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Dear Ms. O’Donnell:

Please find enclosed and accept for filing the original and ten (10) copies of the
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Please state your name, title, and business address.

My name is Robert M. Conroy. I am the Manager of Rates 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 1s 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. I have previously testified before this Commission in proceedings concerning
the Companies’ fuel adjustment clauses and environmental surcharge mechanisms.
What is the purpose of this proceeding?

The purpose of this proceeding is to review the past operation of LG&E’s
environmental surcharge during the six-month billing period ending October 31, 2006
and the six month billing period ending April 30, 2007 that are part of the two year
billing period ending April 30, 2007, determine whether the surcharge amounts
collected during these periods are just and reasonable, and then incorporate or “roll-
in” such surcharge amounts into LG&E’s existing electric base rates.

What is the purpose of your testimony?

The purpose of my testimony is to review the operation of LG&E’s environmental
surcharge during the billing periods under review, demonstrate the amounts collected
during these periods were just and reasonable, present and discuss LG&E’s proposed
adjustment to the Environmental Surcharge Revenue Requirement based on the
operation of the surcharge during those periods and explain how the environmental
surcharge factors were calculated during the period under review. Further, my

testimony will recommend that the cumulative ECR revenue requirement for the
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twelve-months ending with the expense month of February 2007 be used for purposes
of incorporating or “rolling-into” LG&E’s electric base rates the appropriate
surcharge amounts consistent with the methodology approved by this Commission in
Case No. 2006-00130.

Please review the operation of the environmental surcharge for the billing
periods included in this review.

LG&E billed an environmental surcharge to its customers from May 1, 2006 through
October 31, 2006 and November 1, 2006 through April 30, 2007. For purposes of the
Commission’s examination in this case, the monthly LG&E environmental surcharges
are considered in the six-month billing period ending October 31, 2006 and the six
month billing period ending April 30, 2007 that are part of the two-year billing period
ending April 30, 2007. In each month of these periods, LG&E calculated the
environmental surcharge factors by using the costs incurred as recorded on its books
and records for the expense months of March 2006 through February 2007 and in
accordance with the requirements of the Commission’s previous orders concerning
LG&E’s environmental surcharge.

What costs were included in the calculation of the environmental surcharge
factors for the billing periods under review?

The capital and operating costs included in the calculation of the environmental
surcharge factors for these billing periods were the costs incurred each month by
LG&E from March 2006 through February 2007, as detailed in the attachment to
Question No. 2 of the Commission Staff Request for Information, incorporating all

required revisions.
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The monthly environmental surcharge factors applied during the billing
periods under review were calculated consistent with the Commission’s orders in
LG&E’s previous applications to assess or amend an environmental surcharge, as
well as orders issued in previous review cases, most recently Case No. 2006-00130.
The monthly environmental surcharge reports filed with the Commission during this
time reflect the various changes to the reporting forms ordered by the Commission
from time to time.
During the billing periods under review, did LG&E submit any monthly filings
that contained adjustments to the ECR jurisdictional revenue requirement
(E(m)) ?
Yes. LG&E’s Environmental Cost Recovery filing for the January 2007 expense
month, (filed with the Commission on February 23, 2007) included a restatement of
rate base to reflect the impact on accumulated deferred income taxes of the
Company’s election, under the provisions of the 2005 Energy Policy Act, to take
rapid amortization on certain pollution control facilities. = The scope of these
adjustments included the expense months of March 2005 through April 2006. The
Commission examined these expense months in connection with the last two six-
month billing period reviews in Case No. 2006-00130." The scope of the adjustment
however did not extend to the ECR amounts collected in and found just and
reasonable for the two-year billing period examined in Case No. 2006-00130.2

The adjustment made to these expense months in February 2007 also

impacted the amount of LG&E’s under-collection previously determined in Case No.

' May 2005 through October 2005 and November 2005 through April 2006.
? May 2003 through April 2005.
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2006-00130. Therefore, LG&E is revising its previously determined under-collection
balance. In addition to this change LG&E is now reflecting corrections to the
Weighted Cost of Capital calculation for the April 2006 time period. These were
corrections caused by a formula error in calculating the Common Equity Adjustment
for the Trimble County Inventory, and a correction related to the Minimum Pension
Liability. These two corrections impacted the April 2006 Weighted Cost of Capital
percentage by 0.03%. The updated calculation is shown in the response to the
Commission Staff Request for Information, Question No. 1(b) page 3 of 5. The
adjustment made to the expense months September 2005 through February 2006
changed LG&E’s under-collection. Both of these adjustments created an increase in
the previously determined under collection of $22,878 in Case No. 2006-00130.
Therefore, LG&E is revising its previously determined under-collection balance. The
details of these adjustments are shown in LG&E’s response to Question No. 1(b) of
the Commission Staff Request for Information.

Are there any additional changes or adjustments in Rate Base from the
originally filed expense months?

With the exception of the previously discussed changes, all changes to Rate Base
from the originally filed billing periods and their associated impact on the ECR
billing factor have been reflected in the expense month where the changes were made.
All changes to Rate Base and their impact are summarized in response to the
Commission Staff Request for Information, Question No. 1(b).

Are there any changes necessary to the jurisdictional revenue requirement

(E(m))?
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Yes. In addition to the changes discussed above, as discussed in Mr. Conroy’s
testimony filed with the Commission in Case No. 2006-00130, LG&E is making an
adjustment to the operating expenses for the expense months of March 2006 through
December 2006 to eliminate the monthly exclusion as ordered by this Commission in
its September 4, 2003 Order in Case No. 2002-00147. This adjustment is consistent
with ordering paragraph 6 of the January 31, 2007 Order in Case No. 2006-00130.
Furthermore, adjustments to E(m) are necessary for compliance with the
Commission’s Order in Case No. 2000-00386, to reflect the actual changes in the
overall rate of return on capitalization that is used in the determination of the return
on environmental rate base associated with the Post 1995 Plans. The changes in the
actual cost of long term debt and capital structure result in an increase to cumulative
E(m) of $989,868. The details of and support for this calculation is shown in
LG&E’s response to Question No. 1(b) of the Commission Staff Request for
Information.

As a result of the operation of the environmental surcharge during the billing
periods under review, is an adjustment to the revenune requirement necessary?
Yes. LG&E experienced a cumulative under-recovery of $839,948 for the billing
periods ending April 30, 2007. LG&E’s response to Question No. 2 of the
Commission Staff Request for Information shows the calculation of the $839,948
cumulative under-recovery. Therefore, an adjustment to the revenue requirement is
necessary to reconcile the collection of past surcharge revenues with actual costs for
the billing periods under review.

What kind of recovery of the under-recovery amount is LG&E proposing in this

case?
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LG&E is proposing that the cumulative under-recovery of $839,948 be recovered
over the four months following the Commission’s Order in this proceeding.
Specifically, LG&E recommends that the Commission approve an increase to the
Environmental Surcharge Revenue Requirement by $209,987 for the first four
months, beginning in the first full billing month following the Commission’s Order in
this proceeding. This method is consistent with the method of implementing previous
over- or under-recovery positions in prior ECR review cases.

Should the Commission in this case approve the incorporation into LG&E’s base
electric rates the environmental surcharge amounts found just and reasonable
for the two-year billing period ending April 2007?

Yes. It is appropriate, at this time, to incorporate surcharge amounts found just and
reasonable for the two-year billing period ending April 2007 into electric base rates.
LG&E recommends that a surcharge amount of $2,641,636 be incorporated into base
rates at the conclusion of this case. LG&E determined the roll-in amount of
$2,641,636 using the base-current methodology, consistent with current practice and
as previously approved by the Commission. LG&E further recommends continuation
of the base-current methodology to calculate the monthly environmental surcharge
factors going forward. The details of this methodology and the calculation of the
amount are presented as attachments to LG&E’s response to Question No. 8 to the
Commission Staff Request for Information.

Does LG&E believe that there will need to be modifications to the BESF
methodology, as a result of incorporating additional environmental surcharge

amounts into L.G&E’s existing base rates?
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A. No. LG&E believes there is no need for any modifications to the methodology used
in incorporating additional environmental surcharge amounts into LG&E’s existing
base rates. LG&E proposes to utilize the same methodology to roll-in the amount to
the base rate components most recently approved by the Commission m Case No.
2006-00130.

Q. If the Commission accepts LG&E’s recommendation to incorporate $2,641,636
into base rates, what will be the impact on LG&E’s revenue requirement?

A. The incorporation of the recommended surcharge amounts into base rates will
increase base rates and simultaneously reduce ECR revenues by an equal amount.
Therefore, there will be no impact on LG&E’s revenue requirement.

Q. What Base Environmental Surcharge Factor (BESF) is LG&E proposing to use
for the amount rolled into base rates?

A. LG&E calculated a new BESF, using base revenues for the 12-months ending
September 2007, of 3.7713%. However, the actual BESF will be calculated using
base revenues for the 12-month period ending with the month preceding the month
the Commission issues an order approving the roll-in. The timing and method LG&E
will use to determine the final BESF is consistent with the Commission’s Order in
Case No. 2003-00068> and most recently in Case No. 2006-00130.

Q. What rate of return is LG&E proposing to use for all ECR Plans upon the
Commission’s Order in this proceeding?

A. As shown in response to the Commission Staff Request for Information, Question No.

9, LG&E is recommending an overall rate of return on capital of 11.14%, including

> In the Matter of: An Examination by the Public Service Commission of the Environmental Surcharge

Mechanism of Kentucky Utilities Company for the Six-Month Billing Periods Ending January 31, 2001, July 31,
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the currently approved 10.50% return on equity and adjusted capitalization, to be used

to calculate the environmental surcharge.

What is your recommendation to the Commission in this case?

LG&E makes the following recommendations to the Commission in this case:

a) The Commission should approve the proposed increase to the Environmental
Surcharge Revenue Requirement of $209,987 per month in the first four
billing months beginning in the first full billing month following the
Commission’s decision in this proceeding;

b) The Commission should determine environmental surcharge amounts for the
two-year billing period ending April 2007 to be just and reasonable;

c) The $2,641,636 should be approved as the amount to be incorporated into
base electric rates for bills rendered on and after the second full billing month
following the month in which an order is received in this case;

d) The Base Environmental Surcharge Factor should be reset to an amount based
on the roll-in amount and the most recent twelve-month period available
following the Commission’s Order in this proceeding; and

e) The rate of return on capital for the Post-1995 Plan be established as 11.14%.

Does this conclude your testimony?

Yes.

2001, January 31, 2002, and January 31, 2003 and for the Two-Year Billing Periods Ending July 31, 2000 and
July 31, 2002, Case No. 2003-00068, Order (October 17, 2003).



VERIFICATION

COMMONWEALTH OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Robert M. Conroy, being duly sworn, deposes and says he is
Manager, Rates for E.ON U.S. Services Inc., and that he has personal knowledge of the
matters set forth in the foregoing testimony, and the answers contained therein are true
and correct to the best of his information, knowledge and belief.

%( .

ROBERT M. CONROY J

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

this / 2 7%day of October 2007.

/m /g /{él/(,xﬁ/c/«_,
(SEAL) /
Notary Public

My Commission Expires:
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APPENDIX A
Robert M. Conroy

Manager, Rates

E.ON U.S. Services Inc.
220 West Main Street
Louisville, Kentucky 40202
(502) 627-3324

Education
Masters of Business Administration
Indiana University (Southeast campus), December 1998. GPA: 3.9.
Bachelor of Science in Flectrical Engineering;
Rose Hulman Institute of Technology, May 1987. GPA: 3.3

Essentials of Leadership, London Business School, 2004.
Center for Creative Leadership, Foundations in Leadership program, 1998.

Registered Professional Engineer in Kentucky, 1995.

Previous Positions

Manager, Generation Systems Planning Feb. 2001 — April 2004
Group Leader, Generation Systems Planning Feb. 2000 — Feb. 2001
Lead Planning Engineer Oct. 1999 — Feb. 2000
Consulting System Planning Analyst April 1996 — Oct. 1999
System Planning Analyst III & IV : Oct. 1992 - April 1996
System Planning Analyst II Jan. 1991 - Oct. 1992
Electrical Engineer IT Jun. 1990 - Jan. 1991
Electrical Engineer I Jun. 1987 - Jun. 1990

Professional/Trade Memberships

Registered Professional Engineer in Kentucky, 1995.
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VERIFICATION

COMMONWEALTH OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Valerie L. Scott, being duly sworn, deposes and says that she is
Controller for E.ON U.S. Services, Inc., that she has personal knowledge of the
matters set forth in the responses (Question Nos. 1, 3, 4, 5, 6, and 9), and the answers

contained therein are true and correct to the best of her information, knowledge and

belief.

Ww@a 7 /m

VALERIE L. SCOTT

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

State, this (7" day of /Jodober 2007,

//507—@/% /M (SEAL)

Notary Public

My Commission Expires:
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VERIFICATION

COMMONWEALTH OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )
The undersigned, Robert M. Conroy, being duly sworn, deposes and says that he
1s Manager of Rates for E.ON U.S. Services, Inc., that he has personal knowledge of

the matters set forth in the responses (Question Nos. 1, 2, 7, 8, and 10), and the

answers contained therein are true and correct to the best of his information,

o (L

ROBERT M. CONROY

knowledge and belief.

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

[744
State, this / /" day of_(Jednber 2007

K/m )i} 7%%@(/ (SEAL)

Notary Public /

My Commission Expires:







Response to Question No. 1
Page 1 of 2
Scott / Conroy
LOUISVILLE GAS AND ELECTRIC COMPANY

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

Case No. 2007-00380
Question No. 1

Witness: Valerie L. Scott / Robert M. Conroy

For Each of the Six Periods Under Review

Q-1.

A-1.

