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Dear Mr. DeRouen: 

Please find enclosed and accept for fi li ng pursuant to KRS 278.285 an original 
and ten copies of Louisville Gas and Electric Company's and Kentucky 
Utilities Company's Jo int Application and Demand-Side Management and 
Energy Efficiency Program Plan. 

The ten copies include a hard copy of Volume I and a CD that includes an 
electronic copy of Volumes II , III and IV. In addition, the Companies have 
provided one CD with an electronic copy of all vo lumes to assist the 
Commission in up loading this infonnation to the Commission's website. 

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

Sincerely. 

Rick E. Lovekamp 
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PO Box 32010 

louisville, Kentucky 40232 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: ) 

RECEIVED 
APR 1 4 lOll 

PUBLIC SERVICE 
COMMISSION 

) 
JOINT APPLICATION OF LOUISVILLE GAS ) 
AND ELECTRIC COMPANY AND KENTUCKY ) 
UTILITIES COMPANY FOR REVIEW,) 
MODIFICATION, AND CONTINUATION OF ) 

CASE NO. 2011-__ _ 

EXISTING, AND ADDITION OF NEW,) 
DEMAND-SIDE MANAGEMENT AND) 
ENERGY-EFFICIENCY PROGRAMS ) 

JOINT APPLICATION 

Louisville Gas and Electric Company ("LG&E") and Kentucky Utilities Company 

("KU") (collecti vely "the Companies") hereby petition the Kentucky Public Service Commission 

("Commission") pursuant to KRS 278.285 to issue an Order approving their proposed Demand-

Side Management and Energy Efficiency Program Plan ("Program Plan") and the proposed 

Demand Side Management ("DSM") cost recovery tariffs filed herein that wi ll pennit recovery 

of the costs associated with the proposed programs. The Companies respectfully request the 

Commission to issue a final order in this proceeding by October 13,20 11 , with the Companies' 

revised tariff sheets to be effective six weeks after the date of the Commission's final order 

approving them. 

In support of this Application, the Companies respectfully state: 

J. Addresses: Applicant LG&E's full name and post office address is: Louisville 

Gas and Electric Company, 220 West Main Street, Post Office Box 32010, Louisville, Kentucky 

40202. 

Appl icant KU's full name and business address is: Kentucky Uti lities Company, One 

Quali ty Street, Lexington, Kentucky 40507. KU's mailing address is Kentucky Utilities 



Company c/o Louisville Gas and Electric Company, 220 West Main Street, Post Office Box 

320 I 0, Louisville, Kentucky 40202. 

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

is on file with the Commission in Case No. 2010-00204,ln the Matter of' The Joint Application 

of PPL Corporation. E.ON AG, E.ON u.s. Investments Corp., E.ON u.s. LLC, Louisville Gas & 

Electric Company and Kentucky Utilities Company Jor Approval of an Acquisition oj Ownership 

and Control oj Utilities and is incorporated by reference herein pursuant to 807 KAR 5:001, 

Section 8(3). 

Likewise, a cert ified copy of KU's current Articles of Incorporation is on file with the 

Commission in Case No. 2010-00204, In the Matter of' The Joint Application of PPL 

Corporation, E.ON AG, E.ON Us. Investments Corp., E.ON Us. LLC, Louisville Gas and 

Electric Company and Kentucky Utilities Company for Approval oj an Acquisition oj Ownership 

and Control oj Utilities and is incorporated by reference herein pursuant to 807 KAR 5:001, 

Section 8(3). 

3. LG&E is a public utility, as defined in KRS 278.010(3)(a), engaged in the electric 

and gas business. LG&E generates and purchases electricity, and distributes and sells electricity 

at retail in Jefferson County and portions of Bullitt, Hardin, Henry, Meade, Oldham, Shelby, 

Spencer, and Trimble Counties. LG&E also purchases, stores, and transports natural gas, and 

distributes and sells natural gas at retail in Jefferson County and portions of Barren, Bullitt, 

Green, Hardin, Hart, Henry, Larue, Marion, Meade, Metcalfe, Nelson, Oldham, Shelby, Spencer, 

Trimble, and Washington Counties. 
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4. KU is a public utility, as defined in KRS 278.0 10(3)(a), engaged in the electric 

business. KU generates and purchases electricity. and distributes and sells electricity at retail in 

the following counties in Central, Northern, Southeastern and Western Kentucky: 

Adair Edmonson Jessamine Ohio 
Anderson Estill Knox Oldham 
Ballard Fayette Larue Owen 
Barren Fleming Laurel Pend leton 
Bath Franklin Lee Pulaski 
Sell Fulton Lincoln Robertson 
Bourbon Gallatin Livingston Rockcastle 
Boyle Garrard Lyon Rowan 
Bracken Grant Madison Russell 
Bu llitt Grayson Marion Scott 
Ca ldwe ll Green Mason Shelby 
Campbell Hard in McCracken Spencer 
Carli sle Harlan McCreary Tay lor 
Carroll Harrison McLean Trimble 
Casey Hart Mercer Union 
Christian Henderson Montgomery Washington 
Clark Henry Muhlenberg Webster 
Clay Hickman Nelson Whitley 
Crittenden Hopkins Nicholas Woodford 
Daviess 

5. Copies of all orders, pleadings and other communications related to this 

proceeding should be directed to: 

Lonnie E. Bellar 
Vice President. State Regulation and Rates 

LG&E and KU Services Company 
220 West Main Street 

Louisville. Kentucky 40202 
(502) 627-4830 

Allyson K. Sturgeon 
Senior Corporate Attorney 

LG&E and KU Services Company 
220 West Main Street 

Louisville, Kentucky 40202 
(502) 627-2088 
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Kendrick R. Riggs 
W. Duncan Crosby III 

Barry L. Dunn 
Stoll Keenon Ogden PLLC 

2000 PNC Plaza 
500 West Jefferson Street 

Louisville, Kentucky 40202 
(502) 333-6000 

This Commission and Other Kentucky Leaders Have Emphasized the Need for Greater 
Demand-Side ManagementlEnergy Efficiency Proeram Development and Deployment 

6. The Commission recently expressed its clear desire to see greater development 

and deployment of DSMIEE programs in its February 17, 20 11 Final Order in Case No. 2010-

00222: 

The Commission believes that conservation, energy efficiency and 
DSM, generally, will become more important and cost-effective as 
there will likely be more constraints placed upon utilities whose 
main source of suppl y is coal-based generation. 

[TJhe Commission believes that it is appropriate to strongly 
encourage Meade, and all other electric energy providers, to make 
a greater effort to offer cost-effective DSM and other energy 
ffi 

. I 
e IClency programs. 

In November 2008, Governor Beshear's administration released a report entitled, 

"Intelligent Energy Choices for Kentucky'S Future." The report outlines seven strategies to 

diversify sources of energy, conserve energy, and become more energy-efficient to reduce 

demand. The very fi rst strategy stated in the Governor's report is, "Strategy I : Improve the 

Energy Efficiency of Kentucky's Homes, Buildings, Industries, and Transportation Fleet," with a 

! In the Mauer of Application of Meade County Rural Electric Cooperative Corporal ion to AdjUSf Electric Rates, 
Case No. 20 10-00222, Order al 15-16 (Feb. 17,20 II ). 
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strategic goal of having "[e]nergy efficiency ... offset at least 18 percent of Kentucky's projected 

2025 energy demand.,,2 

To continue the work begun in the 2008 report, the Secretary of the Kentucky Energy and 

Environment Cabinet, Dr. Len Peters, convened the Kentucky Climate Action Plan Council in 

January 20 I 0 to build upon selected provisions of the seven-point strategy and to "focus 

attention on creating opportunities to build on Kentucky's progress to date to become more 

energy efficient, to reduce dependence on foreign oil, to enhance the nation 's energy security, to 

promote new energy related technologies, and to enhance economic opportunities in Kentucky. ,,3 

This fi ling proposing new and expanded Demand-Side ManagementlEnergy Efficiency 

Programs furthers the goals expressed by the Commission, the Governor, and Secretary Peters. 

Current and Proposed Demand-Side ManagementlEnergy Efficiency Programs 

7. Pursuant to the Commission's March 31, 2008 Order in Case No. 2007-00319, the 

Companies are currently operating a suite of demand-side management and energy effic iency 

("DSMlEE") programs for the benefit of their residential and commercial customers. The 

programs are: 

• Residential and Commercial Load Management / Demand Conservation Program 

• Commercial Conservation / Commercial Incentive Program 

• Residential Conservation / Home Energy Performance Program 

• Residential Low Income Weatherization Program (WeCare) 

• Program Development and Administration 

• Residential High Effic iency Lighting 

• Residential New Construction 

2 Inte lligent Energy Choices for Kentucky'S Future at v-vi. Available at: 
http: //www .purchaseadd.orglfi lcslpdf/pacrolfinal_ energy_strategy _ for_kentucky .pdf 
l Available at http://www.kycl imatechange.us. 
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• Residential and Commercial HV AC Diagnostic and Tune Up 

• Customer Education and Public Information 

• Dealer Referral Network 

The Commission has approved budgets and cost recovery for these programs through 

December 31, 2014. To date, these programs have produced cumulative energy savings of 

207,900 MWh, 4 million ccf, and a cumulative demand reduction of 182 MW. 

8. On April 21, 2008, the Companies filed with the Commission their triennial Joint 

Integrated Resource Plan ("2008 IRP") in Case No. 2008-00148. As with their prior IRPs, in the 

2008 lRP the Companies considered possible additional DSMlEE programs to be drawn upon as 

future resources. There were a total of 80 DSMlEE programs that were assessed for inclusion 

into the 2008 IRP. Each program was evaluated using a two-step process. The first step was 

quali tative in nature, where each program was evaluated based on predetermined criteria. The 

DSMlEE programs that passed this initial step underwent a second step of screening that was 

quantitative in nature. The DSMlEE programs that passed the quantitative screening process 

were evaluated with supply side alternatives. Included among the possible new DSMlEE 

programs reviewed were residential rebates for window films and secondary refrigerator 

removal. 

9. Prompted by the 2008 IRP and the Companies' ongomg revIew of current 

DSMIEE programs and research into possible new programs, the Companies began formulating 

concepts for enhanced and additional DSMfEE programs in 2009. Through additional 

quantitative screening of the initial 80 DSM/EE programs that were assessed for inclusion in the 

2008 IRP, the Companies presented a more refined set of 17 program enhancements and 

proposals to their Energy Efficiency Advisory Group in September 2009 to obtain feedback 

about their existing and proposed programs. The invitees included representatives from the 
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Attorney General's office, Governor's Office of Energy Policy, low-income advocacy groups, 

governmental environmental protection agencies, and businesses. The group reviewed 17 

enhancements and new programs, finding 10 of them to be useful, relevant, and a prudent use of 

consumer dollars. 

Based on feedback from the September 2009 meeting, the Companies conducted further 

analysis on the 10 identified programs. When additional analysis was completed, the Companies 

held another meeting in July 2010 with the Energy Efficiency Advisory Group to obtain further 

feedback. In this meeting, the group was provided an overview of the 10 programs that were 

analyzed for inclusion in this Application. 

The third opportunity for the Companies to communicate with representatives of various 

customer groups came in November and December of 2010. During this time, the Companies 

met individually with the Attorney General, low-income advocacy groups, community action 

counci ls, Kentucky Department for Energy Development and Independence, Kentucky School 

Board Association, American Association of Retired Persons, and the Energy Efficiency 

Advisory Group. 

The eight enhancements and new programs presented in the Companies' Application in 

this proceeding are, therefore, a result of the combined effort of the Companies and the Energy 

Efficiency Advisory Group. 

10. In addition to the analysis provided in the 2008 IRP and the collaborative effort 

described above, the Companies applied to their existing and proposed DSMlEE programs the 

industry-standard cost-benefit tests set out in the California Standard Practice Manual, which the 

Commission explicitly requires uti lities to apply: "Any new DSM program or change to an 

existing DSM program shall be supported by ... [t]he results of the four traditional DSM cost-
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benefit tests [Participant, Total Resource Cost, Ratepayer Impact, and Utility Cost tests].'.4 Each 

of the new and enhanced programs proposed in this Application passed the Participant and Total 

Resource Cost tests. 

11 . On the basis of the above-described analyses and collaboration, the Companies 

propose to enhance and extend for an additional seven years the following existing DSMIEE 

programs: Residential and Commercial Load Management / Demand Conservation Program, 

Commercial Conservation / Commercial Incentive Program, Residential Conservation / Home 

Energy Perfonnance Program, Residential Low Income Weatherization Program (WeCare), and 

Program Development and Administration. 

The Companies further propose to add the following new DSMlEE programs to their 

current offerings: Smart Energy Profile Program, Residential Incentive Program, and the 

Residential Refrigerator Removal Program. 

All of these new and enhanced programs are described more fully in the Direct 

Testimony of Michael E. Hornung and the Demand-Side Management and Energy Efficiency 

Program Plan. 

12. The Companies propose not to change or amend the remaining existing programs: 

Residential High Efficiency Lighting, Residential New Construction, Residential and 

Commercial HV AC Diagnostic and Tune Up, Customer Education and Public lnfonnation, and 

the Dealer Referral Network. Rather, the Companies propose to allow these programs to remain 

in effect with their Commission-approved budgets through December 3 1,2014 (as approved by 

the Commission in Case No. 2007-00319). Each of these programs is a "market transformation 

program" that will achieve the desired market transfonnation by the end of 20 14, or is currently 

4 In /he Mat1er of the Joint Applica/ion of/he Members of /he Louisville Gas and Electric Company Demand-Side 
Management Collaborative for the Review, Modificalion, and Continuation of the Collaborative, DSM Programs, 
and Cost Recovery Mechanism, Case No. \997-00083 , Order at 20 (April 27, \998). 
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operating satisfactorily within its approved program design but does not appear to warrant 

extension beyond the end of 2014 (or both); therefore these programs do not warrant 

enhancements or extensions at this time. 

13. The Companies project that over the lives of the existing and proposed programs 

contained in the seven-year plan customers will reduce demand by 309 MW from year one 

through year seven, and realize a total energy savings from year one through year seven of 1,411 

GWh. To achieve those benefits, the Companies project a total DSMlEE portfolio cost of$263.8 

million from year one through year seven, with an annual budget ranging from $32.1 million to 

$44.4 million. 

14. The Companies project that the monthly bill impact for year one of the new 

DSMlEE programs and program enhancements will be $2.06 for LG&E residential electric 

customers and $2.41 for KU residential electric customers using 1,000 kWh per month as 

depicted in the proposed tariffs attached in this filing. The current DSMlEE charge for LG&E 

residential electric customers is $2.00 and $2. 17 for KU residential electric customers. The 

Companies project that the monthly gas bill impact for year one of the new DSMlEE programs 

and program enhancements will be $1.68 for LG&E residential gas customers using 70 Ccfper 

month as depicted in the proposed tariffs attached in this filing. The current DSM/EE charge for 

LG&E residential gas customers is $1.23. 

Proposed Changes to the DSM Cost Recovery Mechanism 

15. The Companies' proposed DSM tariffs contain separate cost recovery 

mechanisms for the Companies. The proposed DSMlEE programs will be operated as one group 

of programs available to the Companies' customers. Though the programs will operate as "one" 

from the customers' perspective, separate accounting will allow for the proper recovery of the 
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Demand-Side Management Cost Recovery Mechanism components from each utility's 

individual customers within the appropriate rate classes. 

16. The DSM Cost Recovery Mechanism is a means to recover all applicable costs 

related to DSMlEE programs the Commission approves. The mechanism is a mandatory 

schedule (except for the statutory provisions allowing industrial customers to opt out) and the 

monthly amount calculated is adjusted by the DSM Cost Recovery Component (DSMRC) at a 

rate per kWh of monthly consumption. The calculat ion currently consists of the following four 

components: 

( I) DSM Cost Recovery (OCR): All expected program costs such as evaluation, developing, 
planning, implementing, and monitoring. 

(2) DSM Revenue from Lost Sales (DRLS): Reduced energy consumption related to DSM 
program implementation. These are avai lable to each program for thirty-six months or until 
implementation of new rates. 

(3) DSM Incentive (DSMI): The minimum of 15% of net resource savings (energy and 
capacity) from the approved program or 5% of program expenditures. Incentives for Energy 
Education Programs are simply 5% of program expenditures. 

(4) DSM Balancing Adjustment (DBA): Annual reconciliation between the amounts of 
revenue actually billed versus the revenues that should have been billed, plus interest. 

The DSMRC is based on the following fonnula: 

DSMRC ~ DCR + DRLS + DSMI + DBA 

The Companies do not propose to change any of the four existing components of the 

DSMRC calculation above, including the DSM incentive. 

17. The current DSM Cost Recovery Mechanism does not account for any Company-

owned capital assets to be used in advancement of energy efficiency throughout the service 
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territory. The Companies now propose to add a fifth element to the DSMRC to account for the 

capital expenditure needed to develop the Residential and Commercial Load Management / 

Demand Conservation Program included in the Demand-Side Management and Energy 

Efficiency Program Plan. The proposed added element, to be defined as the DSM Capital Cost 

Recovery ("DCCR"), would allow the Companies to eam an approved return on equity 

exclusively for the capital expenditures outlined within that program. The Companies propose a 

10.50% return on equity for capital invested for this program, which is the midpoint of the range 

of returns on equity that was stipulated as reasonable in the Companies' most recent rate cases.5 

It is also well within the range of returns on equity the Commission found reasonable in the 

Companies' most recent base rate cases.6 and other data, including other Commission orders, 

support the reasonableness of the Companies' proposed return on equity. 

The DSMRC with a rate of return on capital investment would fo llow this fonnula: 

DSMRC = DCR + DRLS + DSMI + DBA + DCCR 

Lonnie E. Bellar is sponsoring the Companies' revised DSMlEE tariffs, which are 

attached to his direct testimony as Exhibit LEB-l. 

18. The proposed tariffs assume an effective date of May 14,2011 ; however, the 

Companies request that the tariffs not be effective retroactively. Rather, the Companies request 

S In the Malter of Application of Kentucky Utilities Company for an Adjustment of Base Rates, Case No. 2009-
00548, Order at 34 and Appx. A at 4 (July 30, 2010); In the Malter of Application of Louisville Gas and Electric 
Company for an Adjustment of Electric and Gas Base Rates, Case No. 2009-00549, Order at 37 and Appx. A at 4 
IJuly 30, 2010). 

In the Malter of Application of Kentucky Utilities Company for an Adjustment of Base Rates, Case No. 2009-
00548, Order at 3 1 (July 30, 20 10) ("After weighing all the evidence of record, the Commission finds that KU's 
required ROE for electric operations fall s within a range of 9.75 to 10.75 percent with a midpoint of 10.25 
percent."); In the Matter of Application of Louisville Gas and Electric Company for an Adjustment of Electric and 
Gas Base Rates, Case No. 2009-00549, Order at 33 (July 30, 2010) ("After weighing all the evidence of record, the 
Commission finds that LG&E's required ROE for both electric and gas operations falls with in a range of 9.75 to 
10.75 percent with a midpoint of 10.25 percent."). 
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the program budgets and metrics, once approved, be prorated to begin six weeks fo llowing the 

date of the Commission's Order approving this Application, so that any remaining balance from 

the calendar year one budget may be applied to an eighth calendar year of program activities, 

allowing the approved budgets to cover a full seven years of programming. 

19. The Companies further respectfully request the Commission to issue a final order 

in this proceeding by October 13, 20 11 , with the Companies' revised tariff sheets to be effective 

six weeks after the date of the Commission's final order approving them. 

WHEREFORE, Louisville Gas and Electric Company and Kentucky Util ities Company 

respectfully request the Commission to issue an order approving the Companies' Demand-Side 

Management and Energy Efficiency Program Plan and the proposed revised Demand Side 

Management cost recovery tariffs by October 13, 2011 , with the Companies' revised tariff sheets 

to be effective six weeks after the date of the Commission's final order approving them. 
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Dated: April 14,2011 

993077 57)0711662369.) 

Respectfully submitted, 

()AM!y~K~ 
Kendrick R. Riggs 
W. Duncan Crosby III 
Barry L. Dunn 
Stoll Keenon Ogden PLLC 
2000 PNC Plaza 
500 West Jefferson Street 
Louisville, Kentucky 40202 
Telephone: (502) 333-6000 

Allyson K. Sturgeon 
Senior Corporate Attorney 
LG&E and KU Services Company 
220 West Main Street 
Louisville, KY 40202 
Telephone: (502) 627-2088 

Counsel for Louisville Gas and Electric Company 
and Kentucky Utilities Company 

13 



CERTIFICATE OF SERVICE 

The undersigned hereby certifies that a true and correct copy of the foregoing Joint 
Application was served on the following persons on the 14th day of Apri l, 20 11 , by U.S. mail, 
postage prepaid: 

Dennis G. Howard II 
Lawrence W. Cook 
Assistant Attorneys General 
Office of the Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive, Suite 200 
Frankfort, KY 40601-8204 

Iris O. Skidmore 
Bates & Skidmore 
415 W. Main St., Suite 2 
Frankfort, KY 4060 I 

Tom FitzGerald 
P.O. Box 1070 
Frankfort, KY 40602 

Lauren Anderson 
Metro Air Pollution Control District 
850 Barret A venue #205 
Louisville, KY 40204 

Richard Meisenhelder 
Environmental Sustainability Program Manager 
Kentucky Pollution Prevention Center 
University of Louisville 
Louisville, K Y 40292 

Bob Weiss 
Executive Vice President 
Home Builders Association of Kentucky 
1040 Burlington Lane 
Frankfort, KY 40601 

Michael L. Kurtz 
Boehm, Kurtz & Lowry 
36 East Seventh Street, Suite 1510 
Cincinnati. OH 45202 

Lisa Kilkelly 
Eileen Ordover 
Legal Aid Society 
416 West Muhammad Ali Blvd. Suite 300 
Louisville, KY 40202 

David C. Brown. Esq. 
Stites & Harbison, PLLC 
400 W. Market Street, Suite 1800 
Louisville, KY 40202 

Karen Reagor, State Director 
Kentucky National Energy Education 

Development Project 
P. O. Box 176055 
Covington, KY 41017 

Lee Colton 
Division of Energy Efficiency and Conservation 
500 Mero Street 
Capital Plaza Tower, 12th Floor 
Frankfort, KY 4060 I 

Dan McKenzie 
Energy Director 
Community Action Kentucky 
101 Burch Court 
Fnankfort, KY 40601 



Lora Werner 
Director Member Services 
Home Builders Association of Kentucky 
1040 Burlington Lane 
Frankfort, KY 40601 

Ron Willhite 
Director, School Energy Managers Project 
Kentucky School Board Association 
260 Democrat Drive 
Frankfort, KY 40601 

Brent Fryrear 
CHMM, Director 
Partnership for a Green City 
100-0 Jouett Hall 
University of Louisville 
Louisville, KY 40292 

John Davies 
Governor's Office of Energy Policy 
Division of Energy 
663 Teton Trail 
Frankfort, KY 40601 

~K~ Counsel Louisville Gas an Electnc 
Company and Kentucky Utilities Company 



M
r.B
ellar



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter or: ) 
) 

JOINT APPLICATION OF LOUISVILLE GAS ) 
AND ELECTRIC COMPANY AND KENTUCKY ) 
UTILITIES COMPANY FOR REVIEW, ) CASE NO. 2011-· __ _ 
MODIFICATION, AND CONTINUATION OF ) 
EXISTING, AND ADDITION OF NEW, ) 
DEMAND-SIDE MANAGEMENT AND ) 
ENERGY-EFFICIENCY PROGRAMS ) 

DIRECT TESTIMONY OF 
LONNIE E. BELLAR 

VICE PRESIDENT OF STATE REGULATION AND RATES 
LOUISVILLE GAS AND ELECTRIC COMPANY 

AND KENTUCKY UTILITI ES COMPANY 

Filed: April 14, 2011 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, position, and business address. 

My name is Lonnie E. Bellar. J am the Vice President of State Regulation and Rates 

for Louisville Gas and Electric Company ("LG&E") and Kentucky Utilities ("KU") 

(collectively, "Companies") and an employee of LG&E and KU Services Company, 

which provides services to LG&E and KU. My business address is 220 West Main 

Street, Louisville, Kentucky. A statement of my qualifications and work experience 

is attached as Appendix A. 

Have you previously testified before the Kentucky Public Service Commission? 

Yes. I have testified before the Commission multiple times on various regulatory 

issues, most recently in Case No. 2010-00204 concerning the acquisition of 

ownership and control of LG&E and KU by PPL Corporation. 

What are the purposes of your testimony? 

The purposes of my testimony are (1) to summarize the filing, (2) to discuss proposed 

changes to the Demand-Side Management Cost Recovery Mechanism ("DSM 

Mechanism"), and (3) to explain why it is appropriate to recover through the DSM 

Mechanism the costs associated with the Companies' Demand Conservation Program. 

Are you supporting any exhibits to your testimony? 

Yes, I am supporting the revised DSM Mechanism tariff sheets proposed by the 

Companies, which are co llectively attached hereto as Exhibit LEB-l 

Overview 

Are other witnesses offering direct testimony on behalf of the Companies in this 

case? 

Yes. Michael E. Hornung, the Companies' Manager, Energy Efficiency 

PlanninglDevelopment, presents testimony that describes the need for Demand-Side 
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21 
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Management and Energy Efficiency ("DSMlEE") programs and the results the 

Companies' DSMlEE programs have produced to date. He sponsors the Companies' 

DSMlEE Program Plan and describes each program therein, as well as the process the 

Companies used to formulate the plan, including performing cost-benefit analyses; 

interacting with customer, government, and industry stakeholders; and ensurmg 

consistency with the Companies' most recent Integrated Resource Plan. 

When would the Companies' revised DSM Mechanism tariff sheets and 

associated DSM programs take effect? 

The tariff sheets filed with this application show a proposed effective date of May 14, 

2011. The Companies expect the Commission, prior to the expiration of thi s 30-day 

notice, to suspend the operation of the DSM Mechanism tariff sheets filed with this 

application for a period extending up to five months. The Companies propose that 

the program budgets and metrics be prorated to begin six weeks after the 

Commission 's approval in its final order thereafter. The Companies further propose 

that any remaining balance from the calendar-year-one budget be applied to an eighth 

year of program activities, allowing the approved budgets to support seven full years 

of programming. 

Proposed Changes to the DSM Mechanism Tariff Sheets 

What is the current DSM Mechanism formula? 

The current DSM Mechanism formula includes components for DSM cost recovery 

("DCR") (excluding costs capitalized), DSM revenue from lost sales ("DRLS"), DSM 

incentives ("DSMI"), and DSM balancing adjustments ("DBA"). The fonnula for 

calculating the DSM Cost Recovery Component ("DSMRC") is: 

DSMRC ~ DCR + DRLS + DSMI + DBA 
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Q. 

A. 

What changes do the Companies propose to make to their DSM Mechanism 

tariff sheets? 

The current DSM Mechanism does not contain a cost-recovery component for the 

capital assets the Companies use for DSMlEE programs. The Companies are 

proposing in this proceeding, for regulatory purposes under the DSM mechanism, to 

record the costs of new load control switches and programmable thennostats 

deployed as part of the Companies' Residential and Commercial Load Management I 

Demand Conservation Program ("Load Control Program") as capital costs. 

Therefore, the Companies propose to revise the DSM Mechanism to include a new 

component, DSM Capital Cost Recovery ("DeeR"), to allow the Companies to 

recover the full costs of their demand side management programs, including the cost 

of their capital investment, as well as a fair rate of return on that investment, as shown 

below: 

DSMRC ~ DCR + DRLS + DSMI + DBA + DCCR 

KRS 278.285(1)(c) ("a utility's proposal to recover in rates the full costs of demand

side management programs") and (2)(a) ("recover the full costs of commission

approved demand-side management programs") penn it the Companies to recover 

their DSMlEE-reiated capital investments, as well as a fair, just, and reasonable 

return thereon. The "full cost" of the Companies' demand-side management 

programs includes the cost of both capital and expenses associated with the proposed 

programs. All components of the Companies' capital structures are used to fund 

demand-side management program capital costs, including debt and equity. 
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Q. What rate of return for debt do the Companies propose for the DeeR 

component or the DSM Mechanism? 

A. The Companies propose to use their current actual cost of debt for the debt 

component of their DSM. 

Q. What rate of return for equity do the Companies propose for the DeeR 

component ortbe DSM Mechanism? 

A. The Companies propose a 10.50% return on equity ("ROE"), which is the midpoint of 

the range of returns on equity that all of the parties except the Attorney General-

nine parties not including the Companies-stipulated was reasonable in the 

Companies' most recent rate cases. I It is also well within the range of returns on 

equity the Commission found reasonable in the Companies' most recent base rate 

cases (i.e., 9.75% to 10.75%).2 The Companies believe it is fair,just, and reasonable 

to use a return on equity for capital invested in DSMIEE programs that falls within 

the range the Commission found reasonable less than a year ago. 

In addition, the Companies' proposed return on equity is consistent with those 

recently authorized by this Commission in cases involving other electric investor-

I In the Matter of Application of Kentucky Utilities Company for an Adjustment 0/ Base Rates, Case No. 2009-
00548, Order at 34 and Appx. A at 4 (July 30, 2010); In the Matter of Application 0/ Louisville Gas and Eleclric 
Company for an Adjustment of Electric and Gas Base Roles, Case No. 2009-00549, Order at 37 and Appx. A at 
4 (July 30, 2010). Collectively, the parties to the Companies' rate cases were: Kentucky Industrial Utility 
Customers, Inc. and the interests of its participating members as represented by and through the KIUC; The 
Kroger Co.; Commun ity Action Council for Lexington-Fayette, Bourbon, Harrison and Nicholas Counties, Inc.; 
Association of Community Ministries; Kentucky Cable Telecommunications Association; the United States 
Department of Defense and Other Federal Executive Agencies; Wal-Mart Stores East, LP and Sam's East, Inc.; 
Kentucky School Boards Association; and AARP. 
2 In the Matter 0/ Application of Kentucky Utilities Company for an Adjustmenl of Base Rales, Case No. 2009-
00548, Order at 31 (July 30, 201 0) ("After weighing all the evidence of record, the Commission finds that KU's 
required ROE for electric operations falls within a range of 9.75 to 10.75 percent with a midpoint of 10.25 
percent."); In the Maller of Application 0/ Louisville Gas and Electric Company for an Adjustment of Electric 
and Gas Base Rates, Case No. 2009-00549, Order at 33 (July 30, 20 [0) ("After weighing all the evidence of 
record, the Commission finds that LG&E's required ROE for both electric and gas operations falls within a 
range of9.75 to 10.75 percent with a midpoint of 10.25 percent."). 
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owned utilities. For example, on June 30, 2010, the Commission approved a 

settlement agreement in Kentucky Power Company's most recent base rate case that, 

among other things, authorized the use of a 10.5% rate of return on equity for 

environmental surcharge purposes and for accounting for allowance for funds used 

during construction.) 

Moreover, an examination of ( I) allowed returns on common equity for 

utilities in general, (2) the recent level and trend in interest rates, and (3) the projected 

course of interest rates shows 10.50% to be a reasonable ROE fO,r capital invested in 

the Companies' DSMlEE programs. According to Regulatory Research Associates 

Regulatory Focus of January 7, 20 11 , allowed returns for electric utilities for year-

end 20 I ° averaged 10.34%. Though such authority is not in any way binding on the 

Commission, it is persuasive evidence that the Companies' requested ROE IS 

reasonable and is within the mainstream of allowed returns for electric utilities m 

general. 

In addition, ri sk-free interest rates have flsen considerably smce the 

Commission approved a 9.75%-10.75% ROE range of reasonableness in the 

Companies' most recent base rate cases. The average 10-year Treasury yield in July 

20 10, when the Commission issued its final orders in those cases, was 3.01%.4 As of 

Apri l 11 , 2011, the yield for the same security was 3.59%, almost 60 basis points 

higher. 5 Similarly, the average 30-year Treasury yield in July 20 10 was 3.99%.6 As 

J tn the Malter of General Adjustments of Electric Rates of Kentucky Power Company, Case No. 2009-00459, 
Order at Appendix A, Settlement Agreement, Paragraph 7 (June 30, 20 10). 
4 The daily Treasury yield data used to generate this monthly average are available at: 
http://www.treasury.gov!resource-center/data-chart-center!interest-
ratesIPagesfT ext View .aspx?data=yieldY ear& yeat=20 I O. 
s hup:l!www.treasury.gov/resource-center/data-chart-center/interest-rateslPagesfTextView.aspx?data=yield. 
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Q. 

