it is possible
to obtain tax exempt financing on a portion of TC2 and still realize the maximum
advanced coal credit.

Does this conclude your testimony?

Yes, it does.

#26 U.S.C. § 48A(b)(2) states, “Rules similar to section 48(a)(4) [26 U.S.C, § 48(a)(4)] shali apply for purposes
of this section.” In turn, 26 U.8.C. § 48(a}(4) requires the reduction in credit-eligible basis for tax-exempt-
financed amounts of advanced coal project credit projects such as TC2.

10
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The undersigned, Ronald L. Miller, being duly sworn, deposes and says he is Director of
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set forth in the foregoing testimony, and the answers contained therein are true and correct to the

best of his information, knowledge and belief.

RONALD L. MILLER

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

this 4% day of f\m\{ . 2007.

NP (SEAL)
Notary Public ~ { | s -
My Commission Expires:

AO‘WAJHAO} 20]0

LOUISVILLE 455848v.8



APPENDIX A
Ronald L. Miller

Director, Corporate Tax and Payroll
E.ON U.S. Services Inc.

220 West Main Street

P. O. Box 32010

Louisville, Kentucky 40202

(502) 627-2687

Education

Eastern Kentucky University, B.B.A., major in Accounting, 1979

Certified Public Accountant, Kentucky, 1981

University of Louisville ~ The Effective Executive, 1996

Multiple Tax Executives Institute & other Tax/Accounting Educational Programs

Positions Held

E.ON US Services Inc. (LG&E Energy Corp.), Louisville, Kentucky
2001 (Jun) — Present — Director, Corporate Tax and Payroll
1998 (Jun) — 2001 (Jun) — Director, Corporate Accounting and Tax
1994 (Jul) — 1998 (Jun) — Director, Corporate Tax
1994 (Jan) — 1994 (Jul) — Corporate Tax Administrator
1992 (Feb) — 1993 (Dec) — Corporate Tax Coordinator

National City Bank, Louisville, Kentucky

1984 — 1992 - Vice President, Corporate Treasury Officer and Manager-
Tax and General Accounting

Ernst and Young CPA’s (fk.a. Ernst and Whinney, CPA’s)
1983 — 1984 — Audit Supervisor
1981 — 1983 — Audit Senior
1979 — 1981 ~ Audit Staff
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