Concerning the rate of return on the original environmental compliance plan
(“1995 Plan”) and the three amendments to the environmental compliance plan
(“Post-1995 Plans™), provide the following information for each of the billing
periods under review:

a. For the 1995 Plan, calculate any true-up adjustment needed to recognize
changes in the weighted average cost of LG&E’s pollution control debt during
the applicable months of each review period. Include all assumptions and
other supporting documentation used to make this calculation. Any true-up
adjustment is to be included in the determination of the over- or under-
recovery of the surcharge for the corresponding billing period under review.

b. For the Post-1995 Plans, calculate any true-up adjustment needed to recognize
changes in LG&E’s cost of debt, preferred stock, accounts receivable
financing (if applicable), or changes in LG&E’s electric capital structure.
Include all assumptions and other supporting documentation used to make this
calculation. Any true-up adjustment is to be included in the determination of
the over- or under-recovery of the surcharge for the corresponding billing
period under review.

a. The 1995 Plan has been eliminated from the ECR and was included in base
rates in Case No. 2003-00433. It is no longer part of the ECR calculations.

b. Please see the attachment. LG&E calculated the true-up adjustment to
recognize changes in the cost of debt and capital structure in two steps, shown
on Pages 1 and 2 of the attachment to this response. Page 1 reflects the true-up
required due to changes between the Rate Base as Filed and the Rate Base as
Revised through the Monthly Filings, Page 2 represents the true-up in the Rate
of Return as filed compared to the actual Rate of Return calculations.



Response to Question No. 1
Page 2 of 2
Scott / Conroy

LG&E’s rate base, as submitted in this case, includes revisions related to the
deferred taxes caused by the rapid amortization methodology and additional
corrections to the amounts used to calculate the weighted cost of capital, in the
Commission’s most recent examination of LG&E’s environmental surcharge
in Case No. 2006-00130. The true-up’s for changes in the deferred taxes and
the additional corrections are additionally reflected on Page 1 and 2. Pages 3
through 5 provided the adjusted weighted average cost of capital for all
periods under review.



Lovwisville Gas & Electric Company

Attachment to Response to Question No. 1 (b)

C 'l Rate of Return True-up Adjustment - Revised Rate Base Page 1 of 5
Ini.«ct on Calculated E(m) - Post 1995 Plan Conroy
H @ 3 @ 5 ©® O] (®) ®
Rate of Return Rate Base as
as Revisedin Revised in Case  Rate Base As Revised Jurisdictional
Billing  Expense Case No. 2006- 2006-  Through Current Review Change in Rate Allocation, ES Jursidictional True up
Month Month 00130 00130 Case No. 2007-00380 Base True-up Adjustment Form 1.00 Adjustement
3 -@& (3)*(6) /12 (M*@®)
May-05  Mar-05 11.00% $ 213,557,104 § 213,555,725 § (1,379) § (13) 65.39% (8)
Jun-05 Apr-05 11.00% 213,364,150 213,362,311 (1,839) an 74.98% (13)
Jul-05 May-05 11.00% 212,535,346 212,533,047 (2,299) 21) 68.97% (15)
Aug-05 Jun-05 10.83% 215,846,002 215,843,243 (2,759) (25) 78.37% 20)
Sep-05 Jul-05 10.83% 215,118,010 215,114,791 (3,219) (29) 91.73% @7
Oct-05 Aug-05 10.83% 216,037,388 216,033,709 (3,679) (33 85.18% (28)
$ (138) (110)
Nov-05 Sep-05 11.27% 5 216,396,233 § 216,392,095 § (4,138) § 39 75.74% 29
Dec-05 Oct-05 11.27% 217,402,517 217,388,273 (14,244) (134) 74.76% (100)
Jan-06 Nov-05 11.27% 219,386,879 219,364,978 (21,901) (206) 61.10% (126)
Feb-06 Dec-05 11.27% 220,772,278 220,762,268 (10,010) (94) 59.82% (56)
Mar-06 Jan-06 11.27% 220,270,361 220,253,454 (16,907) (159) 67.76% (108)
Apr-06 Feb-06 11.27% 221,754,055 221,730,247 (23,808) (224) 80.14% (179
5 (855) (598)
D @ 3 ) &) 6 U] 8 ©®
Jurisdictional
wuling  Expense Rate of Return Change in Rate Allocation, ES Jursidictional True up
Month Month as Filed Rate Base as Filed  Rate Base As Revised Base True-up Adjustment Form 1.00 Adjustement
5)-@) (3H*@) /12 (D *®
May-06  Mar-06 10.39% $ 219,617,795 § 220,931,064 $ 1,313,269 § 11,371 83.21% 9,462
Jun-06 Apr-06 10.39% 220,903,781 221,895,202 991,421 8,584 82.10% 7,048
Jul-06 May-06 10.39% 222,390,014 221,483,244 (906,770) (7851 72.30% (5,676)
Aug-06 Jun-06 10.39% 221,126,542 221,087,195 (39,347) (341) 80.89% (276)
Sep-06 Jul-06 10.39% 220,509,935 220,526,532 16,597 144 79.00% 114
Oct-06 Aug-06 10.39% 219,879,628 219,888,881 9,253 80 84.97% 68
$ 11,987 10,739
Nov-06 Sep-06 10.39% $ 219,150,189 § 219,080,345 % (69,844) § (605) 83.50% (505)
Dec-06 Oct-06 10.39% 218,308,441 218,229,519 (78,922) (683) 72.08% 493)
Jan-07 Nov-06 10.39% 217,715,080 217,626,865 (88,215) (764) 61.16% 467)
Feb-07 Dec-06 10.39% 220,309,716 220,286,371 (23,345) (202) 76.57% (155)
Mar-07 Jan-07 11.23% 219,445,795 219,445,795 - - 70.84% -
Apr-07 Feb-07 11.23% 219,199,794 219,199,794 - - 75.53% -
$ (2,254) (1,619)
Cumulative Impact of Changes in Rate Base _§ 8,740 8,412




Louisville Gas & Electric Company

Attachment to Response to Question No. 1 (b)

all Rate of Return True-up Adjustment - Revised Rate of Return Page 2 of 5
L...pact on Calculated E(m) - Post 1995 Plan Conroy
ey @ €] 4 (5) (6 9 ® ®)
Rate of Return ~ Rate of Return as
as Revised in ~ Through Current Jurisdictional
Billing  Expense CaseNo.2006- CaseNo.2007-  Change in Rate of Allocation, ES  Jursidictional True
Month Month 00130 00380 Return Rate Base as Revised True-up Adjustment Form 1.00 up Adjustement
@H-3 (5)*(6)/12 n*@®
May-05  Mar-05 11.00% 11.00% 0.00% $ 213,555,725 - 65.35% -
Jun-05 Apr-05 11.00% 11.00% 0.00% 213,362,311 - 74.98% -
Jul-05 May-05 11.00% 11.00% 0.00% 212,533,047 - 68.97% -
Aug-05 Jun-05 10.83% 10.83% 0.00% 215,843,243 - 78.37% -
Sep-05 Jul-05 10.83% 10.83% 0.00% 215,114,791 - 91.73% -
Oct-05 Aug-05 10.83% 10.83% 0.00% 216,033,709 - 85.18% -
Nov-05 Sep-05 11.27% 11.30% 0.03% b 216,392,095 4,688 75.74% 3,551
Dec-05 Oct-05 11.27% 11.30% 0.03% 217,388,273 4,710 74.76% 3,521
Jan-06 Nov-05 11.27% 11.30% 0.03% 219,364,978 4,753 61.10% 2,904
Feb-06 Dec-05 11.27% 11.30% 0.03% 220,762,268 4,783 59.82% 2,861
Mar-06 Jan-06 11.27% 11.30% 0.03% 220,253,454 4,772 67.76% 3,234
Apr-06 Feb-06 11.27% 11.30% 0.03% 221,730,247 4,804 80.14% 3,850
28,511 19,921
LD 7 3 @ 5) © @) ® ©
Jurisdictional
Billing  Expense Rateof Return Rateof Returnas Change in Rate of Allocation, ES  Jursidictional True
Month Month as Filed Revised Return Rate Base as Revised True-up Adjustment Form 1.00 up Adjustement
@-0) (5)*(6)/12 (D* @)
May-06  Mar-06 10.39% 11.17% 0.78% $ 220,931,064 143,973 83.21% 119,802
Jun-06 Apr-06 10.39% 11.17% 0.78% 221,895,202 144,602 82.10% 118,722
Jul-06 May-06 10.39% 11.17% 0.78% 221,483,244 144,333 72.30% 104,347
Aug-06 Jun-06 10.39% 11.17% 0.78% 221,087,195 144,075 80.89% 116,545
Sep-06 Jul-06 10.39% 11.17% 0.78% 220,526,532 143,710 79.00% 113,524
Oct-06 Aug-06 10.39% 11.17% 0.78% 219,888,881 143,294 84.97% 121,759
863,988 694,699
Nov-06 Sep-06 10.39% 11.01% 0.62% $ 219,080,345 113,739 83.50% 94,967
Dec-06 Oct-06 10.39% 11.01% 0.62% 218,229,519 113,297 72.08% 81,661
Jan-07 Nov-06 10.39% 11.01% 0.62% 217,626,865 112,985 61.16% 69,098
Feb-07 Dec-06 10.39% 11.01% 0.62% 220,286,371 114,365 76.57% 87,574
Mar-07 Jan-07 11.23% 11.01% -0.22% 219,445,795 (39,683) 70.84% (28,112)
Apr-07 Feb-07 11.23% 11.01% -0.22% 219,199,794 (39,639) 75.53% (29,940)
375,065 275,248
Cumulative Impact of Changes in Rate of Return § 1,267,563 3 989,868




Attachment to Response to Question No. 1(b)

Loulsville Gas & Electric Company
Adjusted Electric Rate of Retumn on Common Equity
4/30/2006
(1) 2 (3) (4 5 (6} %]
Adjustments Adjusted Total Jurisdictional Kentucky
{o Total Co Company Capital Capitalization Jurisdictional
Total Company _Capitalization Capitalization Structure Allocation Capitalization
(20} @-13 (4)/(4), w7 (5)° (8}
Long-Term Debt 820,554,000 18,384,514 802,169,486 41.19% 8071% 647,430,992
Med Term Notes Payable - - - 0.00% 8071% -
Short-Term Debt 28,085,000 628,795 27,436,205 1.41% 80 71% 22,143,761
Preferred Stock 70,424,594 1,577,862 68,846,732 3.54% 80.71% 55,566,198
Accounts Receivable Financing - - - 0 00% 8071% -
Common Equity 1,025,063,922 (23,956,944) 1,049,020,865 53.87% 80.71% 846,664,740
1,944,107,516 (3,365,773) 1,847,473,288 100.00% 1,571,805,691
(W] (8) (9) (10) (10 (12) (13)
Kentucky Adjustments Adjusted Ky Annual Weighted
Jurisdictional to Ky Juris. Jurisdictional Capital Cost Cost of
_Capitalization Cepitatization _ Capitalization Structure Rate Capital
) (25) 8)-{9) {10)/ (10}, row 7 (1)7(12)
Long-Term Debt 647,430,992 72,802,678 574,628,314 41.19% A4211% 173%
Med Term Notes Payable - - - 000% 0.000% 0.00%
Short-Term Debt 22,143,761 2,490,033 15,653,728 1.41% 4.780% 007%
Preferred Stock 55,566,198 6,248,334 49,317,884 354% 5.325% 0.18%
Accounts Receivable Financing - - - 0.00% 0.000% 0.00%
Common Equity 846,664,740 95,206,225 751,458,515 53.87% 10.500% 566%
1,571,805,691 176,747,270 1,395,058,421 100 00% 7 65%
Weighted Cost of Capital Grossed up for Income Tax Effect (ROR + (ROR - DR)x [TR /(1 - TR)]} 11.30%
Adj to Total Company C ion
(W] (14) (15) (16) (1N (18) (19) (20)
Total Trimbte County Minimum Total
Company Capital nventory Other Pension Adjustments
Capitatization Structure Adjustment Job Credits Investments Liabitity to Cagpitafizationy
2) (14} (14). raw 7 (16) row 7 x (15) UNow7x{18) (15 w7 x(15) (19 mwTx{15)  {16)+ (17) +(1B)-{19)
Long-Term Debt 820,554,000 4221% 1,541,385 16,592,298 250,832 - 18,384,514
Med Term Notes Payabie - 0.00% - - - - -
Short-Term Debt 28,065,000 1.44% 52,719 567,497 8,579 - 628,795
Preferred Stock 70,424,594 3.62% 132,290 1,424,044 21,528 - 1,577,862
Accounts Recelvable Financing - 0.00% - - - -
Common Equity 1,025,063,922 5273% 1,925,550 20,727,664 313,347 46,923,505 (23,956,944)
1,944,107,516 100.00% 3,651.945 38,311,506 594,286 46,923,505 {3,365,773)
Adjustments to Kentucky Jurisdictional Capitalization
N (21) (22) (23) (24) (25)
Kentucky Environmental Envi Hal Adj
Jurisdictional Capital Surcharge Surcharge to Ky Juris,
Capitalization Structure 1994 Plan Post-1994 Plan _ Capitalization
®) (21) 121}, row 7 (23) + (24)
Long-Term Debt 647,430,992 41 19% - 72,802,678 72,802,678
Med Term Notes Payable - 0.00% - - -
ShortTerm Debt 22,143,761 141% - 2,480,033 2,490,033
Preferred Stock 55,566,198 3.54% - 6,248,334 6,248,334
Accounts Receivable Financing - 000% - - -
Common Equity 846,664,740 5387% - 95,206,225 95,206,225
1,571,805,691 100 00% - 176,747,270 176,747,270
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Loulsville Gas & Electric Company
Adjusted Electric Rate of Retum on Common Equity
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Page 4 of 5
Scott