A. 

of April 11,2011 , the yield for the same security was 4.64%, almost 70 basis points 

higher. 7 And forward Treasury yields, which are standard, unifonn calculations of 

expected treasury yields based on current Treasury yield curves, indicate that the 

market expects IO-year Treasury yields to climb more than 80 basis points from 

teday's level by December I, 2012, and expects 3D-year Treasury yields to climb 

more than 40 basis points during the same period. (Exhibit LEB-2 shows the course 

of the ten- and thirty-year Treasury yields since July 30, 2010 and the calculation of 

the forward Treasury yields obtained from Merrill Lynch.) These Treasury yields 

clearly indicate that an ROE of 10.50% for DSM Mechanism purposes is likely on the 

conservative side of reasonable given the range of ROEs the Commission approved 

for the Companies less than a year ago. 

While a more traditional cost-or-equity analysis using the standard measures 

such as the Discounted Cash Flow and Capital Asset Pricing Model could well yield a 

higher ROE, LG&E and KU determined to use a conservative value based on 

straight-forward and verifiable support to avoid any lengthy debate or contention over 

this issue in this case_ 

Why Capital Cost Recovery through the DSM Mechanism [s Appropriate 

Why is it appropriate to include capital recovery and a retu rn on capital in the 

DSM Mechanism? 

To date, the Companies have expensed all of their DSM/EE program costs for 

regulatory recovery purposes in connection with Commission's approval of their 

(, The dai ly Treasury yield data used to generate this monthly average are available al: 
http: //www . treasury .gov/resource-center/data-chart -center/ interest-
ratesiPagesIT ext View .aspx ?data=yield Y ear& year=20 1 O. 
7 http://www.treasury.gov/resource-center/dala-chart-center/interest-rateslPagesfTextView.aspx?data:yield. 
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Q. 

Load Control programs, including load control switches and programmable 

thennostats. In this filing, however, the Companies propose, for regulatory recovery 

purposes under the DSM mechanism, to record as capital costs the costs of new load 

control switches and programmable thennostats deployed as part of the Load Control 

Program. These load control switches and programmable thennostats have effective 

useful lives greater than a year and are similar to meters, which are recorded as 

capital. Treating the cost of these devices as capital costs for recovery purposes 

under the DSM mechanism would more appropriately match the costs with benefits 

over time and, coincidentally, reduce the bill impact of the proposed Load Control 

Program. 

Given the history of recovering Load Control Program costs as expenses 

through the DSM mechanism, the Commission could continue, for regulatory 

recovery purposes under the DSM mechanism, to treat the costs of new load control 

switches and programmable thermostats as expenses. However, given the size of the 

benefit that the use of switches and programmable thermostats can achieve (i.e., 

avoidance of the installation of a combustion turbine) and the length of the benefit the 

Companies believe it is more appropriate to now record the costs of new load control 

switches and programmable thermostats as capital costs for regulatory recovery 

purposes under the DSM mechanism. 

What book depreciation rates will be used in the calculation of the depreciation 

expense for the switches and programmable thermostats associated with the 

Residential and Commercial Load ManagementlDemand Conservation 

Program? 
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Q. 

A. 

The Companies would book the capital costs associated with these devices for 

regulatory recovery purposes through the DSM mechanism under Federal Energy 

Regulatory Commission's ("FERC") Uniform System of Account 397 -

Communications Equipment, which includes the installed cost of telephone, 

telegraph, and wireless equipment for general use in connection with utility 

operations. The depreciation rate KU uses for the costs in that account is 7.13% (an 

average life of 14 years); LG&E's depreciation rate for the same costs is 12.00% 

(average li fe of 8 years). The Commission approved these rates as part of approving 

the settlement of the Companies' 2008 base rate cases, Case Nos. 2008-00251 and 

2008-00252. These Commission-approved rates are based on the Average Service 

Life methodology. 

Please explain how property taxes associated with the new and additional 

communications equipment such as the switches and programmable thermostats 

are calculated. 

Communications equipment located in Kentucky is generally subject to property and 

local tax. Specifically, communication equipment is subject to a $.45 per $100 of 

assessment state property tax rate. Concerning local property tax rates, the average 

local rale for LG&E is $ 1.1594429 per $100 of assessment, and the average for KU is 

$0.9332774 per $100 of assessment. These rates would apply to the switches and 

programmable thermostats deployed by the Residential and Commercial Load 

ManagementlDemand Conservation program. Exhibit LEB-3 provides a 

capitalization summary for the new DCCR component. 
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Q. How will LG&E and KU identify the operation and maintenance expenses 

associated with the Load ManagementlDemand Conservation Devices? 

A. LG&E and KU's accounting system pennits the tracking of costs in accordance with 

the FERC Uniform System of Accounts. LG&E and KU intend to use FERC 

Account No. 908005 to identify and track the operation and maintenance expenses 

associated with the Load Management/Demand Conservation Devices when they 

become operational. The initial installation cost of each device will be capitalized for 

regulatory recovery purposes. 

Q. Has a utility ever proposed recovering capitalized DSMIEE costs? 

A. Yes. In fact, in LG&E's first DSMlEE proceeding, Case No. 1993-00150, one of its 

witnesses stated in pre-filed testimony, "Expenditures on approved DSM programs 

will be expensed or capitalized .. .. ,,8 The testimony went on to state that "[p]rogram 

costs will be recovered on a concurrent basis," which costs would include "the cost 

incurred for planning, developing, implementing, monitoring, and evaluating DSM 

programs .... ,,9 The Commission approved the application in that proceeding. 10 So 

although the Companies have not sought to recover capital costs related to DSMlEE 

programs, it is not a new idea in the DSMfEE realm. 

Q. Is there more recent support for recovering DSMfEE capital costs in the DSM 

Mechanism? 

8 In the Matter of the Join! Applicalionfor the Approval of Demand-Side Management Programs, a DSM Cost 
Recovery Mechanism, and a Continuing Collaboralive Process on DSM for Louisville Gas and Electric 
Company, Case No. 1993-00150, Prepared Testimony of Martin Blake at 13-14 (July 30, 1993). 
9 1d. aI 14-15. 
10 In the Maller of the Joint Application for the Approval of Demand-Side Management Programs, a DSM Cost 
Recovery Mechanism, and a Continuing Collaborative Process on DSM for Louisville Gas and Electric 
Company, Case No. 1993-00150, Order (Nov. 12, 1993). 
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A. Yes. In Administrative Case No. 2007-00477, the Commission-initiated investigation 

into the energy and regulatory issues in Section 50 of Kentucky's 2007 Energy Act, I 

testified that allowing utilities to recover capital components of DSMIEE costs and 

providing them a "durable incentive rate of return on equity" would help to encourage 

utilities to pursue more aggressively DSMlEE initiatives. I I 

More importantly, the Commission's consultant, Overland Consulting, issued 

a report in that proceeding that described the current DSM statute as fo llows: 

KRS 278.183 became effective July 14, 1992. Generally, this 
statute created a mechanism to recover environmental 
compliance costs related to coal combustion wastes and by
products. The surcharge provides for the recovery of capital 
expenditures, including a reasonable return, as well as 
operating costs ~including allowance purchases costs), taxes 
and depreciation. 2 

Overland's report went further concerning the recovery of capital DSMJEE 

costs, recommending with a "high priority" not just "the recovery of capital 

expenditures, including a reasonable return," but also an incentive rate of return on all 

capitalized amounts: 

The current DSM Surcharge mechanism should be modified. 
Utility expenditures (capital , and operating costs related to the 
period of the program) should be capitalized, with amortization 
based on the estimated period of program benefits. Utilities 
should be allowed a minimum return of 100 bp higher than the 
most recent authorized rate of return in the utility's last rate 
proceedings. Utilities should be allowed to receive additional 
incentives based on the actual benefits achieved relative to 
appropriate targets from energy efficiency and DSM programs. 
Assuming that program targets are met, these incentives should 

11 In the Maller of an InvestigQ/ion into the Energy and Regulatory Issues in Section 50 of Kentucky's 2007 
Energy Act, Administrative Case No. 2007-00477, Testimony of Lonnie E. Bellar at 4-6 (Feb. 29. 2008). 
12 In the Maller of an Investigation into the Energy and Regulatory Issues in Section 50 of Kentucky 's 2007 
Energy Act, Administrative Case No. 2007-00477, Review of the Incentives for Energy Independence Act of 
2007, Section 50 at 20 (Mar. 4. 2008) (emphasis added). 
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Q. 

A. 

Q. 

A. 

provide a reasonable opportunity to earn a graduated return of 
up to 300 bp over the minimum premium, based on results. 13 

To be clear, the Companies do not seek to amend their DSM Mechanism to 

provide for an incentive return on equity for capital investments relating to DSMlEE 

programs; rather, they propose merely to make explicit provision in the mechanism 

for the recovery of capital investments and for a fair, just, and reasonable return on 

those investments, including an ROE (10.50%) that is well within the range of returns 

on equity the Commission found reasonable less than a year ago in the Companies ' 

most recent base rate cases. It is a very modest proposal compared to the 

recommendations of the Commission's consultant in Administrative Case No. 2007-

00477. 

Do you have any recommendations for the Commission? 

Yes. The Commission should approve the Companies' application in this proceeding. 

As demonstrated in the testimony of Mr. Hornung, the Companies consulted with 

numerous representatives of consumer groups about the programs proposed in this 

application. The strong consensus view of those groups favors the proposed 

programs. Furthermore, the proposed modifications to the DSM Mechanism are 

reasonable and should be approved. 

Does this conclude your testimony? 

Yes. 

I l In the Matter of an Investigation into the Energy and Regulatory Issues in Section 50 of Kentucky's 2007 
Energy Act, Administrative Case No. 2007-00477, Review of the Incenti ves for Energy Independence Act of 
2007, Section 50 at 13 and 106 (Mar. 4. 2008). 
9!1BOOJ . l1e,ont66186S~ I 
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Louisville Gas and Electric Company 

P .S.C. Electric No.8, First Revision of Original Sheet No. 86 
Canceling P.S.C. Electric No.8, Original Sheet No. 86 

Adjustment Clause DSM 
Demand-Side Management Cost Recovery Mechanism 

APPLICABLE 
In all territory served. 

AVAILABILITY OF SERVICE 
This schedule is mandatory to Residential Rate RS, Volunteer Fire Department Rate VFD, 
General Service Rate GS, Power Service Rate PS, Industrial Time-of-Day Secondary Service 
Rate ITODS, Commercial Time-of-Day Secondary Service Rate ClODS, Industrial Time-of
Day Primary Service Rate ITOOP, Commercial Time-of-Day Primary Service Rate CTODP, 
Retail Transmission Service Rate RTS, Residential Responsive Pricing Service Rate RRP, 
General Responsive Pricing Service Rate RRP, and Low Emission Vehicle Service Rider LEV. 
Industrial customers who elect not to participate in a demand-side management program 
hereunder shall not be assessed a charge pursuant to this mechanism. For purposes of rate 
application hereunder, non-residential customers will be considered ~industriar if they are 
primarily engaged in a process or processes that create or change raw or unfinished materials 
into another form or product, and/or in accordance with the North American Industry 
Classification System, Sections 21, 22, 31 , 32, and 33. All other non-residential customers will 
be defined as ~commercial. ~ 

RATE 
The monthly amount computed under each of the rate schedules to which this Demand-Side 
Management Cost Recovery Mechanism is applicable shall be increased or decreased by the 
DSM Cost Recovery Component (DSMRC) at a rate per kilowatt hour of monthly consumption 
in accordance with the following formula: 

Where: 
DSMRC = OCR + DRLS + DSMI + DBA + DCCR 

DCR = DSM COST RECOVERY 
The OCR shall include all expected costs that have been approved by the CommisSion 
for each twelve-month period for demand-side management programs that have been 
developed through a collaborative advisory process ("approved programs"). Such 
program costs shall include the cost of planning, developing, implementing, monitoring, 
and evaluating DSM programs. Program costs will be assigned for recovery purposes to 
the rate classes whose customers are directly participating in the program. In addition, all 
costs incurred by or on behalf of the collaborative process, including but not limited to 
costs for consultants, employees, and administrative expenses, will be recovered through 
the OCR. Administrative costs that are allocable to more than one rate class will be 
recovered from those classes and allocated by rate class on the basis of the estimated 
budget from each program. The cost of approved programs shall be divided by the 
expected kilowatt-hour sales for the upcoming twelve-month period to determine the OCR 
for each such rate class. 

DRLS = DSM REVENUE FROM LOST SALES 
Revenues from lost sales due to DSM programs implemented on and after the effective 
date of this tariff will be recovered as follows: 

1) For each upcoming twelve-month period, the estimated reduction in customer usage 
(in kWh) as determined for the approved programs shall be multiplied by the non
variable revenue requ irement per kWh for purposes of determining the lost revenue 
to be recovered hereunder from each customer class . The non-variable revenue 
requirement for the ReSidential, Volunteer Fire Department, General Service, 

Date of Issue: April 14, 2011 
Date Effective: May 14, 2011 
Issued By: Lonnie E. Bellar, Vice President, State Regulation and Rates, Louisville, Kentucky 
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Louisville Gas and Electric Company 

Adjustment Clause 

P .S.C. Electric No.8, First Revision of Original Sheet No. 86.1 
Canceling P .S.C. Electric No.8, Original Sheet No. 86.1 

DSM 
Oemand-Side Management Cost Recovery Mechanism 

RATE (continued) 

Residential Responsive Pricing, General Responsive Pricing, and LEV customer 
classes is defined as the weighted average price per kWh of expected billings under 
the energy charges contained in the RS, VFD, GS, RRP, GRP, and LEV rate 
schedules in the upcoming twelve-month period after deducting the variable costs T 
included in such energy charges. The non-variable revenue requirement for each of 
the customer classes that are billed under demand and energy rates (rate schedules 
PS, ITODS, CTODS, ITODP, and CTODP) is defined as the weighted average price 
per kWh represented by the composite of the expected billings under the respective 
demand and energy charges in the upcoming twelve-month period, after deducting 
the variable costs included in the energy charges. 

2) The lost revenues for each customer class shall then be divided by the estimated 
class sales (in kWh) for the upcoming twelve-month period to determine the 
applicable DRLS surcharge. Recovery of revenue from lost sates calculated for a 
twelve-month period shall be included in the DRLS for thirty-six (36) months or until 
implementation of new rates pursuant to a general rate case, whichever comes first. 
Revenues from lost sales will be assigned for recovery purposes to the rate classes 
whose programs resulted in the lost sales. 

Revenues collected hereunder are based on engineering estimates of energy savings, 
expected program participation, and estimated sales for the upcoming twelve-month 
period. At the end of each such period, any difference between the lost revenues 
actually collected hereunder and the lost revenues determined after any revisions of the 
engineering estimates and actual program participation are accounted for shall be 
reconciled in future billings under the DSM Balance Adjustment (DBA) component. 

A program evaluation vendor will be selected to provide evaluation criteria against which 
energy savings will be estimated for that program. Each program will be evaluated after 
implementation and any revision of the original engineering estimates will be reflected in 
both (a) the retroactive true-up provided for under the DSM Balance Adjustment and (b) 
the prospective future lost revenues collected hereunder. 

DSMI = DSM INCENTIVE 
For all Energy Impact Programs except Direct Load Control, the DSM incentive amount 
shall be computed by multiplying the net resource savings expected from the approved 
programs that are to be installed during the upcoming twelve-month period times fifteen T 
(15) percent, not to exceed five (5) percent of program expenditures. Net resource 
savings are defined as program benefits less utility program costs and participant costs 
where program benefits will be calculated on the basis of the present value of Company's 
avoided costs over the expected life of the program, and will include both capacity and 
energy savings. For the Energy Education Program, the DSM incentive amount shall be T 
computed by multiplying the annual cost of the approved program times five (5) percent. T 

The DSM incentive amount related to programs for Residential Rate RS, Volunteer Fire 
Department Rate VFD, General Service Rate GS, Power Service Rate PS, Commercial 

Date of Issue: April 14, 2011 
Date Effective: May 14, 2011 
Issued By: Lonnie E. Bellar, Vice President, State Regulation and Rates, Louisville, Kentucky 



Louisville Gas and Electric Company 

Adjustment Clause 

P.S.C. Electric No.8, First Revision of Original Sheet No. 86.2 
Canceling P .S.C. Electric No.8, Original Sheet No. 86.2 

DSM 
Demand-Side Management Cost Recovery Mechanism 

Time-of-Day Secondary Service Rate CTODS, and Commercial Time-of-Day Primary 
Service Rate CTODP, Residential Responsive Pricing Service Rate RRP. General 
Responsive Pricing Service Rate GRP, and Low Emission Vehicle Service Rider LEV shall 
be divided by the expected kilowatt-hour sales for the upcoming twelve-month period to 
determine the DSMI for such rate class. DSM incentive amounts will be assigned for 
recovery purposes to the rate classes whose programs created the incentive. 

DBA = DSM BALANCE ADJUSTMENT 

The DBA shall be calculated on a calendar-year basis and is used to reconcile the T 
difference between the amount of revenues actually billed through the OCR, DRLS, 
DSMI , DeeR, and previous application of the OBA and the revenues that should have T 
been billed , as follows: 
1) For the OCR, the balance adjustment amount will be the difference between the 

amount billed in a twelve-month period from the application of the OCR unit charge 
and the actual cost of the approved programs during the same twelve-month period. 

2) For the DRLS the balance adjustment amount will be the difference between the 
amount billed during the twelve·month period from application of the DRLS unit 
charge and the amount of lost revenues determined for the actual DSM measures 
implemented during the twelve-month period. 

3) For the DSMI , the balance adjustment amount will be the difference between the 
amount billed during the twelve-month period from application of the DSMI unit 
charge and the incentive amount determined for the actual DSM measures 
implemented during the twelve-month period. 

4) For the DBA, the balance adjustment amount will be the difference between the 
amount billed during the twelve-month period from application of the DBA and the 
balance adjustment amount established for the same twelve-month period. 

The balance adjustment amounts determined on the basis of the above paragraphs (1)
(4) shall include interest applied to the monthly amounts, such interest to be calculated at 
a rate equal to the average of the "Three-Month Commercial Paper Rate" for the T 
immediately preceding twelve-month period. The total of the balance adjustment amounts 
shall be divided by the expected kilowatt-hour sales for the upcoming twelve-month 
period to determine the DBA for such rate class. DSM balance adjustment amounts will 
be assigned for recovery purposes to the rate classes for which over- or under-recoveries T 
of DSM amounts were realized . 

DCCR = DSM CAPITAL COST RECOVERY T 

The DCCR component is the means by which the Company recovers its capital 
investments made for DSM programs, as well as an approved rate of return on such capital 
investments. The Company calculates the DCCR component as follows: 

DCCR = [(RB) (ROR + (ROR - DR) (TR I (1 - TRII) + OE 

a) RB is the total rate base for DeCR projects. 
b) ROR is the overall rate of return on DSM Rate Base (RB). 
c) DR is the composite debt rate (i.e., the cost of short- and long-term debt) 

embedded in ROR. 

Date of Issue: April 14, 2011 
Date Effective: May 14, 2011 
Issued By: Lonnie E. Bellar, Vice President, State Regulation and Rates, Louisville, Kentucky 



Louisville Gas and Electric Company 

Adjustment Clause 

P.S.C. Electric No.8, Third Revision of Original Sheet No. 86.3 
Canceling P .S.C. Electric No.8, Second Revision of Original Sheet No. 86.3 

DSM 
Demand-Side Management Cost Recovery Mechanism 

d) TR is the composite federal and state income tax rate that applies to the 
equity return component of ROR. 

e) OE is the sum of the capital-related operating expenses (i.e., depreciation 
and amortization expense, property taxes, and insurance expense) of the 
DSM projects to which DCeR applies. 

The Company then allocates the DeeR component to the rate class(es) benefitting from 
the Company's various DSM-related capital investment(s). 

T 

CHANGES TO DSMRC T 

The filing ot modifications to the DSMRC that require changes in the OCR component T 
shall be made at least two months prior to the beginning of the effective period for billing. 

Modifications to other components of the DSMRC shall be made at least thirty (30) days 
prior to the effective period for billing. Each filing shall include the following information as 
applicable: 
1) A detailed description of each DSM program developed by the collaborative process, 

the total cost of each program over the twelve-month period, an analysis of expected 
resource savings, information concerning the specific DSM or efficiency measures to 
be installed, and any applicable studies that have been performed, as available. T 

2) A statement setting forth the detailed calculation of the OCR, DRlS, DSMI, DBA, 
DCCR, and DSMRC. T 

Each change in the DSMRC shall be placed into effect with bills rendered on and after 
the effective date of such change. 

Date of Issue: April 14, 2011 
Date Effective: May 14, 2011 
Issued By: lonnie E. Bellar, Vice President, State Regulation and Rates, Louisville, Kentucky 



Louisville Gas and Electric Company 

P.S.C. Electric No.8, First Revision of Original Sheet No. 86.4 
Canceling P.S.C. Electric No.8, Original Sheet No. 86.4 

Adjustment Clause DSM 
Demand-Side Management Cost Recovery Mechanism 

Monthly Adjustment Factors 

Residential Rate RS, Volunteer Fire 
Department VFD, Residential 
Responsive Pricing Rate RRP, and 
Low Emission Vehicle Service LEV 

DSM Cost Recovery Component (OCR) 
DSM Revenues from Lost Sales (ORLS) 
DSM Incentive (DSMI) 
DSM Capital Cost Recovery Component (DeeR) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rates RS, VFD, RRP and LEV 

General Service Rate GS and 
General Responsive Pricing Rate GRP 

DSM Cost Recovery Component (OCR) 
DSM Revenues from Lost Sales (DRLS) 
DSM Incentive (DSMI) 
DSM Capital Cost Recovery Component (DCCR) 
DSM Ba lance Adjustment (DBA) 
Total DSMRC tor Rates GS and GRP 

Commerciat Service Under Power Service Rate PS 

DSM Cost Recovery Component (OCR) 
DSM Revenues from Lost Sales (DRLS) 
DSM Incentive (DSMI) 
DSM Capital Cost Recovery Component (DCCR) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rate PS 

Commercial T ime-of-Day Secondary Service Rate CTODS 
and Commercial Time-ot-Day Primary Service Rate CTODP 

DSM Cost Recovery Component (OCR) 
DSM Revenues from Lost Sales (DRLS) 
DSM Incentive (DSMI) 
DSM Capital Cost Recovery Component (DCCR) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rates CTODS and CTODP 

Oate of Issue: April 14, 2011 
Oate Effective: May 14, 2011 

Energy Charge 

$ 0.00164 per kWh 
$ 0.00150 per kWh 
$ 0.00007 per kWh 
$ 0.00048 per kWh 
$ (0.00163) per kWh 
$ 0.00206 per kWh 

Energy Charge 

$ 0.00080 per kWh 
$ 0.00121 per kWh 
$ 0.00004 per kWh 
$ 0.00006 per kWh 
$ (0.00044) per kWh 
$ 0.00167 per kWh 

Energy Charge 

$ 0.00026 per kWh 
$ 0.00066 per kWh 
$ 0.00001 per kWh 
$ 0.00000 per kWh 
$( 0.00047) per kWh 
$ 0.00046 per kWh 

Energy Charge 

$ 0.00024 per kWh 
$ 0.00065 per kWh 
$ 0.00001 per kWh 
$ 0.00000 per kWh 
$( 0.00032) per kWh 
$ 0.00058 per kWh 

Issued By: Lonnie E. Bellar, Vice President, State Regulation and Rates, Louisville, Kentucky 
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Louisville Gas and Electric Company 

P.S .C. Electric No. 8, Original Sheet No. 86.5 

Adjustment Clause DSM 
Demand-Side Management Cost Recovery Mechanism 

Monthly Adjustment Factors 

Industrial Service Under Rate PS, 
Industrial Time-of-Day Secondary Service Rate ITOOS 
Industrial Time-of-Day Primary Service Rate ITODP, 
and Retail Transmission Rate RTS 

DSM Cost Recovery Component (OCR) 
DSM Revenues from lost Sales (ORLS) 
DSM Incentive (DSMI) 
DSM Capital Cost Recovery Component (DeeR) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rates PS, ITOOS, ITODP, and RTS 

Date of Issue: April 14, 2011 
Date Effective: May 14, 2011 

Energy Charge 

$ 0.00000 per kWh 
$ 0.00000 per kWh 
$ 0.00000 per kWh 
$ 0.00000 per kWh 
$ 0.00000 per kWh 
$ 0.00000 per kWh 

Issued By: LonnIe E. Bellar, Vice Pres ident, State Regulation and Rates, Louisville, Kentucky 

T 

T 



LOUISVILLE GAS & ELECTRIC COMPANY 

Supporting Calculations for the 

DSM Cost Recovery Mechanism 

ELECTRIC SERVICE 

For Period Ending December 31, 2011 



Louisville Gas and Electric: - Electrie Service 

OSMRC Summary 

Rate Schedule 

Residential Service. 
Residantial Responsive RS, RRP. 
Pricing. Volunteer Fire Dept" & VFD. & 
Low Emission Vehicle Service LEV 

General Service & General G50 
Responsive Pricing GRP 

Commercial Service under 
Power Service PS 

Commercial Time-of-Day- CTOOP & 
Primary & Secondary CTOOS 

Summary of Total DSM RKovery Component (OSMRC) 

For Period Ending December 31, 2011 

Cost Recovery Lost Sales Incentive Caprtal BalanceAdj OSM Recoovery 

Component Component Component Component Component Component 

(OCR) (ORLS) (OSMI) (OCCR) (DBA) (DSMRC) 

0.164 0.150 0.007 0.048 (0,163) 0.206 ¢'kWh 

0.080 0.121 0.00< 0.0" (0,044) 0.167 ¢'kWh 

0.026 0,066 0.001 0.000 (0,047) 0.046 ¢'Wh 

0.024 0,065 0.001 0.000 (0,032) 0.056 ¢'Wh 



Louisville Gas and Electric - Electric Service 

OCR Summary 

Summary of OSM Revenues from OSM Cost Recovery Compenent (OCR) 

For Period Ending December31 , 2011 

Rate Schedule DSM 
Cost Recovery Estimated 

Total Amount Billing Determinants 

Residential Service, 
Residential Responsive 
Pricing, Volunteer Fire Dept. , 
& Low Emission Vehicle RS, RRP, 
Service VFD. & LEV • 6,964,031 -i ,247,555.598 

General Service & General 
Responsive Pricing GS &GRP , 1,272,575 1,596,923,724 

Commerclal Service under 
Power Service PS , 587.876 2,254,666,857 

Commercial Time-ol-Oay- CTODP & 
Primary & Secondary CTDOS , 181.860 764,417,584 

Total OCR Amount • 9,006,362 

DSM 
Cost Recovery 

Component (OCR) 

kWh 0.164 ,'Wh 

kWh 0.080 ,'Wh 

kWh 0.026 "Wh 

kWh 0.024 "Wh 

Program costs, which are categorized by residential and commercial must be allocated to the individllal rate schedllies. The lirst step, allocation 
between gas and electric, and between LGE and KU, is shown on "OSM Budget Allocation" page. There are cllrrently no programs or rates applied 
to the indllslrial class of ClJstomer 

Next. the DSM Program cosls are further assigned 10 Ihe rale schedllles, which is the second and linal slep of the cost allocation process and is 
shown on the "CalCIJlalion of OCR Component from Forecast Sales" page. The lolal amOllnl 10 be collected for each rate class Is divided by Ihe 
forecasted sales for that rale class to calculate the component rate in terms of ¢ I kWh. 



Louisville Gas and Electric - Electric Service 
DCR Summary 

R •• ld,nU.t Audit 

R .. Id.ntllt LIgIIUng 

DSM Budget Allocation 

R .. Id, n, .. t 

J: AtloCillon I 2011 

Comm,n:111 Aud it 

Comm."".t o.m.nd 



Louisville Gas and Electric - Electric Service 

DCR Summary 

Calculation of OCR Component from Forecast Sales 

For Period Ending December 31, 2011 

Forecast Sales Residential General Power 

kWh Service Service Service 

RS et al GS et al PS 

January 2011 404,063,721 136,218,561 194,019,099 

February 201 1 339,505,683 129,250,724 179,210,069 

March 2011 312 ,019,361 130,394,214 188,560,504 

April 2011 268,680,697 124,078,062 183,322,610 

May 2011 289,398,942 128,046,122 189,119,134 

June 2011 419,283,385 145,793,012 200,221 ,615 

July 201 1 507,432 ,530 154,412,228 203,171 ,574 

August 2011 489,535,649 165,180,689 21 7, 165,294 

September 201 I 357,997,169 127,359,940 188,110,238 

October 2011 247,636,586 121 ,738,633 172,654,085 

November 2011 265,652,859 112,786,825 170,043,921 

December 2011 346,349,016 121,664,714 169,068,714 

-- ---
Total 4 ,247,555,598 1,596,923,724 2,254,666,857 

Total Program Costs $ 6,964,031 , 1,272,575 , 587,876 

OCR Factor in ¢ per kWh 0.164 0,080 0.026 

Commercial 

Time of Day 

ClODet al 

61 ,565,080 

57,133,205 

62 ,843,842 

84,603,138 

65,677,042 

73,462,883 

70,987,017 

73,036,492 

53,266,445 

68,750,683 

56,146,792 

56,945,165 

764,417,584 

$ 181 ,880 

0,024 



Louisville Gas and Electric· Electlic Service 

DRLS Summary 

Summary of DSM Revenues from DSM Lost S., .. Compenent (DRLS) 

For Period Ending December 31, 2011 

Rate Schedule Lost 

Net Revenues Estimated 

Total Amount Billing Determinants 

Residential Service, 
Residential Responsive RS. 
Pricing, Volunteer Fire Dept , RRP, 
& Low Emission Vehicle VFD, & 
Service LEV , 6,358,121 4,247,555.598 

General Service & General GS& 
Responsive Pricing GRP , 1,929,178 1,596,923,724 

Commercial Service under 
Power Service PS , 1,486,084 2,254.666,857 

CTODP 
Commercial Time-of.Day. & 
Primary & Secondary croos , 493,608 764,417,564 

Total DRLS Amount , 10,266,992 

DSM Revenue from 

Lost Sales 

Component (OCR) 

kWh 0.150 ,~Wh 

kWh 0.121 '~Wh 

kWh 0.066 ,/kWh 

kWh 0.065 ' /kWh 

Lost sales from each of the programs are stated in the original filings for the programs, These lost sales are then attributed to rate class by a 
similar method to that carried out with the direct cost component; that is rale classes which achieve greater energy savings are allocated greater 
losl sales. 



louisville Gas and Electric - Electric Service 

DRlS Summary 

Calculation of OCR Component from Forecast Sales 

For Period Ending December 31, 2011 

Forecast Sales Residential General Power 
kWh Service Service Service 

RSetal GSetal PS 

January 2011 404.063,721 136,216,561 194,019,099 

February 2011 339,505,683 129.250,724 179,210,069 

MarCh 2011 312,019,361 130.394,214 188.560,504 

April 2011 268,680,697 124.076,062 183,322,610 

May 2011 289,398,942 128,046,122 189,119,134 

June 2011 419,283,385 145,793,012 200,221 ,615 

July 2011 507,432,530 154,412,228 203,171 ,574 

August 2011 489,535,649 165,180,689 217,165,294 

September 2011 357,997,169 127,359,940 188,110,238 

October 2011 247 ,636,586 121 ,738,633 172,654,085 

November 2011 265,652,859 112,786.825 170,043,921 

December 2011 346,349,016 121 ,664,714 169,068,714 

Total 4,247,555.598 1,596,923,724 2,254,666,857 

Total Energy Savings 108,131 ,314 25,417,370 35,982,662 

Non-variable Revenue per kWh 0.0588 0.0759 0.0413 

lost Net Revenue • 6,358,121 $ 1,929,178 $ 1,486,084 

DRlS Factor in ¢ per kWh 0.150 0.121 0.066 

Commercial 

Time of Day 

CTOD et al 

61 ,565,080 

57,133,205 

62,843,642 

64,603,138 

65,677.042 

73,462,883 

70,987,017 

73,036,492 

53.266.445 

68,750,683 

56,146,792 

56.945,165 

764,417,584 

11 ,951 ,774 

0.0413 

$ 493,608 

0.065 



Louisville Gas and Electric · Eleclric Service 

OSMI Summary 

Summary 01 DSM Revenues from DSM Incentive Component (DSMI) 

For Period Ending December 31 , 2011 

Rale Schedule DSM 

Incentive Estimated 

Total Amount Bilting Delerminanls 

Residential Service, 
Residential Responsive RS, 
Pricing. Volunleer Fire Dept., RRP. 
& Low Emission Vehicle VFD, & 
Service LEV $ 311,862 4.247.555.598 

General Service & General GS' 
Responsive Pricing GRP $ 61 .721 1,596,923,724 

Commercial Service under 
Power Service PS $ 29,271 2,254,666,857 

CTOOP 
Commercial Time-of-Oay · & 
Primary & Secondary croos $ 9,089 764,417.584 

Total OSMI Amount $ 411.943 

DSM 

Incentive 

Component (DSMI) 

kWh 0.007 ¢/kWh 

kWh 0.004 ¢/kWh 

kWh 0.001 ¢fkWh 

kWh 0.001 ,~Wh 

Incenl;ves for each individual program Is calculated as 15% of Nel Resource Benefits (as specifled In the California Siandardized Tests) capped 
at 5% of program costs. Nearty all programs hilthe 5% COSI cap. The incentive by programs is then allocaled across the rate ciasses using the 
same method as the cost recovery component. 



louisville Gas and Electric - Electric Service 

DSMI Summary 

Calculation of DSMI Component from Forecast Sales 

For Period Ending December 31, 2011 

Forecast Sales Residential General Power 
kWh Service Service Service 

RSetal GSetal PS 

January 2011 404,063,721 136,218,561 194,019,099 

February 2011 339,505,683 129,250,724 179,210,069 

March 2011 312,019,361 130,394,214 188,560,504 

April 2011 268,680,697 124,078,062 183,322,610 

May 2011 289,398,942 128,046,122 189,119,134 

June 2011 419,283,385 145,793,012 200,221 ,615 

July 2011 507,432,530 154,412,228 203,171 ,574 

August2011 489,535,649 165,160,669 217,165,294 

September 2011 357,997,169 127,359,940 188,110,238 

October 2011 247,636,586 121,738,633 172,654,085 

November 2011 265,652,859 112,786,825 170,043,921 

December 2011 346,349,016 121 ,664,714 169,068,714 

Total 4,247,555,596 1,596,923,724 2,254,666,857 

Total Program Incentive , 311 ,862 • 61,721 $ 29,271 

DSMI Factor in ¢ per kWh 0,007 0.004 0.001 

Commercial 

Time of Day 

GTODet al 

61 ,565,080 

57,133,205 

62,843,642 

64,603,138 

65,677,042 

73,462,883 

70,987,017 

73,036,492 

53,266,445 

68,750,683 

56,146,792 

56,945,165 

764,417,584 

, 9,089 

0.001 



Louisville Gas and Electric - Electric Service 

DCCR Summary 

Summary of DSM Revenues from DSM Capital Cost Recovery Component (DCCR) 

For Period Ending December 31, 2011 

Rale Schedule DSM 

Rale 01 Return Eslimated 

Tolal Amount Billing Delerminants 

Residential Service, 
Residenllal Responsive RS, 
Pricing, Volunteer Fire Dept" RRP, 
& Low Emission Vehicle VFD,& 
Service LEV $ 2,028,416 4,247,555,598 kWh 

General Service & General GS. 
Responsive Pricing GRP $ 99,004 1,596,923,724 kWh 

Commercial Service under 
Power Service PS $ 6,384 2,254,666,857 kWh 

CroDP 
Commercial Time-ol-Day- • 
Primary & Secondary CroDS S 241 764,417,584 kWh 

Tolal DCeR Amount • 2,134,043 

DSM 

Capital Cost 

Recovery (DCCR) 

0,048 ¢/kWh 

0.006 ¢/kWh 

0.000 ¢/kWh 

0.000 ¢/kWh 

The DSM Capilal Cost Recovery Component (DCCR), allows the Companies' to eam an approved rate 01 return on equity exclusively for the 
capital expenditures. The Companies' retum on equity Is equal 10 10.50%. The Inclusion 01 this methodology will spread the cost 01 this 
facility/asset over its usefullile and spread the billing impact to the customers over"s useful life. 



