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KENTUCKY UTILITIES COMPANY 

Response to Information Requested in Appendix B of 
Commission’s Order Dated September 19,2007 

Case No. 2007-00379 

Question No. 11 

Witness: Robert M. Conroy 

Bil1i11,g Period fi-om May 1, 2005 tlxo~igl~ April 30, 2007 

Q-11. ISRS 278.183(3) provides that during tlie 2-year review, tlie Coiniiiissioii sliall, to 
tlie extent appropriate, iiicoi-porate surcharge ainounts found just and reasonable 
into the existing base rates of tlie utility. 

a. Provide the surcharge aniount tliat IW believes should be incorporated into its 
existing base rates. Iiiclude all supporting calculations, worlcpapers, and 
assumptions. 

b. The siircliarge factor reflects a percentage of revenue approach, rather tliaii a 
per ltvv’li approach. Taking this into consideration, explain how the surcharge 
amount sliould be incorporated into ICU’s base rates. Iiiclude any analysis tliat 
KU believes siipports its position. 

c. Provide tlie Base Period Jurisdictional Enviroimiental Surcliarge Factor 
(“BESF”) that reflects all eiiviroimental surcharge amounts previorisly 
incorporated into existing base rates and the amount deteiiiiined in part (a). 
Include all suppoi-tiiig calculations, worlcpapers, and assumptions. 

d. Does ICJ believe tliat there will need to be iiiodificatioiis to either the 
surcliarge iiiechanisni or the nioiitlily surcharge repoi-ts, other than a revision 
to BESF, as a result of iiicorporatiiig additioiial environ~iieiltal surcharge 
amounts into KU’s existing base rates? If yes, provide a detailed explanation 
of the niodificatioiis and provide updated moiitlily surcharge reports. 

A-1 1. a. I W  is proposing to roll-in $23,680,507 of environniental surcharge revenues 
into base rates. Please see tlie attached schedule for the determination of tlie 
roll-in amount. 
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b. The Coiiiiiiissioii previously approved KU’s proposed roll-in methodology in 
Case No. 2006-00129 wliich allocated the amount of the roll-in to the energy 
coiiipoiieiit of rates RS, GS aiid AES, aiid to the demand component for all 
rates that include a separately metered and billed demand component. 
L,igliting rates continue to be billed on a per-light basis. IW recoinmelids that 
this iiiethod continue to be used to roll-in tlie current proposed aiiiouiit of 
$23,680,507. 

c. Attached is an illustrative calcdation of tlie Base Period Jurisdictional 
Eiiviroruneiital Surcharge Factor (“BESF”) using the 12-iiionth period eliding 
February 2007. As discussed in tlie testimony of Mr. Robert Coiu-oy, I<U 
will recalculate this rate following the Commission’s order in this proceeding 
based upon the most recent 12-month period for which iiifoiinatioii is 
available. 

d. No. ICTJ believes there is no need for any iiiodificatioiis to either tlie 
surcharge meclianism or tlie monthly surcliarge reports, other than a revision 
to BESF, as a result of incoi-poratiiig additional envii-oimeiital surcharge 
amounts into IW’s existing base rates. 
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Kentucky Utilities Company 

Calculation of ECR Roll-in At February 28,2007 
Calculation of Revenue Requirement for Roll-In: 

Environmental Compliance Rate Base 
Pollution Control Plant in Service 
Pollution Control CWlP Excluding AFUDC 

Subtotal 

Additions: 
Emission Allowances, net of baseline 

Cash Working Capital Allowance 
Subtotal 

Deductions: 
Accumulated Depreciation on Pollution Control Plant 
Pollution Control Deferred Income Taxes 

Pollution Control Deferred Investment Tax Credit 
Subtotal 

Environmental Compliance Rate Base 

Rate of Return - Environmental Compliance Rate Base 

Return on Environmental Compliance Rate Base 

Pollution Control Operating Expenses 
12 Month Depreciation and Amortization Expense 
12 Month Taxes Other than Income Taxes 
12 Month operating and Maintenance Expense 
12 Month Emission Allowance Expense, net of amounts in base rates 

Total Pollution Control Operating Expenses 

Gross Proceeds from By-product 8, Allowance Sales 

Post-I994 Plan 
at Feb. 28,2007 

240,437,831 
255,269,869 
495,707,700 

ES Form 2.00, February 2007 
ES Form 2.00, February 2007 

ES Form 2.00, February 2007 
ES Form 2.00, February 2007 
per corrections made in Case 
NO. 2007-00379 153,616 

1,440,133 

1,286,517 

ES Form 2.00. February 2007 
ES Form 2.00, February 2007 

ES Form 2.00, February 2007 
as revised September 21,2007 2,049,747 

49,423,073 

$ 447.724.760 

16,772,692 
30,600,634 

ES Form 1.10, February 2007 
as revised April 23, 2007 

See Support Schedule A 
See Support Schedule A 
See Support Schedule A 
See Support Schedule A 

See Support Schedule B 

Total Company Environmental Surcharge Gross Revenue Requirement -Roll In Amount 

Return on Environmental Compliance Rate Base 
Pollution Control Operating Expenses 
Less Gross Proceeds from By-Product & Allowance Sales 

Roll In Amount 

Jurisdictional Allocation Ratio -Roll In 

Jurisdictional Revenues for 12 Months for Roll In 

Roll In Jurisdictional Environmental Surcharge Factor: 

Total Company Environmental Surcharge Gross Revenue Requirement - Roll In Amount 

Jurisdictional Allocation Ratio - Roll In 

Jurisdictional Environmental Surcharge Gross Revenue Requirement - Gross Roll In Amount 

Jurisdictional Environmental Surcharge Gross Revenue Requirement - Net Roll In Amount 

See Support Schedule C 

See Support Schedule C 

Less Jurisdictional Environmental Revenue Previously Rolled In (Case No. 2006-00129) 

11.52% 

$ 51,577,892 

5,927,060 
425,002 

1,228,923 
3,162,166 

$ 10,743,151 

997,763 

51,577,892 
10,743,151 

(997,763) 

$ 61,323,280 

80.7487% 

947,408,732 

$ 61,323,280 

80.7487% 

493 17,782 
25,837,275 

$ 23,680,507 

Base Revenues for the 12-Months Ending September 2007 $ 827,593,641 

BESF. Gross Roll-in Amount 5.9833% 
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Support Schedule A 

12 Month Balances for Selected Operating Expense Accounts 

Mar-06 
Apr-06 
May-06 
Jun-06 
JuI-06 
AUg-06 

Oct-06 
NOV-06 

Sep-06 

Dec-06 
Jan-07 
Feb-07 

Depreciation & Taxes Other than 
Amortization Income Taxes 
Steam Plant 

489,336 31,830 
489,169 31,804 
492,274 31,804 
495,021 31,804 
495,021 31,804 
495,02 1 31,804 
495,021 31,804 
495,021 31,804 
495,021 31,804 
495,257 31,785 

495,449 53,478 
495,449 53,477 

Operating and Maintenance Expense 
FERC 502 FERC 506 FERC 512 

14,878 
I 8,380 

I 83,663 10,083 
170,786 12,370 
89,876 1,240 

277,148 27,974 
51,747 1 1,299 

120,001 44,999 
3,174 

I 82,825 
2,505 
5,975 

less Base Rate amount 
Totals 5,927,060 425,002 893,221 335,702 3,162,166 10,743,151 

Support Schedule B 
12 Month Balances for Allowance Sales and By-product Sales 

Mar-06 
Apr-06 
May-06 
Jun-06 
JUI-06 
Aug-06 

Oct-06 
NOV-06 
DeC-06 
Jan-07 
Feb-07 

Sep-06 

Total Proceeds 
from Allowance Proceeds from By- Total Ail Sale 

ES Form 2.00 
Sales Product Sales Proceeds 

ES Form 2.00 

997,763 997.763 

Totals 997,763 997,763 

Support Schedule C 
12 Month Balances for Jurisdictional Revenues and Allocation Ratio 

Mar-06 
Apr-06 
May-06 
Jun-06 
JuI-06 
Aug-06 
Sep-06 
Oct-06 
NOV-06 
Dec-06 
Jan-07 
Feb-07 

KY Retail Total Company 
Revenues, Excl. Revenues, KY Retail 

Envir. Surch Excluding Envir. Allocation 
Revenues Surch. Revenues Ratio 

KY Retail/ 
ES Form 3.00 ES Form 3.00 Total Company 

Totals $ 947,408,732 $ I, 173,279,765 80.7487% 

Oct-06 
NOV-06 
Dec-06 
Jan-07 
Feb-07 
Mar-07 
Apr-07 
May-07 
Jun-07 
Jul-07 
AUS-07 
Sep-07 

Emission 
Allowance 
Expense 

FERC 509 
86, I 78 

323,078 

389,585 
274,685 

336, 180 

275,023 
244,630 

362,622 

265,207 

350,299 
150,725 
162,300 
(58,346) 

'Total 

622,222 

962,454 
1,033,059 

1,221,532 
864,556 
957,032 
866,179 

1,060,166 
702,156 
717,202 

a I 4,376 

980,563 

(58,346) 

Base 
Customer, 

Energy, and 
Demand 
Revenue 

58,208,455 

70,238,724 
78,i IO, 103 

6 1,916,890 
68,409,007 
72,598,904 

78,877,564 

60,190,763 
67,449,459 

71,491,490 
63,594,939 

76,507,343 





KENTUCKY UTILJTIES COMPANY 

Response to Information Requested in Appendix B of 
Commission’s Order Dated September 19,2007 

Case No. 2007-00379 

Question No. 12 

Witness: Valerie L. Scott 

Billing Period from May 1,2005 through April 30, 2007 

Q-12. In Case No. 2000-00439, tlie Commissioii ordered that KU’s cost of debt and 
prefemd stock would be reviewed aiid re-establislied during tlie 6-month review 
case. Provide the following irifoimatioii as of February 28, 2007: 

a. Tlie outstanding balances for long-teim debt, short-tenii debt, prefeil-ed stock, 
and coinnioii equity. Provide this information oii total company and Kentucky 
jmisdictioiial bases. 

b. Tlie blended interest rates for long-tenii debt, short-term debt, aiid prefeil-ed 
stock. Include all supporting calculations showing how these bleiided interest 
rates were deteiiniiied. If applicable, provide tlie blended iiiterest rates on total 
coinpaiiy aiid Keiitucky jurisdictional bases. 

c. ICU’s calculation of its weighted average cost of capital for enviroimiental 
surcharge purposes . 