10/31/2006
(1) @) @ {4) (5) 6) (8]
Adjustments Adjusted Total Jurisdictional Kentucky
to Totat Co Company Capltal Capitalization Jurisdictional
Total Company Capitalization Capitalization Stiucture Allocation Capitalization
{20) {2)-3 @)1 (4) o7 5)° (8
Long-Term Debt 819,304,000 17,018,028 802,284,972 39.92% B0.71% 647,524,201
Med Term Notes Payable - - - 000% 8071% -
Short-Term Debt 89,247,000 1,853,885 87,393,115 4.35% 80.71% 70,534,983
Preferred Stock 70,424,594 1,462,898 68,961,696 343% 80.71% 65,658,985
Accounts Receivable Financing - - - 0 00% 8071% -
Common Equity 1,025,253,133 (25,626,390) 1,050,879,523 52.30% 80.71% 848,164,863
2,004,228,727 (5.290,578)  2,009,519.305 100.00% 1,621,883,031
(1) (8) (9) (10) (11) (12 (13)
Kentucky Adjustments Adjusted Ky Annual Weighted
Jurisdictionat to Ky Juris. Jurisgictional Capita! Cost Cost of
Capitalization Capltalization Capitalization Structure Rate Capitat
[t] (25) (8)- () {10)/{10), row 7 (11 (12)
Long-Term Debt 647,524,201 72,949,744 574,574,456 3992% 4.345% 1.74%
Med Term Notes Payable - - - 0.00% 0.000% 0.00%
Shost-Term Debt 70,534,983 7,946,443 62,588,540 4.35% 5.260% 0.23%
Preferred Stock 55,658,985 6,270,512 49,388,473 3.43% 5.148% 0.18%
Accounts Recelvable Financing - - - 0.00% 0.000% 0.00%
Common Equity 848,164,863 95,553,826 752,611,036 52.30% 10.500% 548%
1,621,883,031 182,720,525 1,439,162,506 100.00% 7.63%
Weighted Cost of Capital Grossed up for Income Tax Effect (ROR +(ROR - DR)x [TR /{1 - TR)} 11.17%
Adj s to Total Company C |
(] (14) (15) (18) (17) (18) (19) (20)
Total Trimble County Minimum Total
Company Capital inventory Other Pension Adjustments
Capitalization Structure Adjustment Job Credits Invesiments Liability fo Capitalization
{2) (14)1 (14). row 7 {18) row 7 x (15) {1 row 7 x {15) {18y row 7 x (15) {19 row 7 x {16} {16) + (17} + (18) - {15)
Long-Term Debt 819,304,000 40.88% 1,492,437 15,283,654 242,937 - 17,019,028
Med Term Notes Payable - 0.00% - - - - -
Short-Term Dabt 89,247,000 445% 162,571 1,664,851 26,463 - 1,853,885
Preferred Stock 70,424,594 351% 128,285 1,313,731 20,882 - 1,462,898
Accounts Receivable Financing - 000% - - - - -
Common Equity 1,025,253,133 51.15% 1,867,592 19,125,519 304,004 46,923,505 (25,626,390)
2,004,228,727 100.00% 3,650,886 37,387,755 584,286 46,923,506 (5.290,578)
Adjustments to Kentucky Jurisdictional Capitalization
()} (21) (22) (23) (24) (25)
Kentucky Environmental Environmental Adjustments
Jurisdictional Capltal Surcharge Surcharge to Ky Juris
Capitalization Structure 1994 Plan Post-1994 Plan _ Capitalization
(8) {21}/ (21), row 7 {23) + {24)
Long-Tenm Debt 647,524,201 38.92% - 72,949,744 72,949,744
Med Term Notes Payable - 0 00% - - -
Short-Term Debt 70,534,983 4 35% - 7946443 7,946,443
Preferred Stock 56,658,985 343% - 6,270,512 6,270,512
Accounts Receivable Financing - 000% - - -
Common Equity 848,164,863 52.30% - 95,553,826 95,553,826
1,621,883.031 100 00% - 182,720,525 182,720,525
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Louisville Gas & Elfectric Company

Adjusted Electric Rate of Retum on Common Equity

Attachment to Response to Question No. 1(b)

413072007
(1 2 (3) 4) (5) (6) (7)
Adjustments Adjusted Total Jurisdictional Kentucky
to Total Co Company Capltai Capitatization Jurisdictional
Total Company ~_Capitalization Capitalization Structure Allocation Capitatization
(20) 2}-(3) {4y (), row7 5)" {6}
Long-Term Debt 937,304,000 18,704,781 918,559,219 4572% 79.88% 733,868,916
Med Term Notes Payable - B - 000% 79 88% -
Short-Term Debt 21,033,000 419,734 20,613,266 103% 79.89% 16,467,939
Preferred Stock - - - 0.00% 79.89% B
Accounts Receivable Financing - B - 0.00% 79.89% -
Commaon Equity 1,091,804,504 21,787,984 1,070,016,520 §3 26% 79.89% 854,836,198
2,050,141,504 40,912,499 2,009,229.005 100.00% 1,605,173,052
(U] (8) 9) (10) (11) (12) (13)
Kentuck Adj Adjusted Ky Annual Weighted
Jurisdictional fo Ky Juris. Jurisdictional Capital Cost Costof
Capitalization Capitallzation Capitalization Structure Rate Capital
@ {25) (] {10}/{10), row 7 {1 (12)
Long-Term Debt 733,868,916 83,082,459 650,786,457 45.72% 4 649% 213%
Med Term Notes Payable - - - 0.00% 0.000% 000%
Shont-Term Debt 16,467,939 1,864,363 14,603,576 1.03% 5260% 005%
Preferred Stock - - - 000% 0.000% 0.00%
Accounts Receivable Financing - - - 0.00% 0.000% 0.00%
Common Equity 854,836,198 96,777,357 758,058,841 53.26% 10.500% 5.59%
1,605,173,052 181,724,179 1,423,448,873 100.00% 777%
Weighted Cost of Capital Grossed up for income Tax Effect (ROR + (ROR - DR} x [TR /{1 - TR)}} 1101%
Adjustments to Total Company Capitalization
(1) (14) (15) (18) an (18) (19) (20)
Total Trimble County Minimum Totat
Company Capitat Inventory Other Pension Adjustments
Capitalization Stucture Adjustment Job Credits Investments Liabiiity to Capitalization
@ (14)/(14), row 7 {18) row 7 x (15) (17} row 7 x {15) (15) row 7 % (15) (18) row 7 x {15) (16) + (17) + {18) - (19}
Long-Term Debt 937,304,000 4572% 2,207,570 16,225,510 271,702 - 18,704,781
Med Term Notes Payable - 000% - - - - -
Short-Tenm Debt 21,033,000 103% 48,538 364,089 6,097 - 419,734
Preferred Stock - 0.00% - - - - .
Accounts Recelvable Financing - 0.00% - - - - .
Common Equity 1,001,804,504 53 26% 2,571,455 18,800,041 316,487 - 21,787,984
2,050,141,504 100 00% 4,828,563 35,489,650 594,286 - 40,912,499
Adjustments to Kentucky Jurisdictional Capitalization
O] 21) (22) (23) (24) (25)
Kentucky Environmentat Environmental Adjustments
Jurisdictional Capital Surcharge Surcharge 1o Ky Juris
Capitalization Structure 1994 Plan Post-1994 Plan _ Capitalization
@) {21} (21}, row 7 {23) +(24)
Long-Term Debt 733,868,916 45.72% - 83,082,459 83,082,459
Med Term Notes Peyable - 0 00% - - -
Short-Term Debt 16,467,939 103% - 1,864,363 1,864,363
Preferred Stock - 0 00% - -
Accounts Receivable Financing - 0.00% - - -
Common Equity 854,836,198 53.26% - 96.777,357 96,777,357
1.605,173,052 100 00% - 181,724,178 181,724,179
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LOUISVILLE GAS AND ELECTRIC COMPANY

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

Case No. 2007-00380
Question No. 2

Witness: Robert M. Conroy

For Each of the Six Periods Under Review

Q-2.

Prepare a summary schedule showing the calculation of Total E(m), Net Retail
E(m), and the surcharge factor for the expense months covered by the applicable
billing period. Include the expense months for the two expense months
subsequent to the billing period in order to show the over- and under-recovery
adjustments for the months included for the billing period under review. The
summary schedule is to incorporate all corrections and revisions to the monthly
surcharge filings LG&E has submitted during the billing periods under review.
Include a calculation of any additional over- or under-recovery amount LG&E
believes needs to be recognized for the 6-month review or the 2-year review.
Include all supporting calculations and documentation for any such additional
over- or under-recovery.

Please see the attachment to this response for the summary schedule.
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LOUISVILLE GAS AND ELECTRIC COMPANY

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

Case No. 2007-00380
Question No. 3

Witness: Valerie L. Scott

For Each of the Six Periods Under Review

Q-3. Provide the -calculations, assumptions, workpapers, and other supporting
documents used to determine the amounts LG&E has reported during each billing
period under review for Pollution Control Deferred Income Taxes.

A-3. Please see the attachment.
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

Scott

2001 Plan
Project 6 -- NOx
Accumulated Deferred
Book Tax Income Tax Deferred Taxes on
Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 183,919,310 429,063 997,436 568,372 39.5500% 224,791 5,856,858 590,130
Apr-06 189,292,602 435,377 1,019,824 584,448 39.5500% 231,149 6,088,007 1,053,265
May-06 191,016,859 443,716 1,027,907 584,190 39.5500% 231,047 6,319,054 1,053,265
Jun-06 191,016,859 445,742 1,027,907 582,164 39.5500% 230,246 6,549,300 1,053,265
Jul-06 191,016,859 445,742 1,027,907 582,164 39.5500% 230,246 6,779,546 1,053,265
Aug-06 191,016,859 445,742 1,027,907 582,164 39.5500% 230,246 7,009,792 1,053,265
Sep-06 191,016,859 445,742 1,027,907 582,164 39.5500% 230,246 7,240,038 1,053,265
Oct-06 191,016,859 445,742 1,027,907 582,164 39.5500% 230,246 7,470,284 1,053,265
Nov-06 191,016,859 445,742 1,027,907 582,164 39.5500% 230,246 7,700,530 1,053,265
Dec-06 191,016,859 445,742 1,027,907 582,164 39.5500% 230,246 7,930,776 1,053,265
Jan-07 191,016,859 445,742 965,323 519,581 38.9000% 202,117 8,132,893 1,053,265
Feb-07 191,016,859 445,742 965,323 519,581 38.9000% 202,117 8,335,010 1,053,265
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2003 - Plan
Project 7 -- Mill Creek FGD Scrubber Conversion

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 30,861,686 115,079 168,157 53,078 39.5500% 20,992 419,351 516,073
Apr-06 30,861,686 115,079 168,157 53,078 39.5500% 20,992 440,343 516,073
May-06 30,861,686 115,079 168,157 53,078 39.5500% 20,992 461,335 516,073
Jun-06 30,861,686 115,079 168,157 53,078 39.5500% 20,992 482,328 516,073
Jul-06 30,861,686 115,079 168,157 53,078 39.5500% 20,992 503,320 516,073
Aug-06 30,861,686 115,079 168,157 53,078 39.5500% 20,992 524,312 516,073
Sep-06 30,861,686 115,079 168,157 53,078 39.5500% 20,992 545,305 516,073
Oct-06 30,861,686 115,079 168,157 53,078 39.5500% 20,992 566,297 516,073
Nov-06 30,861,686 115,079 168,157 53,078 39.5500% 20,992 587,289 516,073
Dec-06 30,861,686 115,079 168,157 53,078 39.5500% 20,992 608,282 516,073
Jan-07 30,861,686 115,079 155,693 40,614 38.9000% 15,799 624,081 516,073

Feb-07 30,861,686 115,079 155,693 40,614 38.9000% 15,799 639,879 516,073
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2003 - Plan
Project 8 -- Precipitators

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 11,929,133 28,278 59,931 31,653 39.5500% 12,519 563,933 275,252
Apr-06 11,929,133 28,278 59,931 31,653 39.5500% 12,519 576,452 275,252
May-06 11,929,133 28,278 59,931 31,653 39.5500% 12,519 588,971 275,252
Jun-06 11,929,133 28,278 59,931 31,653 39.5500% 12,519 601,490 275,252
Jul-06 11,929,133 28,278 59,931 31,653 39.5500% 12,519 614,008 275,252
Aug-06 11,929,133 28,278 59,931 31,653 39.5500% 12,519 626,527 275,252
Sep-06 11,929,133 28,278 59,931 31,653 39.5500% 12,519 639,046 275,252
Oct-06 11,929,133 28,278 59,931 31,653 39.5500% 12,519 651,565 275,252
Nov-06 11,929,133 28,278 59,931 31,653 39.5500% 12,519 664,083 275,252
Dec-06 11,929,133 28,278 59,931 31,653 39.5500% 12,519 676,602 275,252
Jan-07 11,929,133 28,278 55,432 27,155 38.9000% 10,563 687,165 275,252

Feb-07 11,929,133 28,278 55,432 27,155 38.9000% 10,563 697,728 275,252
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2003 - Pian
Project 9 -- Clearwell Water System

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 1,197,310 5,368 6,163 795 39.5500% 315 20,017 4,716
Apr-06 1,197,310 5,368 6,163 795 39.5500% 315 20,331 4,716
May-06 1,197,310 5,368 6,163 795 39.5500% 315 20,646 4,716
Jun-06 1,197,310 5,368 6,163 795 39.5500% 315 20,960 4,716
Jul-06 1,197,310 5,368 6,163 795 39.5500% 315 21,275 4,716
Aug-06 1,197,310 5,368 6,163 795 39.5500% 315 21,589 4,716
Sep-06 1,197,310 5,368 6,163 795 39.5500% 315 21,904 4,716
Oct-06 1,197,310 5,368 6,163 795 39.5500% 315 22,218 4,716
Nov-06 1,197,310 5,368 6,163 795 39.5500% 315 22,533 4,716
Dec-06 1,197,310 5,368 6,163 795 39.5500% 315 22,847 4,716
Jan-07 1,197,310 5,368 5,700 332 38.9000% 129 22,976 4,716

Feb-07 1,197,310 5,368 5,700 332 38.9000% 129 23,106 4,716
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2003 - Plan
Project 10 -- Absorber Trays

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 2,734,621 11,303 12,044 741 39.5500% 293 73,527 -
Apr-06 2,734,621 11,303 12,044 741 39.5500% 293 73,820 -
May-06 2,734,621 11,303 12,044 741 39.5500% 293 74,113 -
Jun-06 2,734,621 11,303 12,044 741 39.5500% 293 74,406 -
Jul-06 2,734,621 11,303 12,044 741 39.5500% 293 74,699 -
Aug-06 2,734,621 11,303 12,044 741 39.5500% 293 74,992 -
Sep-06 2,734,621 11,303 12,044 741 39.5500% 293 75,285 -
Oct-06 2,734,621 11,303 12,044 741 39.5500% 293 75,578 -
Nov-08 2,734,621 11,303 12,044 741 39.5500% 293 75,870 -
Dec-06 2,734,621 11,303 12,044 741 39.5500% 293 76,163 -
Jan-07 2,734,621 11,303 11,139 (164) 38.9000% (64) 76,100 -

Feb-07 2,734,621 11,303 11,139 (164) 38.9000% (64) 76,036 -
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2005 - Plan
Project 11 -- Special Waste Landfill Expansion - MC