Louisville Gas and Electric - Electric SeNice 

DCCR Summary 

Calculation of Tolal E(m) and Jurldicllonal Surcharge Billing Factor 

For Period Ending December 31,2011 

Calculation of Total E(m) 

E{m)" [(RB) (ROR+(ROR -DR)(TRI(1-TR)))] + OE , where 

OSM Plans 

E(m) by Rate Class 

Electric 

RB ~ DSM Rate Base 

ROR ~ Rate of Return on the OSM Rate Base 

DR ~ Debt Rate (both short-term and long-term debt) 

TR ~ Composite Federal & State Income Tax Rate 

DE ~ Operating Expenses 

RB 

(ROR + (ROR - OR) (TR I (1 - TR))) 

DE 

E(m) 

Residential Service RSetal 

General Service GSetal 

Power Service PS 

Commercial T -of-O CTOOet al 

Total 

~ • 
~ 

~ 

~ 

~ . 
~ 

~ . 
~ . 

• 
• 
• 
• 
• 

945,207 

7.53% 

1.82% 
35.71% 

945,207 

10.70% 

2.032,866 

2,134,043 

2,028,416 

99,004 

6,384 

241 

2,134,043 



Lool,. Gal Ind Electric - Eleclric SeIYice 
OCCR Summ.ry 

OItIrmlnltlon of DSM Rill 811 .. 

C.k:ulatlon of 811 .. Ralt I n<! OpeJltlng h penle 

For Pe riod Ending Dlumblr 31, 2011 

Eligible Plan! I CI~ Expendilures In Service 

Eligible Accumuteled Oepredirtion 

CWIP Amount Excluding AFUDC 

Eligible Net P,,"nl i Capital Expend~urn In Service 

Veerty Properly l.x Expenl. 

T •• 

OItermlnet!on of DSM Operltlng E_pen$" 

Oem.nII Load ConHrvation 

lOllI Oper.ting Expen$l$ 

• 9.5,207 

• 0 

• 0 

• 
• 
• 
• 
• 

• • • 

• 

9.5,207 

0 

0 

0 

945,207 

1,932.268 

100,599 

2,032,866 

2,032,8et1 



Louisville Gas and Electric - Electric Service 

DCCR Summary 

Calculation of DCCR Component from Forecast Sales 

For Period Ending December 31 , 2011 

Forecast Sales Residential General Power 

kWh Service Service Service 

RSetal GSetal PS 

January 2011 404,063,721 136,218,561 194,019,099 

February 2011 339,505,683 129,250,724 179,210,069 

March 2011 312,019,361 130,394,214 188,560,504 

April 2011 268,680,697 124,078,062 183,322,610 

May 2011 289,398,942 128,046,122 189,119,134 

June 2011 419,283,385 145,793,012 200,221 ,615 

July 2011 507,432,530 154,412,228 203,171 ,574 

August 2011 489,535,649 165,180,689 217,165,294 

September 2011 357,997,169 127,359,940 188,110,238 

October 2011 247,636,586 121 ,738,633 172,654,085 

November 2011 265,652,859 112,786,825 170,043,921 

Oecember 2011 346,349,016 121 ,664,714 169,068,714 

Total 4,247,555,598 1,596,923,724 2,254,666,857 

Total DCCR Program Component $ 2,028.416 $ 99,004 $ 6,364 

DCCR Factor in ¢ per kWh 0.048 0,006 0.000 

Commercial 

TIme of Day 

CTOD etal 

61 ,565,080 

57,133,205 

62,643,642 

64,603,138 

65,677,042 

73,462,883 

70,987,017 

73,036,492 

53,266,445 

68,750,683 

56,146,792 

56,945,165 

764,417,564 

$ 241 

0.000 



Louisville Gas and Electric - Electric Service 

DCCR Summary 

Rate Base by Program 

Demand Load Conservation 

Rate Base by Program 

For Period Ending Oecember 31, 2011 

Residential 

Commercial 

Total 

Allocation between Residential and Commercia l 

Residential 

Commercial 

Total 

• • • 

• 
• 
• 

898,225 

46,982 

945,207 

898.225 

46.982 

945.201 



EXHIBIT LEB-1 

LG&E ELECTRIC 

RED-LINE VERSION 



Louisville Gas and Electric Company 

Adjustment Clause 

P.S.C, Electric No. 8, First ReVISion of Original Sheet No. 86 
Canceling P.S.C. Electric No. 8, Original Sheet No. 86 

D8M 
Oemand-5lde Management Cost Recovery Mechanism 

APPLICABL.E 
In all territory served. 

AVAILABILITY OF SERVICE 
This schedule is mandatory to Residential Rate RS, Volunteer Fire Department Rate VFO, 
General Service Rate GS. Power Service Rate PS, Industrial TIme-af-Day Secondary Service 
Rate ITODS, Commercial Time-of-Day Secondary Service Rate Cl ODS, Industrial Time-of
Day Primary Service Rate tlOOP, Commercial Time-of-Day Primary Service Rate CTODP. 
Retail Transmission Service Rate RIS, Residential Responsive Pricing Service Rate RRP, 
General Responsive Pricing Service Rate RRP, and low Emission Vehicle Service Rider l EV. 
Industrial customers who elect not to participate in a demand-side management program 
hereunder shall not be assessed a charge pursuant to this mechanism. For purposes of rate 
application hereunder, non-residential customers will be cxmsidered "industria l" if they are 
primarily engaged in a process or processes lhat £f~'!t~ p~ <!h!'l!lse_ r!'l~ _o.! !I!:!f~n!.s!J~ l]l~~e~i!I~ _ _ _ __ - 1\L...::D~.O"""''''-' O""".""'--_____ ~ 
into another form or product, andlor in accordance with the North American Industry 
Classification System, Sections 21,22, 31 , 32, and 33. All other non-residential customers will 
be defined as ·commerciaL· 

RATE 
The monthly amount computed under each of the rate schedules to which this Demand-Side 
Management Cost Recovery Mechanism is applicable shall be increased or decreased by the 
DSM Cost Recovery Component (DSMRC) at a ra te per kilowatt hour of monthly consumption 
in accordance with the following formula: 

OSMRC '" OCR + ORLS + OSMI + DBA + OCCR 
Where: 

OCR'" OSM COST RECOVERY 

T 

The OCR shall include all expected costs 1tW.!Ji!~e_ ~~!:! 31em'!?~e9 _by Jl}e_ gQI!lI!'LS~i!?!l _ _ .'1_-: ... ;;;:....,:;::,.' 0""".0"'-___ _ 
for each twelve-month period for demand-side management programs M I}a_v~ _~~!l _ - == = = ~L---''''=''''::::"'C''''c'="'---____ ~ 
developed through a collaborative advisory process ("approved programs"). Such 
program costs shall include the cost of planning, developing, implementing, monitoring, 
and evaluating OSM programs. Program costs will be assigned for recovery purposes to 
the rate classes whose customers are directly participating in the program. In addition, all 
costs incurred by or on behalf of the collaborative process, including but not limited to 
costs for consultants, employees, and administrative expenses, will be recovered through 
the OCR. Administrative costs that are allocable to more than one rate class will be 
recovered from those classes and allocated by rate class on the basis of the estimated 
budget from each program. The cost of approved programs shall be divided by the 
expected kilowatt-hour sales for the upcoming twelve-month period to determine the OCR 
for ~such rate class. T 

ORLS '" DSM REVENUE FROM LOST SAL.ES 
Revenues from lost sales due to OSM programs implemented on and after the effective 

date of this tariff~~l_~.!~~~!~I!,!sJ!?llo~~:... - - -- - - -- - - -- - - -- - - -- - - -- - - -- - -- - - ~i~~"'~"~"~'~~~;~;~===~ 
1) For each upcoming twelve-month period, the estimated reduction in customer usage 

(in kWh) as determined for the approved programs shall be multiplied by the non- , Deleted: Augul t 6, 2010 

variable revenue requirement per kWh for purposes of determining the lost revenue ,'," ... .::;.= ... ;;;;'=A="~'"=.='='=. 'c'="=-,.....,.--< 
to be recovered hereunder from each customer class. The non-variable revenue I I Deleted: Issued by Authority of an 
requirement for the Residential, Volunteer Fire Department, General Service, ,'/ ' Ord. rof the KPSC In C ... No. 

" 'C'""""'-'''~''''''';~''~'''-'''"'!'"''''"''''-'''''---' 
g:~: ~~:~t:~: ~~~ll~\20~\1.= = = == = = == = = === ===== == = ==== ===== === = == = = === ==== =~? ,/ 
Issued By: Lonnie E. Bellar, Vice President, Stat e Regulation and Rates, L.ouisvllle, Kentucky 

t __________________ _________________________________________________ ,' 



Louisville Gas and Electric Company 

RATE (continued) 

Residential Responsive Pricing, General Responsive Pricing, and LEV customer 
classes is defined as the weighted average price per kWh of expected billings under 
the energy charges contained in the RS, VFD, GS, RRP, GRP, and LEV rate 
schedules in the upcoming twelve-month ' 
included in such energy charges. The i i 
the customer classes that are billed under demand and energy rates (rate schedules 
PS, ITODS, CTODS, ITOOP. and CTOOP) is defined as the weighted average price 
per kWh represented by the composite of the eKpected billings under the respective 
demand and energy charges in the upcoming twelve-month period, after deducting 
the variable costs induded in the energy charges. 

2) The lost revenues for each customer class shall then be divided by the estimated 
class sales (in kWh) for the upooming twelve-month period to determine the 
applicable DRLS surcharge. Recovery of revenue from lost sales calculated for a 
twelve·month peliod shall be included in the DRLS for thirty-six (36) months or until 
implementation of new rates pursuant to a general rate case, whichever comes first. 
Revenues from lost sales will be assigned for recovery purposes to the rate classes 
whose programs resulted in the lost sales, 

Revenues collected hereunder are based on engineering estimates of energy savings, 
expected Pfogram participation. and estimated sales for the upcoming twelve-month 
period. At the end of each such period, any difference between the lost revenues 
actually collected hereunder and the lost revenues determined after any revisions of the 
engineering estimates and actual program participation are accounted for shall be 
reconciled In future billings under the DSM Batance Adjustment (DBA) component. 

A program evaluation vendor will be selected to provide evaluation criteria against which 
energy savings will be estimated for that program. Each program will be evaluated after 
implementation and any revision of the original engineering estimates will be reflected in 
both (a) the retroactive true-up provided for under the DSM Balance Adjustment and (b) 
the prospective future lost revenues coliected hereunder. 

OSMI • DSM tNCENTIVE 
For all Energy Impact Programs except Direct Load Control, the DSM incentive amount 
shall be computed by multiplying the net resource savings expected from the approved 
programs ll!it. !!r~ Jq ~ln~\.!I~~_ q,u!i!l9. th~ _u~ir:!!l ~elv~-!'!0.!lth .P-.8!i2'! ~~s_ f.:~~l! _ I _-, 
(15) percent, not 10 exceed five (5) percent of program expenditures. Net resource 
savings are defined as program benefits less utility program costs and participant costs 
where program benefits will be calculated on the basis of the present value of Company's 
avoided costs over the expected life of the program. and will include both capacity and 
energy savings. For 1b.LEnergy Education J:r~i!I!\-'!:l~ p§~_i!l~.!I~~e_a_"!O_u!lt..s_h~ll !?I! __ 
computed by multiplying the annual cost of the approved progralT\li~!~ ~~J§).P-.8!~£It;. __ _ 

The DSM incentive amounl related to programs for Residential Rate RS, Volunteer Fire 
Department Rate VFO, General Service Rate GS, Power Service Rate PS, CommerdaJ , 

Deleted: the weighteil 
average poice per k'Ml or 
expeded bittings under Ihe 
energv charges contained In 
the RS. VFO. GS. RRP, GRP, 
and LEV rate oehedutes In the 
upcoming twelve-month period 

Deleted: which 

Deleted: August., 2010 
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Louisville Gas and Electric Company 

Adjustment Clause 

p.S.C. Electric No.8, First Revision of Original Sheet No. 86.2 
Canceling P.S.C. Electric No.8, Original Sheet No. 86.2 

D8M 
Demand-Slde Management Cost Recovery Mechanism 

TIme-of-Day Secondary Service Rate Cl ODS, and Commercial TIme-of-Day Primary 
Service Rate ClODP, Residential Responsive Pricing Service Rate RRP, General 
Responsive Pricing Service Rate GRP, and Low Emission Vehicle Service Rider LEV shall 
be divided by the expected kilowatt-hour sales for the upcoming twelve-month period to 
determine the DSMI for such rate class. DSM incentive amounts will be assigned for 
recovery purposes to the rate classes whose programs aeated the incentive. 

DBA'" DSM BALANCE ADJUSTMENT 

The DBA shall be calculated on a ___ ::r 1 Deleted: calendar 

difference between the amount of II 
DSMI. ~and previous application of the DBA and the ___ ::r -{ Deleted: IItIllch 

been billed, as follows: 
1) For the OCR, the balance adjustment amount will be the difference between the 

amount billed in a twelve-month period from the application of the OCR unit charge 
and the actual cost of the approved programs during the same twelve-month period. 

2) For the DRLS the balance adjustment amount will be the difference between the 
amount billed during the twelve-month period from application of the DRLS unit 
charge and the amount of lost revenues determined for the actual DSM measures 
implemented during the twelve-month period. 

3) For the DSMI, the balance adjustment amount will be the difference between the 
amount billed during the twelve-month period from application of the DSMI unit 
charge and the incentive amount determined for the actual DSM measures 
implemented during the twelve-month period. 

4) For the DBA, the balance adjustment amount will be the difference between the 
amount billed during the twelve-month period from application of the DBA and the 
balance adjustment amount established for Ihe same twelve-month period. 

The balance adjustment amounts determined on the basis of the above paragraphs (1)
(4) shall include interest applied to the monthly amounts, such interest to be calClJlated al 
a rale equal to the average of the "Three-M2.n1b. S:9~~!.c:!aJ ...p..ap~r_ !3~t!l: to! -'~! _ _ __ -1=- 1 Deleted: month 
immediately preceding twelve-month period. The total of the balance adjustment amounts 
shall be divided by Ihe expected kilowatt-hour sales for the upcoming twelve-month 

period to determine the DBA for such rate class. DSM balance adjustment amounts will C=~~~;:======J 
be assigned for recovery purposes to the rate classes ~w!li9.! !?~e.!:-_o! .!I!:!d_e.!:-.!:e_Cfl"!e.!:i~~ _ _ __ -1=-1 Deleted: to 
of DSM amounts were realized. 

DCCR;; DSM CAPITAL COST RECOVERY 

The DCCR comoonent IS the means bv which the Company recovers its capital 
investments made for DSM programs, as well as an approved rate of return on such capital 
investments. The Company calClJlates the DeeR component as follows; 

OCCR" {(RBJ (ROR . (ROR DR) (TR I (1 TR))! + OE 

p ate of Issue: April 14, 2011. _________________ _ _____________ __ _ _ ___ ____ _ _____ ,',' 
pate Effective: May 14, 201\ _ _ __ _ __ _____ __ _ u __________ • __ _____ • ____ _ _ ____ _ • ./ 
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Louisville Gas and Electric Company 

Adjustment Clause 

P.S.C. Electric No.8, Thirdft.!l'~i~IE>!l _o! 9!191!l~t ~h_e~~ ~I?. _8§,}_ 
Canceling P.S.C. Electric No.8, ec n Revision of Ori Inal Sheet No. 86.3 

DSM 
Demand-Side Management Cost Recovery Mechanism 

· --- --- --~~u =:" -:------
The Company then allocates the DCCR component to the rate dass(es) benefitting from 
the Company's various pSM-relate:d capital jnyestment(s), 

CHANGES TO DSMRC T 

The filing of modifications to the OSMRC 1!ln!~uJ..r~ 9IJ.!!.n9~~ Ln-'b~ 9PKgJfIlP9lJ.e_n! _ _ T 
shall be made at least two months prior to the beginning of the effective period for billing. -, 

Modifications to other components of the DSMRC shall be made at least thirty (30) days 
prior to the effective period for billing. Each filing shall indude the following information as 
applicable: 
1) A detailed description of each DSM program developed by the collaborative process, 

the total cost of each program over the twelve-month period. an analysis of expected 
resource savings, information concerning the specific DSM or efficiency measures to 
be installed, and any applicable studies 1l!.m...h~~~~!l P~r1~~-,_a? ~y'ajl~~.1~. _____ _ 

2) A statement setting forth the detailed calculation of the OCR, DRLS, DSMI, DBA. 
~andDSMRC. 

Each change in the DSMRC shall be placed into effect with bills rendered on and after 
the effective date of such change. 

g:~: ~ff::t~:~: ~~'l4\~~lt= = = == = = == ==== = === = = == = ==== ==== === = ===== == == ==== Issued By: Lonnie E. Bellar, Vice President, State Regulation and Rates, Louisville, Kentucky 
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Cost Reeove.y CompOnent 
(OCR) . $ 0.00225 per kWh'll 
DSM Rev8t'ues from LOSI Sates 
{ORLS) $ 0.00126 . perkWh'Q 
DSM Ir>:enlive (OSMI) . $ 0.00012 

,.. ."'" 
DSM Bataroce Adiustment 
{DBA) . $~ . par k\hlh1 
Totat DSMRC lor Rates RS, VfO. 
RRP and LEV $ 0.00350 per "', , 
f 
f 
G_rat Service Rate GS and 11 
General Rasoonsjyfl prjcjog Rate 

Energy Charg,,, 
DSM Cost Recovery CompOnant 
(OCR) _ $ 0.()()()6.4 pM k\hlh1 
DSM Revenues Irom LOSI Sates 
(ORLS) . S 0.0012~ • per k'ol/h'g 
DSM Incentive (OSMI) . $ 
0.00003 • pe< kWh'll 
DSM Balance Adjustment 
{DBA) .S~ . pe<k'M1'11 
TOIal OSMRC 100- Rates GS and 
GRP . S 0.001 13 . pe< kWh'! 

• • f 
Commercia! Sery!ce Under Power 
Seryice Ra!e pS . Energy Charge'll , 
OSM Cost Recovery CompOnent 
(OCR) $ 0 .!'lOO47 per k....", 
OSM Revenues !rom Lost Sales 
(DRLS) . S 0.00068 . per 1I'M1'11 
OSM Incentive {OSMI) . S 
0.00002 pe< kWh'll 
OSM Balance Adjustment 
(DBA) . ~ per k'Nb'll 
TOIat OSMRC lor Rate PS . $ 
0,00058 . per kwtIV 



Louisville Gas and Electric Company 

, , 

, , , , 

~_o_n!~~Mlu~~e!l! f,!cJ~~ _____________________________________________ --' T 

Residential Rate RS, Volunteer Fire 
Department VFD, Residential 
Responsive Pricing Rate RRP, and 
Low Emission Vehicle Service l EV Energy Charge 

DSM Cost Recovery Component (OCR) $ O~.JJ!a!. ~~b __ 
DSM Revenues from lost Sales (DRlS) $ O.QQ!»~!. ~\Y!:! __ 
DSM Incentive (D5MI) $ O.QQQQ1..Y.!'!!. ~~b __ 
D5M CapijaJ Cost Recoyefl49Qt"!)p"q,n!!!!tJ~ ______________ i_~ per kWh __ 
DSM Balance Adjustment (DBA) $ <0.00163) per kWh 
Iotal DSMRC for Rates RS, VFD, RRP and lEV $ O . .Q!RQ§.~!. ~~b __ 

General Service Rate GS and 
General Responsive Pricing Rate GRP 

DSM Cost Recovery Component (OCR) 
DSM Revenues from lost Sales (DRlS) 
DSM Incentive (DSMI) 
DSM Capijal Cost Recovefl4Component (DCCRl 
DSM Balance Adjustment (DMf - - --
Total DSMRC for Rates GS and GRP 

Commercia! Service Under Power Service Rate PS 

DSM Cost Recovery Component (OCR) 
DSM Revenues from lost Sales (DRlS) • $ 

Energy Charge 

Energy Charge 

DSM Incentive (DSMI) ______ !)~;~ 
DSM Capital CostRecove0L9Qt"!)~n!!!!tJ~_ _ __ __ __ :~::~:::: 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rate PS 

Commercial Time-of-Day Secondary Service Rate CTODS 
and Commercial Time-of-Day primary Service Rate CTOpe 

DSM Cost Recovery Component (OCR) 
DSM Revenues from lost Sales (DRlS) 
DSM Incentive (DSMI) 
DSM Caoijal Cost RecoveOL9Qf!lp"q,n.!!!!tJ~ _ ___ _ ______ _ 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rates Cl ODS and CTODP 
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Deleted: Monthly Adju5l",e ... t 
Factors, , , 

Industrial Service Under Rate PS., 
Industrial Time-of·Day Secondary 
Service Rale ITOOSlI 
Industrial Time-of·Oey Pr'on ary 
Service Rale ITOOP • . , 
!lOg B!!1~1 IDloimlui2o Bm, 
ill · . Energy CMrllell , 
OSM Cost RecovefY Component 
(OCR) . S 0.00000 . pe.- kWh1 
OSM Revenueslrom Lost Sales 
(ORLS) _ S 0.00000 . per kWh1l 
OSM Incentive (OSMI) S 0.00000 
. per k'Ml1J 
OSM Balance Adjustment 
(OBA) S S!.2!:!!!QQ . pe.- k'Ml1J 

Total OSMRC 10< Rates PS, 
ITOOS. ITOOP. and RTS , 
. 0.00000 . per kWh! 

Deleted: 00225 

Deleted: 00126 

Deleted: 00012 

Deleted: Rate of Ret ... n 

Deleted: ORR 

Deleted' 00200 

Deleted: 0006-4 

Deleted: 00124 

Oeleted: 00003 

Deleted: Rate of Ret ... n 

Deleted: ORR 

Deleted: OO"H 

Deleted: (01).47 

Deleted: 00068 

Deleted: 00002 

Deleted: Rate of Ret ... n 

Deleted: ORR 

Deleted: 00070 

Deleted: 00031 

Deleted: 00066 

Deleted: 00002 

Deleted: Rate 01 Ret ... n 

Deleted: ORR 

Deleted: 00067 
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Louisville Gas and Electric Company 

P.S.C. Electric No. 8, Original Sheet No. 86.5 

Adjustment Clause DSM 
Demand-Side Management Cost Recove Mechanism 

Monthly Adj ustment Factors 

Induslrial Service Under Rate PS, 
Industrial Tlme-of-Day Secondary Service Rate ITODS 
Industrial Time-of.Day Primary Service Rate ITODP, 
and Retail Transmission Rate RTS 

DSM~C~'~'~t R~.~,,~,~e~"I~c~';,m;po;";e~";t (:DCR) 
DSM Lost Sales (DRLS) 
DSM I 

t """!O!llJ.I&!."" 

Total DSMRC for ITODP, and RTS 

Date of Issue; April 14, 2011 
Date Effective; May 14, 2011 

Energy Charge 

$ 0.00000 per kWh 
$ 0.00000 per kWh 
$ 0.00000 per kWh 

per kWh 

Issued By; lonnie E. Beilar, Vice President, State Regulation and Rates, Louisville, Kentucky 
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Louisville Gas and Electric Company 

Adjustment Clause 

P.S.C. Gas No.8, First Revision of Original Sheet No. 86 
Canceling P.S.C. Gas No.8, Original Sheet No. 86 

OSM 
Demand-Side Management Cost Recovery Mechanism 

APPLICABLE 
In all territory served. 

AVAILABILITY OF SERVICE 
This schedule is mandatory to Residential Gas Service Rate RGS, Volunteer Fire Department 
Rate VFD, Firm Commercial Gas Service Rate CGS, Firm Industrial Gas Service Rate IGS, As
Available Gas Service Rate AAGS, Firm Gas Transportation Rate FT, and Gas Transportation 
Service/Standby Rider TS. Any industrial customers who also receive electric service under 
Power Service Rate PS, Industrial Time-of-Day Secondary Service ITODS, Industrial Time-of
Day Primary Service ITODP, Retail Transmission Service Rate RTS, or Fluctuating Load 
Service Rate FLS and have elected not to participate in a demand-side management program 
hereunder shall not be assessed a charge pursuant to this mechanism. 

RATE 
The monthly amount computed under each of the rate schedules to which this Demand-Side 
Management Cost Recovery Mechanism is applicable shall be increased or decreased by the 
DSM Cost Recovery Component (DSMRC) at a rate per 100 cubic feet (Cct) of monthly gas 
consumption in accordance with the following formula: 

DSMRC = OCR + DRlS + DSMI + DBA + DCCR T 

Where: 
OCR = OSM COST RECOVERY 
The OCR shall include all expected costs that have been approved by the Commission T 
for each twelve-month period for demand-side management programs that have been 
developed through a collaborative advisory process ("approved programs"). Such T 
program costs shall include the cost of planning, developing, implementing, monitoring, 
and evaluating DSM programs. Program costs will be assigned for recovery purposes to 
the rate classes whose customers are directly participating in the program. In addition, all 
costs incurred by or on behalf of the collaborative process, including but not limited to 
costs for consultants , employees and administrative expenses, will be recovered through 
the OCR. Administrative costs that are allocable to more than one rate class will be 
recovered from those classes and allocated by rate class on the basis of the estimated 
budget from each program. 
The cost of approved programs shall be divided by the expected Ccf sales for the 
upcoming twelve-month period to determine the OCR for such rate class. 

ORLS = OSM REVENUE FROM LOST SALES 
Revenues from lost sales due to DSM programs implemented on and after the effective 
date of this tariff will be recovered as follows: T 

1. For each upcoming twelve-month period, the estimated reduction in customer usage 
(in Ccf) as determined for the approved programs shall be multiplied by the non
variable revenue requirement per Ccf for purposes of determining the lost revenue 
to be recovered hereunder for each customer class. The non-variable revenue 
requirement is defined as the weighted average price per Ccf of expected Distribution 
Cost Component billings for the customer classes. 

Oate of Issue: April 14, 2011 
Oate Effective: May 14, 2011 
Issued By: lonnie E. Bellar, Vice President, State Regulation and Rates, Louisville, Kentucky 



Louisville Gas and Electric Company 

Adjustment Clause 

P.S.C. Gas No.8, First Revision of Original Sheet No. 86.1 
Canceling P.S.C. Gas No.8, Original Sheet No. 86.1 

DSM 
Demand-Side Management Cost Recovery Mechanism 

2. The lost revenues for each customer class shall then be divided by the estimated 
class sales (in Cct) for the upcoming twelve-month period to determine the applicable 
DRLS surcharge. Recovery of revenues from lost sales calculated for a twelve
month period shall be included in the DRLS for thirty-six (36) months or until 
implementation of new rates pursuant to a general rate case. For recovery purposes, 
the lost sales revenues will be assigned to the rate classes whose programs resulted 
in the lost sales. 

Revenues collected hereunder are based on engineering estimates of energy savings, 
expected program participation and estimated sales for the upcoming twelve-month 
period. At the end of each such period, any difference between the lost revenues 
actually collected hereunder and the lost revenues determined after any revisions of the 
engineering estimates and actual program participation are accounted for shall be 
reconciled in future billings under the DSM Balance Adjustment (DBA) component. 

A program evaluation vendor will be selected to provide evaluation criteria against which 
energy savings will be estimated for that program. Each program will be evaluated after 
implementation and any revision of the original engineering estimates will be reflected in 
both (a) the retroactive true-up provided for under the DSM Balance Adjustment and (b) 
the prospective future lost revenues collected hereunder. 

DSMI = DSM INCENTIVE. 
For all Energy Impact Programs except Direct Load Control , the DSM incentive amount 
shall be computed by multiplying the net resource savings expected from the approved 
programs that are to be installed during the upcoming twelve·month period times fjfteen T 
(15) percent, not to exceed five (5) percent of program expenditures. Net resource 
savings are defined as program benefits less utility program costs and participant costs 
where program benefits will be calculated on the basis of the present value of Company's 
avoided costs over the expected life of the program, and will include both capacity and 
energy savings. For the Energy Education Program, the DSM incentive amount shall be T 
computed by multiplying the annual cost of the approved program times five (5) percent. T 

The DSM incentive amount shall be divided by the expected Cet sales for the upcoming 
twelve-month period to determine the DSMI. DSM incentive amounts will be assigned for 
recovery purposes to the rate classes whose programs created the incentive. 

DBA = DSM BALANCE ADJUSTMENT. 
The DBA shall be calculated on a calendar year basis and is used to reconcile the 
difference between the amount of revenues actually billed through the DCR, DRLS, 
DSMI, DCCR, and previous application of the DBA and the revenues that should have T 
been billed, as follows: 

Date of Issue: April 14, 2011 
Date Effective: May 14, 2011 
Issued By: Lonnie E. Bellar, Vice President, State Regulation and Rates, Louisville, Kentucky 



Louisville Gas and Electric Company 

Adjustment Clause 

P .S.C. Gas No.8, First Revision of Original Sheet No. 86.2 
Canceling P.S.C. Gas No.8, Original Sheet No. 86.2 

DSM 
Demand-Side Management Cost Recovery Mechanism 

(1) For the OCR. the balance adjustment amount will be the difference 
between the amount billed in a twelve-month period from the application of 
the OCR unit charge and the actual cost of the approved programs during 
the same twelve-month period. 

(2) For the DRLS the balance adjustment amount will be the difference 
between the amount billed during the twelve-month period from application 
of the DRLS unit charge and the amount of lost revenues determined for 
the actual DSM measures implemented during the twelve-month period. 