A-12. a. Please see tlie attachment. 

b. Please see tlie attachment. 

c. Please see tlie attaclmient. 
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Kentucky Utilities Company 
Outstanding Balances - Capitalization 

As of February 28,2007 

2 3 

Outstanding Balance KY Jurisdicational 
Outstanding Balance 

Total Company 88.20% 

1 Long-Term Debt $841,951, I40  $742,575,647 

2 Short-Term Debt $89,666,054 $79,082,770 

3 Common Equity $1,225,830,949 $1,081,146,122 



1 Long-Term Debt 

2 Short-Term Debt 
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Kentucky Utilities Company 
Blended Interest Rates 

As of February 28,2007 

1 
Blended Interest Rate 

Total Company 

4.69% 

5.26% 
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KENTUCKY UTiLiTlES COMPANY 
ANALYSlS OF THE EMBEDDED COST OF CAPITAL A 1  

February 28,2007 

LONG-TERM DEET 

Pollution Contml Bonds ~ SECURED: 
Series 11 ~ Series A 
Series 12 
Series 13 
Series 14 
Series 15 
Series 16 
Series 17 
Series 18 
Series 19 
Series 20 
Series 21 
Series 22 
Called Bonds 

Notes Payable to Fidella Corp 
Notes Payable to Fideiia Corp. 
Notes Payable to Fidelia Corp 
Notes Payable to Fidelia Corp 
Notes Payable lo Fidella Corp 
Notes Payable to Fidella Corp 
Notes Payable to Fidelia Corp 
Notes Payable to Fidella Corp 
Notes Payable to Fideiia Cow 
Notes Payable to Fidelia Corp 

__ Due 

05/01/23 
02/01/32 
02/01/32 
02/01/32 
02/01/32 
10/01/32 
1010 1/34 
06/01/35 
06/0 1/35 
06/01/36 
06/01/36 
10/01/34 

04/30/1 3 
08/15/13 
11/24/10 
01/16/t2 
07/08/15 
12/21/15 
06/23/36 
10/25/16 
02/07/22 
03/30/37 

3 65000% ’ 
3 78000% * 
3 78000% * 
3 78000% * 
3 78000% ’ 
3 55000% * 
3 61300% * 
3 56300% ’ 
3 55000% ’ 
3 64400% * 
3 65000% * 
3 60000% * 

4 550% 
5 310% 
4 240% 
4 390% 
4 735% 
5 360% 
6 330% 
5 675% 
5 690% 

Principal 

12,900,M)o 
20,930,000 
2.400.000 
2,400,000 
7,400.000 
96,000,000 
50,000,000 
13.266.950 
13266.950 
16,693,620 
16693.620 
54,000.000 

100.w0.000 
75,000.000 
33,000,000 
50.000.000 
50.000.000 
75,000.000 
50.000.000 
50.0W.000 
53,000,000 

Annualized Cost 
Amortized Debt Amortized Loss- 

Inleresllinmme) Issuance Expense Premium Reaauired Debt Tolal 

470.850 17,292 
791,154 4.104 

16.788 504,930 
36,300 831.558 

90,720 2.856 4,164 97,740 
90.720 1,140 15,660 107,520 
279,720 3.180 12.744 295,644 

3,408.000 72.708 186.036 3,666,744 
1806,500 40.068 53,940 1,900,508 
472,701 17,700 490,401 
470.977 17.988 488.965 
608,316 
6W.317 

1,944,000 

4,550,000 
3.982.500 
1.399200 
2,195,000 
2,367,500 
4.020.000 
3,165.000 
2,837,500 
3.015.700 

201688 
16,620 
27.192 

629;004 
625,937 
1.971.192 

332,580 7 3321581 

4.550.000 
3,982,500 
1,399,200 
2,195,000 
2,367,500 
4,020,000 
3.165.000 
2,837.500 
3,O 15,700 

Embedded 

3910 
3 970 
4 070 
4 480 
4 000 
3 820 
3 800 
3 700 
3 690 
3 770 
3 750 
3 650 

4 550 
5 310 
4 240 
4 390 
4 735 
5 360 
6 330 
5 675 
5 690 

Total 841.951.140 38.575375 241,536- , o , ~ 658,212- 39.475.124, J4.689%) 

SHORT TERM DEBT 

Annualized Cost 
Embedded - Rate Principal interest t & & i p l h J ~  

Notes Payable to Associated Company 5 260% * 89,666,054 4,716,434 4,716,434 5 260 
-- a m  4.716.434 - - Total 89.666.054 

* Composile rate ai  end of current month 

1 Series P and R bonds were redeemed In 2003, and 2005, respealively They were not replaced with other bond series The remaining unamortized expense Is 
being amortized over the remainder of the original lives (due 5/15/27 and 6/1/25 respectively) of the bonds as loss on reaquired debt 
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ECR - Gross-up Revenue Factor & 
Composite Income Tax Calculation 
2007 

1. Assume pre-tax income of 

2. State income tax (see below) 

2007 

Federal & State 
Production Credit 
W16% 2007 State 
Tax Rate Included 
$ 100.0000 

5.6604 

3. Taxable income for Federal income tax 

4. Production tax credit 6% 
5. Less: Production tax credit (6% of Line 3) 

before production credit 94.3396 

5.6604 

88.6792 6. Taxable income for Federal income tax 

7. Federal income tax (35% of Line 6) 3 1.0377 

8. Total State and Federal income taxes 
(Line 2 + Line 7) $ 36.6981 

9. Gross-up Revenue Factor 63.3019 

10. Therefore, the composite rate is: 
11. Federal 3 1.0377% 
12. State 5.6604% 
13. Total 36.6981% 

State Income Tax Calculation 
1. Assume pre-tax income of 

2. Less: Production tax credit 

3. Taxable income for State income tax 

4. State Tax Rate 

$ 100.0000 

5.6604 

94.3396 

6.0000% - - 

5. State Income Tax 5.6604 





KENTUCKY UTILITIES COMPANY 

Response to Information Requested in Appendix B of 
Commission’s Order Dated September 19,2007 

Case No. 2007-00379 

Question No. 13 

Witness: Robert M. Conroy 

Billing Period fiom May 1,2005 tllrougli April 30, 2007 

4-13. In its January 31, 2007 Order in Case No. 2006-00129, tlie Coniiiiissioii noted 
ICU’s efforts at identifying and resolving intei-iial issues related to the preparation 
of tlie monthly surcharge filings. Provide a status report on IW’s efforts to subinit 
the most accurate and tiiiiely infomiation available in its monthly surcharge 
reports. 

A- 13. In addition to maintaining the Eiiviroimiental Cost Recovery Surcharge Monthly 
Filings Process Document filed in Case No. 2006-00129, KU continues to refine 
tlie iiitenial data transfer of infomiation between departments related to tlie 
moiitlily filing. Tlie Companies have updated and modified tlie process docunient 
to reflect the changes authorized in Case No. 2006-00206. Tlie latest version of 
this document is attached. In addition, iiiteiiial monthly filing suiimiaries aiid 
clieclt lists were created to quickly identify potential coi-rections prior to tlie actual 
filings with tlie Conimission. The Companies have recently established internal 
controls over tlie processes involved in developing tlie montlily ECR filing. This 
includes controls over data entry cross-checks, protection on spreadslieets and 
foiinulas used in spreadsheets aiid validation of tlie calculations by multiple staff 
and management personnel. In addition, tlie Companies routinely audit tlie 
process of the monthly ECR filings in order to identify any potential issues or 
process improvenients. 