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 2,282,981 5,568 13,734 8,167 39.5500% 3,230 34,145 22,369
Apr-06 2,282,981 5,568 13,734 8,167 39.5500% 3,230 37,375 22,369
May-06 2,282,981 5,568 13,734 8,167 39.5500% 3,230 40,605 22,369
Jun-06 2,282,981 5,568 13,734 8,167 39.5500% 3,230 43,835 22,369
Jul-06 2,282,981 5,568 13,734 8,167 39.5500% 3,230 47,065 22,369
Aug-06 2,282,981 5,568 13,734 8,167 39.5500% 3,230 50,294 22,369
Sep-06 2,282,981 5,568 13,734 8,167 39.5500% 3,230 53,524 22,369
Oct-06 2,282,981 5,568 13,734 8,167 39.5500% 3,230 56,754 22,369
Nov-06 2,282,981 5,568 13,734 8,167 39.5500% 3,230 59,984 22,369
Dec-06 2,282,981 5,568 13,734 8,167 39.5500% 3,230 63,214 22,369
Jan-07 2,282,981 5,568 12,705 7,137 38.9000% 2,776 65,990 22,369

Feb-07 2,282,981 5,568 12,705 7,137 38.9000% 2,776 68,767 22,369
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2005 - Plan
Project 12 -- Special Waste Landfill Expansion - CR

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 - - - - 39.5500% - - -
Apr-06 - - - - 39.5500% - - -
May-06 - - - - 39.5500% - - -
Jun-06 - - - - 39.5500% - - -
Jul-06 - - - - 39.5500% - - -
Aug-06 - - - - 39.5500% - - -
Sep-06 - - - - 39.5500% - - -
Oct-06 - - - - 39.5500% - - -
Nov-06 - - - - 39.5500% - - -
Dec-06 2,323,293 2,730 87,123 84,394 39.5500% 33,378 33,378 -
Jan-07 2,323,293 5,460 13,977 8,517 38.9000% 3,313 36,691 -

Feb-07 2,323,293 5,460 13,977 8,517 38.9000% 3,313 40,004 -
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2005 - Plan
Project 13 -- Scrubber Refurbishment - TC1

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 - - - - 39.5500% - - -
Apr-06 - - - - 39.5500% - - -
May-06 - - - - 39.5500% - - -
Jun-06 - - - - 39.5500% - - -
Jul-06 - - - - 39.5500% - - -
Aug-06 - - - - 39.5500% - - -
Sep-06 - - - - 39.5500% - - -
Oct-06 - - - - 39.5500% - - -
Nov-06 - - - - 39.5500% - - -
Dec-06 - - - - 39.5500% - - -
Jan-07 - - - - 38.9000% - - -

Feb-07 - - - - 38.9000% - - -
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2005 - Plan
Project 14 -- Scrubber Refurbishment - CR6

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 154,841 281 1,300 1,018 39.5500% 403 1,264 3,227
Apr-06 154,841 281 1,300 1,018 39.5500% 403 1,667 3,227
May-06 282,134 397 2,447 2,050 39.5500% 811 2,477 8,118
Jun-06 282,134 513 2,447 1,935 39.5500% 765 3,243 8,118
Jul-06 282,134 513 2,447 1,935 39.5500% 765 4,008 8,118
Aug-06 282,134 513 2,447 1,935 39.5500% 765 4,773 8,118
Sep-06 282,134 513 2,447 1,935 39.5500% 765 5,538 8,118
Oct-06 282,134 513 2,447 1,935 39.5500% 765 6,303 8,118
Nov-06 282,134 513 2,447 1,935 39.5500% 765 7,068 8,118
Dec-06 282,134 513 2,447 1,935 39.5500% 765 7,834 8,118
Jan-Q7 282,134 513 2,694 2,181 38.9000% 849 8,682 8,118

Feb-07 282,134 513 2,694 2,181 38.9000% 849 9,631 8,118



Attachment to Response to Question No. 3
Page 10 of 15
Scott

L.ouisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2005 - Plan
Project 15 -- Scrubber Refurbishment - CR5

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Piant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 - - - - 39.5500% - - -
Apr-06 - - - - 39.5500% - - -
May-06 - - - - 39.5500% - - -
Jun-06 - - - - 39.5500% - - -
Jul-06 - - - - 39.5500% - - -
Aug-06 - - - - 39.5500% - - -
Sep-06 - - - - 39.5500% - - -
Oct-06 - - - - 39.5500% - - -
Nov-06 - - - - 39.5500% - - -
Dec-06 - - - - 39.5500% - - -
Jan-07 - - - - 38.9000% - - -

Feb-07 - - - - 38.9000% - - -
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2005 - Plan
Project 16 -- Scrubber Improvements - TC1

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 4,281,077 12,379 40,881 28,501 39.5500% 11,272 83,256 -
Apr-06 4,281,077 12,379 40,881 28,501 39.5500% 11,272 94,528 -
May-06 4,281,077 12,379 40,881 28,501 39.5500% 11,272 105,801 -
Jun-06 4,281,077 12,379 40,881 28,501 39.5500% 11,272 117,073 -
Jul-06 4,281,077 12,379 40,881 28,501 39.5500% 11,272 128,345 -
Aug-06 4,281,077 12,379 40,881 28,501 39.5500% 11,272 139,617 -
Sep-06 7,361,078 16,833 74,431 57,598 39.5500% 22,780 162,397 26,166
Oct-06 7,361,078 21,286 74,431 53,145 39.5500% 21,019 183,416 26,166
Nov-06 7,361,078 21,286 74,431 53,145 39.5500% 21,019 204,435 26,166
Dec-06 7,361,078 21,286 74,431 53,145 39.5500% 21,019 225,454 26,166
Jan-07 7,361,078 21,286 69,520 48,234 38.9000% 18,763 244217 26,166

Feb-07 7,361,078 21,286 69,520 48,234 38.9000% 18,763 262,980 26,166
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2006 - Pian
Project 18 -- Trimble County 2 AQCS

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 - - - - 39.5500% - - -
Apr-06 - - - - 39.5500% - - -
May-06 - - - - 39.5500% - - -
Jun-06 - - - - 39.5500% - - -
Jul-06 - - - - 39.5500% - - -
Aug-086 - - - - 39.5500% - - -
Sep-06 - - - - 39.5500% - - -
Oct-06 - - - - 39.5500% - - -
Nov-06 - - - - 39.5500% - - -
Dec-06 - - - - 39.5500% - - -
Jan-07 - - - - 38.9000% - - -

Feb-07 - - - - 38.9000% - - -
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2006 - Plan
Project 19 - Sorbent Injection, Mili Creek & Trimble 1

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 - - - - 39.5500% - - -
Apr-06 - - - - 39.5500% - - -
May-06 - - - - 39.5500% - - -
Jun-06 - - - - 39.5500% - - -
Jul-06 - - - - 39.5500% - - -
Aug-06 - - - - 39.5500% - - -
Sep-06 - - - - 39.5500% - - -
Oct-06 - - - - 39.5500% - - -
Nov-06 - - - - 39.5500% - - -
Dec-06 - - - - 39.5500% - - -
Jan-07 - - - - 38.9000% - - -

Feb-07 - - - - 38.9000% - - -
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2006 - Plan
Project 20 - Mercury Monitors, all plants

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 - . - - 39.5500% - - -
Apr-06 - - - - 39.5500% - - -
May-06 - - - - 39.5500% - - -
Jun-06 - - - - 39.5500% - - -
Jul-06 - - - - 39.5500% - - -
Aug-06 - - - - 39.5500% - - -
Sep-06 - - - - 39.5500% - - -
Oct-06 - - - - 39.5500% - - -
Nov-06 - - - - 39.5500% - - -
Dec-06 86,203 101 1,987 1,886 39.5500% 746 746 -
Jan-07 86,203 201 901 700 38.9000% 272 1,018 -

Feb-07 86,203 201 901 700 38.9000% 272 1,291 -
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Louisville Gas and Electric Company
Deferred Tax Calculations
Post-1995 Environmental Compliance Plans, by Approved Project

2006 - Plan
Project 21 -- Particulate Monitors, Mill Creek

Accumulated Deferred

Book Tax Temporary Income Tax Deferred Taxes on

Month Plant Balance Depreciation Depreciation Difference Rate Deferred Tax Taxes Retirements
Mar-06 - - - - 39.5500% - - .
Apr-06 - - - - 39.5500% - - -
May-06 - - - - 39.5500% - - -
Jun-06 - - - - 39.5500% - - -
Jul-086 - - - - 39.5500% - - -
Aug-06 - - - - 39.5500% - - -
Sep-06 - - - - 39.5500% - - -
Oct-06 - - - - 39.5500% - - -
Nov-06 - - - - 39.5500% - - -
Dec-06 397,148 884 4,051 3,167 39.5500% 1,252 17,230 -
Jan-07 397,148 884 4,222 3,337 38.9000% 1,298 18,528 -

Feb-07 397,148 884 4,222 3,337 38.9000% 1,298 19,827 -






LOUISVILLE GAS AND ELECTRIC COMPANY

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

Case No. 2007-00380
Question No. 4

Witness: Valerie L. Scott

For Each of the Six Periods Under Review

Q-4. Provide the percentage of LG&E’s long-term debt that has a variable interest rate
as of the last expense month in the applicable billing period under review.

A-4. The requested information for each of the two six-month periods under review is
as follows:

For the last expense month of the billing period November 1, 2006, through April
30, 2007, the percentage of LG&E’s long-term debt with a variable rate was 39%.

For the last expense month of the billing period May 1, 2006, through October
31, 2000, the percentage of LG&E’s long-term debt with a variable rate was 44%.






LOUISVILLE GAS AND ELECTRIC COMPANY

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

Case No. 2007-00380
Question No. 5

Witness: Valerie L.. Scott

Billing Period from May 1, 2006 through October 31, 2006

Q-5.

A-5.

Refer to ES Form 2.50, Pollution Control — Operations & Maintenance Expenses,
for the March through August 2006 expense months. For each expense account
number listed on this schedule, explain the reason(s) for any change in the total
expense levels from month to month if that change is greater than plus or minus
10 percent.

Attached please find a schedule showing the changes in the Operations and
Maintenance Expense account for March 2006 through August 2006 expense
months. The changes in the expense levels are reasonable and occurred as a part
of routine plant operations and maintenance. Expenses recorded in NO, Operation
accounts 506104 and 506105 were varying during the period from March 2006
through August 2006 due to the timing of the ammonia purchases during the
ozone season (May through September). Higher than average expenses were
recorded in NOy Maintenance account 512101 during April 2006 as a result of
maintenance performed during the Mill Creek Unit #3 outage. Other monthly
variances in this account result from the timing of routine monthly maintenance.
Expenses recorded in Scrubber Operations account 502006 from March 2006
through August 2006 are the result of regular operations of the Trimble County
Unit #1 FGD. Expenses recorded in Ashpond Dredging Expense account 501201
are the result of the amortization of the expenses associated with the transfer of
ash from the ash pond to the landfill at the Mill Creek Station pursuant to the
Commission’s Order in Case No. 2004-00421 which began in May 2006 and
varies due to the amount of dredging completed in any month.
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LOUISVILLE GAS AND ELECTRIC COMPANY

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

Case No. 2007-00380
Question No. 6

Witness: Valerie L. Scott

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

Q-6.

Refer to ES Form 2.50, Pollution Control — Operations & Maintenance Expenses,
for the September 2006 through February 2007 expense months. For each expense
account number listed on this schedule, explain the reason(s) for any change in
the total expense levels from month to month if that change is greater than plus or
minus 10 percent.

Attached please find a schedule showing the changes in the Operations and
Maintenance Expense account for the September 2006 through February 2007
expense months. Changes in the expense levels are reasonable based on normal
plant operations and maintenance. Expenses recorded in NOy Operation accounts
506104 and 506105 were higher in September and October 2006 than during the
period from November 2006 through February 2007, due to the timing of the
invoice payments for ammonia purchases. During December 2000, costs
associated with catalyst testing at Trimble County were accrued; this accrual
reversed in January 2007; and the invoices were received and paid in February
2007, resulting in variances in those three periods. Expenses recorded in Noy
Maintenance account 512101 were higher in November 2006 as a result of
recording expenses related to third party testing at Mill Creek. Expenses recorded
in No, Maintenance account 512101 were higher in December 2006 as a result of
additional maintenance performed during the non-ozone season.  Expenses
recorded in Scrubber Operations account 502006 from September 2006 through
February 2007 varied monthly as a result of regular operations of the Trimble
County Unit #1 FGD. Expenses recorded in Ashpond Dredging Expense account
501201 are the result of the amortization of the expenses associated with the
transfer of ash from the ash pond to the landfill at the Mill Creek Station pursuant
to the Commission’s Order in Case No. 2004-00421. The transfer operation began
in May 2006 and varies due to the amount of dredging completed in any month.
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LOUISVILLE GAS AND ELECTRIC COMPANY

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

Case No. 2007-00380
Question No. 7

Witness: Robert M. Conroy

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

Q-7.

A-T7.

In Case No. 2006-00130, the Commission determined an overall rate of return on
capital that included a rate of return on common equity for the environmental
surcharge of 10.5 percent. The Commission also found that the rate of return on
common equity used in the determination of the overall rate of return on capital
should be examined as part of the 2-year surcharge review proceeding.

a. Does LG&E believe that the 10.5 percent rate of return on common equity for
the environmental surcharge is reasonable? Explain the response, and include
any analyses or evaluations supporting its conclusions.

b. If no to part (a), what rate of return on common equity does LG&E propose
for its environmental surcharge? Provide a detailed analysis and testimony
supporting LG&E’s position.

a. Yes. The Companies believe the currently authorized 10.50% rate of return on
common equity for the environmental surcharge remains reasonable. This
rate of return was approved by the Commission in Case No. 2006-00208 on
December 21, 2006, and became effective with the February 2007 billing
month and again in the Order issued January 31, 2007 mn Case No. 2006-
00130. In addition, the authorized 10.50% rate of return on common equity is
consistent with recently authorized returns by commissions across the country
as shown in the attached October 3, 2007 issue of Regulatory Research
Associates Regulatory Focus.

b. Not applicable.
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Regulatory Study
October 3, 2007

MAJOR RATE CASE DECISIONS--JANUARY-SEPTEMBER 2007

For the first nine months of 2007, the average of electric equity return authorizations by state
commissions was 10.22% (23 determinations) versus the 10.36% average for calendar-2006. The
average gas equity return authorization for the first three quarters of 2007 was 10.23% (22
determinations), compared with the 10.43% average for calendar-2006.