(3) For the DSMI, the balance adjustment amount will be the difference 
between the amount billed during the twelve-month period from application 
of the DSMI unit charge and the incentive amount determined for the 
actual DSM measures implemented during the twelve-month period. 

(4) For the DBA, the balance adjustment amount will be determined by 
calculating the difference between the amount billed during the twelve
month period from application of the DBA unit charges and the balance 
adjustment amount established for the same twelve-month period. 

The balance adjustment amounts determined on the basis of the above paragraphs (1)
(4) shall include interest to be calculated at a rate equal to the average of the uThree_ 

T 

Month Commercial Paper Raten for the immediately preceding twelve-month period. The T 
balance adjustment amounts, plus interest. shall be divided by the expected Ccf sales for 
the upcoming twelve-month period to determine the DBA for each rate class. DSM 
balance adjustment amounts will be assigned for recovery purposes to the rate classes 
for which over- or under-recoveries of DSM amounts were realized . T 

DCCR = DSM CAPITAL COST RECOVERY 
The DCCR component is the means by which the Company recovers its capital T 
investments made for DSM programs, as well as an approved rate of return on such capital 
investments. The Company calculates the DCCR component as follows: 

DCCR = [(RB) (ROR + (ROR - DR)(TR I (1 - TR))] + OE 

a) RB is the total rate base for DCCR projects. 
b) ROR is the overall rate of return on DSM Rate Base (RB). 
c) OR is the composite debt rate (Le., the cost of short- and long-term debt) 

embedded in ROR. 
d) TR is the composite federal and state income tax rate that applies to the 

equity return component of ROR. 
e) DE is the sum of the capital-related operating expenses (Le. , depreciation 

and amortization expense, property taxes, and insurance expense) of the 
DSM projects to which DCCR applies. 

The Company then allocates the DCCR component to the rate class(es) benefitting from 
the Company's various DSM-related capital investment(s). 

Oate of Issue: Aprit 14, 2011 
Date Effective: May 14, 2011 
Issued By: Lonnie E. Beliar, Vice President, State Regulation and Rates, Louisville, Kentucky 



Louisville Gas and Electric Company 

Adjustment Clause 

P.S.C. Gas No.8, Third Revision of Original Sheet No. 86.3 
Canceling P.S.C. Gas No.8, Second Revision of Original Sheet No. 86.3 

DSM 
Demand-Side Management Cost Recovery Mechanism 

T 

CHANGES TO DSMRC T 

The filing of modifications to the DSMRC that require changes in the OCR component T 
shall be made at least two (2) months prior to the beginning of the effective period for 
billing. Modifications to other components of the DSMRC shall be made at least thirty 
(30) days prior to the effective period for billing. Each filing shall include the following 
information as applicable: 

(1 ) A detailed description of each DSM program developed by the 
collaborative process, the total cost of each program over the twelve-month 
period, an analysis of expected resource savings, information concerning 
the specific DSM or efficiency measures to be installed, and any applicable 
studies that have been performed, as available. 

(2) A statement setting forth the detailed calculation of the DCR, DRLS, DSMI, 
DBA and DSMRC. 

Each change in the DSMRC shall be placed into effect with bills rendered on and after 
the effective date of such change. 

Date of Issue: April 14, 2011 
Date Effective: May 14, 2011 
Issued By: Lonnie E. Bellar, Vice President, State Regulation and Rates, Louisville, Kentucky 
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Louisville Gas and Electric Company 

Original Sheet No. 86.4 

Adjustment Clause DSM 
Demand-Side Management Cost Recovery Mechanism 

Monthly Adjustment Factors: 

Residential Rate RGS and 
Volunteer Fire Department Rate VFD 

DSM Cost Recovery Component (OCR) 
DSM Revenues from Lost Sales (DRLS) 
DSM Incentive (DSMI) 
DSM Capital Cost Recovery Component (DeeR) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rates RGS and VFD 

Commercial Customers Served Under 
Firm Commercial Gas Service Rate CGS, 
As Available Gas Service Rate MGS, 
Firm Transportation Rate FT, and Gas 
Transportation Service/Standby Rider TS 

DSM Cost Recovery Component (OCR) 
DSM Revenues from Lost Sales (DRLS) 
DSM Incentive (DSMI) 
DSM Capital Cost Recovery Component (DCCR) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rates CGS, AAGS, FT, and TS 

Date of Issue: April 14, 2011 
Date Effective; May 14, 2011 

Energy Charge 

$ 0.01238 per Cet 
$ 0.00172 per Cel 
$ 0.00057 per Cet 
$ 0.00552 per Get 
$ 0.00379 per Ce! 
$ 0.02398 per Cel 

Energy Charge 

$ 0.00080 per Cel 
$ 0.00000 per Cel 
$ 0.00000 per Ccf 
$ 0.00052 per Cel 
$ (o.00020) per Ce! 
$ 0.00112 per Cel 

Issued By: Lonnie E. Bellar, Vice President, State Regulation and Rates, Louisville, Kentucky 
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LOUISVILLE GAS & ELECTRIC COMPANY 

Supporting Calculations for the 

DSM Cost Recovery Mechanism 

GAS SERVICE 

For Period Ending December 31,2011 



LO\Ii,. GI' Ind EJeetrie • GI' 5erviee 
DSMRC Sumrnwy 

Rile 5ehedule 

Relldential Gu 5erviee & 
Volunteer Fire Dept. RGS & VFD 

Comme~.1 Gu SeNiti , 
AI AYlilabie Gu Service, 
Gu Trlnlportation 
$aIVk:e/Stlndby, & Firm CGS, AAG$, 
Trlnsportltion TS. & FT 

Sum~ry Of TOUt DSM R.eO.,.ry Componlnt (DSMRC) 

For Plrlod Endl"9 Oeumbtr 31, 2011 

Cost Reoov&ry LOSI SIIeS Incentive Clpltel 
Component COmpOnent Component COmponent 

(OCR) (ORLS) (OSMI) (OCCR) 

1,238 0.172 0.057 0,552 

0.080 0000 0000 0.052 

BllallCe Adj OSM Reoovery 

Component Component 

(DSA) (DS MRC) 

0.379 2.398 "". 

(0.020) 0.112 ''''. 



Louisville Gas and Electric· Gas Service 

OCR Summary 

Summary of DSM Revenues from DSM Cost Recovery Companent (OCR) 

For Period Ending December 31, 2011 

Rate Schedule DSM 

Cost Recovery Estimated 

Total Amount Billing Determinants 

Residential Gas Service & RGS& 
Volunteer Fire Dept. VFD $ 2,473,925 199,837,838 

Commercial Gas Service. As 
Available Gas Service, Gas 
Transporta tion CGS. 
Service/Standby, & Firm AAGS. 
Transportation TS, & FT $ 87.771 109,540,363 

Total OCR Amount $ 2,561,696 

DSM 

Cost Recovery 

Component (OCR) 

Cd 1.238 ¢/Ccf 

Cd 0.080 ¢/Ccf 

Program costs, 'Nhich are categorized by residenlial and commercial must be allocated to the individual rate schedules. The first step. allocation 
between gas and electric, and between LGE and KU. is shown on "OSM Budget Allocation" page. There are currenlly no programs or rates 
appl ied to the industrial class of customer 

Next, the DSM Program costs are further assigned to the rate schedules, which is the second and final step of the cost allocation process and is 
shown on the ·Calculation of OCR Component from Forecast Sales· page. The total amount to be collected for each rate class is divided by the 
forecasted sales for that rate class to calculate the component rate in terms of ¢ I kWh. 
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louisville Gas and Electric · Gas Service 

OCR Summary 

Calculation of OCR Component from Forecast Sales 

For Period Ending December 31 , 2011 

Forecast Sales Residential Commercial 
Cd Gas Service Gas Service 

RGS et al CGS et al 

January 2011 39,021 ,224 20,164,414 

February 2011 32.750,846 16,846,137 

March 2011 27,966,817 13,941 ,547 

April 2011 15,412,480 7,438,152 

May 2011 6,332,679 4,575,013 

June 201 1 3,930,840 3,872,787 

July 2011 3,698,263 3,371 ,792 

August 2011 3,347,947 3,314 ,364 

September 2011 4,290,155 3,764 ,326 

October 2011 8,820,388 5,564 ,932 

November 2011 19,857,122 10,129,706 

December 2011 34,409,077 16,559,193 

Total 199,837,838 109,540,363 

----
Total Program Costs $ 2,473,925 $ 87,771 

OCR Factor in ¢ per Cd 1.238 0.080 



Louisville Gas and Electric - Gas Service 

DRLS Summary 

Summary of DSM Revenues from DSM Lost Sales Compenent (DRLS) 

Fo r PeriOd Ending December 31,2011 

Rate Schedule lost 

Net Revenues Estimated 

Total Amount Billing Delenninants 

Residential Gas Service & RGS& 
Volunteer Fire Dept. VFD , 343.869 199,837,838 

Commercial Gas Service, As 
Available Gas Service. Gas 
Transportation CGS, 
Service/Standby. & Finn AAGS, 
Transportation TS, & FT , t09.540,363 

Total DRLS Amount , 343.869 

DSM Revenue from 

Lost Sales 

Component (OCR) 

Cct 0.172 ¢/Ccf 

Co, 0.000 ¢/Ccf 

lost sales from each of the programs are stated in the original filings for the programs. These lost sales are then attributed to rate class by a 
similar method to that carried out with the direct cost component: that is rate classes which achieve greater energy savings are allocated greater 
lost sales. 



Louisville Gas and Electric - Gas Service 

ORLS Summary 

Calculation of OCR Component from Forecast Sales 

For Period Ending December 31, 2011 

Forecast Sales 
Cd 

January 201 1 

February 201 1 

March 2011 

April 2011 

May 2011 

June 2011 

July 2011 

August 2011 

September 2011 

October 2011 

November 201 1 

December 2011 

Total 

Total Gas Savings 

Non-variable Revenue per Ccf 

Lost Net Revenue 

DRLS Factor in ¢ per Ccf 

• 

Residential Commercial 

Gas Service Gas Service 

RGS et al CGS etal 

39,021,224 20,164,414 

32,750,846 16,846,137 

27,966,817 13,941,547 

15,412,480 7,436,152 

6,332,679 4,575,013 

3,930,840 3,872,787 

3,698,263 3,371,792 

3,347,947 3,314,364 

4,290,155 3,764,326 

8,820,388 5,564,932 

19,857,122 10,129,706 

34,409,077 16,559,193 

199,837,838 109,540,363 

1,535,129 

0.2240 0.1872 

343,869 • 
0.172 0,000 

-----



Louisville Gas and Electric - Gas Service 

OSMI SummalY 

Summary of DSM Revenues from DSM Incentive Component IDSMI) 

For Period Ending December 31, 2011 

Rate Schedule OSM 
Incentive Estimated 

Total Amount Bi lling Determinants 

Residential Gas Service & RGS& 
Volunteer Fire Dept. VFO , 113.712 199,837,838 

Commercial Gas Service, As 
Available Gas Service, Gas 
Transportation CGS, 
Service/Standby, & Firm MGS, 
Transportation TS, & FT , 109.540,363 

Total DSMI Amount $ 113,712 

OSM 
Incentive 

Component (OSMI) 

Cct 0.057 ¢ICcl 

Cct 0.000 ¢ICcf 

Incentives for each individual program Is calculated as 15% of Net Resource Benefits (as specified in the California Standardized Tests) capped 
at 5% of program costs. Nearly all programs hit the 5% cost cap. The incentive by programs Is then allocated across the rate classes using the 
same method as the cost recovelY component. 



Louisvllle Gas and Electric· Gas Service 

DSMI Summary 

Calculation of DSMI Component from Forecast Sales 

For Period Ending December 31 , 2011 

Forecast Sales Residential Commerclal 
Cd Gas Service Gas Service 

RGS et al CGS et al 

January 2011 39,021,224 20,164,414 

February 2011 32,750,846 16,846,137 

March 2011 27,966,817 13,941 ,547 

April 2011 15,412,480 7.438,152 

May 2011 6,332,679 4,575,013 

June 2011 3,930,840 3,872,787 

July 2011 3,698,263 3,371,792 

August 2011 3,347,947 3,314,364 

September 2011 4,290.155 3,764,326 

October 2011 8,820,386 5,564,932 

November 2011 19,857,122 10,129,706 

December 2011 34,409,077 16,559,193 

Total 199,837.838 109,540,363 

Total Program Incentive $ 113,712 $ 

DSMI Factor in ¢ per Cet 0.057 0.000 



Louisville Gas and Electric - Gas Service 

DCCR Summary 

Summary of DSM Revenues from OSM Capital Cost Recovery (OCCR) 

For Per iod Ending December 31,2011 

Rate Schedule a8M 
Rate of Return Estimated 

Total Amount Billing Determinants 

Residential Gas Service & RGS& 
Volunteer Fire Dept. VFa , 1,102,362 199,637.836 

Commercial Gas Service, As 
Available Gas Service, Gas 
Transportation CGS, 
Service/Standby, & Firm AAGS, 
Transportation TS, & FT , 57,234 109,540.363 

Total DCCR Amount $ 1,159,596 

a8M 
Capital Cost 

Recovery (DCCR) 

Cct 0.552 ¢/Ccf 

Cct 0.052 ¢/Ccf 

The DSM Capital Cost Recovery Component (DCCR), allows the Companies'to earn an approved rate of return on equity exclusively for the 
capital expenditures. The Companies' retum on equity is equal to 10.50%. The inclusion of this methodology will spread the cost of this 
facility/asset over its useful life and spread the billing impacllo the CtJstomers over its useful life. 



Louisville Gas and Electric - Gas Service 

DCCR Summary 

Calculation of Total E(m) and JUridlctlonal Surcharge Billing Factor 

For Period Ending December 31, 2011 

Calculation of Total E(m) 

E(m) ::: [(RB) (ROR+(ROR - DR)(TR/(1-TR)))] + OE, where 

OSM Plans 

E(m) by Rate Class 

Gas 

RB • DSM Rate Base 

ROR • Rate of Return on the OSM Rate Base 

DR • Debt Rate (both short-term and long-term debt) 

TR • Composite Federal & State Income Tax Rate 

OE • Operating Expenses 

RB 

(ROR + (ROR - OR) (TR I (1 - TR))) 

OE 

E(m) 

Residential Service RGS et al 

Commercial Gas Service CGS et al 

Total 

• 
• 
• 
• 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

513,606 

7,53% 

1.82% 

35.71% 

513,606 

10.70% 

1,104,619 

1.159.596 

1,102,362 

57,234 

1,159,596 



Lou i sv~1e Gas and E~oc - Gas Service 

DeeR Summary 

Cslcul.tlon of Bu. R.te . nd Operatlng Expense 

For Period Ending OeClmber 31, 2011 

Determln.tIon of DSM Rate B.II 

Eligible Planll Capilal Expend"ure, In Service 

Eligible Accumulated Depreciation 

CWiP Amount Exduding AFUDC 

Eligible Net Plant I Capital Expendilures In Service 

Deferred T8>I Balance as of January t . 2011 

Yearly Depredatkm Expense 

Total 

Determln.tlon 01 DSM Operating Expenles 

Demand Load Conservation 

TOUI Operating Expens •• 

Residential 

Com~n::iaI 

Total 

• 513.606 

• 0 

• 0 

• 
• 
• 
• 
• 

• • • 

• 

513.606 

0 

0 

0 

513,606 

1,050,110 

~.509 

t ,104,619 

1,104,619 



Louisville Gas and Electric· Gas Service 

DCCR Summary 

Calculation of DCCR Component from Forecast Sales 

For Period Ending December 31,2011 

Forecast Sales Residential Commercial 
Cd Gas Service Gas Service 

RGS et al CGS etal 

January 2011 39,021,224 20,164,414 

February 2011 32,750,846 16,846,137 

March 2011 27,966,817 13,941 ,547 

April 2011 15,412,480 7,436,152 

May 2011 6,332,679 4,575,013 

June 2011 3,930,640 3,872,787 

July 2011 3,698,263 3,371 ,792 

August 2011 3,347,947 3,314 ,364 

September 2011 4,290,155 3,764,326 

October 2011 8,820,388 5,564,932 

November 2011 19,857,122 10,129,706 

December 2011 34,409,077 16,559,193 

Total 199,837,838 109,540,363 

Total DCCR Program Component • 1,102,362 , 57,234 

DCCR Factor in ¢ per Cd 0,552 0.052 



louisvi lle Gas and Electric· Gas Service 
DCCR Summary 

Rate Base by Program 

Demand load ConservaHon 

Rate Base by Program 

For Period Ending December 31, 2011 

Residenlial 

Commercial 

TOlal 

Allocation between Residential and Commercial 

Residential 

Commercial 

Total 

s 
s 
s 

s 
s 
s 

488.149 

25,457 

513.606 

488.149 

25.457 

513.606 
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Louisville Gas and Electric Company 

P.S.C. Gas No. 8. First Revision of Original Sheet No. 86 
Canc.rng P.S.C. Gas No.8, Original Sheet No. 86 

Adjustment Clause DSM 
Demand·Side Management Cost Recovery Mechanism 

APPUCABL.E 
In all territory served. 

AVAILABIUTY OF SERVICE 
This schedule is mandatory to Residential Gas Service Rate RGS. Volunteer Fire Department 
Rate VFO, Firm Commercial Gas Service Rate CGS, Firm industrial Gas Service Rate IGS, As· 
Available Gas Service Rate MGS, Firm Gas Transportation Rate FT, and Gas Transportation 
ServiceJStandby Rider TS. Any industrial customers who also receive electric service under 
Power Service Rate PS, Industrial Time..af-Oay Secondary Service ITODS, Industrial TIme-of· 
Day Primary Service ITOOP, Retail Transmission Service Rate RTS, or Fluctualing Load 
Service Rate FL.S and have elected not to participate in a demand-side management program 
hereunder shall not be assessed a charge pursuant to this mechanism. 

RATE 
The monthly amount computed under each of the rate schedules to which this Demand-Side 
Management Cost Recovery Mechanism is applicable shall be increased or decreased by the 
DSM Cost Recovery Component (OSMRC) at a rale per 100 cubic feet (Cd) of monthly gas 
consumption in accordance with the following formula: 

OSMRC '" OCR + DRL.S + DSMI + DBA + PCCR 

Vllhere: 
OCR . DSM COST RECOVERY 
The DCR shall include all e~ costs 1!:!il,~~e _~!) .!Ie~~~~ _bYJ~e_ ~~Ls~iQ'l __ 
for each twelve-month period for demand·side management programs M ~a_v!L~!!'l __ 
developed through a COllaborative advisory process ("approved programs,. Such 
program costs shall include the cost of planning, developing, Implementing, monitoring, 
and evaluating OSM programs. Program costs will be assigned for recovery purposes to 
the rate classes whose aJslomers are directly participating In the program. In addition, all 
costs Incurred by or on behalf of the collaborative process, Induding but not limited to 
costs for consultants, employees and administrative expenses, will be recovered through 
the OCR. Administrative costs that are allocable to more than one rate class will be 
recovered from those classes and allocated by rate class on Ihe basis of the estimated 
budget from each program. 
The cost of approved programs shall be divided by the expected Ccf sales for the 
upcoming twelve-month period to determine the OCR for such rate class. 

DRLS 0: DSM REVENUE FROM L.OST SALES 
Revenues from lost sales due to OSM programs implemenled on and after the effective 
dale of this lariffl"~J_b!.!!~_f!d_~sJQI!o~:. _ __ __ __ • ____________________ _ 

1. For each upcoming twelve-month period, the estimated reduction in aJstomer usage 
(in Cd) as delermined for the approved programs shall be multiplied by the non
variable revenue requirement per Cd for purposes of determining the lost revenue 
to be recovered hereunder for each customer class. The non-variable revenue 
requirement is defined as the weighted average price per Cd of expected Distribution 
Cost Component bittings for the customer dasses. 

T 
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louisville Gas and Electric Company 

2. The lost revenues for each customer class shall then be divided by the estimated 
class sales (in Cet) for the upcoming twelve-month period to determine the applicable 
DRLS surcharge. Recovery of revenues from lost sales calculaled for a twelve
month period shall be included in the DRLS for thirty-six (36) months or until 
implementalion of new rates pursuant to a general rate case. For recovery purposes, 
the lost sales revenues will be assigned to the rate classes whose programs resulted 
in the lost sales. 

Revenues collected hereunder are based on engineering estimates of energy savings, 
expected program participation and estimated sales for the upcoming twelve-month 
period. At the end of eadl such period, any difference between the lost revenues 
.actually collected hereunder and the lost revenues determined after any revisions of the 
engineering estimates and actual program participation are accounted for shall be 
reconciled in future billings under the DSM Balance Adjustment (DBA) component. 

A program evaluation vendor will be selected to provide evaluation criteria against which 
energy savings will be estimated for that program. Eadl program will be evaluated after 
implementation and any revision of the original engineering estimates will be reflected in 
both (a) the retroactive true-up provided for under the DSM Balance Adjustment and (b) 
the prospective future lost revenues collected hereunder. 

DSMI;; DSM INCENTIVE. 
For all Energy Impact Programs except Direct Load Control, the DSM incentive amount 
shall be computed by multiplying the net resource savings expected from the approved 
programs ~~r~ Jq ~~ In§~~~_t!U!i!)9.lh~ _u~Jl}ii:!9.. t.Ytelv!'-.fllO.!llhJ!e.!iQ(t ~f!l~s_ fJftMf!. __ 
(15) percent, not to exceed five (5) percent of program expenditures. Net resource 
savings are defined as program benefits less utility program costs and participant costs 
where program benefits will be calculated on the basis of the present value of Company's 
avoided costs over the expected life of the program, and will include both capacity and 
energy savings. For kEnergy Educatiol\?.rQ9..r~I!\.-'b~ 'p~~J!)~.!'ti'{e_a_rllo_u!),-sNI!! !?f! __ 
computed by mUltiplying the annual cost of the approved program..lilJl~§' ~'{eJ!?)~[~[lt __ _ 

The DSM incentive amount shall be divided by the expected Cd sales for the upcoming 
twelve-month period to determine the DSMI. DSM incentive amounts will be assigned for 
recovery purposes to the rate classes whose programs created the incentive. 
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Louisville Gas and Electric Company 

(1) For the OCR, the balance adjustment amount will be the difference 
between the amount bil led in a twelve-month period from the application of 
the OCR unit charge and the actual cost of the approved programs during 
the same twelve-month period . 

(2) For the ORlS the balance adjustment amount will be the difference 
between the amount billed during the twelve-month period from application 
of the ORlS unit charge and the amount of lost revenues determined for 
the actual OSM measures implemented during the twelve-month period. 

(3) For the DSMI , the balance adjustment amount will be the difference 
between the amount billed during the twelve-month period from application 
of the OSMI unit charge and the incentive amount determined for the 
actual DSM measures implemented during the twelve-month period. 

(4) f2LJb~ pJl!'.J. Jlle_ 'p~I~I}~ _ ,!qj !!sl~nl _a!lP!ll}t _ ~ll _ ~_ 9~t~fJTljll~_ ~y_ _ _ _ _ _ _ _ __ -1"- lc __ ""=,=,=,,='c' _____ --' 
calcolating the difference between the amount billed during the twelve- -
month period from application of the DBA un~ charges and the balance 
adjustment amount established for the same twelve-month period. 

The balance adjustment amounts determined on the basis of the above paragraphs (1)-

(4) shall include interest 10 be calcolaled at a rate equal to the average of the "Three- C=-';i;<;;d;:;;;:======J 
MenJb fpl!'~~cLal ~'!P_e.!" ~~t~~ ~o~ ~h~ jl!)l!'~~.i'!t~Jy p~e~c!iI!9...~~!Y~-~!)\.!I y~~~..: Jb~ _ _ __ -1"- i Deleted: m 
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DCCR" DSM CAPITAL COST RECOVERY T 
The DCCR component is the means by which the Company recovers its capijal 
jnvestments made for OSM programs as well as an approved rate of return on such capital 
jnvestments The Company calculates Ihe DCCR component as follows: 

DeCR - [(RBl (ROR + (ROB DR) (TR I (1 TR))l + OE 

Ii 

Ii 

The Company then allOcates the DCCR component to the rate c!ass(es) benefitting from 
the Company's various DSM-related capital investment/s), 

moditoca1ions to the DSMRC 
which requ ~e cha nges In the 
OC R component sh ... be made 
IIIleasl two (2) months prior to 
the Deginning 01 the effective 
petiod lor biling. ModWieations 
\0 other components of the 
DSMRC shaU be made al least 
lNny (30) days prior 10 the 
effective period lor biling . Each 
filing shallinctude the following 
infonnmion B. app licable : ,. 
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Louisville Gas and Electric Company 
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Adjustment Clause D8M 
Demand-Side Management Cost Recovery Mechanism 
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Louisville Gas and Electric Company 
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Adjustment Clause OSM 
Demand-Side Management Cost Recovery Mechanism 
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Kentucky Utilities Company 

Adjustment Clause 

P.S.C. No. 15, First Revision of Original Sheet No. 86 
Canceling P.S.C. No. 15, Original Sheet No. 86 

OSM 
Demand-Side Management Cost Recovery Mechanism 

APPLICABLE 
In all territory served. 

AVAILABILITY OF SERVICE 
This schedule is mandatory to Residential Rate RS, Volunteer Fire Department Service Rate 
VFD, General Service Rate GS, All Electric School Rate AES, Power Rate PS, Time-of-Day T 
Secondary Service Rate TODS, Time-of-Day Primary Service Rate TODP, and low Emission 
Vehicle Service Rider LEV. Industrial customers who elect not to participate in a demand-side 
management program hereunder shall not be assessed a charge pursuant to this mechanism. 
For purposes of rate application hereunder, non-residential customers will be considered 
"industrial" if they are primarily engaged in a process or processes that create or change raw or T 
unfinished materials into another form or product, andlor in accordance with the North American 
Industry Classification System, Sections 21 , 22, 31 , 32, and 33. All other non-residential 
customers will be defined as "commerciaL" 

RATE 
The monthly amount computed under each of the rate schedules to which this Demand-Side 
Management Cost Recovery Mechanism is applicable shall be increased or decreased by the 
OSM Cost Recovery Component (DSMRC) at a rate per kilowatt hour of monthly consumption 
in accordance with the following formula: 

DSMRC = DCR + DRlS + DSMI + DBA + DCCR 
Where: 

OCR = OSM COST RECOVERY 

T 

The OCR shall include all expected costs that have been approved by the Commission for T 
each twelve-month period for demand-side management programs that have been T 
developed through a collaborative advisory process ("approved programs") . Such program 
costs shall include the cost of planning, developing, implementing, monitoring, and 
evaluating DSM programs. Program costs will be assigned for recovery purposes to the 
rate classes whose customers are directly participating in the program. In addition, all costs 
incurred by or on behalf of the collaborative process, including but not limited to costs for 
consultants, employees, and administrative expenses, will be recovered through the OCR. 
Administrative costs that are allocable to more than one rate class will be recovered from 
those classes and allocated by rate class on the basis of the estimated budget from each 
program. The cost of approved programs shall be divided by the expected kilowatt-hour 
sales for the upcoming twelve-month period to determine the OCR for each such rate class. T 

ORLS = OSM REVENUE FROM LOST SALES 
Revenues from lost sales due to DSM programs implemented on and after the effective 
date of this tariff will be recovered as follows: T 

1) For each upcoming twelve-month period, the estimated reduction in customer usage (in 
kWh) as determined for the approved programs shall be multiplied by the non-variable 
revenue requirement per kWh for purposes of determining the losl revenue to be 
recovered hereunder from each customer class. The non-variable revenue 
requirement for the Residential , Volunteer Fire Department, General Service, All 
Electric School, and low Emission Vehicle customer classes is defined as the weighted 
average price per kWh of expected billings under the energy charges contained in the 

Date of Issue: April 14, 2011 
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Kentucky Utilities Company 

Adjustment Clause 

P.S.C. No. 15, First Revision of Original Sheet No. 86.1 
Canceling P.S.C. No.1S, Original Sheet No. 86.1 

DSM 
Demand-Side Management Cost Recovery Mechanism 

RATE (continued) 
RS, VFD, GS, AES, and LEV rate schedules in the upcoming twelve-month period after 
deducting the variable costs included in such energy charges. The non-variable 
revenue requirement for each of the customer classes that are billed under demand 
and energy rates (rate schedules PS, TOOS, and TOO?) is defined as the weighted 
average price per kWh represented by the composite of the expected billings under the 
respective demand and energy charges in the upcoming twelve-month period, after 
deducting the variable costs included in the energy charges. 

2) The lost revenues for each customer class shall then be divided by the estimated class 
sales (in kWh) for the upcoming twelve-month period to determine the applicable DRLS 
surcharge. Recovery of revenue from lost sales calculated for a twelve-month period 
shall be included in the DRLS for 36 months or until implementation of new rates 
pursuant to a general rate case, whichever comes first. Revenues from lost sales will 
be assigned for recovery purposes to the rate classes whose programs resulted in the 
lost sales. 

Revenues collected hereunder are based on engineering estimates of energy savings, 
expected program participation, and estimated sales for the upcoming twelve-month period. 
At the end of each such period, any difference between the lost revenues actually collected 
hereunder and the lost revenues determined after any revisions of the engineering 
estimates and actual program participation are accounted for shall be reconciled in future 
billings under the DSM Balance Adjustment (DBA) component. 

A program evaluation vendor will be selected to provide evaluation criteria against which 
energy savings will be estimated for that program. Each program will be evaluated after 
implementation and any revision of the original engineering estimates will be reflected in 
both (a) the retroactive true-up provided for under the DSM Balance Adjustment and (b) the 
prospective future lost revenues collected hereunder. 

DSMI = DSM INCENTIVE 
For all Energy Impact Programs except Direct Load Control , the DSM incentive amount 
shall be computed by multiplying the net resource savings expected from the approved 
programs that are to be installed during the upcoming twelve-month period times fifteen T 
(15) percent, not to exceed five (5) percent of program expenditures. Net resource savings 
are defined as program benefits less utility program costs and participant costs where 
program benefits will be calculated on the basis of the present value of Company's avoided 
costs over the expected life of the program, and will include both capacity and energy 
savings. For the Energy Education Program, the DSM incentive amount shall be computed T 
by multiplying the annual cost of the approved program times five (5) percent. T 

The DSM incentive amount related to programs for Residential Rate RS, Volunteer Fire 
Department Rate VFD, General Service Rate GS, All Electric School Rate AES, Power Rate 
PS, Time-of-day Secondary Service Rate TODS, Time-of-Day Primary Rate TODP, and Low 
Emission Vehicle Service Rider LEV shall be divided by the expected kilowatt-hour sales for 
the upcoming twelve-month period to determine the DSMI for such rate class. DSM incentive 
amounts will be assigned for recovery purposes to the rate classes whose programs created 
the incentive. 

Date of Issue: April 14, 2011 
Date Effective: May 14, 2011 
Issued By: Lonnie E. Beliar, Vice President, State Regulation and Rates, Lexington, Kentucky 



Kentucky Utilities Company 

Adjustment Clause 

P.S.C. No. 15, First Revision of Original Sheet No. 86.2 
Canceling P.S.C. No. 15, Original Sheet No. 86.2 

DSM 
Demand·Side Management Cost Recovery Mechanism 

DBA = DSM BALANCE ADJUSTMENT 

The DBA shall be calculated on a calendar-year basis and is used to reconcile the T 
difference between the amount of revenues actually billed through the OCR, DRLS, DSMI, 
DeeR, and previous application of the DBA and the revenues that should have been billed , T 
as follows : 
1) For the OCR, the balance adjustment amount will be the difference between the 

amount billed in a twelve-month period from the application of the OCR unit charge and 
the actual cost of the approved programs during the same twelve-month period. 

2) For the DRlS the balance adjustment amount will be the difference between the 
amount billed during the twelve-month period from application of the DRlS unit charge 
and the amount of lost revenues determined for the actual DSM measures 
implemented during the twelve-month period. 

3) For the DSMI, the balance adjustment amount will be the difference between the 
amount billed during the twelve-month period from application of the DSMI unit charge 
and the incentive amount determined for the actual DSM measures implemented 
during the twelve-month period. 

4) For the DBA, the balance adjustment amount will be the difference between the 
amount billed during the twelve-month period from application of the DBA and the 
balance adjustment amount established for the same twelve-month period. 

The balance adjustment amounts determined on the basis of the above paragraphs (1)-(4) 
shall include interest applied to the monthly amounts, such interest to be calculated at a 
rate equal to the average of the "Three-Month Commercial Paper Rate" for the immediately T 
preceding twelve-month period. The total of the balance adjustment amounts shall be 
divided by the expected kilowatt-hour sales for the upcoming twelve-month period to 
determine the DBA for such rate class. DSM balance adjustment amounts will be assigned 
for recovery purposes to the rate classes for which over- or under-recoveries of DSM T 
amounts were realized. 