Accurate niontlily ECR filings continue to be tlie utmost importance to tlie 
Company. Tlie Company will continue to nialte timely corrections, as necessary, 
to its monthly ECR filing wliile pursuing fui-tlier inipi-oveiiieiits in its processes 
for preparing tlie inoiitlily filings. 
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I. Introduction 

This document is designed to assist in the understanding of the Enviroiiiiiental Cost 
Recovery (“ECR”) mechanism and the process for preparing the monthly filing for cost 
recovery. There are numerous departments throughout E.ON U.S. that support the 
developnient of the monthly ECR filing made by the State Regulation and Rates 
Department. These departments include: 

Energy Services Forecasting and Budgeting 
Environmental Affairs 
Property Accounting 
Regulatory Accounting and Reporting 
Revenue Accounting 
Utility Tax 

Louisville Gas and Electric Company (“LG&E”) and Kentucky Utilities Company 
(“KU”) are allowed, pursuant to Kentucky Revised Statute (KRS) 278.183, to recover the 
“costs of complying with the Federal Clean Air Act as amended arid those federal, state, 
or local environmental requirements which apply to coal combustion wastes and by- 
products from facilities utilized for production of energy from coal” for approved prqjects 
as part of the Company’s compliance plan. The Companies must first file with the 
Kentucky Public Service Commission (“KPSC”) an application seeking approval of 
projects associated with the compliance plan. Once the KPSC approves a project, the 
costs associated with the project are included in the montlily ECR filing and are subject 
to KPSC oversight through the 6-month and 2-year review proceedings. 
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11. Background 

KRS 278.183 (See Appendix I) allows utilities to recover the “costs of coniplying with 
the Federal Clean Air Act as amended and those federal, state, or local environmental 
requirements which apply to coal combustion wastes and by-products from facilities 
utilized for production of energy from coal” for approved projects as part of the 
Company’s compliance plan. The utilities are entitled to eani a reasonable return on 
construction costs and capital expenditures, and are further entitled to recovery of 
operating expenses associated with compliance with the Federal Clean Air Act as 
amended (“CAAA”). Operating expenses include operation & maintenance costs, income 
taxes, property taxes, other applicable taxes, and depreciation expenses for the 
environmental facilities. 

KRS 278.183 was effective July 14, 1992 and allowed any utility to file for cost recovery 
beginning January 1, 1993. It allows recovery of cost for compliance with the CAAA for 
expenses not already included in existing rates through an Eiivironmental Cost Recovery 
surcharge which is reflected on customer bills in the second month following the month 
in which the costs are incurred. The recovery is limited to projects that are inclitded in the 
Company’s Compliance Plan(s) and have been approved by the Kentucky Public Service 
Commission (KPSC). The filing requirements for an new ECR plan consist of a 30 day 
notice of intent, application, testimony, and a tariff containing the ternis and conditions of 
the proposed surcharge. Within six months of submittal, the KPSC is required by statute 
to schedule a hearing, consider the plan, establish a reasonable return on compliance- 
related capital expenditures, and issue an order approving or denying the application of 
the surcharge. A list of approved ECR projects is attached as Appendix I1 with a detailed 
listing of those Capital and O&M projects approved by the KPSC shown in Appendix 111. 

During October 1994, Louisville Gas & Electric Company submitted an application 
(Case No. 94-332) with the KPSC for authority to assess an ECR surcharge piirsuant to 
KRS 278.183. The KPSC on April 6, 1995 issued an order in Case No. 94-332 approving 
ftill cost recovery of qualified environmental projects. The approved methodology 
involves calculation of a monthly surcharge factor which is applied to customer bills. 
The mechanism is filed monthly and reviewed on a 6-month and 2-year basis by the 
KPSC. Kentucky Utilities Company filed a similar application (Case No. 93-465) and 
received a final KPSC Order on July 19, 1994. 

History to Present of LG&E’s Environmental Compliance Plan 

LG&E’s original plan and environmental surcharge were approved by the K.PSC in 1995 
(“1995 Plan”) in Case No. 1994-00332. The plan included capital projects for sulfur 
dioxide (Sol) removal systems, low nitrogen oxide (NO,) buniers, and fly ash. 

On October 20, 2000, L,G&E filed an amended plan (“2001 Plan”) in Case No. 2000- 
00386 to include one additional project necessary for the Company to comply with NOx 
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and other emission limits mandated by the Environmental Protection Agency (“EPA”) 
and the CAAA. On April 18, 2001 the KPSC issued an order approving the 2001 Plan. 

As part of the KPSC’s 6-~11onth and 2-year reviews (Case No. 2002-001 93), LG&E began 
using the base-current methodology to calculate the monthly ECR factor in wliich a 
portion of the approved environmental projects are “rolled-in” to base rates. L,G&E’s 
jurisdictional environmental surcharge revenue requirement thro~igh April 30, 2001 was 
incorporated in the base period surcharge factor (“BESF”). This aniount is then deducted 
from current period surcharge factor (‘“CESF”) to determine the ariiouiit of the ECR to be 
collected in the current billing month. 

On August 12, 2002, LG&E filed an anierided plan (“2003 Plan”) in Case No. 2002- 
001 47 to include five additional projects required for environmental compliance pursuant 
to the requirements in KRS 278.183. On February 11, 2003, the KPSC approved four of 
the five projects for inclusion in the Company’s ECR surcharge. The project not 
approved was denied without prejudice such that L,G&E could refile at a later date when 
costs are known with greater certainty. 

As part of the LG&E Rate Case (Case No. 2003-00433), the capital & operating expenses 
for the 1995 Plan which iricluded 5 projects and were previously approved in Case No. 
1994-00332, were included in the determination of base rates and removed from the 
monthly ECR filing. 

On December 20, 2004, L,G&E filed an amended plan (“2005 Plan”) in Case No. 2004- 
0042 1 to include seven additional projects necessary for environmental compliance. This 
filing included the prqject previously denied by the KPSC in Case No. 2002-00147. On 
June 20, 2005 the KPSC issued an Order approving the inclusion of the 2005 Plan in the 
Company’s ECR Surcharge. 

On April 25, 2006, the KPSC initiated a combined 6-month and 2-year review of 
L,G&E’s ECR. The KPSC issued an Order on January 31, 2007 approving the 
incorporation, or roll-in, of $8,669,729 in envirormental costs into base rates, with an 
equivalent increase in the BESF to offset increases in base rates. Further, the January 3 1, 
2007 Order revised the authorized rate of return to reflect actual cost of debt as of 
February 2006 (the final month of the review case). 

On June 23, 2006, L,G&E filed an anieiided plan (“2006 Plan”) in Case No. 2006-00208 
to include four additional projects necessary for environmental compliance. On 
December 21, 2006 the KPSC issued an Order approving the inclusion of the 2006 Plan 
in the Company’s ECR Surcharge. 

Historv to Present of KU’s Environmental Compliance Plan 

KU’s original compliance plan aiid environinental surcharge were approved by the KPSC 
in 1994 (“1 994 Plan”) in Case No. 199.3-00465. There were 15 capital projects associated 
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with the 1994 Plan. The capital projects included a scrubber at Glient Unit 1, ash pond & 
precipitator enhancements, and other pollution control equipment. 

On October 20, 2000, KIJ filed an amended plan (“2001 Plan”) in Case No. 2000-00439 
to include two new pollution control projects necessary for the Company to comply with 
NOx and other eniission limits inandated by the EPA and the CAAA. On April 18, 2001 
the KPSC issued an order approving the 2001 Plan. 

On August 12, 2002, KU filed an amended plan (“2003 Plan”) in Case No. 2002-00146 
to include one additional capital project as required for environmental compliance. The 
project included was a modification to the ash pond dike at the Gherit generating system. 
On February 11, 2003, the KPSC approved four of the five projects for inclusion in the 
Company’s ECR surcharge. 

As part of the KPSC’s 6-month and 2-year reviews (Case No. 2003-00068), KU began 
using the base-current methodology to calculate the monthly ECR factor in which a 
portion of the approved environmental pro-jects are “rolled-in” to base rates. KU’s 
jurisdictional environmental surcharge revenue requirement through May 3 1, 2002 was 
incorporated in the base period surcharge factor (“RESF”). This amount was then 
deducted from current period surcharge factor (“CESF”) to determine the amount of the 
ECR to be collected in the current billing month. 

As part of the KU Rate Case (Case No. 2003-00434), the capital and operating expenses 
for the 1994 Plan which included 15 projects and were previously approved in Case No. 
1993-00465, were included in the determination of base rates and removed from the 
monthly ECR filing. 

On December 20, 2004, KU filed an amended plan (“2005 Plan”) in Case No. 2004- 
00426 to include four additional projects necessary for environmental compliance. On 
June 20, 2005 the KPSC issued an Order approving the inclusion of the 2005 Plan in the 
Company’s ECR Surcharge. 

On April 25, 2006, the KPSC initiated a combined 6-month and 2-year review of KU’s 
ECR. By motion of the Company, the KU review period was modified and expanded to 
correspond with the L,G&E review period. The KPSC issued an Order on January 31, 
2007 approving the incorporation, or roll-in, of $23,73 1,3 13 in environmental costs into 
base rates, with an equivalent increase in the BESF to offset increases in base rates. 
Further, the January 3 1, 2007 Order revised the authorized rate of return to reflect actual 
cost of debt as of February 2006 (the final month of the review case). 

On June 23, 2006, KU filed an amended plan (“2006 Plan”) in Case No. 2006-00206 to 
include five additional projects necessary for enviroimental coinpliance. 011 December 
21, 2006 the KPSC issued an Order approving the inclusion of the 2006 Plan in the 
Company’s ECR Surcharge. 
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Process of Identifving Projects to be included for recovery in Monthlv Reporting 

Upon issuance of a KPSC Order approving the Companies’ new ECR Plan filing, the 
detailed listing of projects shown in Appendix I11 is updated by the State Regulation and 
Rates Department to include the detailed projects from the new ECR Plan filing. This 
detailed listing is then provided to Energy Services’ Forecasting and Budgeting 
Department to identify the ATP project number for each of the approved projects and to 
track the initiation of the project. Finally, this listing of projects is provided to Property 
Accounting to identify the inontlily expenditures to include in the Monthly Reporting 
filing made with the KPSC. No ALP projects are added or deleted without the consent of 
the State Regulation and Rates Department. 