After reaching a low in the late-1990’s and early-2000’s, the number of equity return
determinations for energy companies increased somewhat beginning in 2002, and reached a ten-year
high in 2005. Relatively low inflation and interest rates, technological improvements that lead to
reduced costs, the use of settlements that do not specify return parameters, and a reduced number of
companies due to mergers may continue to prevent the number of determinations from substantially
increasing further. However, increased costs, including environmental compliance expenditures, and
the need for generation and delivery system infrastructure upgrades and expansion at many companies
argue for at least a modest increase in the number of cases to be filed and decided over the next several
years. In fact, based on the results for the first three quarters of 2007, the number of equity return
determinations for the full year may surpass 2005’s level. We also note that electric industry
restructuring in many states has led to the unbundling of rates, with state commissions authorizing
revenue requirement and return parameters for delivery operations only (which we footnote in our
chronology table), complicating data comparability. The tables included in this study are extensions of
those contained in the January 30, 2007 Special Report entitled Major Rate Case Decisions--January
2005-December 2006--Supplemental Study. Refer to that report for information concerning individual
rate case decisions that were rendered in 2005 and 2006.

The table on page 2 shows annual average equity returns authorized since 1997, and by quarter
since 2001, in major electric and gas rate decisions, followed by the number of determinations during
each period. The tables on page 3 present the composite industry data for items in the chronology of
this and earlier reports, summarized annually since 1997, and quarterly for the most recent seven
quarters. The individual electric and gas cases decided in the first nine months of 2007 are listed on
pages 4 through 6, with the decision date shown first, followed by the company name, the abbreviation
for the state issuing the decision, the authorized rate of return (ROR), return on equity (ROE), and
percentage of common equity in the capital structure. Next we show the month and year in which the
adopted test year ended, whether the commission utilized an average or a year-end rate base, and the
amount of the permanent rate change authorized. The dollar amounts represent the permanent rate
change ordered at the time decisions were rendered. Fuel adjustment clause rate changes are not
reflected in this study.

©2007, Regulatory Research Associates, Inc. All Rights Reserved. Confidential Subject Matter WARNING! This report contains copyrighted subject matter and
confidential information owned solely by Regulatory Research Associates, Inc. (“RRA™). Reproduction, distribution or use of this report in violation of this license
constitutes copyright infringement in violation of federal and state law. RRA hereby provides consent to use the “email this story” feature to redistribute articles
within the subscriber’s company. Although the information in this report has been obtained from sources that RRA believes to be reliable, RRA does not guarantee
its accuracy.

30 Montgomery Street, Jersey City, NJ 07302 ¢ Phone 201.433.5507 « Fax 201 .433.6138 « ma@snl.com



Average Equity Returns Authorized January 1997 - September 2007

(Return Percent - No. of Observations)

Electric Gas

Period Utilities Utilities
1997 Full Year 11.40 (11) 11.29 (13)
1998 Full Year 11.66 (10) 11.51 (10)
1999  Full Year 10.77 (20) 1066 (9)
2000  Full Year 11.43(12) 11.39 (12)
2001 1st Quarter 11.38 (2) 11.16 (4)
2nd Quarter 10.88 (2) 10.75 (1)
3rd Quarter 10.78 (8) — (0)
4th Quarter 11.50 (6) 10.65 (2)
L 2001 Full Year 11.09 (18) 10.95 (7)
2002 1stQuarter 10.87 (5) 10.67 (3)
2nd Quarter 1141 (6) 1164 (4)
3rd Quarter 11.06 (4) 11.50 (3)
4th Quarter 11.20 (7) 10.78 (11)
| 2002 Fuivear 11.16 (22) 11.03 (21)]
2003 1st Quarter 11.47 (7) 11.38 (5)
2nd Quarter 11.16 (4) 11.36 (4)
3rd Quarter 9.95 (5) 1061 (5)
4th Quarter 11.09 (6) 10.84 (11)
| 2003  Full Year 10.97 (22) 10.99 (25)
2004  1st Quarter 11.00 (3) 11.10 (4)
2nd Quarter 10.54 (B) 10.25 (2)
3rd Quarter 10.33 (2) 10.37 (8)
4th Quarter 10.91 (8) 10.66 (6)
I 2004  Full Year 10.75 (19) 10.59 (20)|
2005  1st Quarter 1051 (7) 10.65 (2)
2nd Quarter 10.05 (7) 10.54 (5)
3rd Quarter 10.84 (4) 1047 (5)
4th Quarter 10.75 (11) 10.40 (14)
| 2005  Fulvear 10,54 (29) 10.45 (26)|
2006 1st Quarter 1038 (3) 10.63 (6)
2nd Quarter 10.69 (5) 10.50 (2)
3rd Quarter 10.06 (7) 1045 (3)
4th Quarter 10.39(10) 10.14 (5)
[ 2006  Full Year 10.36 (25) 10.43(16)l
2007  1stQuarter 1027 (8) 10.44 (10)
2nd Quarter 10.27 (11) 10.15 (5)
3rd Quarter 10.02 (4) 9.99 (7)
2007  Year-To-Date 10.22 (23) 10.23 (22)

RRA
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Electric Utilities--Summary Table*

ROR ROE Eq.as % Amt.
Period % % Cap. Struc. $ Mil.
1997 Full Year 9.16 (12) 11.40 (11) 48.79 (11) -553.3 (33)
1998 Full Year 9.44 (9) 11.66 (10) 46.14 (8) -429.3 (31)
1999 Full Year 8.81(18) 10.77 (20) 45.08 (17) ~1,683.8 (30)
2000 Full Year 9.20 (12) 11.43 (12) 48.85(12) -291.4 (34)
2001 Full Year 8.93 (15) 11.09 (18) 47.20 (13) 14.2 (21)
2002 Full Year 8.72 (20) 11.16 (22) 46.27 (19) -475.4 (24)
2003 Full Year 8.86 (20) 10.97 (22) 49.41(19) 313.8 (22)
2004 Full Year 8.44 (18) 10.75 (19) 46.84 (17) 1,091.5 (30)
2005 Full Year 8.30 (26) 10.54 (29) 46.73 (27) 1,373.7 (36)
2006 1st Quarter 8.13 (3) 10.38 (3) 50.25 (3) 4446 (9)
2nd Quarter 8.02 (5) 10.69 (5) 4540 (4) 130.7 (6)
3rd Quarter 7.8 (7) 10.06 (7) 46.86 (6) 2513 (9)
4th Quarter 8.55 (9) 10.39 (10) 50.59 (10) 638.4 (18)
2006 Full Year 8.20 (24) 10.36 (25) 48.67 (23) 1,465.0 (42)
2007  1st Quarter 7.83 (8) 10.27 (8) 47.80 (8) 4035 (9)
2nd Quarter 7.94 (11) 10.27 (11) 46.02 (11) 718.6 (12)
3rd Quarter 7.90 (4) 10,02 (4) 48.34 (4) 119.1 (6)
2007 Year-To-Date 7.89 (23) 10.22 (23) 47.05 (23) 1,241.2 (27)
Gas Utilities--Summary Table*
1997 Full Year 9.13 (13) 11.29 (13) 47.78 (11) ~82.5 (21)
1998 Full Year 9.46 (10) 11.51 (10) 49.50 (10) 93.9 (20)
1999 Full Year 8.86 (9) 10.66 (9) 49.06 (9) 51.0 (14)
2000 Full Year 9.33 (13) 11.39 (12) 48.59 (12) 135.9 (20)
2001 Full Year 8.51 (6) 10.95 (7) 4396 (5) 114.0 (11)
2002 Full Year 8.80 (20) 11.03 (21) 48.29 (18) 303.6 (26)
2003 Full Year 8.75 (22) 10.99 (25) 49.93 (22) 260.1 (30)
2004 Full Year 8.34 (21) 10.59 (20) 45.90 (20) 303.5 (31)
2005 Full Year 8.25 (29) 10.46 (26) 48.66 (24) 458.4 (34)
2006 1st Quarter 8.62 (6) 10.63 (6) 51.18 (6) 138.7 (6)
2nd Quarter 7.98 (1) 10.50 (2) 44.38 (2) -4.8 (2)
3rd Quarter 8.15 (3) 1045 (3) 4719 (3) 38.8 (5)
4th Quarter 7.83 (6) 10.14 (5) 4428 (5) 271.3 (12)
2006 Full Year 8.20 (16) 10.43 (16) 47.43 (16) 444.0 (25)
2007 1st Quarter 8.36 (10) 10.44 (10) 48.33 (9) 158.4 (13)
2nd Quarter 8.41 (4) 10.15 (5) 51.77 (5) 69.6 (6)
3rd Quarter 7.75 (6) 9.99 (7) 46.46 (5) 229.2(11)
2007 Year-To-Date 8.18 (20) 10.23 (22) 48.75 (19) 457 .2 (30)

* Number of observations in each period indicated in parentheses.




4, RRA
ELECTRIC UTILITY DECISIONS
Common Test Year
ROR ROE Eq.as % & Amt.
Date Company (State) % % Cap. Str. Rate Base $ Mil.
1/5/07 Oklahoma Gas & Electric (AR) 5.36 10.00 32.33 * 12/05-YE 5.4 (B)
1/5/07 Puget Sound Energy (WA) 8.40 10.40 44.00 9/05-A -22.8
1/11/07 Metropolitan Edison (PA) 7.52 10.10 49.00 12/06-YE 58,7 (D)
1/11/07 Pennsylvania Electric (PA) 7.92 10.10 49.00 12/06-YE 50.2 (D)
1/11/07 Wisconsin Public Service (Wi) 8.63 (G) 10.90 57.46 12/07-A/P 56.7
1/12/07 Portland General Electric (OR) 8.29 10.10 50.00 (Hy)  12/07-A 20.5
1/19/07 Wisconsin Power and Light (W) 8.68 (G) 10.80 54.13 12/07-AIP 36.2
3/21/07 Pacific Gas and Electric (CA) - - - 12/07-A 1922 (B,1)
3/22/07 Rockland Electric (NJ) 7.83 9.75 46.51 12/06-YE 6.4 (B,D)
2007 1ST QUARTER: AVERAGES/TOTAL 7.83 10.27 47.80 403.5
MEDIAN 8.11 10.10 49.00 ——
OBSERVATIONS 8 8 8 9
5/15/07 Appalachian Power (VA) 7.36 10.00 4111 * 12/05-A 24.0
5/17/07 Aquila Netwoks-MPS (MO) 8.39 10.25 48.17 12/05-YE 452
5/17/07 Aquila Networks-L&P (MO) 8.93 10.25 48.17 12/05-YE 13.6
5/22/07 Monongahela Pow./Potomac Ed. (WV) 8.44 10.50 46.07 12/05-YE -6.2
5/22/07 Union Electric (MO) 7.94 10.20 52.22 6/06-YE 41.8
5/23/07 Nevada Power (NV) 9.06 10.70 47.29 6/06-YE 120.5
5/24/07 AEP Texas North (TX) — e e 6/06 13.7 (B,D)
5/25/07 Public Service of New Hampshire (NH) 7.55 9.67 47.66 12/05-A 50.1 (B,D)
6/15/07 Entergy Arkansas (AR) 5.58 9.90 3219* 6/06-YE -5.7
6/21/07 PacifiCorp (WA) 8.06 10.20 46.00 3/06-A 14.4
6/22/07 Appalachian Pow./Wheeling Pow. (WV) 7.67 10.50 42.88 12/06-YE 85.5 (B,2)
6/28/07 Arizona Public Service (AZ) 8.32 10.75 54.50 9/05-YE 321.7
2007 2ND QUARTER: AVERAGES/TOTAL 7.94 10.27 46.02 718.6
MEDIAN 8.06 10.25 47.29 —
OBSERVATIONS 1 11 11 12
7/3/07 El Paso Electric (NM) — — - 12/05-YE 55 (B)
7/12/07 National Grid (NH) 8.61 9.67 50.00 (Im) - -2.2 (B,D,Z)
7/19/07 Delmarva Power & Light (MD) 7.68 10.00 48.63 9/06-A 14.9 (D,3)
7/19/07 Potomac Electric Power (MD) 7.99 10.00 47.69 9/06-A 10.6 (D,3)
7/27/07 Southwestern Public Service (TX) - - -— 9/05 23.0 (B)
8/15/07 Southem Indiana Gas & Electric (IN) 7.32 10.40 47.05 * 3/06-YE 67.3 (B)
2007 3RD QUARTER: AVERAGES/TOTAL 7.90 10.02 48.34 1191
MEDIAN 7.84 10.00 48.16 —
OBSERVATIONS 4 4 4 6
2007 YEAR-TO-DATE: AVERAGES/TOTAL 7.89 10.22 47.05 1241.2
MEDIAN 7.99 10.20 47.69 —
OBSERVATIONS 23 23 23 27
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GAS UTILITY DECISIONS
Common Test Year
ROR ROE Eq.as % & Amt.
Date Company (State) % % Cap. Str. Rate Base $ Mil.
1/5/07 Puget Sound Energy (WA) 8.40 10.40 44.00 9/05-A 29.5
1/9/07 SEMCO Energy Gas (M!) 7.75 11.00 4294 * - 12.6 (B)
1/11/07 Wisconsin Public Service (W) 8.63 (G) 10.90 57.46 12/07-A/P 18.9
1/12/07 Cascade Natural Gas (WA) 8.85 e - - 7.1 (B)
1/19/07 Wisconsin Power and Light (Wl) 8.68 (G) 10.80 54.13 12/07-A/P -1.9
1/26/07 Fitchburg Gas & Electric (MA) - 10.00 — - 2.2 (B,2)
2/8/07 PPL Gas (PA) 8.44 10.40 51.79 (Hy) 12/06-YE 8.1
3/14/07 Connecticut Natural Gas (CT) 8.60 10.10 53.60 3/06-YE 14.4 (B)
3/15/07 Union Electric (MO) - -—- -- - 6.0 (B)
3/20/07 Delmarva Power & Light (DE) 7.73 10.25 46.90 3/08 9.0 (B,))
3/21/07 Pacific Gas and Electric (CA) — - - 12/07-A 20.5 (B,1)
3/22/07 Southem Union (MO) 8.60 10.50 36.06 (4) 12/05-YE 272
3/29/07 Atmos Energy (TX) 7.90 10.00 48.10 12/05-YE 4.8
2007 1ST QUARTER: AVERAGES/TOTAL 8.36 10.44 48.33 158.4
MEDIAN 8.52 10.40 48.10 —
OBSERVATIONS 10 10 9 13
5/16/07 Aquila (KS) e - - - 5.1 (B)
6/5/07 Cascade Naturai Gas (OR) - 10.10 45.00 e -0.7 (B)
6/13/07 Northern States Power (ND) 8.96 10.75 51.59 12/07-A 2.2 (B)
6/18/07 Public Service of Colorado (CO) 8.67 10.25 60.17 6/06-A 32.3 (B)
6/29/07 Yankee Gas Services (CT) 8.03 10.10 50.30 6/06-A 221 (B)
6/29/07 Public Service Co. of New Mexico (NM) 7.96 9.53 51.80 12/05-YE 8.6
2007 2ND QUARTER: AVERAGES/TOTAL 8.41 10.15 51.77 69.6
MEDIAN 8.35 10.10 51.59 -—
OBSERVATIONS 4 5 5 6
7/13/07 Arkansas Western Gas (AR) 6.06 9.50 34290 10/06-YE 5.8 (B)
7M9/07 Laclede Gas (MO) — - - — 33.1 (B)
7/24/07 Aquita (NE) 8.80 10.40 51.00 6/06-YE 9.2 ()
7/31/07 Atmos Energy (KY) — -— - — 5.5 (B)
8/1/07 Southem Indiana Gas & Electric (IN) 7.20 10.15 47.05* 3/06-YE 5.1 (B)
8/21/07 Consumers Energy (MI) — — - - 49.8 (Bp)
8/29/07 Columbia Gas of Kentucky (KY) — 10.50 — — 7.3 (B)
9/10/07 Northern States Power-Minnesota (MN) 8.37 9.71 51.98 12/07-A 14.4 ()
9/19/07 Washington Gas Light (VA) 8.41 10.00 - 12/05 3.9 B,))
9/20/07 Pacific Gas and Electric (CA) — - — e 27.6 (B,Z2,5)
9/25/07 Consolidated Edison of New York (NY) 7.63 9.70 48.00 9/08-A 67.5 (B,6)
2007 3RD QUARTER: AVERAGES/TOTAL 7.75 9.99 46.46 229.2
MEDIAN 8.00 10.00 48.00 -
OBSERVATIONS 6 7 5 11
2007 YEAR-TO-DATE: AVERAGES/TOTAL 8.18 10.23 48.75 457.2
MEDIAN 8.41 10.20 50.30 -
OBSERVATIONS 20 22 19 30