DCCR = DSM CAPITAL COST RECOVERY T 
The DCCR component is the means by which the Company recovers its capital 
investments made for DSM programs, as well as an approved rate of return on such capital 
investments. The Company calculates the DCCR component as follows: 

DCCR = [(RB) (RDR + (RDR - DR) (TR I (1 - TR))] + DE 

a) RB is the total rate base for DCCR projects. 
b) ROR is the overall rate of return on DSM Rate Base (RB). 
c) DR is the composite debt rate (i.e., the cost of short- and long-term debt) 

embedded in ROR. 
d) TR is the composite federal and state income tax rate that applies to the 

equity return component of ROR. 
e) OE is the sum of the capital-related operating expenses (I.e., depreciation 

and amortization expense, property taxes, and insurance expense) of the 
DSM projects to which DCCR applies. 

Date of Issue: April 14. 2011 
Date Effective: May 14, 2011 
Issued By: Lonnie E. Be liar, Vice President, State Regulation and Rates, Lexington, Kentucky 



Kentucky Utilities Company 

Adjustment Clause 

P.S.C. No. 15, Third Revision of Original Sheet No. 86.3 
Canceling P.S.C. No. 15, Second Revision of Original Sheet No. 86.3 

DSM 
Demand-Side Management Cost Recovery Mechanism 

The Company then allocates the DeeR component to the rate class(es) benefitting from 
the Company's various DSM-related capital investrnent(s). 

CHANGES TO DSMRC 

Modifications to other components of the DSMRC shall be made at least thirty days prior to 
the effective period for billing. Each filing shall include the following information as 
applicable: 

1) A detailed description of each DSM program developed by the collaborative process, 
the total cost of each program over the twelve-month period, an analysis of expected 
resource savings, information concerning the specific DSM or efficiency measures to 
be installed, and any applicable studies that have been performed, as available. 

2) A statement setting forth the detailed calcu lation of the DCR, DRLS, DSMI, DBA, 
DCCR, and DSMRC. 

Each change in the DSMRC shall be placed into effect with bills rendered on and after the 
effective date of such change. 

Date of Issue: April 14,2011 
Date Effective: May 14, 2011 
Issued By: Lonnie E. Bellar, Vice President, State Regulation and Rates, Lexington, Kentucky 

T 
T 

T 

T 

T 



Kentucky Utilities Company 

P.S.C. No. 15, Original Sheet No. 86.4 

Adjustment Clause DSM 
Demand-Side Management Cost Recovery Mechanism 

Monthly Adjustment Factors 

DSM Revenues from 
DSM Incentive (OSMI) 

Depaltm,en! Service 

DSM Capital Cost Recovery Component (DeeR) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rates RS, VFD and LEV 

~~~~~~mponen! (OCR) 
DSM Revenues from (DRLS) 
DSM Incentive (DSMI) 
DSM Capital Cost Recovery Component (DeeR) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rates GS 

All Electric School Rate AES 
DSM Cost Recovery Component (OCR) 
DSM Revenues from Lost Sales (ORLS) 
DSM Incentive (DSMI) 
DSM Capital Cost Recovery Component (DeeR) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rate AES 

• 
Commercial Customers Served Under Power Service 
Rate PS, Time of Day Secondary Service Rate TO OS, 
and Time-of-Day Primary Service Rate TODP 

DSM Cost Recovery Component (OCR) 
DSM Revenues from Lost Sales (DRLS) 
DSM Incentive (DSMI) 
DSM Capital Cost Recovery Component (DCCR) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rates PS, TODS and TODP 

Industrial Customers Served Jnd~~~ii:i';;'~,;,D;:~",a", 
Se"on,dalry Service Rate TODS, Time-at-Day 

DSM Revenues from 
DSM Incentive (DSMI) 

I 

DSM Capital Cost Recovery Component (DCCR) 
DSM Balance Adjustment (DBA) 
Total DSMRC tor Rates TOoS, TODP, and RTS 

Date ot Issue: April 14, 2011 
Date Effective: May 14, 2011 

Energy Charge 
$ 0.00144 per kWh 
$ 0.00088 per kWh 
$ 0.00006 per kWh 
$ 0.00048 per kWh 
$(0.00045) per kWh 
$ 0.00241 per kWh 

Energy Charge 
$ 0.00077 per kWh 
$ 0.00083 per kWh 
$ 0.00004 per kWh 
$ 0.00007 per kWh 
$ 0.00006 per kWh 
$ 0.00177 per kWh 

Energy Charge 
$ 0.00024 per kWh 
$ 0.00014 per kWh 
$ 0.00001 per kWh 
$ 0.00000 per kWh 
$(0.00014) per kWh 
$ 0.00025 per kWh 

Energy Charge 
$ 0.00021 per kWh 
$ 0.00023 per kWh 
$ 0.00001 per kWh 
$ 0.00000 per kWh 
$(0.00029) per kWh 
$ 0.00016 per kWh 

Energy Charge 
$ 0.00000 per kWh 
$ 0.00000 per kWh 
$ 0.00000 per kWh 
$ 0.00000 per kWh 
$ 0.00000 per kWh 
$ 0.00000 per kWh 

Issued By: Lonnie E. Bellar, Vice PreSident, State Regulation and Rates, LeXington, Kentucky 
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KENTUCKY UTILITIES COMPANY 

Supporting Calculations for the 

DSM Cost Recovery Mechanism 

ELECTRIC SERVICE 

For Period Ending December 31, 2011 



Kentudly UtMiH • EIectrie Service 

OSMRC Summ.ry 

R.le Schedule 

Relldenti.1 Service, VOIuntlltlr AS. 
Fire Oep.rtme<11 Service, & Low VFD.& 
Emi,siCln Vehicle Serviet LEV 

General Serv>ce GS 

AI Eleetrie School,· AES 

'5. 
Power Service. nm.of·O.y lOOP. & 
Service· Prim.ry & Seoondlry laDS 

Surrvn. ry of Totol OSM R-.:ov.ry CompocanIIDSMRC) 

For Peliod EndIng o.e ....... ber 31 , 2011 

CoS! Recovery LoS! Sale, Incentive C.pilat 

Componenl Componenl Componenl Com ...... 

IOCR) (ORLS) (OSMI) (OCCR) 

0.144 0 .068 0.'" 0.048 

0,071 0.083 0 .... 0.007 

0.024 0,014 0.001 0,000 

0.021 0.023 0.001 0.000 

'NoII: New RlI1e schedule for AES OSM effedive ¥oith 2010 RlI1e C.se. 

8eI.nceAdj OSM Recovery 

Componef11 Com...,.." 

(OBA) (OSMRC) 

(O.IUS) 0.241 ,Ow.. 

0.'" 0.171 ,Ow.. 

(0.014) oms ,ow.. 

(0.02i) 0.016 ¢Ow.. 



Kentucky Utilities - Electric Service 

OCR Summary 

Rate Schedule 

Residential Service, Volunteer 
Fire Department Service, & Low 
Emission Vehicle Service 

General Service 

All Electric Schools' 

Power Service, Time-of-Day 
Service - Primary & Secondary 

Total OCR Amount 

Summary of DSM Revenues from DSM Cost Recovery Compenent (OCR) 

For Period Ending December 31, 2011 

OSM 
Cost Recovery Estimated 

Total Amount Billing Determinants 

RS, 
VFD,& 
LEV • 9,121,941 6,329,913,788 

GS • 1,507,210 1,965,268,093 

AES • 33,673 139,739,551 

PS, 
TODP, & 
TaOS • 180,174 3,681,693,860 

• 11,443,058 

OSM 
Cost Recovery 

Component (OCR) 

kWh 0.144 ,'Wh 

kWh 0.077 "Wh 

kWh 0.024 ,'Wh 

kWh 0.021 ,'Wh 

Program costs, which are ca tegorized by residential and commercial must be allocated to the individual rate schedules. The first step, allocation 
between gas and electric, and between lGE and KU, is shown on ·OSM Budget Allocation" page. There are currently no programs or rates applied 
10 the Industrial class of customer 

Next, the OSM Program costs are further assigned to the rate schedules, which is the second and final slep of the cost allocation process and is 
shown on the 'Calculation of OCR Component from Forecast Sales' page. The total amount to be collected for each rate class is divided by the 
forecasted sales for that rate class to calculate the component rale in terms of ¢ f kWh. 



Kentucky Utilities - Electric Service 

OCR Summa'Y 

ptOg, .... 

R .. ldtnu.ll.lglltlng 

2011 PtOg",m 

DSM Budget Allocation 

] Allocation I 2011 "" 

Com .... rcllo. HVAC 



Kentucky Utilities - Electric Service 

OCR Summary 

Forecast Sales 

kWh 

January 2011 

February 2011 

March 2011 

April 2011 

May 2011 

June 2011 

July 2011 

August 2011 

September 2011 

October 2011 

November 2011 

December 2011 

Total 

Total Program Costs 

OCR Factor in ¢ per kWh 

Calculation of OCR Component from Forecast Sales 

For Period Ending December 31, 2011 

Residential General All Electric 

Service Service Schools 

RSetal GS AfS 

811 ,771 ,076 204,832,321 12,393,162 

676,374,269 180,254,638 11,448,708 

568,351 ,272 168,692,732 11,431 ,691 

411 ,901 ,730 154,256,312 11,120,728 

358,361 ,528 138,439,534 11 ,300,374 

467,719,398 159,146,752 11 ,900,849 

573,984,184 174,828,605 12,524,186 

564,070,464 183,412,886 13,488,715 

440,901,870 153,483,310 12,379,653 

359,577,590 143,627,913 11,093,880 

450,825,380 136,617,042 9,750,363 

646,075,027 167,676,048 10,907,242 

6,329,913,788 1,965,268,093 139,739,551 
-----

$ 9,121 ,941 $ 1,507,270 $ 33,673 

0,144 0.077 0.024 

Power Service 

(exel. Industrial) 

PS et al 

312,339,571 

295,689,766 

310,658,877 

305,479,245 

305,359,587 

318,001 ,104 

324,601 ,119 

338,571,455 

299,649,480 

307,464,182 

275,371 ,135 

288,508,339 

3,681,693,860 

$ 780,174 

0.021 



Kentucky Utilities - Electric Service 

DRLS Summary 

Summary of DSM Revenues from DSM Lost Sales Compenent (DRLS) 

For Period Ending December 31 , 201 1 

Rate Schedule Lost 

Net Revenues Eslimated 

Tolal Amount Billing Determinants 

Residential Service, Volunteer RS. 
Fire Depar1ment Service, & Low VFD, & 
Emission Vehicle Service LEV , 5,541 ,570 6,329,913,788 

General Service GS • 1,637,805 1,965,268,093 

All Electric Schools" AES • 19,303 139,739,551 

PS. 
Power Service, Time-ol-Day TODP, & 
Service - Primary & Secondary TODS • 848,484 3,681,693,860 

Total DRLS Amount , 8,047,162 

DSM Revenue from 

Lost Sales 

Component (OCR) 
----

kWh 0.088 .~Wh 

kWh 0,083 .~Wh 

kWh 0,01 4 .~Wh 

kWh 0.023 ,~Wh 

Lost sales from each of the programs are stated in the original filings lor the programs, These lost sales are then attributed to rate class by a similar 
method to that carried out with the direct cost component: that is rate classes which achieve greater energy savings are allocated greater lost sales. 



Kentucky Utilities - Electric Service 

DRLS Summary 

Forecast Sales 
kWh 

January 2011 

February 2011 

March 2011 

April 2011 

May 2011 

June 2011 

July 2011 

August 2011 

September 2011 

October 2011 

November 2011 

December 201 1 

Total 

Total Energy Savings 

Non-variable Revenue per kWh 

Lost Net Revenue 

DRLS Factor in ¢ per kWh 

Calculation of OCR Component from Forecast Sales 

For Period Ending December 31 , 2011 

Residential General Al l Electric Power Service 

Service Service Schools (excl. Industrial) 

RSetal GS AES PSet al 

611 ,771,076 204,832,321 12,393,162 312,339,571 

676,374,269 180,254,638 11,448,708 295,689,766 

568,351,272 168,692,732 11,431 ,691 310,658,877 

411 .901 ,730 154,256,312 11 ,120,728 305,479,245 

358,361 ,528 138,439,534 11 ,300,374 305,359,587 

467,719,398 159,146,752 11 ,900,849 318,001 ,104 

573,984,184 174,828,605 12,524,186 324,601 ,119 

564,070,464 183,412 ,886 13,488,715 338.571,455 

440,901 ,870 153,483,310 12,379,653 299,649,480 

359,577,590 143,627,913 11 ,093,880 307,464,182 

450,825,380 136,617.042 9,750,363 275,371 ,135 

646,075,027 167,676,048 10,907,242 288,508,339 

6,329,913,788 1,965,268,093 139,739,551 3,681,693,860 
---

114,970,335 28,044,606 564,406 20,950,226 

0.0482 0.0584 0.0342 0.0405 

$ 5,541 ,570 $ 1,637,805 $ 19,303 $ 848,484 

0.088 0.083 0.014 0.023 



Kentucky Utilities - Electric Service 

OSMI Summary 

Summary of DSM Revenues from DSM Incentive Component IOSMI) 

For PeriOd Ending Decem ber 31 , 2011 

Rate Schedule DSM 

Incentive Estimated 

Total Amount Billing Determinants 

Residential Service, Volunteer RS, 
Fire Department Service, & Low VFO, & 
Emission Vehicle Service LEV $ 409,332 6,329,913,788 

General Service GS $ 70,260 1,965,268,093 

All Electric Schools' AES $ 1,650 139.739,551 

PS, 
Power Service, Time-ol-Oay TOOP. & 
Service - Primary & Secondary TaOS $ 38,606 3,681,693,860 

Total OSMI Amount $ 519,848 

DSM 

Incentive 

Component (OSMI) 

kWh 0.006 ¢/kWh 

kWh 0.004 ,.Wh 

kWh 0.001 •• Wh 

kWh 0.001 •• Wh 

Incentives lor each individual program is calculated as 15% of Net Resource Benefits (as specified in the Califomia Standardized Tests) capped at 
5% of program costs. Nearly all programs hit the 5% cost cap. The Incentive by programs is then allocated across the rate classes using the same 
method as the cost recovery component. 



Kentucky Utilities - Electric Service 

DSMI Summary 

Forecast Sales 
kWh 

January 2011 

February 2011 

March 2011 

April 2011 

May 2011 

June 2011 

July 2011 

AU9ust2011 

September 2011 

October 201 1 

November 2011 

December 2011 

Total 

Total Program Incentive 

DSMI Factor in ¢ per kWh 

Calculation of DSMI Component from Forecast Sales 

For Period Ending December 31, 2011 

Residential General All Electric 

Service Service Schools 

RSetal GS AES 

811 ,771 ,076 204,832,321 12,393,162 

676,374,269 180,254,638 11,448,708 

568,351 ,272 168,692,732 11,431 ,691 

411,901 ,730 154,256,312 11 ,120,728 

358,361 ,528 138,439,534 11 ,300,374 

467,719,398 159,146,752 11,900,849 

573,984,184 174,828,605 12,524,186 

564,070,464 183,412,886 13.488,715 

440,901 ,870 153,483,310 12,379,653 

359,577,590 143,627,913 11 ,093,880 

450,825,380 136,617,042 9,750,363 

646,075,027 167,676,048 10,907,242 

6,329,913,788 1,965,268,093 139,739,551 

• 409,332 • 70,260 • 1,650 

0.006 0.004 0.001 

Power Service 

(excL Industrial) 

PSetal 
---

312,339,571 

295,689,766 

310,658,877 

305,479,245 

305,359,587 

318,001,104 

324,601,119 

338,571,455 

299,649,480 

307,464,182 

275,371,1 35 

288,508,339 

3,681,693,860 

• 38,606 

0.001 



Kentucky Utilities - Electric Service 

DCCR Summary 

Summary of DSM Revenue. from DSM Capital Cost Recovery (DCCR) 

For Perlod Ending December 31, 2011 

Rate Schedule DSM 
Rate of Return Estimated 

Total Amount Billing Determinants 

Residential Service, VOlunteer RS, 
Fire Department Service, & Low VFD,& 
Emission Vehicle Service LEV • 3,056,096 6,329,913,788 

General Service GS • 147,343 1,965,268,093 

All Electric Schools' AES $ 139,739,551 

PS, 
Power Service. Time-ol-Day TODP, & 
Service· Primary & Secondary rODS • 11,616 3,681,693,860 

Total DCCR Amount $ 3,215,055 

DSM 
Capital Cost 

Recovery (DCCR) 

kWh 0,048 

kWh 0.007 

kWh 0.000 

kWh 0.000 

The DSM Capital Cost Recovery Component (DCCR). allows the Companies' to earn an approved rate 01 return on equity exclusively for the 
capital expenditures. The Companies' return on equity is equal to 10.50%. The inclusion 01 this methodology will spread the cost of this 
faCility/asset over its useful life and spread the billing impact to the customers over its useful li fe. 

,~Wh 

'~Wh 

¢fkWh 

,~Wh 



Kentucky Utilities - Electric Service 

DCCR Summary 

Calculation of Total E(m) and Jurldictional Surcharge BlUing Factor 

For Period Ending December 31 , 2011 

Calculation of Total E(m) 

E(m) = [(RB) (ROR. (ROR -DR)(TR/(1-TR)))J. OE, where 

DSM Plans 

E(m) by Rate Class 

Electric 

RB • DSM Rate Base 

ROR • Rate of Return on the DSM Rate Base 

DR • Debt Rate (both short-term and long-term debt) 

TR • Composite Federal & State Income Tax Rate 

OE • Operating Expenses 

RB 

(ROR. (ROR - DR) (TR I (1 - TR))) 

OE 

E(m) 

Residential Service RSetal 

General Service GS 

All Electric Schools AES 

Power Service (exel. Industrial) PSetal 

Total 

• $ 

• 
• 
• 

, 
, 
$ 

$ 

$ 

$ 

$ 

$ 

1,509,036 

7.26% 

1.76% 

35.71% 

1,509,036 

10,32% 

3,059,368 

3,215,055 

3,056,096 

147,343 

11,616 

3,215,055 



Kentucky Utilities - Electric Service 

DCCR Summary 

Forecast Sales 
kWh 

January 2011 

February 2011 

March 2011 

April 2011 

May 2011 

June 2011 

July 2011 

August 2011 

September 2011 

October 2011 

November 2011 

December 2011 

Total 

Total DeeR Program Component 

DeeR Factor in ¢ per kWh 

Calculation of DCCR Component from Forecast Sales 

For Period Ending December 31, 2011 

Residential General All Electric 

Service Service Schools 

RS elal GS AES 

811,771,076 204,832,321 12,393,162 

676,374 ,269 180,254,638 11,448,708 

568,351,272 168,692,732 11,431 ,691 

411 ,901,730 154,256,312 11,120,728 

358,361,528 138,439,534 11 ,300,374 

467,719,398 159,146,752 11 ,900,849 

573.984,184 174,828,605 12,524,186 

564,070,464 183,412,886 13,488,715 

440,901 ,870 153,483,310 12,379,653 

359,577,590 143,627,913 11 ,093,880 

450,825,380 136,617,042 9,750,363 

646,075,027 167,676,048 10,907,242 

-----
~,329,913,788 1,965,268,093 139,739,551 

-.-----
$ 3,056,096 $ 147,343 $ 

0.048 0.007 0.000 

Power Service 
(excl. Industrial) 

PSetal 

312,339,571 

295,689,766 

310,658,877 

305,479,245 

305,359,587 

318,001 ,104 

324,601 ,119 

338,571,455 

299,649,480 

307,464,182 

275,371,135 

288,508,339 

3,681,693,860 

, 11 ,616 

0.000 



Kentucky U~1ities - Electric SeNice 

DCCR Summary 

Rate Base by Program 

For Period Ending December 31, 2011 

Rate Base by Program 

Demand Load ConseNation 

Alloca~on oetween Residential and Commercial 

Residen~al 

Commercia l 

Total 

Residential 

Commercial 

Total 

, , 
$ 

• • , 

1,434,104 

74,932 

1,509,036 

1,434,104 

74,932 

1,509,036 



EXHIBIT LEB-1 

KU ELECTRIC 

RED-LINE VERSION 



Kentucky Utilities Company 

Adjustment Clause 

P.S.C. No. IS. First RQvision of Original Sheet No. 86 
Cam.gling P.S.C. No.IS, Original Sheet No. 86 

OSM 
Demand-Side Management Cost Recovery Mechanism 

APPLICABLE 
In all territory served. 

AVAILABILITY OF SERVICE 
This schedule is mandatory to Residential Rate RS, Volunteer Fire Department Service Rate 
VFD, General Service Rate GS, All Electric School Rate AES, Power Rate PS, Ji~:oJ-P!ll _ _ _ __ 'J: 1LC.o'c"e .... ""'=."'''-_____ ---' 
Secondary Service Rate TODS, Time-of-Day Primary Service Rate TOOP, and Low Emission 
Vehide Service Rider LEV, Industrial customers who elect not to participate in a demand-side 
management program hereunder shall not be assessed a charge pursuant to this mechanism. 
For purposes of rate application hereunder, non-residential customers will be considered 
"industria'" if they are primarily engaged in a process or processes.!!!&q~'!.t~ 9r_ c!l2-!:!9.eJ!I~ _oL _ __.1= lL_'o"=""'=c' .... =·",'---_____ 0 
unfinished malerials into another form or product, andlor in accordance with the North American 
Industry Classification System, Sedions 21 , 22, 31 , 32, and 33, All other non-residential 
customers will be defined as "commerciaL" 

RATE 
The monthly amount computed under each of the rate schedules to which this Demand-Side 
Management Cost Recovery Mechanism is applicable shall be increased or decreased by the 
DSM Cost Recovery Component (DSMRC) at a rate per kilowatt hour of monthly consumption 
in accordance with the following formula: 

DSMRC'" OCR. ORLS + DSMI + OBA + DCCR 
Where: 

OCR '" DSM COST RECOVERY 

T 

The DCR shall include all expeded costs tl:!.ith!l~e_ ~_e~ ~perg~e:9 _by _tJ:!~ C;:<?'I!)I!l~~iQI!. to!. - - "'[ -{tj'~"~·~""~'~w~"';. t=====j 
each twelve-month period for demand-side management programs It!.!l. _h~~ _b.!l~1!. _ _ ==: 1 -{ Deleted: wN<;h 
developed through a collaborative advisory process ("approved programs"). Such program 
costs shall include the cost of planning. developing, implementing, monitoring , and 
evaluating DSM programs. Program costs will be assigned for recovery purposes to the 
rate classes whose customers are diredly participating in the program. In addition, all costs 
incurred by or on behalf of the collaborative process, including but not limited to costs for 
consultants, employees, and administrative expenses, will be recovered through the OCR. 
Administrative costs that are allocable to more than one rate class will be recovered from 
those classes and allocated by rate class on the basis of the estimated budget from each 
program. The cost of approved programs shall be divided by the expected kilowatt-hour 
sales for the upcoming twelve-month period to determine the OCR for ~such rate dass. T 

1) For each upcoming twelve-month period, the estimated reduction in customer usage (in 
kWh) as determined for the approved programs shall be multiplied by the non-variable 
revenue requirement per kWh for purposes of determining the lost revenue to be 
recovered hereunder from each customer class. The non-variable revenue 
requirement for the Residential, Volunteer Fire Department. General Service, All 
Electric School, and Low Emission Vehicle customer classes is defined as the weighted 
average price per kWh of expected billings under the energy charges contained in the 

~ .. ~~; .. ~' !A~"'~"~.~.!.,~'~"~.";=======l 
" Deleted: AugU$\ 1, 2010 
"~===""::;;;",,,:;,:,:,,,.,....,..""", 
(, Deleted: tSlued by Authorlty of an 

,',' I Order 01 the KPSC in Cue No. 
1/ ' 2009·00s.ur dated July 30, 2010 
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Kentucky Utilities Company 

RATE (continued) 
RS, VFD, GS, AES, and lEV rate schedules in the upcoming twelve-month period after 
deducting the variable costs included in such energy charges. The non-variable 
revenue requirement for each of the customer classes that are billed under demand 
and energy rates (rate schedules PS, TOOS, and TOOP) is defined as the weighted 
average price per kWh represented by the composite of the expected billings under the 
respective demand and energy charges in the upcoming twelve-month period, after 
deducting the variable costs included in the energy charges. 

2) The lost revenues for each customer class shall then be divided by the estimated class 
sales (in kWh) for the upcoming twelve-month period to determine the applicable DRlS 
surcharge. Recovery of revenue from lost sales calculated for a twelve-month period 
shall be included in the DRlS for 36 months or until implementation of new rates 
pursuant 10 a general rate case, whichever comes first. Revenues from lost sales will 
be assigned for recovery purposes to the rate classes whose programs resulted in the 
lost sales. 

Revenues collected hereunder are based on engineering estimates of energy savings, 
expected program participation. and estimated sales for the upcoming twelve-month period. 
At the end of each such period, any difference between the lost revenues actually collected 
hereunder and the lost revenues determined after any revisions of the engineering 
estimates and actual program participation are accounted for shall be reconciled in fu ture 
billings under the DSM Balance Adjustment (DBA) component. 

A program evaluation vendor will be selected to provide evaluation criteria against which 
energy savings will be estimated for that program. Each program will be evaluated after 
implementation and any revision 01 the original engineering estimates will be reflected in 
both (a) the retroactive true-up provided for under the DSM Balance Adjustment and (b) the 
prospective future lost revenues collected hereunder. 

DSMI '" DSM INCENTIVE 
For all Energy Impact Programs except Direct l oad Control, the DSM incentive amount 
shall be computed by multiplying the net resource savings expected from the approved 
programs I.!!i.L !!r~ JQ ~ l'lslall~ £Il!ri_n.9J~e_~ecgI!11n.9-,~!!I~~-I!1.p~tt' Y..6~~cL ~f!!~S_ 'lft~~'l __ 
(15) percent, not 10 exceed five (5) percent of program expenditures. Net resource savings 
are defined as program benefits less utility program costs and participant costs where 
program benefits will be calculated on the basis of the present value of Company's avoided 
costs over the expected life of the program, and will include both capacity and energy 
savings. For k Energy Education .f'!~~I1}.JJ:!~ Q~~ jn_~~IL~ ~l!1pl!nJ J~~I_~_C9II1Pl!t~ __ 
by multiplying the annual cost of the approved progranv!!'leJ Ji~~ lSi !;l:e!26_nl. __________ _ 

The OSM incentive amount related to programs for Residential Rate RS, Volunteer Fire 
Department Rate VFD, General Service Rate GS, All Electric School Rate AES, Power Rate 
PS, Time-of-day Secondary Service Rate TOOS, Time-of-Day Primary Rate TOOP, and low 
Emission Vehicle Service Rider lEV shall be divided by the expected kilowatt-hour sales for 
the upcoming twelve-month period to determine the DSMI for such rate class. OSM incentive 
amounts wlll be assigned for recovery purposes to the rate classes whose programs created 
the incentive. 

, 
" " " P / ' , 
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Kentucky Utilities Company 

Adjustment Clause 

p.s.e. No. 15. First Reyision of Orig'nal Sheet No. 86.2 
Canceling P,S,C, No. 15, Original Sheet No. 86.2 

CSM 
Demand-Side Management Cost Recovery Mechanism 

DBA" DSM BALANCE ADJUSTMENT 

The DBA shall be calculated on a .calendar-y~aLb_a~i~ _'!."2 _i~ _UJ~ _t~ !~q>~~I~ J~~ __ _t _ "): -I Deleted: celend ... 
difference between the amount of revenues actually billed through the OCR, ORLS, DSMI. 
~ and previous application of the DBA and the revenues!tl&s_hQI!.I~ b~.v.~_b.!l~1! ~i~eA _ _ _ __ "'j: -I Deleted: which 
as follows: 
1) For the OCR. the balance adjustment amount will be the difference between the 

amount billed in a twelve-month period from the application of the OCR unit charge and 
the actual cost of the approved programs during the same twelve-month period. 

2) For the DRlS the balance adjustment amount will be the difference between the 
amount billed during the twelve-month period from application of the DRLS unit charge 
and the amount of lost revenues determined for the actual DSM measures 
implemented during the twelve-month period. 

3) For the DSMI, the balance adjustment amount will be the difference between the 
amount billed during the twelve-month period from application of the DSMI unit charge 
and the incentive amount determined for the actual DSM measures implemented 
during the twelve-month period. 

4) For the DBA, the balance adjustment amount will be the difference between the 
amount billed during the twelve-month period from application of the DBA and the 
balance adjustment amount established for the same twelve-month period. 

The balance adjustment amounts determined on the basis of the above paragraphs (1)-(4) 
shall include interest applied to the monthly amounts, such interest to be calculated at a 
rate equal to the average of the "Three-M2n1b.9pl!"~~c!.al E'~! ~~~':. to~ t!l~ In:!~djaJ~["i _ _ __ -1"-, Deleted: montll 
preceding twelve-month period. The total 01 the balance adjustment amounts shall be 
divided by the expected kilowatt-hour sales lor the upooming twelve-month period to 
determine the DBA for such rate class. DSM balance adjustment amounts will be assigned [~~~G=====~ 
for recovery purposes to the rate classes J.2LVo!.hl~ _ ~v!l!-_ o! _u_~~r:r~£o'y~rle~ _ o! }~.~~ __ __ .J-' Deleted: to 
amounts were realized. 

DCCR - DSM CAPITAL COST RECQVERY 
The DCCR component is the means by which the Company recovers its capital 
investments made for DSM programs as weI! as an approved rate of return on such caPital 
investments. The C2mpany calculates the DCCR component as f2l!owS: 

DCCR'" IIRB) IROR + IROR - DR) ITR I 11 - TR))) + OE 

T 

~:~: ~~::t~:~: ~~~11~\~~\1,= = === = = == = = === === = = === ==== === == ==== ==== ==== === =-)' Issued By: Lonnie E. Bellar, Vice President, State Regulation and Rates, Lexington, Kentucky " 
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Kentucky Utilities Company 

P.S.C. No. 15, 
Canceling P.S.C. No. 15, 

... _------------------------------------------------------------
The Company then allocates the DCeR component 10 the rate class/es) benefitfnq from 
the Company's variQUS DSM-related capital investmentfsl. 

CHANGES TO pSMRC 

Modifications to other components of the OSMRC shall be made at least thirty days prior to 
the effective period for billing. Each filing shall include the following information as 
applicable: 

1) A detailed description of each DSM program developed by the collaborative process, 
the total cost of each program over the twelve-month period, an analysis of eKpected 
resource savings, information concerning the specific DSM or efficiency measures to 
be installed, and any appl icable studies~.h~.l.N!v_e_b_e~1l pt!rf.o~d..L ~~ ~~a~~ble~ ______ _ 

2) A statement setting forth the detailed calculation of the OCR, DRLS, OSMI, DBA, 
QQQB. and DSMRC. 

Each change in the OSMRC shall be placed into effect with bills rendered on and after the 
effective date of such change. 

of Issue: April 14.2_011- _________________________________ ___ _________ _ 
Effective: Mav 14.~Q1J _______________________________________________ _ 

By : Lonnie E. Bellar, Vice President, State Regulation and Rates, Lexington, Kentucky 
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, 
(ORLS) $ 0.00010 . p ... klNh, 
OSM Incenliva (OSMI) $ 0.00008 
. pet k'Mlt 
OSM Balance Adjuslment 
(DBA) $!.OJIQ!l.1.i} . pet kWh1 
Total OSMRC lor Rates RS. VFO 
and LEV . $ 0.002.3 per 
klNh . , , 

Generel Seryjc§ Rele GS 

~~~~ Componenl .,.. 
b!.~ !~.~~".!~~~,!~ Lost Sate. 
(ORLS) . $ O.oooH . per kWht 
OSM Incentive (OSMI) . $ 0.00001 
. per k""''D 
OSM Balance Adjll!ltment 
(OBA) • $.!!.l!Q!!!!!I. per kWh1 
TOIet OSMRC for Re1e AES . $ 
0.00039 . ptIf kWl!'! , , 

Commerciel CuSlomeno Se!ved 
UOO .... 
Power $e<vla! Rate PS. Time of 
Oay, 
Seeoodary S8fVice Rale TOOS 

"'" 



Kentucky Utilities Company 

P.S.C. No. 15, Original Sheet No. 86.4 

Adjustment Clause DSM 
Demand-Side Management Cost Recovery Mechanism 

Monthly Adjustment Factors 

Residential Service Rate RS, Volunteer Fire Department Service 
Rale VFD. and Low Emission Vehicle Service Rate lEV 

DSM Cost Reoovery Component (OCR) 
DSM Revenues from Los! Sales (ORLS) 
OSM Incentive (DSMI) 
PSM Capital Cost Recovery Component (DeeR) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rales RS, VFD and LEV 

En~rgy Qharge 
$ O.QQ.HS.. I?~ _k~'(h ___ 
$ O.QQQ& I?~ _k~"-h ___ 
$ O.QQQQ§. (?EI! _k~_h ___ 
S Q,QQ!Ma I1:!i:rk~!:J 
S/0.00045) per kWh 
S O . .QQHl..I?~ _k~_h ___ 

T 

_ __ .R Deleted: 00184 

-- -' Deleted: 00070 
R --r Deleted, 00008 

__ --'1 Deleted: 00217 

::: ~ Deleted: 00079 

Deleted: 00066 

TIN 

__ - -Ii Deleted: 00115 

DSM~;';:~~ DSMI 

I 
Total DSMRC for 

All Electric School Rate AES 
DSM Cost Recovery Component (DCR) 
DSM Revenues from lost Sales (DRLS) 
DSM Incentive (DSMI) 
DSM Capital Cost ReCQvery Component IOCCR) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rate AES 

Commercial Customers Served Under Power Service 
Rate PS, Time of Day Secondary Service Rate TODS, 
and Time-of-Oay Primary Service Rate lOOP 

DSM Cost Recovery Component (OCR) 
DSM Revenues from lost Sales (ORLS) 
DSM Incentive (DSMI) 
DSM Capital Cost Recovery Component {DecRI 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rates PS, TODS and TOOP 

Industrial Customers Served Under Time-of-oay 
Secondary Service Rate TOoS, TIme-of-oay Primary 
Service Rate TOoP, and Retail Transmission Rate RTS 

oSM Cost Recovery Component (OCR) 
oSM Revenues from lost Sales (oRlS) 
oSM Incentive (oSMI) 
oSM Capital Cost Recovery Component (oCCR) 
oSM Balance Adjustment (DBA) 
Total oSMRC for Rates TOoS, TOoP, and RTS 

Date of Issue: Aprit 14, 2011 
Date Effective: May 14, 2011 

!;n!!l[9y Qhi![9~ 
$ 0.00024 per kWh 
$ 0.00014 pe'kWh 
$ 0.00001 per kWh 
$ Q.OQQQQ per kWh TIN 
$(0.00014) per kWh 
$ 0.00025 per kWh 

Energy Charge ~~~~~~=====l $O.QQQll.~Lk!"J1l _____ -_- ~ Deleted: 00028 
$ O.~ ~Lk¥V]l_ _ _ ~ Deleted: 00024 
$ 0.00001 per kWh '-'==="----~ 
$ O.OQQQQ per kWh TIN 
$(0.00029) per kWh 
$ O.Q.QQ1§. ~Lk'M'i _ _ _ __ - -AiL.: ... =....,='.::""=,,'-___ -' 

Energy Charge 
$ 0.00000 per kWh 
$ 0.00000 per kWh 
$ 0,00000 per kWh 
$ 0 00000 per kWh 
$ QJ!.QQQ:Q per kWh 
$ 0,00000 per kWh 

TIN 

Issued By: Lonnie E. Bellar, Vice President, State Regulation and Rates, Lexington, Kentucky 



Monthly Adjustment Factors 

Residential Service Rate RS, Volunteer 
Fire Department Service Rate VFD, and 
Low Emission Vehicle Service LEV 
Charge 

DSM Cost Recovery Component (DCR) 
DSM Revenues from Lost Sales (DRLS) 
DSM Incentive (DSMI) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rates RS, VFD and LEV 

General Service Rate GS 
Charge 

DSM Cost Recovery Component (DCR) 
DSM Revenues from Lost Sales (DRLS) 
DSM Incentive (DSMI) 
DSM Balance Adjustment (DBA) 
Total DSMRC tor Rates GS 

All Electric School Rate AES 
Charge 

DSM Cost Recovery Component (DCR) 
DSM Revenues from Lost Sales (DRLS) 
DSM Incentive (DSMI) 
DSM Balance Adjustment (DBA) 
Total DSMRC tor Rate AES 

Commercial Customers Served Under 
Power Service Rate PS, Time of Day 
Secondary Service Rate TODS and 
Time-ot-Day Primary Service Rate TODP 
Charge 

DSM Cost Recovery Component (DCR) 
DSM Revenues from Lost Sales (DRLS) 
DSM Incentive (DSMI) 
DSM Balance Adjustment (DBA) 
Total DSMRC for Rates PS, TODS and TODP 

Industrial Customers Served Under 
Time-of-Day Secondary Service Rate TOOS, 
Time-of-Day Primary Service Rate TODP, 
and Retail Transmission Rate RTS 
Charge 

DSM Cost Recovery Component (DCR) 
DSM Revenues from Lost Sales (DRLS) 
..... C.A 1,,_ ....... . ;., ..... Ir'\ca." 