Monthly Reporting 

The KPSC, in its Order approving the plan, prescribes the required forms to be used in 
the monthly filing for ECR surcharge. The forms currently used are identified below and 
a set of the current forms is contained in Appendix IV (L,G&E) and V (KU) 

ES Form 1.00 
Calculation of Monthly Billed Environmental Surcharge Factor (MESF) to be 
applied to customer bills beginning with the identified billing cycle 

ES Form 1.10 
Calculation of Total E(m) and Jurisdictional Environmental Surcharge Billing 
Factor (CESF) 

ES Form 2.00 
Determination of the component Revenue Requirements of Environmental 
Compliance Costs including environmental compliance rate base, pollution 
control operations expense, proceeds from by-product and allowance sales and 
true-up adjustments for overhnder recover of monthly surcharge due to timing 
differences 

ES Form 2.10 
Plant in-service, accumulated depreciation, C W P ,  deferred tax balance, 
depreciation expense, and property tax expense for each Compliance Plan 
project and for any retirements or replacements resulting from the 
implementation of any projects 

ES Form 2.30 
Inventory of Emission Allowances 

ES Forni 2.31 
Inventory of Emission Allowaiices (SOz) - CLii-reiit Vintage Year, including a 
separation between steam tinits and other power generation 
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ES Form 2.32 
Inventory of Emission Allowances (NO,) - Ozone Season Allowance 
Allocation, including a separation between steam units and other power 
generation 

ES Form 2.33 
Inventory of Emission Allowances (NO,) - Annual Allowance Allocation, 
including a separation between stearn units and other power generation 

ES Form 2.40 
O&M Expenses and Determination of Cash Working Capital Allowance 

ES Forni 2.50 
Pollution Control - Operations & Maintenance Expenses 

ES Form 3.00 
Monthly Average Revenue Coniputatioii of R(rn) including the determination of 
jurisdictional allocation percentage 

ES Form 3.10 
Reconciliation of Reported Revenues 

Six-Month and Two-Year Review Reporting 

As required by KRS 278.183 the KPSC is required to perform 6-month and 2-year 
reviews of the operation of the Companies’ ECR surcharge. Such reviews will include: 

1. Recap of Billing Factors and Revenue collected through base rates 
2. Recap of Environmental Compliance Rate Base 
3. Recap of Operating Expenses 
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111. Explanation of Forms 

An example of each form for L,G&E and KU listed below can be found in Appendices IV 
and V, respectively. 

ES Form 1.00 

This form is linked to other worksheets and calculates the Monthly Environmental 
Surcharge Factor (“MESF”). The MESF is calculated by taking the difference 
between the Current Period Jurisdictional Environmental Surcharge Factor 
(“CESF”) and the Base Period Jurisdictional Environmental Surcharge (“BESF”). 
The MESF represents the monthly percentage which is applied to customer bills 
as a charge or credit. The CESF is a compilation of the current monthly eligible 
environmental equiprnent (not in base rates) as a percentage of the 12 month 
average monthly retail revenue. The BESF represents W S C  approved 
environmental projects incorporated into base rates and is fixed based on the two 
year ECR review. 

ES Form 1.10 

The purpose of this form is to calculate the Environmental Surcharge Billing 
Factor or the CESF. This form is formulaic and pulls data from various 
worksheets within the file to calculate the CESF. The CESF is one component 
used in ES Form 1.00 to calculate the MESF. There are two steps involved in 
calculating the CESF. 

The first step is to calculate the total revenue requirement which involves 
determination of environmental rate base and operating expenses for each KPSC 
approved ECR project. The Total Environmental Compliance Rate Base is 
calculated on ES Form 2.00 and is divided by 12 to obtain the monthly rate base. 
This amount is multiplied by the KPSC approved rate of return for each approved 
ECR plan. The KPSC allows a retuni on Environmental Compliance Rate Base 
which includes Net Plant, C W P ,  Limestone Inventory and Emission Allowance 
Inventory in excess of the amount included in base rates, Cash Working Capital, 
Accumulated Depreciation, and Deferred Iiicome Taxes. Next, the Pollution 
Control Operating Expenses and the Gross Proceeds Froin By-products and 
Allowance Sales frorn ES Fomi 2.00 are added to derive the Non-Jurisdictional 
Revenue Requirement. The formula for calculating the total revenue requirement 
is as follows: 

Calculation of E(m) 

E(m) = [(RB/12) (ROR + (ROR-DR)(TW(l-TR)))] + OE - BAS, where 

Page 7 of 20 



E(m) = Total Revenue Requirement 
RB = Environmental Compliance Rate Base 
ROR 
DR = Debt Rate (both short-term and long-term debt) 
TR = Composite Federal & State Income Tax Rate 
OE = Pollution Control Operating expenses 
BAS = Total proceeds from by-product and allowance sales 

= Rate of Return on the Eriviroiiniental Compliance Rate Base 

Second, the CESF calculation is performed by multiplying the Non-Jurisdictional 
Revenue Requirement by the Retail Allocation Ratio for the Current Expense 
Month from ES Form 3.00 and adding in the monthly true-up adjustment and any 
other monthly adjustments. This amount is divided by the Average Monthly 
Retail Revenues excluding Environmental Surcharge Revenues for the 12 months 
ending current expense month from ES Form 3.00 to derive the CESF. The 
formula for calculating the CESF is as follows: 

Calculation of Jurisdictional Environmental Surcharge Billing Factor 

CESF = [(E(m)*RAR)+ADJ]/Retail E(m), where 

CESF = Current Monthly Surcharge Billing Factor 
E(m) = Total Revenue Requirement 
RPLR = Retail Allocation Ratio for Current Expense Month 
ADS = Adjustment for Over/(Under) Recovery for Monthly 

True-Up 
Retail E(m) = Average Monthly Retail Revenue excluding ECR 

revenue for the 12 Months Ending with the Current 
Expense Month 

The CESF is one of two factors that are used in calculating the MESF on ES Form 
1.00. The other factor or the BESF is a set monthly factor and remains in effect 
until the completion of the 2-year ECR review case. 

ES Form 2.00 - Revenue Requirements of Environmental Compliance Costs 

This form calculates the individual components of the monthly ECR revenue 
requirement and has the following four sections: 

1. Determination of Enviroiunental Compliance Rate Base 
2. Determination of Pollution Control Operating Expenses 
3. Proceeds from By-Products and Allowance Sales 
4. True-up Adjustment: Over/Under Recovery of Monthly Surcharge Due to 

Timing Differences 

Section One: Determination of Environmental Compliance Rate Base 
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All data in this section is foiinulaic. Total rate base is calculated using 
inputs from ES Forms 2.10, 2.3 1, 2.32, 2.33 and 2.40. 

The sources of the data are Property Accounting and Utility Tax. The 
primary determinants are: 

1. 
2. 

3. 

4. 
5 .  

6. 

7.  
8. 

Eligible Pollution Control Plant 
Eligible Pollution Constniction Work in Progress (CWP) 
excluding AFUDC 
Addition to rate base: Inventory -Limestone and Emission 
Allowances 
Addition to rate base: Cash Working Capital Allowance 
Addition to rate base: Unamortized Balance of Deferred Debit - 
Mill Creek Ash Pond Dredging project (LG&E only) 
Reduction to rate base: Accumulated Depreciation on Eligible 
Pollution Control Plant 
Reduction to rate base: Pollution Control Deferred Income Taxes 
Reduction to rate base: Pollution Control Deferred Investment Tax 
Credit (KU only, and beginning with KPSC Order in Case No. 
2007-001 78). 

The above items are explained in detail in ES Forms 2.10, 2.31,2.32,2.33, 
and 2.40. 

To the extent that there is a level of inventory (liniestone or emission 
allowances) included in base rates, that level is deducted from the 
determination of the environmental compliance rate base. 

Section Two: Determination of Pollution Control Expenses 

The data in this section is formulaic and is populated based on information 
from ES Forms 2.10, 2.31, 2.32, 2.33, and 2.50 and dependent on the 
approved ECR plan. This information is utilized on ES Form 1.10 in the 
determination of the CESF. 

The next step is the Determination of Pollution Control Operating 
Expenses with a breakout of the following items: 

1. Monthly Operations & Maintenance Expense 
2. Monthly Depreciation & Amortization Expense 
3. Monthly Taxes Other than Income Taxes 
4. Monthly Insurance Amount 
5. -R/Ionthly Emission Allowance Expense 
6. Amortization of Mill Creek Ash Dredging (LG&E Only) 
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The above i t e m  are explained in detail in the sections for ES Forms 2.10, 
2.31, 2.32, 2.33, and2.50. 

To the extent that there is a level of operation and maintenance expenses 
(retirements, replacement, or eniission allowances) included in base rates, 
that level is deducted from the determination of the environmental 
compliance rate base. 

Section Three: Proceeds from Bv-Products and Allowance Sales 

This section calculates the net proceeds from the sale of scrubber by- 
products and emission allowances and is an offsetting credit to the 
pollution control operating expenses in determining the environmental 
compliance revenue requirement on ES Form 1.10. The Companies 
receive emission allowance proceeds from the EPA annual SO;! allowance 
auction, typically in March - May of each year. 