6. RRA
FOOTNOTES
A- Average
B- Order followed stipulation or settlement by the parties. Decision particulars not necssarily
precedent-setting or specifically adopted by the regulatory body.
Bp- Order followed partial stipulation or settiement by the parties. Decision particulars not necssarily
precedent-setting or specifically adopted by the regulatory body.
D- Applies to electric delivery only.
E- Estimated
G- Return on capital
Hy- Hypothetical capital structure utilized
I- Interim rates implemented prior to the issuance of final order, normally under bond and subject to refund.
Im-  Imputed capital structure utilized.
P- Partial inclusion of CWIP in rate base without AFUDC offset to income
YE- Year-end
Z- Rate change implemented in multiple steps.
* Capital structure includes cost-free items or tax credit balances at the overall rate of return.
(1) Rate increase effective retroactive to 1/1/07.
(2) Returns implicit in settlement.
(3) Rate increase effective retroactive to 6/16/07.
(4) Parent company capital structure utilized.
(5) Rate increases applicable to gas transmission and storage operations. Initial increase to be effective 1/1/08.

©)

Rate increase effective 10/1/07. Additional increases of $67.5 million to be effective 10/1/08 and 10/1/09.

Dennis Sperduto






Response to Question No. 8
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Conroy
LOUISVILLE GAS AND ELECTRIC COMPANY

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

Case No. 2007-00380
Question No. 8

Witness: Robert M. Conroy

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

Q-8. KRS 278.183(3) provides that during the 2-year review, the Commission shall, to
the extent appropriate, incorporate surcharge amounts found just and reasonable
into the existing base rates of the utility.

a. Provide the surcharge amount that LG&E believes should be incorporated into
its existing base rates. Include all supporting calculations, workpapers, and
assumptions.

b. The surcharge factor reflects a percentage of revenue approach, rather than a
per kWh approach. Taking this into consideration, explain how the surcharge
amount should be incorporated into LG&E’s base rates. Include any analysis
that LG&E believes supports its position.

c. Provide the Base Period Jurisdictional Environmental Surcharge Factor
(“BESF”) that reflects all environmental surcharge amounts previously
incorporated into existing base rates and the amount determined in part (a).
Include all supporting calculations, workpapers, and assumptions.

d. Does LG&E believe that there will need to be modifications to either the
surcharge mechanism or the monthly surcharge reports, other than a revision
to BESF, as a result of incorporating additional environmental surcharge
amounts into LG&E’s existing base rates? If yes, provide a detailed
explanation of the modifications and provide updated monthly surcharge
reports.

A-8. a. LG&E is proposing to roll-in $2,641,636 of environmental surcharge revenues
into base rates. Please see the attached schedule for the determination of the
roll-in amount.
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b. The Commission previously approved LG&E’s proposed roll-in methodology
in Case No. 2006-00130 which spread the amount of the roll-in to the energy
portion of rates RS, GS, TLE and SLE, and to the demand portion of all rates
that include a separately metered and billed demand component. Lighting
rates continue to be billed on a per-light basis. LG&E recommends that this
method be used to roll-in the current proposed amount of $2,641,636.

c. Attached is an illustrative calculation of the Base Period Jurisdictional
Environmental Surcharge Factor (“BESF”) using the 12-month period ending
February 2007. As discussed in the testimony of Mr. Robert Conroy, LG&E
will recalculate this rate following the Commission’s order in this proceeding
based upon the most recent 12-month period for which information is
available.

d. No. LG&E believes there is no need for any modifications to either the
surcharge mechanism or the monthly surcharge reports, other than a revision
to BESF, as a result of incorporating additional environmental surcharge
amounts into LG&E’s existing base rates.
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Louisville Gas And Electric Company

Calculation of ECR Roll-in At February 28, 2007

Calculation of Revenue Requirement for Roll-In:
Post-1994 Plan

Environmental Compliance Rate Base at Feb. 28, 2007
Pollution Control Plant in Service ES Form 2.00, February 2007 236,131,070
Poliution Control CWIP Excluding AFUDC ES Form 2.00, February 2007 4,330,066

Subtotal 240,461,136
Additions:
Mill Creek Deferred Debit ES Form 2.00, February 2007 2,134,844
Cash Working Capital Allowance ES Form 2.00, February 2007 318,442
Subtotal 2,453,286
Deductions:
Accumulated Depreciation on Pollution Control Plant ES Form 2.00, February 2007 15,446,430
Poliution Control Deferred Income Taxes ES Form 2.00, February 2007 8,268,198
Pollution Control Deferred Investment Tax Credit ES Form 2.00, February 2007 -
Subtotal 23,714,628
Environmental Compliance Rate Base $ 219,199,794
Rate of Return — Environmental Compliance Rate Base ES Form 1.10, February 2007 11.23%
Return on Environmental Compliance Rate Base $ 24,616,137

Pollution Control Operating Expenses

12 Month Depreciation and Amortization Expense See Support Schedule A 7,035,453
12 Month Taxes Other than Income Taxes See Support Schedule A 333,928
12 Month Operating and Maintenance Expense See Support Schedule A 1,885,219
12 Month Ash Dredging Expense See Support Schedule A 337,527
Total Pollution Control Operating Expenses 3 9,592,127
Gross Proceeds from By-Product & Allowance Sales See Support Schedule B 780,685

Total Company Environmental Surcharge Gross Revenue Requirement - Roll In Amount

Retumn on Environmenta!l Compliance Rate Base 24,616,137
Pollution Control Operating Expenses 9,592,127
Less Gross Proceeds from By-Product & Allowance Sales (780,685)
Roll In Amount $ 33,427,579
Jurisdictional Allocation Ratio - Roll In See Support Schedule C 76.7481%
Jurisdictional Revenues for 12 Months for Roll In See Support Schedule C 699,698,733

Roll In Jurisdictional Environmental Surcharge Factor:

Total Company Environmental Surcharge Gross Revenue Requirement - Roll In Amount $ 33,427,579
Jurisdictional Allocation Ratio -- Roll In 76.7481%
Jurisdictional Environmental Surcharge Gross Revenue Requirement — Gross Roll in Amount 25,655,027

Less Jurisdictional Environmental Revenue Previously Rolled In (Case No. 2006-00130) 23,013,392
Jurisdictional Environmental Surcharge Gross Revenue Requirement — Net Roll In Amount $ 2,641,636

Base Revenues for the 12-month Ending September 2007 $ 680,272,389

BESF, Gross Roll-in Amount 3.7713%



Attachment to Response to Question No. 8 (a) (c)

Page 2 of 2
Conroy
Support Schedule A
12 Month Balances for Selected Operating Expense Accounts
Filings
Depreciation &  Taxes Other than Ash Dredging  Adjustments
Amortization Income Taxes Operating and Maintenance Expense Expense to O&Mm* Total
Steam Plant FERC 502 FERC 506 FERC 512

Mar-06 572,400 27,915 68,407 3,416 18,947 - (31,047) 660,038
Apr-06 575,202 27,970 63,284 107,903 79,198 - (32,383) 821,174
May-06 580,951 27,761 57,097 146,621 52,719 8,444 (28,200) 845,393
Jun-06 583,093 27,761 61,709 211,183 19,544 15,647 (29,683) 889,154
Jul-08 583,093 27,761 65,231 188,304 41,760 21,046 (30,290) 896,905
Aug-06 583,093 27,761 56,337 258,625 29,557 26,069 (28,159) 953,283
Sep-06 586,375 27,734 60,746 139,705 5,986 36,087 (29,872) 826,761
Oct-06 590,828 27,734 64,860 66,210 1,362 36,087 (30,590) 756,491
Nov-06 590,828 27,734 59,660 4,063 44,008 40,439 (29,191) 737,541
Dec-06 594,705 27,775 52,998 45,806 37,509 48,814 (27,780) 779,827
Jan-07 597,372 28,011 55,042 (37,974) 7,295 48,814 (27,597) 670,963
Feb-07 597,513 28,011 22,320 44,864 5,709 56,180 - 754,597
less Base Rate amount - - -

Totals 7,035,453 333,928 687,691 1,178,726 343,594 337,527 (324,792) 9,692,127

* O&M adjustments to remove non-jurisdictional portions of Scrubber Operations at Trimble County Unit 1,
filed in February 2007 Expense Monthly Filing.

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

Total Proceeds
from Allowance Proceeds from By-  Total Afl Sale
Sales Product Sales Proceeds
ES Form 2.00 ES Form 2.00
Mar-06 - - -
Apr-06 - - -
May-06 780,685 - 780,685
Jun-06 - - -
Jul-08 - - -
Aug-06 - - -
Sep-06 - - -
Oct-06 - - -
Nov-08 - - -
Dec-06 - - -
Jan-07 - - -
Feb-07 - - -

Totals 780,685 - 780,685

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

KY Retail Total Company Base Customer,
Revenues, Excl. Revenues, Energy, and
Envir. Surch. Excluding Envir, KY Retail Demand
Revenues Surch. Revenues Allocation Ratio Revenue
KY Retaill Total
ES Form 3.00 ES Form 3.00 Company
Mar-06 $ 48810694 $ 58,658,611 83.2115% Oct-06 47,254,382
Apr-06 49,187,816 59,910,102 82.1027% Nov-06 45,920,174
May-06 50,396,520 69,708,752 72.2958% Dec-06 48,958,296
Jun-06 62,524,265 77,293,262 80.8923% Jan-07 52,623,761
Jul-06 70,727,009 89,533,838 78.9947% Feb-07 52,823,381
Aug-06 76,409,393 89,924,353 84.9707% Mar-07 49,838,057
Sep-06 67,393,141 80,714,728 83.4955% Apr-07 47,958,416
Oct-06 53,040,003 73,588,023 72.0770% May-07 50,072,346
Nov-06 49,787,574 81,409,590 61.1569% Jun-07 64,211,472
Dec-06 56,294,121 73,516,383 76.5736% Jul-07 69,893,379
Jan-07 57,049,841 80,533,681 70.8397% Aug-07 75,318,311
Feb-07 58,078,356 76,890,984 75.5334% Sep-07 75,400,414

Totals $ 699,698,733 & 911,682,307 76.7481% 680,272,389







LOUISVILLE GAS AND ELECTRIC COMPANY

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

Case No. 2007-00380
Question No. 9

Witness: Valerie L. Scott

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

Q-9.

A-9.

In Case No. 2000-00386, the Commission ordered that LG&E’s cost of debt and
preferred stock would be reviewed and re-established during the 6-month review
case. Provide the following information as of February 28, 2007:

a. The outstanding balances for long-term debt, short-term debt, preferred stock,
and common equity. Provide this information on total company and electric
operations bases.

b. The blended interest rates for long-term debt, short-term debt, and preferred
stock. Include all supporting calculations showing how these blended interest
rates were determined. If applicable, provide the blended interest rates on total
company and electric operations bases.

c. LG&E’s calculation of its weighted average cost of capital for environmental
surcharge purposes.

a. Please see the attachment.

b. Please see the attachment.

c. Please see the attachment.