4/4/2011 4:20:00 PM 

Energy 

$ 0.00184 per kWh 
$ 0.00070 per kWh 
$ 0.00008 per kWh 

per kWh 
per kWh 

Energy 

$ 0.00079 per kWh 
$ 0.00086 per kWh 
$ 0.00004 per kWh 
$10.00033) per kWh 
$ 0.00136 per kWh 

Energy 

$ 0.00024 per kWh 
$ 0.00014 per kWh 
$ 0.00001 per kWh 
$ 0.00000 per kWh 
$ 0.00039 per kWh 

Energy 

$ 0.00028 per kWh 
$ 0.00024 per kWh 
$ 0.00001 per kWh 
$(0.00032) per kWh 
$ 0.0002 1 per kWh 

Energy 

$ 0.00000 per kWh 
$ 0.00000 per kWh 
'" n nnnnn __ ~ I.,,,,,", 
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July 2010 average 

current - 4-11-11 

10 year 
07/0112010,2.96 
07/02/2010, 3.00 
07/05/2010, ND 
07/06/2010,2.95 
07/0712010,3.00 
07/08120 10,3.04 
07/09/2010,3.07 
0711212010,3.08 
07113/2010,3. 15 
07114/2010,3.07 
07115/20 10,3.00 
07116/2010,2.96 
07119/2010, 2.99 
07/2012010, 2.98 
07/21/2010,2.90 
07/2212010,2.96 
07/2312010, 3.02 
07/26/2010, 3.03 
07127/2010, 3.08 
07/2812010, 3.03 
0712912010,3.03 
07/30/2010,2.94 

3.01 

3.59 

Exhibit LEB-2 

30 year 
07/0112010,3.88 
07/0212010, 3.94 
07/05/2010, ND 
07/06/2010,3.89 
07/0712010,3.96 
07/08/2010,4.00 
07/09/2010,4.04 
0711212010,4.05 
07113 /20 10, 4.10 
0711 4/2010, 4.03 
07115/20 10,3.97 
07116/2010,3.95 
07119/2010, 3.99 
07/20/2010,3 .99 
07/21 /20 10,3.89 
07/22/2010,3.95 
07/23/2010,4.01 
07/26/20 I 0, 4.03 
07/2712010, 4.08 
07/2 812010,4.07 
07/29/2010, 4.08 
07/30/2010,3.98 

3.99 

4.64 
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Capitalization Summary 
DSM/EE Plan · LG&E Electric 

Year 1 Ye8f2 Ye .... 3 ye ..... Ye .... 5 Year6 Year7 

ProjoKt 2 Commercial OLC 

Rewn"" Rfljul ...... nt 

An"" ... Cash f low 51.659 60.515 61.725 82.960 .9 .• 30 SO.419 51.427 

Eligibje (Hoi DeptMlMed) 

Eligible eu ...... ati"" 51.659 112.17. 173.899 236.859 286.289 336.708 381:1.136 

Book Deprecilllion IlIte . per 1IfJ8f 12.00% 12.00% 12.00% 12.00'lI0 12.00'lI0 12.00% 12.00'lI0 

Ta.oc Depreciation rate. per yur 3.75% 7.22% 6.68% 6.18% 5.71% 5.29'l1. 4.89'l1. 

Book Oepraeiation 6.199 13.461 ".'" 28.423 34.355 40.405 46,576 

Book AcculTOJlated Oeprecilllion Blllance 8.199 19.660 40,528 68,951 103.306 143.711 190,287 

Income Ta.oc Rahl 35.71% 35.71'110 35.71'110 35.71% 35.71'110 35.71'110 35.71'110 

Al>nual PropetTy Tax Rate 0.15'110 0.15% 0.15% 0.15'110 0.15% 0.15% 0.15'110 

Ta.oc Oepredlllion 1.931 .. "" 11.611 14.631 18.356 11.195 18.972 

Defefred Ta.oc Balance (1.5.22) (1.915) (3.305) ( •. 925) (6.427) (8,073) (9.851) 

Reyenue Recoyery o n CaplUl E.pandllu ... to d . t . 

Eligible Plant. cumulative eopitlol expenditures 51.859 112.17. 173.899 236.959 286.289 336.108 381:1.136 

less: Relited PlanVCapital 

len: Accumulated Depreciation (6.199) (19.660) (40,528) (68 ,951 ) (103.306) (1.3.111) (190.281) 

PIu,: Accumulate<:! Depreciation on Retired PlantICapitloi 

less: 0eIerr0d Ta.oc Balance 1.522 3.431 6.142 11.667 18.1)9( 26.168 36.024 

Plu,: OefOITed Tax Balance on Retired PlantICapital 

Rate Base • 48.982 • 95.951 • 140,1\3 • 179.575 • 201.078 • 219.185 • 233.873 

Rata cI retum 10.70'!10 10.10% 10.1()'!1o 10.10% 10.10'!10 10.70'!10 10.10% 

'~m • 5.029 • 10.211 • 14.998 • 19.222 • 21.52. • 23,460 • 25.034 

m 
)( Operllling expenses (O&M) ~.~ 111.187 123.291 146.9<17 147.102 152,409 158,4SS 

,,~ 
An"",1 Deprecilllion axpense 6.199 13,461 20.868 28.423 34.355 40.405 46.516 .. C" <.0 ;:;: len deprecielkln on Retired PlanOC.pital (I) 

",r- An""el Pn>perty Tax e"l'''"se Om _Ill TotalOE • 100.599 • 130.828 • 1«.159 • 175.310 • 181.457 • 192.814 • 2OS.032 , 
CD ... 

Total E(m) IOS.628 140.898 159.157 19<1.592 m.'" 216,27. 230.067 
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Capitalization Summary 
OSM/EE Plan - LG&E Electric 

Total E(m) - All LGE Electric Projects 

TOUII Reyenue Requl.-.nts 

Residential Ole 

Commen;:IalOLe 

To,. 

Annual Cash flow 

Annual Cas./! Flow 

Tolal-WE Electric: 

Year 1 

2,1a.,043 

2,1l2S .• 16 

105,628 

2,I34J)(3 

Year! 

981,6411 

51 ,659 

1.039.307 

Yaw2 

3,143.171 

3.002,273 

140.898 

3.143,111 

Va,., 2 

1,387,315 

60,515 

1.447.830 

Year3 

3.481.791 

3.322.634 

159.151 

3.481 .791 

Yeat"3 

1,257,040 

61.725 

1.31B,765 

Year .. 

4,378,675 

• . 184,083 

1S.,592 

4.378.675 

ya ..... 

1,281.724 

62.960 

1.304<1.684 

YearS 

. ,650.763 

4.«7.783 

202.960 

• . 650.763 

,-, 
1,142.973 

49.430 

1.192,403 

Year6 

4,974.235 

4,757,962 

216.274 

4,914,235 

Year 8 

1,165,375 

SO.419 

1.215,794 

Vear7 

5,313,314 

5,083.248 

230,067 

5.313.31. 

,-, 
1,188,U6 

51 ,427 

1.23S.6!);! 



Capital ization Summary 
DSM/EE Plan - LG&E Gas 

,-, ,-, Ye8(3 '1'0,4 Year 5 Yea,6 Yearl 

P roj-Kt1 Residential Ole 

Ra va,." .. Req u l ...... nt 

Annu .. Cash Flow 536.747 753,950 683,151 "' .... 621,160 633,335 645,153 

Eligible (Not Depreciated) 

Eligible Cumulatilo'\! 536,747 t ,290,697 1,973.848 2,670,413 3,2111,573 3,924,908 4.510,661 

Book ~ation rate, per year 12.00'110 12.00'lI0 12.00'lI0 12_00'lI0 12.00'lI0 12.00'lI0 12.00'lI0 

Tax Oeprec:iation rate. per year 3.75'110 7.22'110 6_68'110 6.18'110 5.71'110 , .". 4.89'l1. 

Book Depreciation 64,410 154,884 236,662 320.450 394.989 470.989 546,479 

Book Accuroolatad Depreciation BaIanoo 64,410 219,293 456.155 716,605 1,171,593 1.642.582 2.191,062 

Income Tax Rate 35.11'110 35.71'110 35.71'110 35.71'110 35.71'110 35.71'110 35.71'110 

Annual Property Tax Rale 0.15'110 0.15'110 0 .15'110 0 .15'110 0.15'110 0.15'110 0 .15'110 

Tax Depreciation 20,128 93,175 131.784 164,951 188,048 207,431 223.414 

Der-ed Tax Balance (15,812) (22,035) (31,511) (55.525) (73,894) (94.110) (116,013) 

Ra""nua Reco",,'Y on CaplUll E~pend ~u .. to data 

Eligible Plan~ Qlmu1ati1o'\! capital elqletldilurea 536,141 1,290,697 1.913,848 2.670.413 3.291.573 3,924.908 4,570,881 

Less: Retired PlantlCapitai 

Lass: Accumulated Depreciation (64.41!) (219,293) (456,155) (776,605) (1,171,5&3) (1,642,582) (2.191.062) 

Plus: Accumulated Depreciation on Retired PlantICapitai 

LeSl: Delerred Tax Balance 15.812 31.848 75,3&01 130,888 ro..182 298.892 414,965 

Plus: DeI9rred Tax Balance on Retired Plant/Capital 

Rate Base • 488,149 • 1.109,250 • 1,593,056 • 2,024.691 • 2,324,762 • 2.581.218 • 2.794,564 

Rate of retum 10.70'lI0 10.70'lI0 10.70'lI0 10.70'lI0 10.70'lI0 10.70'lI0 10.10'lI0 

R.~ • 52,253 • 118,131 • 170,525 • 216,728 • 248,848 • 276,300 • 299,137 

m 
)( Operating e""",,""5 (0&1.1) 965,700 1.357,994 1,398.332 1.736,703 1.173,354 1.938.473 1,914,925 

"=' Annual Depredation eJq)enMI 64.41!) 154,884 238.662 320,a5O 394,989 470,989 548.479 .. C" 

'" CD ;:;: Less dep..-ec:iation on Retired Plant/Capital .. "- AMu" Property Tax e"I'M"" Om 
_Ill TotalOE • 1.050.110 • 1,512,876 • 1,635,19ot • 2.057,153 • 2.166.343 • 2,309.462 • 2,463.404 

• "'W 
Total E(m) 1,102,362 1,631.615 1,605,718 2,213,881 2,417,191 2,585,761 2.782,541 



Capitalization Summary 
DSM/EE Plan - LG&E Gas 

Year 1 Year 2 ,-, Ye .. <1 ,-, Ye .. S Ye .. 7 

PruJKt2 Commercial OLC 

R.venu. R.-qul ...... nt 

Annulll c .... Flow 27.991 32.790 33.4<15 34.11<1 26.7804 27.319 27.866 

Eligible (No! Depreciated) 

Elillible CUmYlative 27.1191 60.781 ~.226 128.3<10 155.12<1 182.4<13 210.3011 

Book Depreciation "'te, per y<lB' 12.00% 12.00'110 12.00% 12.00% 12.00% 12.00% 12.00'lI0 

T"" Depreciation rate. per year 3.75'110 7.22'11. 6.68'110 6.1B'IIo 5.71'110 ,.""' <1 .89'110 

Book Depre<;iation 3.359 U'" 11.301 15,401 lB,615 21.893 25.237 

Book Ac:cum.>Iated Depreciation BatllllCOl 3.359 10.653 21.960 37.361 55.1175 71.869 103.106 

Income T"" Rate 35.71'110 35.71'110 35.71'110 35.71 '110 35.71'110 35.71'110 35.71'110 

AMu'" Property T"" Rate 0.15'110 0. 15'\10 0.15'\10 0.15'110 0.15'\10 0.15'110 0.15'110 

T "" [)ep<eciation U,'" '.'" 8.291 7.928 8.862 9.642 10.280 

DeIe<red T"" Balance (825) (1.038) (1.791) (2.669) (3.<182) (<1.375) (5.3-41) 

R .... n ... RKov. ry on CapiUl E_JKndH .. re to dat. 

Eligible Plant. cumulatiw. capital upenditurflS 27.1191 60.781 ... '" 128.3-40 155.12<1 182.4<13 210.3011 

Less: Retired Plan!lCapital 

Leu: Accumulated Depreciation (3.359) (10.853) (21.980) (37.361) (55.975) (77.869) (103.106) 

Plus: Accumul8lad Depredation on Retired Plantt'Capilal 

less: Deferred T"" a ... 1IIICOI '" 1.862 3.653 6.322 .. "" 1 •. 179 19.520 

Plus: Deferred Tax BalllllCOl on Retired Plant/Capital 

Rate Base • 25.457 • 51.990 • 75.920 • 97.302 • 106.953 • l1B.753 • 126.723 

Releofntlum 10.70'lI0 1070'!10 10.70'lI0 10.70'lI0 10.70'lI0 10.70'lI0 10.70'lI0 

'~m • 2.725 • 5.S65 • 8.127 • 10 .• 15 • 11.663 • 12.712 • 13.565 

m 
)( Operating expenses (08M) 51.150 ".'" "."" 79.622 79.706 62.582 85.858 

""0:' Annual Depredallon expense ,.,,, 
'.~ 11 .307 15.401 18.615 21.B93 25.237 II> .,. 

CO ., ,. Less d&9redation on Retired PlaotICapilai 

<or- Annual Property Ta. expense Om 
~1Il TOI,IIOE • "'" • 70.780 • 7B.112 • 95.023 • 86.321 • lG4.<l75 • 111.096 • CDW 

Total E(m) 57.234 7B.345 88.238 105.<138 109.9804 117.181 124.680 
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Capitalization Summary 
DSM/EE Plan - LG&E Gas 

Total E(m)· All LGE Gas Projects 

Total R_ue ~ul...., ... ta 

RIHIidenIial OLe 

CoIfmerciaI OLe 
, ... 

AMuIll Calli Flow 

...,.".,..Cas/I Flow 

T-..LOEGu 

,-, 

1.159,$96 

1.102,362 

"",. 

1,159.5S6 

V,'" 1 

536.747 

27,951' 

564,738 

Vel, 2 

1,701J160 

1,831 ,615 

75.345 

1,707,960 

Ve.2 

753.950 

32.790 

71!16.739 

Ve.3 

1.891 .958 

1.805,71' .. ". 
1,891.115e 

Year3 

863.151 

33.445 

716,588 

Vlar. Vear!> 

2.379.319 2.527 ,175 

2.273.881 2.417.19' 

105.438 1011,(1184 

2.3711.319 2.527.115 

v .... Ye.S 

696,566 621.160 

:W,n4 20.7~ 

730.880 &41J1043 

Vel'S 

2.702.i4B 

2.585.76' 

117.187 

2.102,9(8 

V,.6 

"'.", 
27.319 ....... 

v,.? 

2.187,2(11 

2.762.s.., 

12",860 

2.887 .201 

Vear1 

64$,7$3 

27,86fI 

813.619 
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Capital ization Summary 
DSMfEE Plan - KU Electric 

Year 1 Year2 Year 3 Year04 Year5 ,-, Year7 

ProjK! 2 Commercial OLC 
R .... n .... RMjul,..m.nt 

Annual Cash Flaw 79,650 93,305 95.171 97,014 76,214 77,738 79,293 

EHgible (No! Oe9reciated) 

EUgible CumulatiVe 79,650 172,955 268,125 365.199 «1,413 519.151 598,«5 

Boo!< Depredation rate, pef yeS( 7.13% 7.13% 1 .13% 1.13% 1 .13% 1.13% 1.13% 

Tu Depreciation rate. pef y88t( 3.75% 1.22% 6.68% 6.18% 5.71% ''''' 4.89% 

Boo!< Oeprecilltion 5.679 12.332 19.117 26.039 31.473 37.015 42.689 

Boo!< AcaJmulaled Oeprecietion Balanee 5.679 lB.OI1 37.128 63.167 ".'" 131.655 174.324 

Income Tu Rate 35.71 % 35.71 % 35.11% 35.71% 35.71% 35.71 % 35.71% 

Annual ProperlY Tu Rale 0.15% 0.15% 0.15% 0.15% 0.15% 0.15% 0.15% 

Tu Depredation 2.987 12.486 17.903 22.558 25.216 27.437 29.252 

Deferred Tu Balance (961) " (434) (1.243) (2.233) (3,4201 (4.791) 

R .... n'" RKOV. ry on CaplUl EJpendlt ...... to d ate 

Eligible Plaot. tumutatille capllal e)(pellditureJ 79.650 172.955 268.125 365.199 «1.413 519.151 598.«5 

Le": Retired PIIln\lCIIpitaI 

Less: AcaJmul8led Depreciation (5.679) (18.011) (37.128) (63.167) (94.639) (131.655) (174,324) 

P\u.: Aco.m .... lated Depreciation on Ratired Plan!ICapital 

Less: Deferred Tax Balance ." .. .."" ,.'" 4.81B ,.'" 13.027 

Plus: Deferred Tax Balanoe on Retired PlanllCap;taI 

Rale Base • 704.932 • 155.850 • 232 .337 • 304.B15 • 351.590 • 395.733 • 0437.148 

Rale 01 retum 10.32% 10.32'11. 10.32% 10.32'11. 10.32'11. 10.32'11. 10.32% 

Ret ... m • 7.731 • 16.079 • 23,970 • 31.427 • 36.273 • 40.828 • 45.100 

m 
)( Operating e>Q>6nSH (0&1.4) 145.549 180.653 190,095 228.589 22B.808 234.990 2 ...... 314 

"". 
" 6' Annual Depred8tion expetIJe 5.619 12.332 19.117 26.039 31.473 37.015 42.669 

CO 
CO ;:;: Less depreciation on Retired PlanllCapital 

COr- AnnUM Property Tao: e>Q>6nse Om 
~Ol TotalOE • 151.228 • 192.985 • 209.212 • 252.608 • 256.281 • 272.006 • 286 .984 , 
<D W 

Total E{m) 158.959 "'."" 233.163 284.035 294.555 312.834 332,oa. 
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Q. 

2 A. 
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7 

8 Q. 

9 A. 

10 

II 

12 Q. 

13 A. 

14 

15 

16 

17 

18 Q. 

19 A. 

20 

21 

22 

Please state your name, position and business address. 

My name is Michael E. Hornung. I am currently employed as the Manager, Energy 

Efficiency PlanningIDevelopment, for LG&E and KU Services Company, which 

provides services to Louisville Gas and Electric Company C"LG&E") and Kentucky 

Utilities Company ("KU") (collectively "Companies"). My business address is 220 

West Main Street, Louisville, Kentucky. A complete statement of my education and 

work experience is attached to thi s testimony as Appendix A. 

Have you ever testified before the Commission? 

While I have not previously submitted testimony, I am familiar with the regulatory 

process and have assisted with preparing responses to interrogatories and reports to 

state regulatory agencies. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe the perfonnance of the Companies' 

existing demand-side management and energy efficiency ("DSMlEE") programs and 

the Companies' proposed changes to those programs, as well as to describe the 

Companies' proposals for new DSMlEE programs to assist customers to be more 

cognizant of their energy usage and reduce their energy bills. 

Are you sponsoring any exhibits to your testimony? 

Yes. Attached as Exhibit MEH-l to my testimony is the Companies' Demand-Side 

Management and Energy Efficiency Program Plan. The Plan states the Companies' 

rationale for pursuing additional DSMlEE initiatives, describes the process by which 

the Companies developed the Plan, sets out detailed descriptions of the Companies' 
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Q. 

A. 

proposed DSMlEE programs, and presents the analyses supporting the proposed 

programs. 

Explanation of DSMIEE Programs and the Companies' History with Them 

What are DSM/EE programs, and how do they benefit customers? 

Simply stated, DSMIEE programs are designed to help reduce the demand for 

electricity and the quantity of electrical energy customers consume relative to what 

they would consume in the absence of such programs. Such programs are of two 

basic types: (1) demand·side management programs, which pennit a utility to reduce 

portions of participating customers' demand at certain times; and (2) energy

efficiency programs, which assist customers to be more energy-efficient in their 

homes and businesses and reduce overall energy consumption as well as overall 

demand. The Companies have Commission-approved programs of both types in 

place today. The Companies' application in this proceeding proposes enhancements 

to, and the creation of new, programs of both types. 

The benefits customers receive from DSM/EE programs are lower bills and a 

safer, more reliable electrical system than they would have had absent the programs. 

Reducing relative demand through DSMlEE delays the need to obtain additional 

generating resources to meet ever-increasing levels of demand, which decreases the 

relative energy costs of all customers, even those who do not directly participate in 

such programs. Customers who do participate in DSMlEE programs can enjoy lower 

electric bills by being compensated to participate in load-reduction programs and by 

using relatively less electricity by being more energy efficient. Also, DSMlEE 

programs provide customers the benefit of a safer, more reliable electric grid by 

2 
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3 Q. 

4 A. 
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II 

12 

13 Q. 

14 A. 

15 

16 

17 

18 

19 

20 

21 Q. 

22 A. 

23 

enabling the Companies to reduce load at times of peak demand and In other 

emergencies. 

Briefly, what is the Companies' bistory concerning DSMlEE programs? 

The Companies' initial DSM programs were implemented in 1994. Since then, the 

Companies have worked with their Energy Efficiency Advisory Group (a group of 

customer-stakeholders, including low-income advocates, fonnerly called the "DSM 

Collaborative") to grow and improve the Companies' set of DSM/EE offerings, 

obtaining Commission approval for those offerings in 1996, 1998, and 2001. The 

Companies have in place today a suite of successful DSMlEE programs, which the 

Commission approved in its March 3 1, 2008 Order in Case No. 2007-00319. In that 

Order, the Commission approved the existing programs, as well as budgets and cost

recovery for the programs, to be in effect through 201 4. 

How have the Companies' current DSMIEE programs performed to date? 

The Commission-approved DSMlEE programs the Companies now deploy have 

delivered impressive resul~s for their customers. Through 2010, the Companies' 

DSMlEE programs have produced cumulative energy savings of approximately 

207,900 MWh, gas savings of 4 million ccf, and a cumulative demand reduction of 

182 MW-enough demand reduction to avoid the need for a gas-fired combustion 

turbine. 

The Continuing Need for. and the Promise of. DSM/EE Initiatives 

Is there a continuing need for DSMlEE programs? 

Yes; indeed, the need for such programs is growing, as Kentucky'S government has 

recognized at the very· highest levels, including this Commission. Most recently, the 

3 
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Commission expressed its clear desire to see greater development and deployment of 

DSM/EE programs in its February 17,201 1 Final Order in Case No. 2010-00222: 

The Commission believes that conservation, energy efficiency 
and DSM, generally, will become more important and cost
effective as there will likely be more constraints placed upon 
utilities whose main source of supply is coal-based generation. 

[T]he Commission believes that it is appropriate to strongly 
encourage Meade, and all other electric energy providers, to 
make a greater effort to offer cost-effective DSM and other 

ffi . I energy e IClency programs. 

The Companies certainly agree with the Commission's View, and the new and 

expanded DSMlEE programs proposed in thi s filing are a means of accomplishing the 

Commission's stated goal. 

In addition to the Commission, other top-level Kentucky government officials 

have emphasized the importance of DSMlEE programs to the Commonwealth. 

Following the Commission's March 31, 2008 approval of the Companies' current 

suite of DSMlEE programs, Governor Beshear's administration released in November 

2008 a report entitled, " Intelligent Energy Choices for Kentucky's Future." The 

report indicates that Kentucky's energy usage is projected to grow slightly more than 

40% between 2008 and 2025 in the absence of energy efficiency efforts. To meet that 

demand without DSMlEE would require huge new investments in energy generation 

and delivery infrastructure. To avoid at least some of that cost, the report outlines 

seven strategies to diversify sources of energy, conserve energy, and become more 

energy-efficient to reduce demand. The very first strategy stated in the Governor's 

I In the Malter of Application of Meade County Rural Electric Cooperative Corporation to Adjust Electric 
Rates, Case No. 20 10-00222, Order at 15-16 (Feb. 17,2011). 
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10 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

report IS, "Strategy I : Improve the Energy Efficiency of Kentucky's Homes, 

Bui ldings, Industries, and Transportation Fleet," with a strategic goal of having 

"[e]nergyefficiency ... offset at least 18 percent of Kentucky's projected 2025 energy 

demand.,,2 As Governor Beshear stated in the report, "For Kentucky to be a national 

energy leader, we must fully integrate the development of our energy resources with 

our mission to protect the environment. ... The seven strategies, when implemented, 

will restructure our energy portfolio so that we can use energy in its broadest sense as 

a tool for economic development and preserving our environment, which Kentucky 

desperately needs.") 

To continue the work begun in the 2008 report, the Secretary of the Kentucky 

Energy and Environment Cabinet, Dr. Len Peters, convened the Kentucky Climate 

Action Plan Council in January 2010 to build upon selected provisions of the seven-

point strategy and to "focus attention on creating opportunities to build on Kentucky's 

progress to date to become more energy efficient, to reduce dependence on fore ign 

oil, to enhance the nation's energy security, to promote new energy related 

technologies, and to enhance economic opportunities in Kentucky.,,4 

Governor Beshear's and Secretary Peters 's stated concern about the growing 

need for greater energy efficiency and other means to address future energy demand 

growth is well placed. In October of this year, the American Council for an Energy-

Efficient Economy released its State Energy Efficiency Scorecard for 2010. The 

Scorecard ranked Kentucky 36th overall in terms of energy efficiency for 2010, with 

2 Intelligent Energy Choices for Kentucky 's Future at v-vi. Available at: 
http://www.purchaseadd.orglfileslpdflpacro/final_energy _strategy _ for_kentucky. pdf 
J /d. at xii. 
4 Available at http://www.kyclimatechange.us. 
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Q. 

A. 

utility spending on energy efficiency achieving a score of only 3.5 out of a possible 

20 points. 

Finally, as the Companies recently informed the Commission and the public, 

newly proposed federal environmental regulations could create costs of compliance 

that could raise electricity costs by twenty percent over the next decade. By acting 

now, the Commission and the Companies may mitigate these regulations' effects on 

the Companies' customers by using additional and enhanced DSM/EE programs to 

reduce the need for new generating resources and to increase customers' energy 

efficiency. 

But is it realistic to expect that DSMIEE programs can make a meaningful 

difference given the magnitude of the energy challenge Kentucky faces? 

Absolutely. As I noted above, the Companies ' DSMlEE programs have already cost

effectively delivered cumulative energy savings of 207,900 MWh, gas savings of 4 

million ccf, and a cumulative demand reduction of 182 MW----enough demand 

reduction to avoid the need for a gas-fired combustion turbine. But there is plenty of 

room for additional cost-effective energy and demand savings; indeed, the 

Companies ' 2008 Integrated Resource Plan identified 12 additional possible DSMlEE 

programs that could produce a projected demand savings of 109 MW by year six of 

the proposed program plan, and a total DSMlEE-related demand reduction of 539 

MW. The Companies believe their proposed portfolio of enhanced and new DSMlEE 

programs will achieve and exceed those Commission-reviewed goals by producing an 

additional 309 MW of demand savings, nearly 1.4 million MWh of energy savings, 

6 



and nearly 14.3 million ccf of gas savings by year seven of the proposed program 

2 plan. 

3 Moreover, the Electric Power Research Institute issued a report in January 

4 2009 entitled, "Assessment of Achievable Potential from Energy Efficiency and 

5 Demand Response Programs in the U.S." It states that nationwide energy 

6 consumption in residential , commercial, and industrial sectors will grow at an annual 

7 rate of 1.07% between 2008 and 2030, with consumption increasing by 26% in total 

8 over that period. But the report further states that energy efficiency programs have a 

9 reali sti c potential to reduce this rate of increase by 22% to 0.83% per year from 2008 

10 through 2030. 

11 Therefore, there are solid reasons to believe that DSMlEE programs can 

12 meaningfully reduce the growing energy and demand challenge Kentucky faces. 

13 The Companies' Proposed DSMIEE Portfolio and How the Companies Formulated It 

14 Q. 

15 

16 A. 

17 

18 

19 

20 

21 

22 

23 

What DSMlEE programs do the Companies have in place today, and what new 

programs are they proposing in this proceeding? 