To the extent that there is a level of by-product proceeds or emission 
allowance proceeds included in base rates, that amount is deducted from 
any proceeds received in the current expense month for ECR recovery. 

Section Four: Over/Under Recoverv of RIonthly Surcharge Due to Timing 
Differences 

The data in this section is entered based on data from two expense periods 
prior to the current filing except for the Environmental Surcharge Revenue 
for the Current Month which is formulaic and is from ES Form 3.00. 

ES Form 2.10 - Plant, CWIP and Depreciation Expense 

ES Form 2.10 calculates Eligible Plant in Service (PIS), CWIP, and Depreciation 
Expense for all approved Compliance Plans for LG&E and KU. The source of this 
information is the Property Accounting and Tax Departments. 

The primary column headings for these forrns are Eligible Plant in Service, 
Eligible Accumulated Depreciation, C W P  Excluding AFTJDC, Deferred Tax 
Balance, Monthly Depreciation Expense, and Monthly Property Tax Expense. 

A Iist of approved ECR projects, and corresponding AIP project numbers is 
maintained by State Regulation and Rates with input from Energy Services 
Forecasting and Budgeting. The Property Accounting Department tracks monthly 
constriiction expenditures for all projects through the Oracle Fixed Assets System 
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(OFAS) for all ECR approved pro.jects. Construction costs are reported on ES 
Fonii 2.10 as CWIP Excluding AFUDC. When the projects are complete, 
Property Accountiiig reclassifies, or “unitizes” the assets from C W P  to Plant In 
Service 011 the financial records of the Company, using OFAS. OFAS calculates 
both monthly depreciation expense and monthly accumulated depreciation 
balance for each asset. The FERC accounts for Plant in Service, CWIP, 
Accumulated Depreciation, and Monthly Depreciation are 10 1 , 107, 108, and 403. 

Deferred Tax Balance is the accumulated tax effect of the difference between 
accelerated tax depreciation and straight-line book depreciation. The deferred tax 
balance is a reduction to ECR rate base and changes monthly. The current 
deferred tax balance is calculated in the Property Accounting ECR project 
spreadsheet and is verified by the Utility Tax Accounting Department and by 
State Regulation and Rates. 

Monthly Property Tax Expense for each project is calculated by the Utility Tax 
Department, is based on prior year net book value, and changes only at the 
beginning of a calendar year. Upon approval of an amended compliance plan, 
monthly property tax can change at times other than the beginning of the calendar 
year, to reflect the additional approved projects. 

The data for the current expense month is entered on the appropriate line items on 
ES Forrn 2.10. This information is utilized in the calculation of rate base and in 
the determination of pollution control operating expenses on ES Form 2.00. 

ES Form 2.30 - Inventory of Emission Allowances 

ES Form 2.30 summarizes the Inventory of Emission Allowances for the current 
year through the latest year in which EPA allocations are received. Please refer to 
the discussion of ES Forms 2.31, 2.32, and 2.33 for details related to emission 
allowance tracking and accounting procedures. 

ES Forms 2.31, 2.32, 2.33 - Inventory of Emission Allowances - SOz, NO., Ozone 
Season, and NO, Annual 

ES Forms 2.31, 2.32, and 2.33 report current monthly allowance usage and 
inventory balances. The beginning inventory plus allocations and purchases less 
monthly utilization and allowance sales deterrnine ending inventory. The monthly 
allowance utilization is separated between Steam Power & Other Power 
Generation. Cost recovery related to other power generation (Combustion 
Turbines) is disallowed. 

Allowances are allocated to each steam unit in operation as of the effective date of 
the Federal regulations goveiiiing air emissions. Sulfur dioxide emissions are 
allocated to steam boilers in operation as of November 15, 1990. Emissions from 
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each source are tracked and recorded. Monthly emissions are reported to a Senior 
Engineer who analyzes the data, commits allowances to match emissions, and 
tracks remaining allowance inventory levels by plant. Monthly allowance usage is 
provided to the Regulatory Accounting and Reporting department, who then 
calculates the dollar value of the allowances used. For general ledger purposes, 
allowance quantity, inventory balance and monthly expense, calculated at average 
cost per allowance, are maintained by the Regulatory Accounting and Reporting 
department. (For EPA reporting purposes, allowance inventory and usage is 
maintained by the Environmental Affairs Department.) Regulatory Accounting 
and Reporting prepares a schedule of beginning inventory balances, EPA 
allocations, purchases, usage and sales for each allowance type. This allowance 
data is reported on ES Forms 2.31, 2.32, and 2.33; ending allowance and dollar 
balances are carried to ES Form 2.30 from the more detailed ES Forms 2.3 1, 2.32, 
and 2.33. The allowance inventory value, net of the amount included in base rates, 
is an addition to rate base, and is maintained on the Company’s books in FERC 
Account 1 5 8. 

ES Form 2.40 - O&M Expenses and Determination of Cash Working Capital 
Allowance 

ES Form 2.40 is used to calculate Cash Working Capital, using the PSC-approved 
1/8 formula. The KPSC approved method of calculating the Cash Working 
Capital Allowance is to take lBth of the 12 month O&M expense. Current O&M 
expenses are carried from ES Form 2.50; prior 11 months expenses are carried 
forward from previous monthly filings. Cash Working Capital is carried to ES 
Form 2.00 and is an addition to Rate Base. . 

ES Form 2.50 - Pollution Control - Operations & Maintenance Expenses for 
Current Month 

ES Form 2.50 is used to calculate the O&M expense for all approved Plans. 
Recoverable expense is reported separately by plant and by Plan. KU’s 2001 Plan 
recovers O&M expenses associated with NO, reduction at Glient Units 1, 3, and 
4; LG&E’s 2001 Plan recovers O&M expenses associated with NO, reduction at 
Trimble County and at Mill Creek Units 3 and 4. KU’s 2005 Plan recovers O&M 
expense associated with SO2 reduction at the Ghent (Units 2, 3 and 4) and Brown 
plants; L,G&E’s 2005 Plan recovers O&M expenses associated with SO2 
reduction at Trimble County aiid ash pond dredging at Mill Creek. Both 
Companies’ 2006 Plan recovers O&M expenses associated with mercury 
monitoring at all coal-fired stations and with SO3 abatement at all units that 
currently or are scheduled to use SCRs in conjunction with wet scrubbers. 
Additionally, KU’s 2006 Plan recovers O&M expenses associated with an SCR 
under construction at Ghent Unit 2. The current month expenses are those 
recorded on the Companies’ general ledger in accounts 506 1 04, 506 1 OS, 5 12 10 1 , 
502006, 512005, 506109, 512102, 506110, and 512103 for specific units and 
plants as authorized by the KPSC. All expenses are recovered subject to a 
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reduction for any amounts included in current base rates. In addition, LG&E is 
allowed O&M recovery on the monthly amortization of the costs incurred in 
dredging the Mill Creek ashpond as approved in the 2005 Plan. The total 
expenses calculated are carried to ES Form 2.40 (for Cash Working Capital) and 
ES Forni 2.00 (for total OE).. 

ES Form 3.00 - Monthly Average Revenue Computation of R(m) 

ES Form 3.00 computes the average monthly revenue for the most recent 12 
month period using base rate, fuel clause revenues, demand side management, 
STOD program cost recovery factor, ECR revenues, and for KU only, CSR 
credits and revenues from off-system sales. Average monthly jurisdictional 
revenue for the 12-month period excluding ECR revenues (Jurisdictional R(m)) is 
carried to ES Form 1.10. Monthly revenue on Form 3.00 is carried from inputs on 
Form 3.10; prior months are carried from previous monthly filings. 

ES Form 3.10 - Reconciliation of Reported Revenues 

The purpose of this form is to reconcile total company revenue as reported on the 
financial statements to total company revenue for ECR. purposes. ES Form 3.10 
categorizes company revenues into the following three areas: 

o Kentucky Retail 
o Non-Jurisdictional 
o Reconciling Revenues 

Kentucky Retail Revenue 
Kentucky Retail Revenue for ECR purposes includes base retail, fuel clause, 
demand side management, STOD program cost recovery factor, and ECR 
revenues, and for KU only, CSR credits. This information is provided by the 
Revenue Accounting Department. 

Non-Jurisdictional Revenue 
Non-Jurisdictional Revenues includes, for KU only, Tennessee, Virginia, and 
municipal revenues. Additionally, non-jurisdictional revenues include, for both 
Companies, revenue from off-system sales and intercompany sales. Non- 
jurisdictional revenue is carried to ES Form 3.00 and is used to calculate the 
jurisdictional allocation factor. The jurisdictional allocation factor is carried to 
ES Form 1.10 and determines the portion of total ECR revenue requirement that 
will be billed to each Company’s Kentucky retail customers. 

Reconciling Revenues 
This section represents the items that are excluded from total ECR revenue and 
includes brokered revenues, unbilled revenues, rate refunds, and merger surcredit 
and VDT revenue credits. The Revenue Accounting department provides all 
inputs for ES Forni 3.10. 
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IV. Data Input and Data Source 

The monthly ECR filing is due to the KPSC offices 10 days prior to the start of the 
upcoming billing cycle. A timeline of data input requirenients is shown in Appendix VI 
along with a sample of the filing date requirement with the effective billing cycle dates. 