Long-Term Debt
Short-Term Debt
Preferred Stock

Common Equity

Attachment to Response to Question No. 9 (a)

Louisville Gas and Electric Company
Outstanding Balances - Capitalization

As of February 28, 2007
2

Outstanding Balance
Total Company

3
Outstanding Balance
Electric Only
79.89%

819,304,000
58,398,000
70,424,594

1,113,132,571

654,541,966
46,654,162
56,262,208

889,281,611

Page 1 of 1
Scott



Attachment to Response to Question No. 9 (b)
Page 1 of 2
Scott

Louisville Gas and Electric Company
Blended Interest Rates
As of February 28, 2007

1
Blended Interest Rate
Total Company

1 Long-Term Debt 4.44%
2 Short-Term Debt 5.26%

3 Preferred Stock 5.08%



Attachment to Response to Question No. 9 (b)

Page 2 of 2
Scott
LOUISVILLE GAS AND ELECTRIC COMPANY
ANALYSIS OF THE EMBEDDED COST OF CAPITAL AT
February 28, 2007
LONG-TERM DEBT
Annualized Cost
Amortized Debt Amortized Loss- Embedded
Due Rate Principal Interest Issuance Expense  Premium Reagquired Debt Total Cost
Poltution Control Bonds - SECURED:
Series § 09/01/17 3.68000% * 31,000,000 1,140,800 12,552 - 11,472 1,164,824 3.760
Series T 09/01/17 3 64000% * 60,000,000 2,184,000 16,608 - 102,984 2,303.592 3840
Series U 08/15/13 3 64000% * 35,200,000 1,281,280 11,700 - 21912 1,314,892 3.740
Series Y - 2000 A JC 05/01/27 355000% * 25,000,000 887,500 23,904 - 81,024 992,428 3970
Series Z- 2000 A TC 08/01/30 3.59100% * 83,335,000 2,992,560 38,280 - 143,700 3,174,540 3810
Series AA- 2001 AJC 08/01/27 3.61070% * 10,104,000 364,825 19,836 - - 384,661 3810
Series BB - 2001 AJC 09/01/26 3.64000% * 22,500,000 819,000 9,876 - 77,424 906,300 4.030
Series CC-2001ATC 09/01/26 3.64000% * 27,500,000 1,001,000 10,740 - 65,400 1,077,140 3.920
Series DD - 2001 B JC 11/01/27 3 60000% * 35,000,000 1,260,000 10,944 - 49,056 1,320,000 3770
Series EE - 2001 BTC 11101127 3.60000% * 35,000,000 1,260,000 10,944 - 48,864 1,315,808 3770
Series FF - 2002 ATC 10/01/32 3.60930% * 41,665,000 1,503,815 36,840 - 55,812 1,596,467 3.830
Series GG - 2003 A JC 10/01/33 355000% * 128,000,000 4,544,000 112,956 - 190.308 4,847,264 3790
Series HH - 2005 A JC 02/01/35 3.44960% * 40,000,000 1,379,840 36,624 - 46,848 1,463,312 3660
Called Bonds - - - - 126,828 2 126,828 -
Interest Rate Swaps:
JP Morgan Chase Bank 11101720 1 1,819,476 - - - 1,819,476
Morgan Staniey Capitai Services 10/01/33 1 89,784 - - - 89,784
Morgan Stanley Capital Services 10/01/33 1 85,944 - - - 85,944
Bank of America 10/01/33 1 101,940 - - - 101,940
Wachovia 10/01/33 1 86,904 - - - 86,904
Notes Payable to Fidelia Corp 0413013 4 55% 100,000,000 4,550,000 - - - 4,550,000 4.550
Notes Payable to Fidelia Corp. 081613 5.31% 100,000,000 5,310,000 - - - 5,310,000 5310
Notes Payable to Fidelfa Corp. 01186/12 433% 25,000,000 1,082,500 - . - 1,082,500 4.330
A srily Red ble P d Stock:
$5.875 Series 07/15/08 5.8750% 20,000,000 1,175,000 56,844 - - 1,231,844 6.159
Total 819,304,000 34,920,168 408,648 - 1,021,632 36,350,448 4.437%
PREFERRED STOCK
Annualized Cost
Premium/ Adjusted Embedded
Rate Principal Expense Discount Gain Principal Dividends Cost
5% Series 5.0000% 21,507,175 ~ - 5,699 21,512,874 1,075,359 4999
Auction Rate 5.0000% 50,000,000 {1,088,280) - - 48911,720 2 500,000 5111
Total 71,507,175 (1,088,280! - 5,699 70,424,594 3,575,359 I 5.077%|
SHORT TERM DEBT
Annualized Cost
Embedded
Maturity Rate Principal Interest Expense Premium Loss Total Cost
Notes Payabie to Associated Gompany NA 5.260% * 58,398,000 3,071,735 - - - 3,071,735 5260
Total 58,398,000 3,071,735 - - - 3,071,735 I 5.260%'
* Composite rate at end of current month
1 Additional interest due to Swap Agreements: Fixed Variable
LG&E Swap Counterparty
Underlying Debt Being Hedged Notionat Amount Expiration of Swap Agreement Position Swap Position
Series Z - PCB 83,335,000 11/01/20 ToPay:  54956% BMA index
Series GG - PCB 32,000,000 10/01/33 ToPay: 3657% 68% of 1 mo LIBOR
Serles GG - PCB 32,000,000 10/01/33 ToPay:  3645% 68% of 1 mo LIBOR
Series GG - PCB 32,000,000 10/01/33 ToPay:  3695% 68% of 1 mo LIBOR
Series GG - PCB 32,000,000 10/01/33 To Pay: 3648% 68% of 1 mo LIBOR

211.335,000

2 Call premium and debt expense is being amartized over the remaining life of bonds due 10/1/09 and 6/1/15
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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)

3. Taxable income for Federal income tax
before production credit

4. Production tax credit

5. Less: Production tax credit (6% of Line 3)
6. Taxable income for Federal income tax

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

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

9. Gross-up Revenue Factor

10. Therefore, the composite rate is:
1. Federal

12. State

13. Total

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

5. State Income Tax

Attachment to Response to Question 9 (c)
Page 2 of 2
Scott

2007
Federal & State
Production Credit
W/ 6% 2007 State
Tax Rate Included
$ 100.0000

5.6604

94.3396
6%
5.6604

88.6792

31.0377

$ 36.6981

63.3019

31.0377%
5.6604%

36.6981%

$ 100.0000

5.6604

94.3396

6.0000%

5.6604







LOUISVILLE GAS AND ELECTRIC COMPANY

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

Case No. 2007-00380
Question No. 10

Witness: Robert M. Conroy

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

Q-10.

A-10.

In its January 31, 2007 Order in Case No. 2006-00130, the Commission noted
LG&E’s efforts at identifying and resolving internal issues related to the
preparation of the monthly surcharge filings. Provide a status report on LG&E’s
efforts to submit the most accurate and timely information available in its monthly
surcharge reports.

In addition to maintaining the Environmental Cost Recovery Surcharge Monthly
Filings Process Document filed in Case No. 2006-00130, LG&E continues to
refine the internal data transfer of information between departments related to the
monthly filing. The Companies have updated and modified the process document
to reflect the changes authorized in Case No. 2006-00208. The latest version of
this document is attached. In addition, internal monthly filing summaries and
check lists were created to quickly identify potential corrections prior to the actual
filings with the Commission The Companies have recently established internal
controls over the processes involved in developing the monthly ECR filing. This
includes controls over data entry cross-checks, protection on spreadsheets and
formulas used in spreadsheets and validation of the calculations by multiple staff
and management personnel. In addition, the Companies routinely audit the
process of the monthly ECR filings in order to identify any potential issues or
process improvenients.

Accurate monthly ECR filings continue to be the utmost importance to the
Company. The Company will continue to make timely corrections, as necessary,
to its monthly ECR filing while pursuing further improvements in its processes
for preparing the monthly filings.
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I. Introduction

This document is designed to assist in the understanding of the Environmental 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
development 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 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 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 monthly ECR filing and are subject
to KPSC oversight through the 6-month and 2-year review proceedings.
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II. Background

KRS 278.183 (See Appendix I) allows utilities to recover the “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” for approved projects as part of the
Company’s compliance plan. The utilities are entitled to earn a reasonable retum 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 Environmental 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 included 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 terms 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 II with a detailed
listing of those Capital and O&M projects approved by the KPSC shown in Appendix III.

During October 1994, Louisville Gas & Electric Company submitted an application
(Case No. 94-332) with the KPSC for authority to assess an ECR surcharge pursuant to
KRS 278.183. The KPSC on April 6, 1995 issued an order in Case No. 94-332 approving
full 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 KPSC in 1995
(‘1995 Plan”) in Case No. 1994-00332. The plan included capital projects for sulfur
dioxide (SO;) removal systems, low nitrogen oxide (NOy) burners, and fly ash.

On October 20, 2000, LG&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-month and 2-year reviews (Case No. 2002-00193), LG&E began
using the base-current methodology to calculate the monthly ECR factor in which a
portion of the approved environmental projects are “rolled-in” to base rates. LG&E’s
jurisdictional environmental surcharge revenue requirement through April 30, 2001 was
incorporated in the base period surcharge factor (“BESF”). This amount is then deducted
from current period surcharge factor (“CESF”) to determine the amount of the ECR to be
collected in the current billing month.

On August 12, 2002, LG&E filed an amended plan (“2003 Plan”) in Case No. 2002-
00147 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 LG&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 included 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, LG&E filed an amended plan (2005 Plan”) in Case No. 2004-
00421 to include seven additional projects necessary for environmental compliance. This
filing included the project 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
LG&E’s ECR. The KPSC issued an Order on January 31, 2007 approving the
incorporation, or roll-in, of $8,669,729 in environmental costs into base rates, with an
equivalent increase in the BESF to offset increases in base rates. Further, the January 31,
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, LG&E filed an amended 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 and environmental surcharge were approved by the KPSC
in 1994 (*“1994 Plan”) in Case No. 1993-00465. There were 15 capital projects associated
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with the 1994 Plan. The capital projects included a scrubber at Ghent Unit 1, ash pond &
precipitator enhancements, and other pollution control equipment.

On October 20, 2000, KU 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 emission limits mandated 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 Ghent 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 projects are ‘rolled-in” to base rates. KU’s
jurisdictional environmental surcharge revenue requirement through May 31, 2002 was
incorporated in the base period surcharge factor (“BESF”). 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 LG&E review period. The KPSC issued an Order on January 31,
2007 approving the incorporation, or roll-in, of $23,731,313 in environmental costs into
base rates, with an equivalent increase in the BESF to offset increases in base rates.
Further, the January 31, 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 environmental compliance. On 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 Identifying Projects to be included for recovery in Monthly Reporting

Upon issuance of a KPSC Order approving the Companies’ new ECR Plan filing, the
detailed listing of projects shown in Appendix III 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 AIP 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 monthly expenditures to include in the Monthly Reporting
filing made with the KPSC. No AIP 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 (LG&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 over/under recover of monthly surcharge due to timing
differences

ES Form 2.10
Plant in-service, accumulated depreciation, CWIP, 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 Form 2.31
Inventory of Emission Allowances (SO;) — Current Vintage Year, including a
separation between steam units and other power generation
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ES Form 2.32
Inventory of Emission Allowances (NOy) — 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 steam units and other power generation

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

ES Form 2.50
Pollution Control — Operations & Maintenance Expenses

ES Form 3.00
Monthly Average Revenue Computation of R(m) 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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III. Explanation of Forms

An example of each form for LG&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 equipment (not in base rates) as a percentage of the 12 month
average monthly retail revenue. The BESF represents KPSC 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 return on Environmental Compliance Rate Base
which includes Net Plant, CWIP, Limestone Inventory and Emission Allowance
Inventory in excess of the amount included in base rates, Cash Working Capital,
Accumulated Depreciation, and Deferred Income Taxes. Next, the Pollution
Control Operating Expenses and the Gross Proceeds From By-Products and
Allowance Sales from ES Form 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)(TR/(1-TR)))] + OE - BAS, where
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E(m) = Total Revenue Requirement

RB = Environmental Compliance Rate Base

ROR = Rate of Return on the Environmental Compliance Rate Base
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

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

RAR = Retail Allocation Ratio for Current Expense Month

ADJ = Adjustment for Over/(Under) Recovery for Monthly
True-Up

I

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:

Determination of Environmental Compliance Rate Base

Determination of Pollution Control Operating Expenses

Proceeds from By-Products and Allowance Sales

True-up Adjustment: Over/Under Recovery of Monthly Surcharge Due to
Timing Differences

N O R S

Section One: Determination of Environmental Compliance Rate Base
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All data in this section is formulaic. Total rate base is calculated using
inputs from ES Forms 2.10, 2.31, 2.32, 2.33 and 2.40.

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

1. Eligible Pollution Control Plant

2. Eligible Pollution Construction Work in Progress (CWIP)
excluding AFUDC

3. Addition to rate base: Inventory —Limestone and Emission
Allowances

4. 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)

6. Reduction to rate base: Accumulated Depreciation on Eligible
Pollution Control Plant

7. Reduction to rate base: Pollution Control Deferred Income Taxes

8. Reduction to rate base: Pollution Control Deferred Investment Tax
Credit (KU only, and beginning with KPSC Order in Case No.
2007-00178).

wn

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 (limestone 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 1n 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:

Monthly Operations & Maintenance Expense

Monthly Depreciation & Amortization Expense
Monthly Taxes Other than Income Taxes

Monthly Insurance Amount

Monthly Emission Allowance Expense

Amortization of Mill Creek Ash Dredging (LG&E Only)

R
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The above items are explained in detail in the sections for ES Forms 2.10,
2.31,2.32,2.33, and 2.50.

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

Section Three: Proceeds from By-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 Recovery of Monthly 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 forms are Eligible Plant in Service,
Eligible Accumulated Depreciation, CWIP Excluding AFUDC, Deferred Tax
Balance, Monthly Depreciation Expense, and Monthly Property Tax Expense.

A list 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
construction expenditures for all projects through the Oracle Fixed Assets System
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(OFAS) for all ECR approved projects. Construction costs are reported on ES
Form 2.10 as CWIP Excluding AFUDC. When the projects are complete,
Property Accounting reclassifies, or “unitizes” the assets from CWIP to Plant In
Service on 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 101, 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 Form 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 ~ SO,, 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 determine 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 governing 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 2.31, 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 158.

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 1/8™ 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 Ghent Units 1, 3, and
4; LG&E’s 2001 Plan recovers O&M expenses associated with NOy reduction at
Trimble County and at Mill Creek Units 3 and 4. KU’s 2005 Plan recovers O&M
expense associated with SO, reduction at the Ghent (Units 2, 3 and 4) and Brown
plants; LG&E’s 2005 Plan recovers O&M expenses associated with SO,
reduction at Trimble County and 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 SO; 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 i accounts 506104, 506105, 512101,
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 Form 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 Form 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 requirements 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 Monthly Filings/KU/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.

Open up the previous month file and save it as the current month file.

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.

W

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 1.00 and 1.10

ES Form 1.10
This form is formulaic.

Data Sources: ES Forms 2.00 and 3.00
ES Form 2.00

All sections of this form 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 Forms 2.10, 2.31, 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, CWIP, 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 ‘fs10”) in a folder called “ECR-LLG&E and KU” 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 KU / LGE ECR FILES / LGE ECR 2007 /
LGE ECR Filing January 2007 x1s.