The Commission-approved DSMlEE programs the Companies now provide are: 

• Residential and Commercial Load Management I Demand Conservation 

Program 

• Commercial Conservation I Commercial Incentive Program 

• Residential Conservation / Home Energy Performance Program 

• Residential Low Income Weatherization Program (WeCare) 

• Program Development and Administration 

• Residential High Efficiency Lighting 

7 
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16 

17 Q. 

18 

19 A. 

20 

21 

22 

• Residential New Construction 

• Residential and Commercial HV AC Diagnostic and Tune Up 

• Customer Education and Public Infonnation 

• Dealer Referral Network 

Of those programs, the Companies propose to continue the following programs 

without change through 2014: Residential High Efficiency Lighting, Residential New 

Construction, Residential and Commercial HV AC Diagnostic and Tune Up, 

Customer Education and Public Information, and the Dealer Referral Network. The 

Companies are proposing revisions and enhancements to the remaining current 

programs, and are requesting they be approved to continue through the end of the 

newly proposed program plan. 

In addition to the current DSMIEE program suite, the Companies propose in 

this proceeding to add the following new programs for an initial term of seven years: 

• Smart Energy Profile Program 

• Residential Incentive Program 

• Residential Refrigerator Removal Program 

Do the Companies use cost-benefit tests to help determine which DSMlEE 

programs to propose to continue or implement? 

Yes. The Companies rigorously analyze existing and potential DSMlEE programs 

using the industry-standard cost-benefit tests set out in the California Standard 

Practice Manual,5 which the Commission explicitly requires utilities to apply: "Any 

new DSM program or change to an existing DSM program shall be supported by ... 

8 
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II 
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[t]he results of the four traditional DSM cost-benefit tests [Participant, Total Resource 

Cost, Ratepayer lmpact, and Utility Cost tests].,,6 The Manual defines the four tests 

as follows: 

• The Participant Test: The Participants Test is the measure of the quantifiable 
benefits and costs to the customer due to participation in a program. Since 
many customers do not base their decision to participate in a program entirely 
on quantifiable variables, this test cannot be a complete measure of the 
benefits and costs ofa program to a customer. 7 

• The Ratepayer Impact Measurement Test: The Ratepayer Impact Measure 
(RIM) test measures what happens to customer bills or rates due to changes in 
utility revenues and operating costs caused by the program. Rates will go 
down if the change in revenues from the program is greater than the change in 
utility costs. Conversely, rates or bills will go up if revenues collected after 
program implementations are less than the total costs incurred by the utility in 
implementing the program. This test indicates the direction and magnitude of 
the expected change in customer bills or rate levels.8 

• The Total Resource Cost Test: The Total Resource Cost Test measures the 
net costs of a demand-side management program as a resource option based 
on the total costs of the program, including both the participants' and the 
utility's costs. . .. This test represents the combination of the effects of a 
program on both the customers participating and those not participating in a 
program. In a sense, it is the summation of the benefit and cost terms in the 
Participant and the Ratepayer Impact Measure tests, where the revenue (bill) 
change and the incentive terms intuitively cancel (except for the differences in 
net and gross savings).9 

• The Program Administrator Cost Test (or "Utility Cost Test"): The 
Program Administrator Cost Test measures the net costs of a demand-side 
management program as a resource option based on the costs incurred by the 
program administrator (including incentive costs) and excluding any net costs 
incurred by the participant. The benefits are similar to the TRC [Total 
Resource Cost] benefits. Costs are defined more narrowly.IO 

5 The Manual is available online at: hnp:llwww.energy.ca.gov/greenbuildingidocuments/backgroundiO7-
J CPUC STANDARD PRACTICE MANUAL.PDF. 
6tn the Matter of the J-;;int Application of the Members of the Louisville Gas and Eleclric Company Demand
Side Management Collaborative for the Review. Modification, and Continuation of the Collaborative, DSM 
Programs, and Cost Recovery Mechanism, Case No. 1997-00083, Order at 20 (Apr. 27, 1998). 
7 Manual at 8. 
8 Manual at 13. 
9 Manual at 18. 
10 Manual at 23. 

9 



The Companies performed the four traditional DSMlEE cost-benefit tests for 

2 each of the proposed new programs and modifications to existing programs, which 

3 show that each program passed the Participant and Total Resource Cost tests (a score 

4 of 1.0 or greater is " passing," meaning that the value of program's benefits is equal to 

5 or greater than the cost of the program), as shown below: 

DSl\tore Scoring 
Participant Utility Cost R~tepayer Total Rcsouce 

Statu Program T," Tw Impact TeS! Cost Test 
Residential High Efficienc:y Lighting ,-" lJ2 OA7 n. 
ResidmtiaJ. :\cw Construction HS 2.13 0.17 '" ~ ResKImtiaJ HVAC Tunc Up '" >.U 'M U. " " Commercial HVAC Tune Up BA> 1.40 0. 77 2." 

~ CUstomer Education & PubIK: Information NA 0.00 ' .00 ' .00 
Dealer Rcferral X Clv .. ork NA 0.00 ' .00 '.00 

r-- Residential R.csponsh·c Pricing (RRP) NA 0.00 ' .00 ' .00 

r-- Progr:l/ll Dc\"cJopmll'!lll: & AdmirUstration NA ' .00 ,.00 '.00 

~ 
Residential Cor15er ... ~tion (HEPp) , .. u s O.SS \.42 , 
Rcsidmtial Load M3Jl.agcmcnt NA 1.93 '" 3.62 , 
Commercial Load Managcmnll x., l .SJ 1.76 1." ~ 

Residential Low lnc:ome Weath~tion NA 2." , ... 2." 

r-- Commercial. Conserv,lIion'Rcbates 7.lll 16AO ' .00 6.1 S 

r-- Sman Energy Profile NA D. ,." ". , 
0 Residml:ial Refrigcr.nar Remov:al NA Jjj O.u '" z 

RcsidaJtiallnc:cntin:s '" .>, 0.10 '" 
6 On rall Portfolio (Ixlstina. Re\iud, & Xew) '~4 3.39 0.82 3.01 

7 Also, the Companies' proposed DSMlEE portfolio, taken as a whole, passes 

8 the Participant, Utility Cost, and Total Resource Cost Tests. 

9 Q. Do the Companies consult with other parties when determining which DSMIEE 

10 programs to propose and implement? 

II A. Yes, the Companies make a substantial effort to obtain input from a wide variety of 

12 interested parties. First and foremost , the Companies meet with their Energy 

!3 Efficiency Advisory Group to obtain feedback about existing and proposed programs. 

14 The group includes representati ves from the Governor's Office of Energy Policy, 

15 low-income advocacy groups, governmental environmental protection agencies, and 
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Q. 

businesses. The Companies also consult with the Attorney General about their 

DSMlEE plans. 

in fonnulating this filing, the Companies held a meeting with the Advisory 

Group in September 2009 to solicit feedback. The Companies presented to the Group 

a high-level overview of enhancements to existing DSMlEE programs and new 

programs the Companies were considering. The Group reviewed seventeen 

enhancements and new programs, finding ten of them to be useful, relevant, and a 

prudent use of consumer dollars. 

Based on this feedback, the Companies conducted further analysis on the 

identified ten programs. After completing the analysis, the Companies again met 

with the Advisory Group in July 2010 to share their analysis and to obtain further 

feedback. 

The third opportunity for the Companies to communicate with representatives 

of various customer groups came in November and December 2010. During this 

time, the Companies met individually with the Attorney General, low-income 

advocacy groups, community action counci ls, the Kentucky Department for Energy 

Development and Independence, the Kentucky School Board Association, AARP, 

and the Advisory Group. 

The eight enhancements and new programs presented herein are a result of the 

combined effort of the Companies and all the parties they consulted with, most 

notably the Advisory Group. 

Do the Companies take into account their most recent Integrated Resource Plan 

when formulating new DSMIEE proposals? 

11 
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A. Yes, the Companies evaluate proposed enhancements to existing programs and new 

programs for consistency with the Companies' most recent Integrated Resource Plan 

(" IRP"). In fact, putting in place the appropriate set of cost-effective DSMlEE 

programs to achieve the demand savings goals set out in the Companies' most recent 

JRP is one of the reasons the Companies are making this filing. 

The Companies filed their most recent Joint IRP in April 2008 in Case No. 

2008-00148, which contained a comprehensive evaluation of potential DSMlEE 

programs. During the analysis giving rise to the 2008 IRP, the Companies reviewed 

80 potential DSMIEE programs, of which 28 passed through to a second stage of 

review. Of those 28 programs, 12 passed the overall evaluation process and were 

included in the IRP as providing potentially 109 MW of demand reduction by 20 16. 11 

The IRP further anticipated a total demand reduction from DSM/EE programs of 539 

MW that included 85 MWs associated with a smart meter expansion. 

This filing includes components from the 2008 lRP, including the residential 

rebates for window fi lms and secondary refrigerator removal programs, but is more 

comprehensive than the 2008 IRP's set of recommended programs. As I stated 

above, the proposed set of enhanced and new DSMlEE programs will have a total 

projected an additional demand reduction of 309 MW by the end of year seven of the 

program plan bringing the total DSMlEE demand reduction to 491 MWs, which if 

achieved, should allow the Companies to meet and exceed the 2008 IRP goal12
. 

11 In the Matter of the 2008 Joint Integrated Resource Plan of Louisville Gas and Electric Company and 
Kentucky Utilities Company, Case No. 2008-00148, IRP Vol. 3, Screening of Demand-S ide Management 
Options (April 21, 2008). 
12 2008 1RP goal of 539 less 85 MWs associated with the expansion of smart meters. 
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Q. What are the projected overall costs and benefits of the DSMlEE program 

2 portfolio the Companies are proposing in this proceeding? 

3 A. The Companies project that during the seven-year program plan for the existing and 

4 proposed programs, customers will, in the aggregate, realize a total cost savings of 

5 $427 million, reduce demand by an additional 309 MW, and realize a total energy and 

6 gas savings from year one through year seven of nearly 1.4 million MWh and nearly 

7 14.3 million eef, respectively. The tables below show the savings broken down by 

8 year: 

ID(rtlllutal ProjnlH [oer&rSaIUlll for £.''Il-Ellld.lc,. Prop." (£1I.fiI,.It.,io .4, .. 4 :-.: ... , 
\'ull Yelrl l 'u r' ,'.'r4 , 'ud h_' Ytar ~ To'" 

:\1l\'R 171.211 191 ,140 196,9),9 !~1.1~ 1Q(),211 .W.J(II: Xl1.'OS 1 .~U~· 11 

MW " " " " " • " ,~ 

CO> 811,1}' 1.!49 no 1.6oI4,.lf~ l,j16.1'-! :t.9l)1l .t.~:I.oa !,S6',lN l.,l9l.!'OJ 

Cuwullllh't' 
P Kftd(oe ,,, . 1.En ' EI\den' P' .. , d.1ia Reds" .. d:" .... 

\ ' .. , I " eor 2 \ · ... 3 " e .. " ' ·u.5 \·e.' , ..•. ~ 
;\1"'\'11 I7Ul l 165,~H 56t. 90 ')6.01' 1.006.111 1":01.1» 1.' 10';" 
:\'W .. " '" ,~ 2H m m 
c.:n U f."· ,:.;,1.1(1' -I,O! I.) O O.)l-'.~.V ~.OXl.O'! !1.O,",.o1ll HJ\I'.IOJ 

9 

10 To achieve these benefits, the Companies project a total DSMlEE portfolio 

II cost of $263,8 million from year one through year seven. Of that amount, the 

12 Commission approved $104.4 million in Case No. 2007-003 19 for the existing 

13 programs through 2014. Therefore, the proposed incremental cost of the new 

14 DSMlEE portfolio for the seven-year program plan is $159.4 million. 
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.I.ooiI_Ifp~J.1IooII t4 .S10 !.!.44' ~~ ll_"l """ btiI_~e~ "'" 11..."0. n":l1 11,'10:: =n · ........... II'-·AC?:ooo!;, '~JJ " U ~ IHI ..... • , C....-i!IIf\:\cf_ tIf I!O! t4!! ~, Ill! ... , C __ ~"'.NI:loi<moi>o ll.!-ll 1M.: ~~ !.l.I" "". Doololo~.~ 1:11 U:f Il!9 U" ". = ...... _ J.oopocoi .. 1\i3oi (JJ\P) U:! • U:t5_ 
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"'" C'" c.:!O ~!9 1::,lf1 Ilf,tU 
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2 Q. Why are the Companies proposing to capitalize part of their Residential and 

3 Commercial Load Management / Demand Conservation Program expenditures? 

4 A. The Companies propose to capitalize the costs associated with the newly installed 

5 switches and programmable thermostats used in the Load Management / Demand 

6 Conservation Program. Because this equipment has proven to yield benefits to the 

7 Companies and their customers over a longer period of time (i.e., more than one 

8 year), capitalization of the costs of this equipment will more appropriately match 

9 revenues and costs going forward. 

10 A full description of the regulatory treatment for the costs associated with the 

II Companies' proposed Load ManagementlDemand Conservation program is provided 

12 in the testimony of Lonnie E. Bellar, VP State Regulation and Rates. 

I3 Q. What monthly bill impact will the Companies' proposed DSMIEE portfolio have 

14 on an average residential customer? 

15 A . The Companies project that the monthly bill impact of the new DSMlEE programs 

16 and program enhancements will be $2.06 for LG&E residential electric customers and 
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Q. 

A. 

$2.41 for KU residential electric customers using 1,000 kWh per month. (The current 

DSMlEE charge for LG&E residential electric customers is $2.00 and $2. 17 for KU 

residential electric customers.) The Companies project that the monthly gas bill 

impact of the new nSMlEE programs and program enhancements will be $1.68 for 

LG&E residential gas customers using 70 ecf per month. (The current DSMIEE 

charge for LG&E residential gas customers is $1.23.) 

Ensuring the Value and Performance of the Companies' DSM/EE Programs 

How do the Companies ensure that their DSMIEE programs remain effective 

after they are approved and implemented? 

The Companies recognize the importance of program evaluation, measurement, and 

verificat ion, so they examine each program on an ongoing basis as it relates to 

program design, delivery, impacts, and return on investment. This process ensures 

the quality and effectiveness of the programs, optimal use of resources, and 

responsiveness to customers' needs. The Companies typically perfonn program 

evaluation in two phases, process evaluation and impact evaluation. Process 

evaluation is a systematic assessment of a utility's energy-efficiency program for the 

purposes of improving its design, delivery, and the usefulness and quality of the 

services delivered to the customers. Impact evaluation focuses on quantifying the 

energy and demand savings and other economic benefits of the program. The goal of 

the evaluation, measurement, and verification process is the continual improvement 

of the Companies' DSMlEE programs. 

The Companies will use this process to ensure that all of the programs 

contained in this filing remain prudent- and continually improving- uses of 

customers' dollars. If the Companies' reviews reveal any program to be cost-

15 



ineffective or otherwise underperfonning, the Companies will discontinue the 

2 program and notify the Commission by a letter or motion. 

3 Summaries and Evaluations of Existing Programs to Be Continued with Modifications 
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Q. 

A. 

Please describe the Residential and Commercial Load Management I Demand 

Conservation Program and the changes the Companies propose to make to it. 

The existing Demand Conservation Program is voluntary and has been operational 

since 2001. Demand Conservation employs switches and thennostats in homes and 

small businesses to help reduce the demand for electricity during peak times. The 

program uses one-way paging signals to communicate with the switches and 

thennostats to cycle central air conditioning units, heat pumps, electric water heaters, 

and pool pumps off and on through a predetennined sequence. (Demand savings are 

estimated to be approximately 1 kW per air condit ioner device and approximately 0.4 

kW per water heater switch.) Ifan air conditioner is cycled off for thirty minutes in a 

one hour period, it is considered a 50% control strategy. The strategy has been to 

control between 30% and 45% depending on temperature and customer equipment. 

Demand Conservation is the most successful program in the Companies' 

DSMlEE portfolio in tenns of participation and demand savings, and it passes all four 

of the California Standard Practice Manual tests. Success, however, has brought a 

new challenge: the Companies have reached a market saturation rate of over 20%. To 

address this challenge, the Companies are seeking approval for the following 

proposed program enhancements: (1) the addition of another full-time employee to 

assist in outreach efforts to the multi-family and commercial customer segments; (2) 

the ability to modify and increase the financial incentives to attract those customers 

who have not been interested in the program; and (3) extension of the current 
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Q. 

Residential and Commercial Load Management / Demand Conservation Program 

through year seven of the proposed program plan. 

The Companies are also facing a technological challenge that impacts market 

saturation for this program. As I described above, the Demand Conservation Program 

currently relies on paging technology to activate load-control switches. In the areas 

of the Companies' service territories where such technology is available, Demand 

Conservation has reached a market saturation rate of approximately 30%. And the 

area where such technology is available has shrunk and is continuing to shrink; the 

proliferation of cellular phones and wireless technology has caused traditional analog 

paging companies to reduce or eliminate operations. The Companies are, therefore, 

currently studying communications strategies for all customers and intend to 

implement solutions that will allow all customers to participate in the program if they 

so choose. 

The Companies' goal is to install load control switches and load control 

programmable thennostats on central air condition~rs of an additional 91,800 

residential and 3,540 commercial air conditioners between year one and year seven of 

the program plan. If all participation goals are met by the end of year seven, the total 

program installation for the Demand Conservation program will be approximately 

220,000 devices, which could represent a potential controllable load of up to 220 MW 

and would represent a significant resource for the Companies to reduce peak demand 

and delay the need for additional generating resources. 

Please describe the Commercial Conservation (Energy Audits) I Commercial 

Incentives Program and the changes the Companies propose to make to it. 
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A. The Commercial Conservation I Commercial Incentives Program is designed to 

provide energy-efficiency opportunities for the Companies' commercial customers 

through energy audits and to increase the implementation of energy-efficiency 

measures identified through the audit by providing financial incentives to assist with 

the replacement of aging and less efficient equipment. The Commercial Conservation 

component of this program has been successful in achieving targets established in the 

2007 filing. 

But the Commercial Incentives component has struggled to meet targets 

established in the 2007 filing largely due to the downtumed economy. Commercial 

customers have indicated that, even with incentives and rebates, the struggling 

economy prevents them from making new investments in equipment, even though 

they know such equipment would produce long-term energy savings. They have, 

however, indicated that rebates and incentives to buy energy-efficient equipment 

would be more attractive and effective if (1) they could be used for equipment that is 

not included on the Companies' prescriptive list, and (2) they could receive multiple 

years' worth of rebates in a single year to help fund their new equipment purchases. 

In view of this customer feedback and to achieve their energy efficiency and 

demand reduction goals, the Companies seek to enhance this program in several 

ways: (1) to add refrigeration equipment to the energy-efficiency retrofits eligible for 

incentives; (2) to add Commercial Customized lncentives to encourage energy

efficient retrofits for customers with less typical technologies, including retrofits not 

covered by the existing Commercial Conservation I Incentive Program (incentives 

available to all customers in this program's rate classes will be developed based upon 
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A. 

a $100 per kW for calculated efficiency improvements); and (3) to pem1it commercial 

customers to receive multi-year incentives in a single year where such multi-year 

incentives do not exceed the aggregate amount of $100,000 per facility and no 

incentive was provided in the immediately preceding year. None of these 

improvements would increase the incentives portion of the program budget above 

leday's levels, though some additional funds will be required to obtain third-party 

assistance with the expanded rebates initiative. 

Also, because the Commercial Conservation (commercial audits) part of the 

program has been successful to date, the Companies seek to extend that part of the 

program as-is through year seven of the new program plan. 

The Companies' goal is to have 3,080 program participants In each of 

LG&E's and KU's service territories for year one through year seven of the program 

plan. If the Companies can achieve that goal, the Commercial 

Conservation/Commercial Incentives Program should achieve cumulative energy 

savings of almost 385,000 MWh, a demand reduction of 144.8 MW, and gas savings 

of almost 1.1 million ccf. 

Please describe the Residential Conservation I Home Energy Performance 

Program and the changes the Companies propose to make to it. 

The Residential Conservation Program I Home Energy Performance Program is 

designed to help customers reduce their home energy costs using online or on-site 

energy audits. The program works with customers to identify specific steps they can 

take to reduce energy costs, making them better energy managers. 
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The online energy audit component of this program will remain unchanged. It 

provides customers a list of ways to improve energy efficiency at their homes and 

four free compact fluorescent light bulbs, all at a relatively low program cost. 

Therefore, the Companies do not believe changes to this part of the program are 

necessary or appropriate at this time. 

The Companies do, however, propose a significant enhancement to the 

existing on-site energy audit program by implementing the Home Energy 

Perfonnance Program. The new program will continue measures already included in 

the current program, such as a blower-door test and the installation of air-sealing 

measures, compact fluorescent light bulbs, and water-saving faucet and shower 

fixtures, as part of an on-site audit. This Tier One audit provides energy savings 

measures that will provide homeowners up to 10% savings of their annual usage, and 

gives recommendations for achieving even greater savings. But the new program wi ll 

go further by providing cash incentives to customers who make the effort and 

investment to achieve greater energy savings than those the Tier One audit provides. 

More specifically. customers who install measures to achieve an additional 10% 

energy savings (i.e., a total energy savings of 20% from pre-audit levels), which 

savings the Companies will veri fy with a "test-out" follow-up energy audit, will 

receive a $500 incentive (called a "Tier Two Incentive"). Customers who go even 

further and achieve an additional 30% energy savings (i.e., a total energy savings of 

40% from pre-audit levels), which savings the Companies wi ll also verify with a 

"test-out" follow-up energy audit, will receive a $1,000 incentive (called a "Tier 

Three Incentive"). 
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A. 

The Companies are also exploring the possibility of partnering with the 

Kentucky Home Performance Program, which is a similar program run by the state. 

The programs may be able to create synergies by avoiding redundant on-site audits 

and by cooperating to achieve greater energy efficiency measure installations in 

audited homes. 

The long term goal of the new Home Energy Performance Program is to 

increase the number of audits from 800 to 2,000 annually (total for both Companies) 

for the ensite audit. The Companies believe this is an attainable goal due to additional 

marketing funds and incentive availabi lity. 

Likewise, the Companies' participation goal in the online audit is increased 

beginning in year one of the program plan, as there will be cross promotion with the 

onsite-audit Program. The Companies hope to reach and maintain an annual 

participation goal of 6,000 participants (total for both Companies) beginning in year 

three oftbe plan. 

If the Companies can achieve these goals, they should achieve cumulative 

energy savings by the end of year seven of almost 33,000 MWh, a demand reduction 

of8.4 MW, and gas savings of almost 1.1 mi llion ccf. 

Please describe the Residential Low Income Weatherization (WeCare) Program 

and the changes the Companies propose to make to it. 

The Residential Low Income Weatherization (WeCare) Program is an education and 

weatherization program designed to reduce energy consumption of the Companies' 

low-income customers. The program is designed to provide free energy audits and 

21 



energy education, perfonn blower-door tests, and install weatherization and energy 

2 conservation measures on qualified houses. 

3 To address the growing need in this customer segment, the Companies are 

4 seeking approval for the following program enhancements: ( I) additional funds that 

5 will allow for increased weatherization measures for the low-income customer 

6 segment, further increasing energy savings; (2) to increase the number of customers 

7 served over the tenn of the program plan; and (3) to extend the WeCare Program 

8 through year seven of the proposed program plan. This increased funding request 

9 comes as a result of customer feedback as well as additional opportunities identified 

10 while providing weatherization measures in customers' homes. As a result, increases 

I I to the funding level for program tiers and increasing the number of customers served 

12 are the only changes being proposed to this program; all other aspects of the program, 

13 including, but not limited to, program eligibility and home ownership status, will 

14 remain the same. 

15 The proposed expansion in allowable measure cost for Tier C customers will 

16 allow work to be done on customers' HV AC systems, which can deliver significant 

17 energy savings. As proposed, the WeCare program would provide the following 

18 benefits: 

19 
Tier Annual Energy Consum ption Current Allowable Proposed Allowable 

Measure Cost Measure Cost 

A 
Up 101 ,299 Ccfor 

$200 $350 
UDto I 1,499 KWh 

B 
1,300 to 1,800 Ccf or 

II 500 to 16,000 KWh 
$750 $1,000 

C Greater than Tier B $1,700 $2,100 
20 
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Q. 

A. 

The residential participation goal for this program is to provide an audit, 

energy educat ion, and home weatherization services to 18,900 low-income 

participants between years one and seven of the program plan. When the Companies 

achieve these goals, they will achieve cumulative energy savings by the end of year 

seven of almost 41,455 MWh, a demand reduction of 4, 130 MW, and gas savings of 

almost 3.2 million ecf. 

The Companies believe there are opportunities for increased collaboration 

with community action agencies and other organizations that provide direct social 

services to low- and moderate-income customers in the service territory. The 

Companies will continue to work with such entities to assist low- and moderate

income customers. 

Please describe the Program Development and Administration Program and the 

changes the Companies propose to make to it. 

Program Development and Administration was established to capture costs incurred 

in the development and administration of energy efficiency programs where it is 

difficult to assign costs specifically to an individual program. These costs include 

consultant costs for new program concept and initial design, market research related 

to new programming, research and technical evaluation of new technologies and 

programs, and overall program tracking and management. Program Development and 

Administration support is essential for the long-term sustainability of the energy 

efficiency portfolio. 

The Companies are seeking to add three full-time positions to the current 

Program Development and Administration infrastructure. High-demand areas that 
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have been identified within the department include procurement, marketing, and 

financial analysis, all of which are vital to the ultimate success of the Companies' 

DSMIEE programs. 

The need for a full-time procurement position is driven by the significant 

amount of contracting associated with individual programs, including development of 

scope of work, drafting of Requests for Proposals ("RFPs"), identification of potential 

bidders, issuing RFPs, evaluation of returned proposals, Issumg award 

recommendations, drafting and negotiating contracts, monitoring contract 

perfonnance, monitoring market conditions to ensure that existing contracts remain 

cost-effective, and modifying or amending contracts as conditions change. 

The second need is for a full-time marketing employee. Because customer 

participation in DSMlEE programs is voluntary, a substantial amount of program 

promotion is required to obtain the desired levels of participation. If the additional 

investment in DSMlEE programs the Companies are requesting is to be fruitful, 

customers must know about the programs, and this additional employee will be 

important to that effort. 

The third identified need is for a full-time financial analyst. The financial 

analyst will provide direct application of focused research and rigorous economic and 

statistical analysis, as well as ongoing monitoring of complex metrics associated with 

individual program and departmental reporting. The analyst position will further 

support the Companies' evaluation, measurement, and verification process as it 

relates to design, delivery, impacts, and return on investment for the various DSMlEE 

programs. 
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Although the Program Development and Administration program does not 

directly produce demand reduction or energy savings, it is crucial to making such 

savings possible through the other DSMlEE programs. The Commission recognized 

the value of this program when it approved it in its March 3 1, 2008 Order in Case No. 

2007-00319: "The Commission finds LG&E and KU's arguments persuasive and 

finds that the program should be approved as proposed.,,13 The Companies 

respectfully request the Commission to recognize again the value and necessity of this 

program and to approve the requested modification. 

Summaries and Evaluations of Proposed Pror:rams 

Q. Please describe the proposed Smart Energy Profile Program. 

A. The Smart Energy Profile Program will use available customer data and technology to 

create an individualized household report for each participating customer containing a 

co llection of customized information. The report will help the customer understand 

and make better-informed choices as it relates to energy usage and the associated 

costs. Information presented in the report will include a comparison of the 

customer's energy usage to that of similar houses (collectively) and a comparison to 

the customer's own energy usage in the prior year. The objective of this program will 

be to educate customers about their energy consumption, encourage them to reduce 

consumption, and empower them to use energy more wisely. The Smart Energy 

Profile will provide tips that are specific to the customer and suggest Energy 

Efficiency Programs that would be helpful in reducing energy costs. 

13 In the Maller af the Joint Application of Louisville Gas and Electric Company and Kentucky Utilities 
Company Demand-Side Management for the Review. Modification. and Continuation of Energy Efficiency 
Programs and DSM Cost Recovery Mechanisms, Case No. 2007-00319, Order at 23 (March 3 1,2008). 
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Q. 

A. 

A number of other utilities across the United States have successfully 

deployed similar behavioral-marketing programs for residential customers. For 

example, an independent evaluation of Sacramento Municipal Utility District 's 

behavioral-marketing program clearly demonstrates that implementation of a 

combination of energy efficiency, behavioral science, and direct-marketing tools to 

residential customers is successfully achieving an average annual demand reduction 

of 2.2%. (The Sacramento Municipal Utility District impact evaluation is located in 

Plan Volume IV, Exhibit 1-3, attached hereto in Exhibit MEH-1.) Data also indicate 

that demand reduction is across all households, not just a specific customer segment. 

The Companies' proposed Smart Energy Profile Program will be comparable 

to those currently deployed with other utilities. Using available data from the existing 

behavioral marketing programs across the United States, it is reasonable to expect 

that the Smart Energy Profile Program will also yield measurable savings that will 

support the Companies in meeting the increasing regulatory efficiency targets. 

The Companies' goal is to reach a participation level of 375,000 customers 

across both Companies by year four of the program plan, and to maintain that level 

for each year thereafter. If the Companies achieve that goal, they project that they 

will achieve annual energy savings of over 106,000 MWh, gas savings of almost 1.8 

million ccf. and a total demand reduction of20.3 MW. 

Please describe the proposed Residential Incentives Program. 

The Residential Incentives Program is a new program that will encourage customers 

to purchase various Energy Star appliances, HV AC equipment, or window films that 

meet certain requirements, qualifying them for an incentive. The program is designed 
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to provide direct financial incentives to customers to purchase and use these products. 

It is a simple program: as long as a qualifying appliance or product is purchased 

during the program period, the customer need only submit a completed form and a 

copy of the proof of purchase (i.e., valid store receipt) to receive the applicable 

incentive. This is a program that will be available to low-income customers as well: 

if an assistance agency buys a qualifying appliance for a low-income client, the 

agency will receive the incentive, freeing up more of the agency's funds to help more 

people. 

The Companies' proposed Residential Incentives Program would, in effect, be 

a continuation of a Kentucky Department for Energy Development and Independence 

program that received $4 million from the U.S. Department of Energy for a similar 

energy efficient appliance rebate initiative. That program achieved favorable results, 

and the Companies anticipate that this program will perfonn simi larly well. 

The Companies' goal, therefore, is to provide their customers an additional 

opportunity for incentive dollars (once those federal stimulus dollars have been 

exhausted) to continue to support the Commonwealth's efforts to promote energy 

savings through energy efficiency. 
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Item 
Heat Pump Water Heaters (HPWH) 
Washine. Machine 
Refrigerator 
Freezer 
Dishwasher 

Window Film 

Central Air Conditioner 

Electric Heat Pump 

Incentive 
$300 per Qualifyi ng item purchased 
$75 per ualilJ jog item purchased 
$100 per qualifYing item purchased 
$50 per qualify in~ item purchased 
$50 per Qualifying item purchased 

Up to 50% of materials cost only; max of$200 
per customer account; product must meet 
applicable criteria 

$ 100 per item purchased per SEER improvement 
above minimum 
$ 100 per item purchased per SEER improvement 
above min imum 

The Companies' goal is to have provided 128,200 incentives by the end of 

year seven of the program plan. If the Companies can achieve that goal, they should 

achieve cumulative energy savings by the end of year seven of over 100,720 MWh, as 

well as a demand reduction of 18.6 MW. 

Please describe the proposed Residential Refrigerator Removal Program. 

The Refrigerator Removal Program is designed to provide removal and recycling of 

inefficient secondary refrigerators and freezers from customers' households. The 

removal of these inefficient units will reduce energy consumption and demand. The 

Companies will work with identified third-party vendors to collect and transport the 

inefficient appliances to the appropriate recycling centers, which will be responsible 

for adhering to any local, state, or federal recycl ing ordinances. To encourage 

customers to participate in the program, the Companies propose to offer a one-time 

incentive per customer (proposed to start at $30, with the ability to increase up to $40 

in later years if participation levels should fall, with the incentive level to be reviewed 

on an annual basis.). 
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Secondary refrigerators can be a significant energy drain and demand booster. 

Refrigerator models of the late 19705 can use in excess of 1,500 kWh annually, and 

1980s models can use over 1,000 kWh each year. By way of comparison, modem 

Energy Star compliant refrigerators use approximately 500 kWh annually. This 

means a home with a new refrigerator and one from the 19705 could reduce overall 

refrigeration costs by over 75% by having the older model removed. Because of 

these sobering numbers, over 20 other utilities across the nation, including Cali fornia 

Edison, Georgia Power, National Grid, Austin Energy, and Nevada Energy, have 

implemented similar programs. 