1. The ECR files are located on the departmental drive in a folder called 
“Environmental Surcharge Report Monthly Filings” in the respective companies 
by year and month. For example, the file path for the January 2007 KU filing is: 
drive:/Environmental Surcharge Report Montlily Filings/KTJ/2007/ KU ECR 
2007-01 March 07 Service.xls. If, for any reason, a monthly filing is resubmitted, 
the file name is amended with the refiling date. 

2. Open up the previous month file and save it as the current month file. 
3. Data input occurs in selective cells in ES Forms 1.00, 1.10, 2.00, 2.10, 2.31, 2.32, 

2.33, 2.50, and 3.10. The majority of the filing is linked to other cells within the 
report, thereby eliminating duplicate data entry. The data that requires updating is 
listed below in each form. Data which needs to be updated is noted with blue text 
in the appropriate cells. 

ES Form 1.00 

1. Update the current expense month 
2. Update the Effective Date for Billing based on the Meter Reading Schedule 

supplied by Revenue Accounting (See sample contained in Appendix VI) 
3. Update the Date Submitted with the filing date 

After the filing has been reviewed, the Manager, Rates signs this form. 

Data sources: ES Form 1.10 

ES Form 1.00a 
This form is formulaic and is signed by the preparer and another member of the State 
Regulation and Rates Department who verifies the calculations. This form is not part of 
the information that is filed with the KPSC. 

Data Sources: ES Forms 1 .OO and 1.10 

ES Form 1.10 
This fonri is foniiulaic. 

Data Sources: ES Forms 2.00 and 3.00 

ES Form 2.00 
All sections of this forni are formulaic except for the section for By-Product and 
Allowance Sales, and Over/Under Recovery section which is updated as follows: 
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1. From the filing made two months prior to the current filing enter the MESF, the 
Net Jurisdictional E(m) and update the month. 

Data Sources: ES Foniis 2.10, 2.3 1, 2.32, 2.33, 2.40 and 2.50 

ES Form 2.10 
Data received by Property Accounting from Energy Services Forecasting and Budgeting 
is used to calculate monthly PIS, Accumulated Depreciation, C W P ,  Deferred Tax, 
Monthly Depreciation, and Monthly Property Tax expenditures. Data for ES Form 2.10 
is linked to worksheets within the spreadsheet. 

1. The ECR files for Property Accounting are located on the departmental drive, 
(propacct on ‘fsl0’) in a folder called “ECR-LG&E and KTJ” in the respective 
companies by year and month. For example, the file path for the January 2007 
LG&E filing is: I:/ ECR-LG&E AND KTJ / LGE ECR FILES / LGE ECR 2007 / 
LGE ECR Filing January 2007.~1s. 

2. Open up the previous month file and save it as the current month file. 
3. Data for the ES Form 2.10 are linked from worksheets in the file. Data entry 

procedures are as follows: 

a. Column 1 of the form contains the Plan Year and description of the ECR 
project. This description is the same wording for the project as outlined in 
the KPSC order approving the ECR plan. 
In the determination of “Eligible Plant in Service”, all ECR Project 
addition numbers come from the worksheet “Recalculation”. Once an 
ECR project is completely unitized this number will not change. (There 
may be several ATP projects to one ECR Project.) Projects are added to 
this worksheet as they are unitized and the dollars move from C W P  to 
PIS. All AIP projects related to one ECR project are summed together. 
ECR project retirement numbers also come from the worksheet 
“Recalculation”. Once all retirements are made relating to an ECR 
project, this number will not change. This worksheet is updated as 
retirements are made in conjunction with the addition project. 

c. Column 3 “Eligible Accumulated Depreciation” - For the addition 
projects, the accumulated depreciation number comes from the worksheet 
“Recalculation”. This number is calculated by multiplying the addition 
cost by the depreciation rate, dividing by 12 to obtain a monthly rate, and 
then adding this amount to the previously accuinulated depreciation 
amount. (Use $5 for the first month’s depreciation). These numbers will 
change every month. All AIP projects related to one ECR project are 
summed together. ECR project retirement numbers also come from the 
worksheet “Recalculation”. This number is calculated by multiplying the 
cost times the depreciation rate, dividing by 12 to obtain a iiionthly rate, 
and then multiplying this amount tiines the number of months froiri the in 
service date of the asset retired to the latest rate case date (Currently 

b. 
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09/30/2003). (Again, use ‘/2 for the first month’s depreciation). Once all 
retirements are made relating to an ECR project, this nuniber will not 
change. 

d. Column 4 “CWP Amount” - Amounts for this column come from the 
worksheet “ C W P  Balance”. An Oracle Discoverer report is ran to 
determine the C W P  amounts for each eligible ECR project through the 
current month. In the case of KU, the amount related to AFUDC is also 
determined. These amounts are entered onto the “CWIP Balance” 
worksheet. The AIP projects relating to the approved ECR projects are 
determined by reviewing the Generation Services monthly file. 

e. Column 5 “Eligible Net Plant in Service” - This column is the total of the 
column 2 minus c o l u ~ m  3 plus column 4. 

f. Column “Unamortized ITC” (KU Only) is currently blank. No current 
ECR projects have ITC calculated. The Tax Department is responsible for 
notifying Property Accounting if a project has ITC calculations. 

g. Column “Deferred Tax Balance” - Amounts far the ECR addition projects 
come from the worksheet “Recalculation”. These riunibers are calculated 
at the beginning of the year and each time a new addition is added. 
Property Accounting uses the existing pattern to make these calculations. 
These numbers have to be approved by the Tax Department. The amount 
is determined by subtracting the accumulated book depreciation from the 
accumulated tax depreciation and multiplying the result times the 
combined federal and state tax rates. This number is divided by 12 to 
obtain a monthly amount. This monthly amount is then added to the 
previous month’s deferred tax total. The amount for the ECR retirement 
projects come from the worksheet “Recalculation”. The amount is 
determined by subtracting the accumulated book depreciation from the 
accumulated tax depreciation and multiplying the result times the 
combined federal and state tax rates. This amount does not change. 
Column “Monthly Depreciation Expense” - For the addition projects, the 

accumulated depreciation number comes from the worksheet 
“Recalculation”. This number is calculated by multiplying the cost by the 
depreciation rate, divided by 12 to obtain a monthly rate. (Use !4 for the 
first month’s depreciation). ECR pro.ject retirement numbers come from 
the worksheet “Recalculation”. The number is calculated by multiplying 
the cost times the depreciation rate, divided by 12 to obtain a monthly rate. 
Column “Monthly Property Tax Expense” - Amounts for this column are 
calculated by using the prior year’s ending “Eligible Net Plant in Service.” 
The ”Eligible Net Plant in Service” for an ECR project at year end (Plant 
in Service minus Acciiniulated Depreciation plus CWIP) is multiplied by 
the property tax rate. This amount is divided by 12 to obtain the monthly 
amount reported. Property Taxes for ECR Retirements are calculated by 
multiplying the tax rate times the net plant at the time of the retirement. 
(Plant in Service less Accumulated Depreciation). The Tax Department 
reviews and approves each of these calculations. These nilinhers do not 
change during the current year. 

h. 

i. 
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4. The State Regulation and Rates Department enters the Eligible Plant in Service, 
Eligible Accumulated Depreciation, CWIP Amount Excluding AFUDC, Deferred 
Tax Balance, Monthly Depreciation Expense and Monthly Property Tax Expense 
into the appropriate fields by capital project. 

Data sources: The Energy Services Forecasting and Budgeting nionthly report lists the 
projects that have been approved for ECR recovery per the KPSC order. The data for 
Eligible Plant in Service is obtained from the Fixed Asset Module (“FA”) in Oracle as the 
project is unitized to Plant in Service and is input by the Property Accounting 
Department. Accumulated Depreciation is a manual calculation using current 
depreciation rates. CWIP figures are obtained from the Project Accounting Module 
(“PA.”) in Oracle. Monthly Depreciation is a manual calculation using current 
depreciation rates. Deferred Taxes and Monthly Property Tax Expense are calculated 
annually by the Property Accounting Department using established formulas and 
reviewed by the Tax Department. The calculations are based on year end values for the 
upcoming year and are done in Microsoft Excel. Property Tax expense remains level 
throughout the year. The Deferred Tax Balance changes monthly due to depreciation and 
as additional project expenditures move from C W P  to Plant in Service. This data is input 
into an Excel spreadsheet which is linked to Form 2.10 and forwarded to the State 
Regulation and Rates Department. 

Note: The costs associated with the projects classified prior to Oracle l l i  
implementation, were not loaded into the PA of Oracle. As a result this process 
cannot be automated. Additionally, the Fixed Assets Module (“FA”) has asset 
numbers and original costs, but does not have depreciation amounts by asset. KU 
& LG&E use the group method for depreciation purposes, therefore, to get the 
depreciation for a given asset requires a manual calculation. The ECR is 
calculated based 011 project totals and not individual assets. 

ES Form 2.30 

This Fonn is formulaic. 

Data Source: ES Forms 2.3 1, 2.32, and 2.33. 

ES Form 2.31, 2.32, and 2.33 
1. Update the Beginning Inventory allowances and dollars, if applicable. 
2. Update the quantity and dollars, if applicable, for any monthly Allocations or 

Purchases 
3. Update the iiionthly Steam Power Rr. Other Power Generation allowances and 

dollars, if applicable, utilized for the month. 
4. Update the quantity and dollars, if applicable, associated with monthly allowances 

that were sold. 