Open up the previous month file and save it as the current month file.

. 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 AIP projects to one ECR Project.) Projects are added to
this worksheet as they are unitized and the dollars move from CWIP 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.

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 accumulated depreciation
amount. (Use % 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 monthly rate,
and then multiplying this amount times the number of months from the in
service date of the asset retired to the latest rate case date (Currently
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09/30/2003). (Again, use % for the first month’s depreciation). Once all
retirements are made relating to an ECR project, this number will not
change.

Column 4 “CWIP Amount” — Amounts for this column come from the
worksheet “CWIP Balance”. An Oracle Discoverer report is ran to
determine the CWIP 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.

Column 5 “Eligible Net Plant in Service” — This column is the total of the
column 2 minus column 3 plus column 4.

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.

Column “Deferred Tax Balance” — Amounts for the ECR addition projects
come from the worksheet “Recalculation”. These numbers 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 project 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 Accumulated 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 numbers do not
change during the current year.
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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 monthly 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 CWIP 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 11i
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 on project totals and not individual assets.

ES Form 2.30
This Form is formulaic.
Data Source: ES Forms 2.31, 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 monthly Steam Power & 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
month commitments from an Environmental Engineer in Environmental Affairs. An
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average price is calculated each month by dividing the prior month ending inventory
dollars by the prior month ending inventory units. The current month commitments are
multiplied by the average price to arrive at a utilized price for the current month. The
current month commitments 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
form 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 A ffairs

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 11™ 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 running a Discoverer report
for the O&M projects that have been approved. Once 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 512005-Scrubber Maintenance, Trimble
County is the only plant to date with recoverable charges for LG&E. The increased use
of limestone beyond the 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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W

. Update the column 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. The current month data is
linked to data in Form 3.10.

Data Source: ES Form 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.)

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 tarff.

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 revenues associated with the Company’s curtailable service
rider (CSR) are noted so that they may be subtracted from these revenues since
these items are not subject to the ECR mechanism

This spreadsheet is prepared on the fourth business day and shows monthly

unbilled revenue accrual totals ($ and MWH) by company (i.e. KU and ODP) by
revenue class. A running history of monthly unbilled revenue accrual totals are
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on this report which allows for easy calculation of net unbilled revenues for any
time period (e.g. monthly, quarterly, year-to-date, etc.)

6. The LG&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

(3)

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(1), 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.

The amount of the monthly environmental surcharge shall be filed with the commission 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
environmental 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 II
Amended Plan Composite Exhibits
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APPENDIX IV
LG&E Monthly Filing Forms



ES FORM 1.00

LOUISVILLE GAS AND ELECTRIC COMPANY
ENVIRONMENTAL SURCHARGE REPORT

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

MESF = CESF - BESF

Where:
CESF = Current Period Jurisdictional Environmental Surcharge Factor
BESF = Base Period Jurisdictional Environmental Surcharge Factor
Calculation of MESF:
CESF, from ES Form 1.10 = 5.63%
BESF, from Case No. 2006-00130 = 3.39%
= 2.24%

MESF

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

Submitted by:

Title: Manager, Rates

Date Submitted: May 25, 2007




LOUISVILLE GAS AND ELECTRIC COMPANY
ENVIRONMENTAL SURCHARGE REPORT

Calkculstion of Total E(m) and
Jurisdictional Surcharge Billing Factor
For the Expense Month of April 2007
Calculation of Total E(m)
E(m) = (RB/ 12) (ROR+ROR -DRXTRA1-TR)))] + OE - BAS, where
RB = Environmental Complisnce Rate Base
ROR = Rate of Return on the Environmental Compliance Rate Base
DR = Debt Rate (both short-texm and long-term debt)
TR ~ Composite Federal & State [ncome Tax Rate
OE = Pollution Control Operating Expenses
BAS = Total Proceeds from By-Product and Aliowance Sales
Environmental Complisnce Pians
RB = $ 220,919,210
RB/12 = 18,409,934
(ROR + (ROR - DR) (TR /(1 - TR))) = 11.23%
OE = 890,215
BAS = -
E(m) = $ 2,957,651
Cakulation of Jurisdictional Envir tal Surcharge Billing Factor
Jurisdictional Allocation Ratio for Expense Month = 82.96%
Jurisdictional E{m) = E(m) x Jurisdictional Allocation Ratio = 8 2,453,667
Adjustment for Monthly True-up (from Form 2.00) = 307,270
Adjustment for Under-collection, Case No. 2006-00130 576,005
Prior Period Adjustment (if necessary) =
Net Jurisdictional E(m) = Jurisdictional E(m) minus Adjustment for Monthly True-up
plus/minus Prior Period Adjustment = § 3,336,942
Jurisdictional R(m) = Average Monthly Jurisdictional Revenue for the 12
Months Ending with the Current Expense Month = 3 59,240,731
Jurisdictional Environmental Surcharge Billing Factor:
= 5.63%

Net Jurisdictional E(m) / Jurisdictional R(m) ; 3 8 % of Revenue

ES FORM L.10



LOUISVILLE GAS AND ELECTRIC COMPANY

ENVIRONMENTAL SURCHARGE REPORT

Revenue Requirements of Environmentsl Compliance Costs
For the Expense Moath of April 2007

Determination of Environmental Compliance Rate Base

Enviromental Compliance Plan

Eligible Pollution Control Plant

$ 236,131,070

Eligible Pollution CWIP Excluding AFUDC 7,446,899
Subtotal

Additions:;

Inventory - Emission Allowances per ES Form 2.31,2.32 and 2.33 -

Cash Working Capital Allowance 326,517

Deferred Debit Balance -- Mill Creek Ash Dredging 2,520,343
Subtotal

Deductions:

Accumulated Depreciation on Eligible Pollution Control Plant 16,725,792

Pollution Control Deferred Income Taxes 8,779,827

Subtotal

Environmental Compliance Rate Base

Determination of Pollution Control Operating Expenses

$ 243,577,969

2,846,860

25505613 |
§ 220519210 |

Enviromental
Compliance Plan

Monthly Operations & Maintenance Expense $ 194 681

Monthly Depreciation & Amortization Expense 597,513

Monthly Property and Other Applicable Taxes 28,011

Monthly Insurance Expense -

Monthly Emission Aliowance Expense from ES Form 2,31, 2.32 and 2.33 -

Monthly Permitting Fees -

Amortization of Monthly Mill Creek Ash Dredging 70,010
Less : Operating Expenses Associated with Retirements or Replacements
Qccuring Since Last Roll-In of Surcharge into Existing Rates

Total Pollution Control Operations Expense $ 890,215
Proceeds From By-Product and Allowance Sales
Total
Proceeds

Allowance Sales $ -
Scrubber By-Products Sales -
Total Proceeds from Sales s -

True-up Adjustment: Over/Under Recovery of Monthly Surcharge Due to Timing Differences

ES FORM 2.00

A. MESF for two months prior to Expense Month 0.83%

B. Net Jurisdictional E(m) for two months prior to Expense Month 2,460,710
C. Environmental Surcharge Revenue, current month (from ES Form 3.00) 444,925
D. Retail E(m) recovered through base rates (Base Revenues, ES Form 3.00 times 3.39%) 1,708,515
E. Over/(Under) Recovery due to Timing Differences (D + C) - B) (307,270)

Over-recoveries will be deducted from the Jurisdictiona} E(m); under-recoveries will be added to the Jurisdictional E(m)
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ES FORM 2.40

LOUISVILLE GAS AND ELECTRIC COMPANY

ENVIRONMENTAL SURCHARGE REPORT
O&M Expenses and Determination of Cash Working Capital Allowance

For the Month Ended: April 30, 2007

Environmental Compliance Plan

O&M Expenses Amount
11th Previous Month $ 264,880
10th Previous Month 307,983
9th Previous Month 316,341
8th Previous Month 370,587
7th Previous Month 242,524
6th Previous Month 168,518
Sth Previous Month 148,169
4th Previous Month 185,127
3rd Previous Month 73,177
2nd Previous Month 129,073
Previous Month 141,068
Current Month 264,691
Total 12 Month O&M $ 2,612,137

Determination of Working Capital Allowance
12 Months O&M Expenses $ 2,612,137

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

Pollution Control Cash Working Capital Allowance 3 326,517
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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 = Current Period Jurisdictional Environmental Surcharge Factor
BESF = Base Period Jurisdictional Environmental Surcharge Factor
Calculation of MESF:

CESF, from ES Form 1.10 =
BESF, from Case No. 2006-00129 =

MESF =

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

Submitted by:

Title: Manager, Rates

Date Submitted: May 25, 2007

7.51%
3.11%

4.40%



ES FORM 1.10

KENTUCKY UTILITIES COMPANY

ENVIRONMENTAL SURCHARGE REPORT
Cakulation of Total E{(m) and
Jurisdictional Surcharge Billing Factor

For the Expense Month of April 2007

Calculation of Total E(m)

E(m) = {(RB/ 12) (RORHROR -DRXTRA1-TR)))] + OF - BAS, where
= Environmental Complisnce Rate Base

ROR = Rate of Return on the Enviroomental Compliance Rate Base
DR = Dcbt Rate (both short-term and long-term debt)
TR = Composito Federal & State Income Tax Rate
OE = Pojlution Control Operating Expenses
BAS = Toual Proceeds from By-Product and Allowance Sales
Environmental Compliance Plans
RB = § 550,916,628
RB/12 = 45,909,119
(ROR + (ROR - DRY(TR /(1 - TR))) = 11.52%
OE = 770,850
BAS = -
E(m) = $ 6,059,650
Calculation of Jurisdictional Envir I Surcharge Billing Factor
Jurisdictional Allocation Ratio for Expense Month = 85.81%
Jurisdictional E(m) = E(m) x Jurisdictional Allocation Ratio = 3 5,199,786
Adjustment for Moathly True-up (from Form 2.00) = 369,439
Recovery of OMU NOx Expenditures (Case No. 2003-00434-Settlement
Agreement, Section 3.19, pg. 13) = 83,333
Prior Period Adjustment (if necessary) =
Recovery of under-collected ECR revenues, Case No. 2006-00129 = 399,374
Net Jurisdictional E(m) = Jurisdictional E(m) minus Adjustment for Monthly True-up
plus/minus Prior Period Adjustment = 8 6,051,932
Jurisdictional R{m) = Average Monthly Jurisdictional Revenue for the 12
Months Ending with the Current Expense Month = $ 80,637,289
Junisdictional Envirc ! Surcharge Billing Factor;
Net Jurisdictiona) E(m) / Jurisdictional R(m) ; as a % of Revenue = 751%




KENTUCKY UTILITIES COMPANY

ENVIRONMENTAL SURCHARGE REPORT

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

Determinstion of Environmental Compliance Rate Base

Enviromental Compliance Plan

Eligible Pollution Contro) Plant

§  240.437.831

Eligible Pollution CWIP Excluding AFUDC

Subtotal

Additions:

Inventory - Limestone

357,967,992

Less: Limestone Inventory in base rates

Inventory - Emission Alfowances per ES Form 2.31, 2.32 and 2.33

1,133,393

Less: Allowance Inventory Baseline

69,415

Net Emission Allowance Inventory

1,063,978

Cash Working Capital Allowance

Subtotal

Deductions:

Accumulated Depreciation on Eligible Pollution Control Plant

171,305

17,778,339

Pollution Contro} Deferred Income Taxes

Subtotal

Environmental Compliance Rate Base

Determination of Pollution Control Operating Expenses

30,946,139

$

$

598,405,823

1,235,283

48724478
550,916,628

Enviromental
Compliance Plan

Monthly Operations & Maintenance Expense

5

131,151

Monthly Depreciation & Amortization Expense

495,449

Monthly Taxes Other Than Income Taxes

53478

Monthly Insurance Expense

Monthly Emission Allowance Expense from ES Form 2.31,2.32 and 2.33

95,634

Less Monthly Emission Allowance Expense in base rates (1/12 of $58,345.76)

4,862

Net Recoverable Emission Allowance Expense

Monthiy Surcharge Consultant Fee

Total Pollution Control Operations Expense

90,772

770,850

Proceeds From By-Product and Allowance Sales

Total
Proceeds

Allowance Sales

Scrubber By-Products Sales

Total Proceeds from Sales

True-up Adjustment: Over/Under Recovery of Monthly Surcharge Due to Timing Differences

ES FORM 2.00

A. MESF for two months prior to Expense Month 1.80%

B. Net Jurisdictional E{m) for two months prior to Expense Month 3,877,344
C. Environmental Surcharge Revenue, current month (from ES Form 3.00) 1,389,996
D. Retail E(m) recovered through base rates (Base Revenues, ES Form 3.00 times 3.11%) 2,117,909
E. Over/(Under) Recovery due to Timing Differences (D + C) - B) (369,439)

QOver-recoveries will be deducted from the Jurisdictional E(m), under-recoveries will be added to the Jurisdictional E(m)
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ES FORM 2.40

KENTUCKY UTILITIES COMPANY

ENVIRONMENTAL SURCHARGE REPORT
O&M Expenses and Determination of Cash Working Capital Allewance

For the Month Ended: April 30,2007

Environmental Compliance Plan

O&M Expenses Amount
11th Previous Month $ 193,745
10th Previous Month 183,156
9th Previous Month 91,117
8th Previous Month 305,122
7th Previous Month 63,046
6th Previous Month 165,000
5th Previous Month 3,174
4th Previous Month 182,825
3rd Previous Month 2,505
2nd Previous Month 5,975
Previous Month 43,620
Current Month 131,151
Total 12 Month O&M $ 1,370,436

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

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

Pollution Control Cash Working Capital Allowance $ 171,305
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APPENDIX VI
Timeline of Data Input Requirement
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Attachment 1



Communicate Details of

File ECR for Original Environmental Compliance
Plan per KRS 2781830

\pproval Plan %
State Regulation & Rates

Department | Involvement

Develop Detsiled Listing of Generation -

Data Transfer
(to State Reguiation
and Rates)

Revise

Amend ECR Plan

Monthly Forms
(all ES Forms Submitted to
KY PSC Monthly)

> mmgspweﬁ,ﬁ.u» R

»] ESFom 2402250,

»! £5 Fom3.0083:40

KY PSC 2 Year Review
1o Establish BESF. -

ESFom 110

Lest Rolbn .,

o] EsFom100:

MESF ;
Monthly ECR
Bitling Factor used
on Customer Bills’.