Data Source: Each month, Regulatory Accounting and Reporting receives the current 
moiith coininitmerits from an Eiivironniental Engineer in Eiiviroiiniental Affairs. An 
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average price is calculated each month by dividing tlie prior nionth ending inventory 
dollars by the prior iiionth ending inventory units. The current month coiiimitments are 
multiplied by the average price to arrive at a utilized price for the current month. The 
current month commitmeiits are then added to the beginning inventory to get a new 
ending inventory. This calculation is done for the monthly journal entry by the end of the 
4th working day. This ending inventory is recorded on the Current Year line of ES Form 
2.30. Combustion Turbine (“CT”) inventory is recorded separately from steam inventory 
and CT allowance usage is excluded from recovery. Anything out of the ordinary for the 
current month is recorded in the Comments and Explanations column. This form is also 
updated annually to account for the new vintage year’s allowances. Once completed, this 
fomi is emailed to the State Regulation and Rates Department by the end of the 10th 
working day. For allowances for which there is no financial inventory, Rates and 
Regulatory receives the current month commitments and monthly ending inventory from 
an Environmental Engineer in Environmental Affairs 

ES Form 2.40 
1. Select the data from the 10‘” Previous Month through the Current Month. 
2. Copy & Paste the data into the cell for the 1 I t h  Previous Month and the data will 

be pasted into all the cells except for the Current Month. 
3. The current month O&M Expense pulls data from ES Form 2.50. 

Data Source: ES Form 2.50. 

ES Form 2.50 
1. Enter the current month O&M Expense for the approved projects. 

Data Source: The information for this Form originates in Oracle and is obtained by an 
Accounting Analyst in Regulatory Accounting and Reporting ninning a Discoverer report 
for the O&M projects that have been approved. Orice a project has been approved for 
recovery, the State Regulation and Rates Department notifies the Regulatory Accounting 
and Reporting Department. Once we start incurring expenses on these approved projects 
(this could be months or a year after the project is approved) Energy Services Forecasting 
and Budgeting or State Regulation and Rates will notify Regulatory Accounting and 
Reporting that the charges have started and also whether the charges can be run by 
account or a project and task. These amounts are broken out by plant. For Account 
502006-Scrubber Operations and Account 5 12005-Scrubber Maintenance, Trimble 
County is the only plant to date with recoverable charges for LG&E. The increased use 
of liniestone beyond tlie level currently indicated in base rates due to costs associated 
with the Trimble County 1 FGD Project 16 is recoverable. To calculate this amount, take 
1/12th of the limestone expense included in current base rates and subtract the monthly 
actual amount. The difference is eligible for recovery. Once completed, this form is 
emailed to the State Regulation and Rates Department by the end of the 10th working 
day. 

ES Form 3.00 
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1. 
2. 

3.  
4. 

Update the coltinin containing the months with the most recent 12 months. 
Select data from the second to last oldest month for Base Rate, Fuel Clause, 
DSM, STOD and Environmental Surcharge Revenues and paste the data into the 
cells for the 11 months prior to the current month. 
Repeat Step 1 for the Total Including the Off-System Sales Column 
Update the Month column with the current month. Tlie current month data is 
linked to data in Form 3.10. 

Data Source: ES Fonn 3.10 

ES Form 3.10 
1. The base revenue by revenue class for LG&E is calculated by Revenue 

Accounting utilizing a spreadsheet. The billed revenue by class and component 
are input into the spreadsheet from the Sales by Rates CIS report. Base revenue is 
then adjusted by the amount of the July 2005 FAC roll-in (removing this amount 
from base revenue total and added it to the FAC total). This adjustment is shown 
on the spreadsheet to facilitate reconciliation to CIS and the Oracle general 
ledger. 

The following data input is utilized by the KU Revenue Accounting Department to 
produce ES Form 3.10. 

2. CIS Report CA7680, Environmental Surcharge-Monthly Average Computation 
(ES Form 3.00) is generated from CIS on the evening of the second business day 
of the month. When this report was originally designed, all data that was needed 
to be reported on ES Form 3.00 of the ECR billing factor filing existed in CIS. 
This report was ES Form 3.00. In the present, however, there are other items 
recorded to the G/L outside of CIS, so State Regulation and Rates must adjust 
certain numbers on the CIS-generated report to get the actual ES Form 3.0 used in 
the monthly ECR billing factor filing.) 

3. CIS Report CA7120A, Bill Frequency Report, is generated from CIS on the 
evening of the second business day of the month. It details monthly billed 
revenue data by CIS rate code at various levels of usage. It concludes with a 
summary of monthly billed revenue data by tariff. 

4. Monthly billed demand, energy and customer charge revenue for KU is gathered 
on the third business day of the month and provided to State Regulation and Rates 
for use in calculating the monthly ECR over-/under-recovery status. Sales to TN 
customers, as well as reventies associated with the Company’s curtailable service 
rider (CSR) are noted so that they may be subtracted froin these revenues since 
these iterns are not subject to the ECR rriechanisni 

5 .  Tliis spreadsheet is prepared on the fourth business day and shows monthly 
unbilled revenue accrual totals ($ and MWH) by company (Le. KU and ODP) by 
revenue class. A rrtiiniiig history of monthly uiibilled revenue accrual totals are 

Page 19 of 20 



on this report which allows for easy calculation of net unbilled reveiiues for any 
time period (e.g. monthly, quarterly, year-to-date, etc.) 

6. The L,G&E/KU Revenue Volume Analysis is prepared and reviewed monthly by 
the Revenue Accounting Department. The Revenue Volume Analysis is 
completed on the 6"' business day and then shared with the State Regulation and 
Rates Department. 

7. For LG&E, the Reconciliation of Reported Revenues for LG&E is run from 
Oracle Financial Management System (OFMS) by the State Regulation and Rates 
Department and KU is provided by the Revenue Accounting Department. The 
data is input into all cells except for the Base Rate line item which is a 
calculation. 

\ 

Data Source: The data used for this form is obtained from OFMS and the Revenue 
Accounting Department. The sources of the data are the Customer Information System 
(CIS), selected accounts from the General Ledger Trial Balance, and OFMS. The 
Reconciliation of Reported Revenues for LG&E is run from OFMS and KU is provided 
by the Revenue Accounting Department. As of February 2006 a facsimile of ES Form 
3.10 is printed directly from Oracle by the State Regulation and Rates Department. 

A flow chart for the ECR filing process is shown in Attachment 1. This flow chart 
outlines the establishment of approved projects and the flow of data across departments 
for the development of the monthly ECR filing. 
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APPENDIX I 

278.183 Surcharge to recover costs of compliance with environmental requirements for coal 
combustion wastes and by-products -- Environmental compliance plan, review and 
adjustment. 

(1) Notwithstanding any other provision of this chapter, effective January 1, 1993, a utility shall 
be entitled to the current recovery of its costs of complying with the Federal Clean Air Act as 
amended and those federal, state, or local environmental requirements which apply to coal 
combustion wastes and by-products from facilities utilized for production of energy from coal 
in accordance with the utility's compliance plan as designated in subsection (2) of this 
section. These costs shall include a reasonable return on construction and other capital 
expenditures and reasonable operating expenses for any plant, equipment, property, facility, 
or other action to be used to comply with applicable environmental requirements set forth in 
this section. Operating expenses include all costs of operating and maintaining environmental 
facilities, income taxes, property taxes, other applicable taxes, and depreciation expenses as 
these expenses relate to compliance with the environmental requirements set forth in this 
section. 

(2) Recovery of costs pursuant to subsection (1) of this section that are not already included in 
existing rates shall be by environmental surcharge to existing rates imposed as a positive or 
negative adjustment to customer bills in the second month following the month in which 
costs are incurred. Each utility, before initially imposing an environmental surcharge pursuant 
to this subsection, shall thirty (30) days in advance file a notice of intent to file said plan and 
subsequently submit to the commission a plan, including any application required by KRS 
278.020( l), for complying with the applicable environmental requirements set forth in 
subsection (1) of this section. The plan shall include the utility's testimony concerning a 
reasonable return on compliance-related capital expenditures and a tariff addition containing 
the terms and conditions of a proposed surcharge as applied to individual rate classes. Within 
six (6) months of submittal, the commission shall conduct a hearing to: 

(a) Consider and approve the plan and rate surcharge if the commission finds the plan 
and rate surcharge reasonable and cost-effective for compliance with the applicable 
environmental requirements set forth in subsection ( 1) of this section; 

(b) Establish a reasonable return on compliance-related capital expenditures; and 
(c) Approve the application of the surcharge. 

(3) The amount of the monthly environmental surcharge shall be filed with the cornmission ten 
(10) days before it is scheduled to go into effect, along with supporting data to justify the 
amount of the surcharge which shall include data and information as may be required by the 
commission. At six (6) month intervals, the commission shall review past operations of the 
environinental surcharge of each utility, and after hearing, as ordered, shall, by temporary 
adjustment in the surcharge, disallow any surcharge amounts found not just and reasonable 
and reconcile past surcharges with actual costs recoverable pursuant to subsection (1) of this 
section. Every two (2) years ,the commission shall review and evaluate past operation of the 
surcharge, and after hearing, as ordered, shall disallow improper expenses, and to the extent 
appropriate, incorporate surcharge amounts found just and reasonable into the existing base 
rates of each utility. 
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(4) The commission may employ competent, qualified independent consultants to assist the 
commission in its review of the utility's plan of compliance as specified in subsection (2) of 
this section. The cost of any consultant shall be included in the surcharge approved by the 
commission. 

(5) The commission shall retain all jurisdiction granted by this section and KRS 278.020 to 
review the environmental surcharge authorized by this section and any complaints as to the 
amount of any environmental surcharge or the incorporation of any environmental surcharge 
into the existing base rate of any utility. 

Effective: July 14, 1992 
History: Created 1992 Ky. Acts ch. 102, sec. 1, effective July 14, 1992. 
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APPENDIX I1 
Amended Plan Composite Exhibits 
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APPENDIX 111 
Detailed Approved Project Listing 
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APPENDIX 1V 
LG&E Monthly Filing Forms 



ES FORM 1.00 

LOUISVILLE GAS AND ELECTRIC COMPANY 
ENVIRONMENTAL SURCHARGE REPORT 

Calculation of Monthly Billed Environmental Surchsrge Factor - MESF 
For the Expense Month of April 2007 

MESF = CESF - BESF 

Where: 

CESF 

BESF 

= 

= 

Current Period Jurisdictional Environmental Surcharge Factor 

Base Period Jurisdictional Environmental Surcharge Factor 

Calculation of MESF 

CESF, tiom ES Form 1.10 
BESF, tiom Case No. 2006-00130 

MESF 

Effective Date for Billing: June Billing Cycle beginning June 4,2007 

Submitted by: 

Title: Manager, Rates 

5.63% 
3.39% 

2.24% 

Date Submitted: May 25,2007 



ESFORM 1.10 

LOUISVILLE GAS AND ELECIIUC COMPANY 
ENVIRONMENTAL SURCHARGE REPORT 

J u r I w W h d  S m c h a ~  BUiiagF.ctor 

For L e  Erpcluc Month of April 2007 

C h t b t b .  of Tbbl &E) 8Dd 

RB 
R B I  12 
(ROR+(ROR.DR)(IRI(I -TR))) 
OE 
BAS 

= s  2,957,651 

59J40.73 I 



ES FORM 2.00 

A. MESF for two months prior to Expense Month 
B. Net Jurisdictional a m )  for two months prior Io Expense Month 
C. Environmenlal Surcharge Revenue, current month (from ES Form 3.00) 

-- 
-- 

- 
D. Retail E(m) recovered through base rates (Base Revenues, ES Form 3.00 times 3.39%) 
E. Over/(Under) Recovery due to Timing Differences ((D + C) - B) 

LOIJISVILLE GAS AND ELECTRIC COMPANY 
ENVIRONMENTAL SURCHARGE REPORT 

Revenue Requirements of EnvironmenLsl Compliance Costs 
For tbe Expense Month of April 2007 

0.83% 
2,460.7 10 

1,708,515 
(307,270) 

444,925 

'Over-recoveries will bc deducted from the Jurisdictional E(m); under-recoveries will be added to the Jurisdictional a m )  1 
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ES FORM 2.40 

t 
Environmental Compliance Plan 

1 1 th Previous Month $ 264,880 
10th Previous Month 307,983 
9th Previous Month 3 16,34 1 
8th Previous Month 370,587 
7th Previous Month 242,524 
6th Previous Month 168,518 
5th Previous Month 148,169 
4th Previous Month 185,127 
3rd Previous Month 73,177 
2nd Previous Month 129,073 
Previous Month 14 1,068 
Current Month 264,69 1 
Total 12 Month O t M  $ 2,612,137 

OBM Expenses Amount 

~ 

LOUISVILLE GAS AND ELECTRIC COMPANY 
ENVIRONMENTAL SURCHARGE REPORT 

Q&M Expenses and Determination of Cash Working Capital Allowance 

One Eighth (1/8) of 12 Month O&M Expenses 1 /8 

Pollution Control Cash Working Capital Allowance $ 326,5 17 
r 

Determination of Working Capital Allowance 
12 Months O&M Expenses $ 2,612,137 
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APPENDIX V 
KU Monthly Filing Forms 



ES FORM 1.00 

KENTUCKY UTILITIES COMPANY 
ENVIRONMENTAL SURCHARGE REPORT 

Calculation of Monthly Billed Environmental Surcharge Factor - MESF 
For the Expense Month of April 2007 

MESF = CESF - BESF 

Where: 

CESF 

BESF 

Calculation of MESF: 

= 

= 

Current Period Jurisdictional Environmental Surcharge Factor 

Base Period Jurisdictional Environmental Surcharge Factor 

CESF, from ES Form 1.10 
BESF, from Case No. 2006-00 129 

MESF 

Effective Date for Billing: June billing cycle beginning June 4,2007 

Submitted by: 

Title: Manager, Rates 

7.5 1 % 
3.1 1% 

4.40% 

Date Submitted: May 25,2007 



ES FORM 1.10 

KENTUCKY lJTILITlES COMPANY 
ENVIRONMENTAL SURCHARGE REPORT 

C.knirtbn of Toobl E(m) ~ n d  
JUMC~IOMI Surcharge BlBlng Factor 

For the ex pea^ Moatb orApril 2007 

Ciku&tios o f  Total E(m) 

E(m)= [(RBI 12) (ROR~ROR-DRXTW(I-~ ) ) ) ]+QE-BAS,whm 
RB = Envirollmcncal Compliance Rate Base 
RQR 

TR = Composite Fedanl & Suite Incane Tax Rate 

BAS = TOM proceeds Ban By-Rodua and Allowance Sales 

- Rate of Rebun m the Enviroamenlal Compliance Rate B a u  
DR Dc6t Rate (aoth Short-tpm a d  lmg-tm dcbt) 

OE = PdhItim conad openhhg Expenses 

---i 7- 
Environmental Compliance Plans 

RB 
RBI12 ' 
(ROR t (RQR 1 OE DR) (TR I (1 - TR))) 

- s50916*628 45,909,719 I = s  

Csku)ation of Jurbdktionsl Enviroemcnobl SuRbBrpC Bullag Factor 

7 1 
Jurisdictional Allocation Ratio fa Expauc Mwth 

Adjustment for Mmlbly T~aup (fnna F a 0  2 00) 
R e c o v ~ y  of OMU NQx Expenditures (clw No. 2003-ooQ34-Senlrmcnt 

Agramcnt. Sation 3.19. pg. 13) 
Priw Pcricd Adjurtmcnt (if neccuary) 
Recovery of unckr-colla%d ECR revenues. Case No. 2o(Moo129 
Net Jurisdictional E(m) = Jurisdictiooal E@) &UJ Adjustment fw Mmlhly TI'UE-UP 

= 
= s  
= 

- - 
= 

Jurisdictional ym) = E(m) x J u r i s d i d i d  AUocatim RMio 

- 

plushainus Ria P a i d  Adjusnnent = s  

Months Ending with the Cumat Expense Month 
Jurisdictional Rfm) - Average Monlhly Jurisdictional Revenue for Iht 12 

= s  

85.81% 
5,199,786 

369.439 

83.333 

399,374 

6,051.932 

80,637,289 

= 7.51 *A 
Jurisdictional Fnvironmental Surcharge Billing Facta: 
Ncl Jurisdictional a m )  I Jun'didional WID) ; tu n K of Revenue 



ES FORM 2.00 

Compliance PIM 
fi 131,151 

495,449, 
53,478 

KENTUCKY UTJLITIES COMPANY 
ENVIRONMENTAL SURCHARGE REPORT 

Revenue Requirements of Environmental Compliance Costs 
For the Expense Month of April 2007 

I 80?? A MESF for two months prtor to Expense Month 
B Net Junsdictional E(m) for two months pnor 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 do times 3 I l%j 
E Over/(Under) Recovery due to Timing Differences ((D + C) - B) 
Over-recovenes will be deducted from the Junsdictionel urn), under-recoveries will be added to the Jurlsdlctional E(m) 

3,817,344 
1,389,996 
2,117,909 
(369,439) 

Determination of Environmental Compliance Rate Base 
I 

Determination of Pollution Control Operating Expcnsa 

Monthly Operations & Maintenance Expense 
Monthly Depbiation & Amortization Expense 
Monthly Taxes Other Than Income Taxes 
Monthly Insurance Expense 
Monthly Emission Allowance Expense from ES Form 2.31,2 32 and 2 33 
Less Monthly Ernlssion Allowance Expense in base Iiftes (1112 of $58,345.76) 
Net Recoverable Emission Allowance Expense 
Monthly Surcharge Consultant Fee 
Total Pollution Control Operations Expense 

Enviromental I 
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ES FORM 2.40 

O&M Expenses 
1 lth Previous Month 
10th Previous Month 
9th Previous Month 
8th Previous Month 
7th Previous Month 
6th Previous Month 
5th Previous Month 
4th Previous Month 
3rd Previous Month 
2nd Previous Month 

KENTUCKY UTILITIES COMPANY 
ENVJRONMENTAL SURCHARGE REPORT 

O&M Expenses and Determination of Cash Working Capital Allowance 

Amount 
$ 193,745 

183,156 
91,117 
305,122 
63,046 
165,000 
3,174 

182,825 
2,505 
5,975 

For the Month Ended: April 30,2007 

Previous Month 
Current Month 
Tntnl 17 Mnnth OBM 

43,620 
131,151 

!s 1370.436 

Determination of Working Capital Allowance 
12 Months O&M Expenses $ 1,370,436 

One Eighth (1/8) of 12 Month O&M Expenses 

Pollution Control Cash Working Capital Allowance $ 171,305 
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APPENDIX VI 
Timeline of Data Input Requirement 
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