The Companies' goal is to have 4,000 customers participate in the program in 

year one of the program plan (across both Companies), then to increase participation 

to 10,000 customers across both Companies each year from year three through year 

seven. If the Companies can achieve that goal, they should achieve cumulative 

energy savings by the end of year seven of over 46,500 MWh, as well as a demand 

reduction of 5.3 MW. 

Discussion of Existing Programs to Be Continued without Modification 

What are the current DSMIEE programs the Companies do not propose to 

change or extend at this time, and why? 

The Companies propose to continue the following Commission-approved programs 

without change through 2014: Residential High Efficiency Lighting, Residential New 

Construction, Residential and Commercial HV AC Diagnostic and Tune Up, 

Customer Education and Public Infonnation, and the Dealer Referral Network. A 

brief summary of each of these programs and its perfonnance to date is included in 

the Plan document attached hereto as Exhibit MEH-l. These programs do not 
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indicate a need for change or extension at this time due to changed circumstances or 

insufficient data to support requesting changes or extensions, so the Companies will 

continue them per the authority the Commission granted for them in Case No. 2007-

00319. 

Recommendation and Conclusion 

What is your recommendation concerning the Companies' proposed suite of new 

and enhanced DSM/EE programs? 

I recommend that the Commission approve the Companies' Application. The 

Companies have seen impressive results from their DSM/EE programs to date, and 

they expect even better results with additional investment and expanded program 

offerings. Although these are difficult economic times, I believe the best approach 

during such times is to look for and pursue means to economize and become more 

efficient for the long run. That is precisely what the proposed suite of new and 

enhanced DSMlEE programs offers; it is the opportunity to make an additional 

investment to obtain even greater savings for years to come. It is also 

environmentally friendly and enhances the safety and reliability of the Companies' 

grid. In short, the proposed DSMlEE suite will provide real, tangible benefits for 

customers, and I recommend that the Commission approve it. 

Does tbis conclude your testimony? 

Yes. 

400001.13608lf661821.868 
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VERIFICATION 

COMMONWEALTH OF KENTUCKY ) 
) SS: 

COUNTY OF JEFFERSON ) 

The undersigned, Michael E. Hornung, being duly sworn, deposes and says that 

he is Manager of Energy Efficiency Planning & Development for Louisville Gas and 

Electric Company and Kentucky Utilities Company and an employee of LG&E and KU 

Services Company. and that he has personal knowledge of the matters set forth in the 

foregoing testimony, and that the answers contained therein are true and correct to the 

best of his information, knowledge and belief. 

Michael E. Hornung 

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

and State, this 1;;Z ,..., day Of_~I.L=f""'- "'-_____ ___ 20 II. 

My Commission Expi res: 



Michael E. Hornung 
LG&E and KU Services Company 
220 West Main Street 
Louisville, Kentucky 40202 

Education 

APPENDIX A 

Bachelor of Sc ience in Business Admini stration; 
University of Louisv ille 

E.ON Strategic Business Integration: 
Generation & Energy Marketing 

Professional Experience 

August 1992 

August 2009 

Louisville Gas and Electric Company and Kentucky Utilities Company 

Manager, Energy Effic iency Planning & Development 
Senior Rate & Regulatory Analyst 

Senior Market Policy Analyst 
Senior Financia l Analyst - Risk ManagementfTrading Contro ls 
Senior Accountant at LG&E Ene rgy Marketing 
Venture Accountant at LG&E Power, Inc. 
Genera l Labor, LG&E Construction 

Professional Memberships 

Association of Energy Services Professionals (AESP) 
Kentucky Energy Efficiency Working Group 
Greater Louisvi lle Inc.: Energy Efficiency Subcommittee 
Consortium of Energy Efficiency (CEE) 

Aug. 2008 - Present 
Aug. 2006 - Aug. 2008 
Feb. 2000 - Aug. 2006 
June 1999 - Feb. 2000 

1997 - 1999 
1996 - 1997 

Summer 1988 & 1989 

Aug. 2008 - Present 
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Oct. 2010 - Present 
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LG&EAND KU 
DEMAND-SIDE MANAGEMENT AND 

ENERGY EFFICIENCY PROGRAM PLAN 

ES.l Introduction 

The need for Demand-Side Management and Energy Efficiency ("DSMlEE") programs is growing. 
as Kentucky's government has recognized at the very highest levels. For example. the Kentucky 
Public Service Commission ("Commission") expressed its clear desire to see greater development 
and deployment of DSM/EE programs in its February 17, 20 11 Final Order in Case No. 20 I 0-00222:' 

The Commission believes that conservation, energy efficiency and 
DSM, generally, will become more important and cost-effective as 
there will likely be more constraints placed upon utilities whose main 
source of supply is coal-based generation. 

[T]he Commission believes that it is appropriate to strongly encourage 
Meade, and all other electric energy providers, to make a greater effort 
to offer cost-effective DSM and other energy efficiency programs. I 

In November 2008, the Commonwealth of Kentucky issued a report entitled, " Intelligent Energy 
Choices for Kentucky' s Future" (Volume II, Exhibit D). It outli nes seven strategies to diversifY 
sources of energy, conserve energy, and become more energy-efficient to reduce demand. The very 
first strategy stated in the Governor's report is, "Strategy l: Improve the Energy Efficiency of 
Kentucky's Homes, Buildings, Industries, and Transportation Fleet," with a strategic goal of havin~ 
"[e]nergy efficiency ... offset at least 18 percent of Kentucky' s projected 2025 energy demand." 
As Governor Beshear stated in the report, "For Kentucky to be a national energy leader, we must 
fu lly integrate the development of our energy resources with our mission to protect the 
environment. .. The seven strategies, when implemented, will restructure our energy portfolio so that 
we can use energy in its broadest sense as a tool for economic development and preserving our 
environment, which Kentucky desperately needs.") The report indicates that Kentucky' S energy 
usage is projected to grow slightly more than 40% between 2008 and 2025 in the absence of energy 
efficiency efforts. The Companies have developed a specific strategy to reduce energy consumption 
and demand through energy-efficiency programming and customer education. The goal of these 
strategies is to achieve energy and demand reductions outlined in the Companies' 2008 Integrated 
Resource Plan (IRP)4. 

In January 2009, the Electric Power Research Institute (EPRf) disseminated a report entitled, 
"Assessment of Achievable Potential from Energy Efficiency and Demand Response Programs in 

I In the Mauer of Application of Meade County Rural Electric Cooperative Corporation to Adjust Electric ROles, Case 
No. 2010-00222, Order al 15-16 (Feb. 17,20 I I). 
2 Intelligent Energy Choices for Kentucky 's Future al v-vi. Available at: 
http://www .purchaseadd.orglfi leslpdf/pacrolfinal_ energy_strategy _for_kentucky .pd f 
3 Id. al xii. , 
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the U.S." It states that energy consumption in residential, commercial, and industrial sectors will 
grow at an annual rate of 1.07% between 2008 and 2030, with consumption increasing by 26% in 
total over that period. According to EPRl, energy efficiency programs have a realistic potential to 
reduce this rate of increase by 22% to 0.83% per year from 2008 through 2030 (Volume Ill, Exhibit 
E). 

More recently, the American Council for an Energy-Efficient Economy released its State Energy 
Efficiency Scorecard for 20 I O. The Scorecard ranked Kentucky 36th overall in terms of energy 
efficiency for 2010, with utility spending on energy efficiency achieving a score of only 3.5 out of a 
possible 20 points. With all of the data points that are available on the current trend in consumption, 
Kentucky has great potential for increased energy efficiency programming (Volume III, Exhibit F). 

Recognizing the need and potential for greater energy efficiency in Kentucky, the Secretary of the 
Kentucky Energy and Environment Cabinet, Dr. Len Peters, convened the Kentucky Climate Action 
Plan Council in January 2010 to build upon selected provisions of the Kentucky Energy Strategy 
outlined in Intelligent Energy Choices for Kentucky's Future to "focus attention on creating 
opportunities to build on Kentucky's progress to date to become more energy efficient, to reduce 
dependence on foreign oil, to enhance the nation's energy security, to promote new energy related 
technologies, and to enhance economic opportunities in Kentucky."s 

The Companies understand the common energy goals and objectives that are set forth at the state 
level. These goals concern the urgent need to reduce our growing demand for energy by embracing 
energy efficiency and conservation as a way of life. To advance toward these shared goals the 
Companies submit their Energy Efficiency Program Plan, which contains enhancements to existing 
DSMlEE programs and includes new programs that will make the Companies ' DSMlEE Portfolio 
more comprehensive and effective. 

The ability for the Companies to mitigate energy consumption through increased DSMlEE 
programming has been reviewed by an independent third party evaluation company, ICF 
International. ICF is a global consulting firm that special izes in energy and climate change, among 
other areas. 6 According to the report ICF prepared for the Companies (Volume I, Exhibit A), the 
Program Plan, if approved and implemented as the Companies have proposed, will allow the 
Companies to achieve a total demand reduction of 491 MW (putting the Companies on track to meet 
the goal set out in their 2008 [RP), and will help Kentucky to achieve its overall goal for energy 
demand reduction. 

As the Commonwealth's largest utilities, serving more than 2.8 million Kentuckians, the Companies 
seek to educate and empower consumers of all ages to do their part in the fastest, cleanest, most cost
effective method of reducing our growing demand for energy by embracing energy efficiency and 
conservation as a way of life. The Companies are responding to Governor Beshear's challenge by 
proposing to enhance and add to their current energy efficiency portfolio. Programs such as load 
management, conservation, and incentives will enable the Companies to promote consumer 
efficiency and educate consumers, thereby reducing customers' relative energy costs. 

~ Available at http: //www.kyclimatechange.us 
6 See http: //www.icfi.com. 
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The Companies received approval for their current portfolio of energy efficiency programs from the 
Commission on March 31, 2008, in Case No. 2007-00319. The Companies requested, and the 
Commission approved, a seven-year duration for the programs in light of the signi ficant investment 
in time and resources required to initiate operations, obtain participants, and achieve the projected 
demand and energy savings. Case No. 2007-00319 represented a significant expansion and 
emphasis on customer energy efficiency. The three years since the approval of these programs has 
granted greater insight into the challenges and obstacles associated with the outlined metrics within 
that program plan. As a result of the lessons learned, the Companies seek to enhance the following 
programs: Residential and Commercial Load Management; Commercial Conservation; Residential 
Conservation; Residential Low Income Weatherization Program; and Program Development and 
Administration. 

In addition to enhancing several currently approved programs, the Companies seek approval for 
additional DSMlEE programs that will further increase participation opportunities for customers. 
These programs include the Smart Energy Profile Program, Resident ial Incentives Program, and a 
Resident ial Refrigerator Removal Program. 

Programs the Companies proposed and the Commission approved in Case No. 2007-00319 not 
included in this program plan will remain unchanged in regard to programming, budgets, and 
associated metrics. The Companies propose to continue these existing programs through 2014. The 
rationale for the Companies not seeking any changes to these particular programs at this time is that 
the programs can be categorized as "market transfonnation programs" or are currently operating 
satisfactorily within the approved program designs, and therefore do not warrant enhancements. 
These programs include Residential High Efficiency Lighting, Residential New Construction, 
Residential and Commercial HV AC Diagnostic and Tune Up, Customer Education and Public 
Infonnation, and the Dealer Referral Network. The complete program plans for these unchanged, 
existing programs are in Volume JII , Exhibit G. 

The specific enhancements to existing programs and the new programs proposed for the portfolio 
Demand Side Management and Energy Efficiency portfolio include: 

Enhancement to Existing DSMIEE Program Plan 

• Residential and Commercial Load Management / Demand Conservation Program 
enhancement to customer incentives and restructuring of customer enrollment goals. 

• Commercial Conservation I Commercial Incentives Program - addition of customized 
incentives and refrigeration incentives for commercial customers. 

• Residential Conservation I Home Energy Perfonnance Program - enhancement of the current 
residential audit to include incentives to implement energy retrofit measures recommended 
through the energy audit process. 

• Residential Low Income Weatherization Program (WeCare) - enhancement to allow for 
additional weatherization measures to the low income customer segment and increasing the 
number of customer served over the program plan. 
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• Program Development and Administration - additional staff infrastructure to continue to 
research and plan future programming. 

New Programs Analyzed for Inclusion in the DSM/EE Program Plan 

• Smart Energy Profile Program 

• Residential Incentives Program 

• Residential Refrigerator Removal Program 

The program implementation plans described in this filing represent the Companies' plans based on 
the best information currently available. Energy efficiency programs operate in a dynamic 
environment with customer attitudes, regulations, and the marketplace constantly changing. 

The Companies developed the proposed DSMlEE Plan in collaboration with their Energy Efficiency 
Advisory Group. The Companies established the Group in 2000 to provide a forum for open 
communication and sharing of information to benefit the customers served by the Companies' 
DSMlEE programs. The Group comprises representatives of various customer groups, including 
residential, commercial, and low-income, as well as representatives of environmental advocacy 
organizations. Specific activities of the Group include: bringing forward ideas and supporting data 
for cost effective energy efficiency programs; reviewing proposed new programs and offerings to 
ensure customer acceptance, measurable results, and cost-effectiveness; reviewing the progress and 
performance of current energy efficiency programs; and offering suggestions to improve the 
programs' productivity and effectiveness. 

The Companies held a meeting with the Group in September 2009 to sol icit feedback concerning the 
proposed Program Plan. Attendees included representatives from the Lexington Community Action 
Council , Kentucky Association for Community Action, Home Builders Association of Kentucky. 
Governor's Office of Energy Policy, Metro Housing Coalition, Louisville Metro Air Pollution 
Control District, Green and Healthy Schools, Kentucky National Energy Education Development 
Project, and Kentucky Energy Efficiency Programs for Schools. (The sign-in sheet and meeting 
minutes from the meeting can be located in Volwne m, Exhibit G-I.) The Companies presented to 
the Group a high-level overview of enhancements to existing DSMlEE programs and new programs 
the Companies were considering. The Group reviewed seventeen enhancements and new programs, 
finding ten of them to be useful, relevant, and a prudent use of consumer dollars. Based on this 
feedback, the Companies conducted further analysis on the identified ten programs. 

Once additional analysis was completed, the Companies held another meeting in July 2010 with the 
Group to obtain further feedback. Attendees included representatives from the Governor's Office of 
Energy Policy, Lexington Community Action Council, Louisville Metro Air Pollution Control 
District, Kroger Company, Kentucky National Energy Education Development Project, Metro 
Housing Coalition, and Kentucky Home Builders Association. (The sign-in sheet and meeting 
minutes from the meeting can be located in Volume 1lI, Exhibit G-2.) The Companies gave the 
Group an overview of the ten programs that were analyzed for inclusion in the Program Plan. The 
eight enhancements and new programs presented herein are a result of the combined effort of the 
Companies and the Group. 
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The third opportunity for the Companies to communicate with representatives of various customer 
groups came in November and December of 2010. During this time, the Companies met 
individually with low-income advocacy groups, community action councils, the Kentucky 
Department for Energy Development and Independence, the Kentucky School Board Association, 
the Attorney General, and the Energy Efficiency Advisory Group. (The sign in sheet for this event 
as well as meeting minutes can be located in Volume III , Exhibit G-3.) 

As the Companies worked to develop this Program Plan that would further increase program 
participation opportunities for customers and support the Companies in meeting its 2008 IRP 
cumulative demand reductions, it was recognized that the bill impact for the residential customer 
segment would grow. During the meetings with the Energy Efficiency Advisory group, it was asked 
that the Companies explore opportunities to reduce the customer bi ll impact while keeping the 
breadth of the proposed Program Plan. 

The Companies analyzed the Residential and Commercial Load Management !Demand Conservation 
Program as this program aligns with the capitalization structure of a traditional generation asset. By 
capitalizing this program the bill impact to the customer is reduced whi le keeping the proposed 
programs for customers. 

In sum, the Companies developed the Program Plan by considering feedback and recommendations 
from the Energy Efficiency Advisory Group, other constituent groups, the National Action Plan for 
Energy Efficiency, program evaluations from current DSMlEE participants and third party 
consultants such as ICF International and Navigant Consulting. 

ES.2 History 

LG&E began negotiations with interveners in 1992 regarding the implementation of DSMIEE 
programs for the benefit of its customers, and the recovery of the costs associated with such 
programs. This collaborative effort, known as the DSM Collaborative resulted in a request to the 
Commission in November 1993 to approve "The Joint Application for the Approval of Demand-Side 
Management Programs, a DSM Cost Recovery Mechanism, and a Continuing Collaborative Process 
on DSM for Louisville Gas and Electric Company" (Case No. 93-150). Initial DSMlEE programs 
were implemented in 1994. 

In December 1995, the DSM Collaborative submitted a filing proposing to begin new DSMlEE 
programs and to continue the existing programs. The Commission approved the filing in June 1996. 
The approved programs included initial research and development for the Residential Load 
Management Program and the Program Development and Administration, which was developed to 
capture the cost of developing and administering the complete set of DSM/EE programs. 

In 1997, the DSM Collaborative submitted several filings that resulted in all the programs previously 
approved being proposed again to the Commission along with the addition of the Residential Energy 
Audit Program. The Commission approved this filing in April 1998. 
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In May 200 I, the Companies received approval for the modification and continuation of DSM/EE 
programs and cost recovery mechanisms. In 2008 the Commission approved the Companies' latest 
filing. That filing demonstrated the Companies' objective to develop, implement, and promote cost~ 
effective offerings that advance the effective and deliberate use of energy by end~use customers. 
The intention is to provide customers with the tools they need to help make better use of the energy 
the Companies provide. 

ES.3 Energy Efficiency Goals and Objectives 

Energy efficiency is a resource. The goal of customer energy efficiency is to offer programs to reduce 
the amount of energy customers use, assist them to use energy more wisely, and improve their load 
factor. These programs serve to delay the need for the Companies to build electric generation, purchase 
additional energy in the wholesale market, and to reduce the impact on customers of possible state or 
federal greenhouse~gas legislation. The goals of the Companies' energy~efficiency approach are to: 

I. Provide customers the tools they need to take control of their own energy use; 

2. Educate customers about the tools provided and about the importance of using energy wisely; 

3. Educate customers to recognize energy efficiency as a high~priority energy resource; 

4. Make a strong, sustainable, and J ong~tenn commitment to implement cost-effective energy 
efficiency; 

5. Communicate broadly the benefits of, and opportumtIes for, energy efficiency while 
encouraging customers to accept responsibility for their consumption levels; 

6. Promote energy efficiency programs to customers in a manner that optimizes participation; 

7. Ensure a balanced approach to meeting the anticipated resource needs for LG&E and KU 
customers; 

8. Enhance overall customer experience; 

9. Collaborate with stakeholders (i.e. customers, federal and state officials, industry experts, and 
utility associations) on energy efficiency matters; 

10. Be consistent with the National Action Plan for Energy Efficiency, the Kentucky 
Comprehensive Energy Strategy. and other applicable energy efficiency action plans; and 

J 1. Evaluate emerging technologies for customer value and implementation. 
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ES.4 Demand-Side Management Cost Recovery Mechanism (DSMCRM) 

The attached tariffs contain separate cost recovery mechanisms for LG&E and KU, yet the proposed 
energy efficiency programs will be operated as one group of programs avai lable to customers of 
LG&E and KU. Though the programs wi ll appear to be unified from a customer's perspective, 
separate accounting will allow for the proper recovery of the DSMCRM components from each 
utility's individual customers within the appropriate rate classes. 

The current DSM Cost Recovery Mechanism does not account for any Company-owned capital 
assets to be used in advancement of energy efficiency throughout the service territory. The 
Companies now propose to add a fifth element to the DSMCRM to account for the capital 
expenditure needed to develop the Residential and Conunercial Load Management I Demand 
Conservation Program included in the Demand-Side Management and Energy Efficiency Program 
Plan. The proposed added element, to be defined as the DSM Rate of Return (DRR), would allow 
the Companies to earn an approved return on equity exclusively for the capital expenditures outlined 
within that program. The Companies propose a 10.50% return on equity for capital invested for this 
program, which is the midpoint of the range of returns on equity that is stipulated as reasonable in 
the Companies' most recent rate cases.7 It is also well within the range of returns on equity the 
Commission found reasonable in the Companies ' most recent base rate cases,s and other data 
support its reasonableness (as discussed in the testimony of Lonnie E. Bellar that accompanies this 
plan filing). 

Concerning the amounts to be recovered through the DSMCRM, the attached tariffs assume an 
effective date of April 13,2011. Because the Conunission's final order in this matter will certainly 
come after that date, the Companies seek cost recovery in 2011 prorated to the date of the 
Commission 's final order, and request that the tariff sheets associated with the Plan be effective six 
weeks after the date of the Commission's final order. 

The Demand-Side Management Balancing Adjustment (DBA) is used to reconcile the difference 
between what was actually billed and what should have been billed for approved energy efficiency 
programs. The DBA adjustments wi ll become effective each April for the purpose of reconciling 
DBA revenues collected in the previous calendar year. 

7 In the Maller of Application of Kentucky Utilities Company for an Adjustment of Base Rates, Case No. 2009-00548. 
Order at 34 and Appx . A at 4 (July 30, 2010); In the Malter of Application of Louisville Gas and Electric Company f or 
an Adjustment of Electric and Gas Base Rates , Case No. 2009-00549, Order at 37 and Appx. A at 4 (July 30, 2010). 
8 In the Matter of Applicalion of Kentucky Utilities Company f or an Adjustment of Base Rates, Case No. 2009-00548, 
Order at 31 (July 30, 2010) ("After weighing all the evidence ofrecord, the Commission finds that KU 's required ROE 
for electric operations falls within a range of 9.75 to 10.75 percent with a midpoint of 10.25 percent."); In the Malter of 
Application of Louisville Gas and Electric Company for an Acfjustment of Electric and Gas Base Rates, Case No. 2009-
00549, Order at 33 (July 30, 20 10) ("After weigh ing all the evidence of record, the Commission finds that LG&E's 
required ROE for both electric and gas operations falls within a range of9.75 to 10.75 percent with a midpoint of 10.25 
percent."). 
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ES.5 Program Evaluation 

LG&E and KU recognize the tremendous importance of program evaluation, measurement, and 
verification (EM&V). The Companies currently use an EM&V model that examines each program 
as it relates to program design, delivery, impacts, and return on investment. The EM&V process 
ensures the quality and effectiveness of the programs, optimal use of resources, and responsiveness 
to customers' needs. The Companies typically perform program evaluation in two phases, process 
evaluation and impact evaluation. Process evaluation is a systematic assessment of an energy 
efficiency program for the purposes of improving its design, delivery. and perceived quality and 
usefulness to customers. Impact evaluation focuses on quantifying the energy and demand savings 
and other economic benefits of the program. The goal of the EM&V process is the continual 
improvement of the Companies' OSM/EE programs. 

The Companies will use their EM& V model to ensure that all of the programs contained in this 
filing remain prudent- and continual ly improving- uses of customers' dollars. If the Companies ' 
reviews revealed any program to be cost-ineffective or otherwise underperforming, the Companies 
would discontinue the program and notify the Commission by a letter or motion. 

ES.6 Program Benefit / Cost Calculations 

Listed in ES.6.1 below are the benefit/cost ratios performed according to the California Standard 
Practice Manual for each of the proposed energy efficiency programs. Each of the proposed 
programs passes the Participant Test (programs designated "n/a" have no participant costs) and the 
Total Resource Cost Test. 

The benefit/cost calculations for the program plan were performed using OSMore, a PC-based 
software package developed by Integral Analytics, Inc. This software has replaced OS Manager, 
which was used to provide the benefit/cost calculations in prior expansion filings. OSMore provides 
more robust analytics surrounding weather and market conditions and a more transparent platform to 
understand the underlying calculations associated with the benefit/cost tests.9 The OSMore input 
summary report for the programs are in Volume II, Exhibit B, and the output reports are in Volume 
II, Exhibit C. 

'1 Additional market condition analytics considered in this filing include but are not limited to: geographic boundary 
market power prices; and average electric I gas pricing within those geographic boundaries. 
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ES.6.1 Benefit I Cost Ratios for California Standards Tests 

The Companies believe that the set of four cost-benefit tests the Commission currently employs, i.e., 
the set contained in the California Standard Practice Manual: Economic Analysis of Demand-Side 
Programs and Proiects ("Manual"), represents the best collection of tests for detennining the cost
effectiveness of potential DSMlEE programs. 10 These tests and their Manual definitions are: 

• The Participant Test: The Participant Test is the measure of the quantifiable benefits 
and costs to the customer due to participation in a program. Since many customers do not 
base their decision to participate in a program entirely on quantifiable variables, this test 
cannot be a complete measure of the benefits and costs ofa program to a customer. I I 

• The Ratepayer Impact Measurement Test: The Ratepayer Impact Measure (RIM) test 
measures what happens to customer bills or rates due to changes in utility revenues and 
operating costs caused by the program. Rates will go down if the change in revenues 
from the program is greater than the change in utility costs. Conversely, rates or bills will 
go up if revenues collected after program implementation is less than the total costs 
incurred by the utility in implementing the program. This test indicates the direction and 
magnitude of the expected change in customer bills or rate levels. 12 

• The Total Resource Cost Test: The Total Resource Cost Test measures the net costs of 
a demand-side management program as a resource option based on the total costs of the 
program, including both the participants' and the utility's costs. This test represents the 
combination of the effects ofa program on both the customers participating and those not 
participating in a program. In a sense, it is the summation of the benefit and cost terms in 
the Participant and the Ratepayer Impact Measure tests, where the revenue (bill) change 
and the incentive terms intuitively cancel (except for the differences in net and gross 
savings). J3 

• The Program Administrator Cost Test (or "Utility Cost Test"): The Program 
Administrator Cost Test measures the net costs of a demand-side management program 
as a resource option based on the costs incurred by the program administrator (including 
incentive costs) and excluding any net costs incurred by the participant. The benefits are 
similar to the TRC [Total Resource Cost] benefits. Costs are defined more narrowly. 14 

The Commission has not expressed a preference for one test over another. and has approved 
programs for the Companies that pass certain tests but do not pass others ("passing" is a value over 
1.0). The Companies, however, have historically placed additional weight on the Total Resource 
Cost and Participant Tests. The Total Resource Cost Test is particularly important because it is the 
most comprehensive indicator of whether a potential DSMlEE program will create net benefits for 
customers and the utilities. The Companies have also placed special emphasis on the Participant 
Test because of the voluntary nature of DSMlEE programs in Kentucky; if a potential DSMIEE 
program will not benefit its participants, it is unlikely to have many participants and would likely be 
a waste of resources. For these reasons, the Companies recommend that the Commission consider 

10 The Manual is available online at: http://www.energy.ca.gov/greenbuildingldocumentslbackgroundlO7-
J CPUC STANDARD PRACTICE MANUAL.PDF 
Ir Manual at 8. - -
12 Manual at 13. 
13 Manual at 18. 
14 Manual at 23. 
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all four of the Manual ' s tests, but that it place special emphasis on the Total Resource Cost and 
Participant Tests. 

The Companies performed the four traditional DSMlEE benefit-cost tests for each of the proposed 
new programs and modifi cation to existing programs, which show that each passed the Participant 
and Total Resource Cost tests. 

For analysis purposes of this program plan, the existing programs were assessed with an evaluated 
program period for the remaining years 201 1-20 14, while the new and revised programs were 
assessed with an evaluated program period of seven years. 

DSMore Scoring 
Participaru: Utility Cost Ralepay~ Toul Resouce 

S lalw.s Program r", r," Impad Test CoSt Test 
Residential High Efficiency Lighting UO 331 0_~7 m 
Residemial New Construction HS 2.73 0.77 1.S2 

~ Residential IiVAC Tune Up ! .28 ... , , ... 1.26 , 

'" Commercial HVAC Tune Up 2U S UO OJ? '" ;5 
Custom~ Education & Public Informatioo NA ,.00 ' .00 ' .00 
Dealer Referral Ne'lwork NA ' .00 ' .00 '.00 
Residential Re5ponsh-e Pricmg (RRP) K .. ' .00 ' .00 ' .00 

Program Developmmt & Administration NA ' .00 ' .00 ' .00 

~ 
Residential Conser.·arion (HEPP) S.69 U S o,~ IA2 , 
Residential Load Management NA un ." 3.62 

. ~ 
Comm~cial Load Managemern NA 2.H 1.76 3." ~ 

Residemial Low Income Weouhmn.tion NA 2.0S , ... '" 
Comm~cial Conservation/Rebates 7.03 1 6.~O ' .00 6.l ~ 

Smart Em:rgy Profile NA " . , ... D. • " ResidOlliai Refrigerator Remo\'al NA 1.:13 '" ' .M Z 
ResiderItial1nc;enti\'e5 32 . 4.S0 0.80 ". 

Qnrall Portfolio (Existing. Re,ised. & :\-e"') 8.24 3.39 0.82 3.01 

ES.7 Timeline 

Implementation of this overall program plan will require significant time, the employment of 
additional personnel, significant procurement and contract work, and the development of marketing 
and communications plans to encourage customers to participate in the new and enhanced programs. 
However, to support the development of this application, the Companies have consulted with various 
third party vendors to ensure that the energy and demand budgets as well as the financial budgets are 
reasonable for program operations. 

While this case is pending with the Commission, the Companies intend to move forward with the 
Request for Proposal process to seek qualified contractors and consultants for the programs. The 
Companies intend to enter into contracts with the successful bidders that are contingent upon 
Commission approval of the respective programs and corresponding cost recovery. The Companies 
will seek to implement all approved programs as quickly as reasonably possible fo llowing approval. 
All new programs and enhancements to existing programs will utilize a "phased approach" to 
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implementation to allow for optimum program execution and program adjustment, leading to high
quality service delivery. 

ES.8 Energy and Demand Reductions 

To support the development of the energy and demand reductions for the proposed programs, the 
Companies consulted with third-party vendors to ensure the validity of the proposed energy and 
demand reduction budgets. The series of tables below illustrate the projected and cumulative annual 
energy and demand savings for the programs contained in this filing. 
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The total demand savings figure (MW) is not a simple total over the seven-year period due to the 
non-cumulative effect of the Smart Energy Profile Program. Its demand savings are for one year 
only. thus, the 287 MW total (for the Revised and New Programs) and the 309 MW total (for 
Existing, Revised, and New Programs) is the adjusted savings over the seven-year period where only 
the final year of demand savings from the Smart Energy Profile is counted. 

Demand reductions achieved by the Current portfolio of DSM/EE programs through the end of 20 I 0 
is 182 MW, making the total through year seven of the Program Plan equal to 491 MW and placing 
the Companies on target to meet their 2008 IRP cumulative demand reduction of 539 MW, 15 

15 This total includes the Responsive Pilot Expansion assumptions within the lRP. 
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ES.9 Program Budget 

The Companies consulted with thirdMparty vendors to support the development and vaJidity of the 
operational budgets for the proposed programs. The following budget projections give an overview 
of the proposed budget by expense type, program, and rate class. 

E.S.9.1 Annual Budget by Program 
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LG&EAND KU 
DEMAND-SIDE MANAGEMENT AND 

ENERGY EFFICIENCY PROGRAM PLAN 

Program Name: Residential and Commercial Load Management I 
Demand Conservation 

1.1 Program Overview 

The existing Demand Conservation Program is voluntary and has been operational since 200 1. 
Demand Conservation employs switches in homes and small businesses to help reduce the demand 
for electricity during peak times. The program currently uses one-way paging signals to 
communicate with the switches to cycle central air conditioning units, heat pumps, electric water 
heaters, and pool pumps off and on through a predetennined sequence. If an air conditioner is 
cycled off for thirty minutes in a one hour period, it is considered a 50% control strategy. The 
strategy has been to control between 30% and 45% depending on temperature and customer 
equipment. 

The Demand Conservation Program has experienced success in program enrollment since its 
inception; however, over the nine years of program development the Companies have reached a 
market saturation rate of approximately 20%. Based on third-party information, this saturation rate 
and magnitude of demand is considered to be very successful. But the Companies recognize the 
potential for growth is still significant, and the goal is to reach approximately 33% saturation over 
the plan period. To address the market saturation goals the Companies are seeking approval for the 
following proposed program enhancements: (1) the addition of another full time equivalent (FTE) to 
assist in outreach efforts to the multi-family and commercial customer segment; (2) the ability to 
modify and increase the financial incentives to attract those customers who have not been interested 
in this volWltary customer program; (3) to capitalize newly installed load-control switches and 
progranunable thermostats; and (4) to extend the Current Residential and Commercial Load 
Management / Demand Conservation Program through year seven of the proposed Program Plan. 

1.2 Rationale for Request 

The Demand Conservation Program has proven to be an economical means of reducing load at peak 
times and delay construction of generation assets. The program targets peak demand and is utilized 
during summer periods only because LG&E and KU collectively are summer peaking. This ability 
to curtail load has also proven to be beneficial in responding to emergency situations, such as a 
forced outage of a generating unit. 

Demand savings are estimated to be approximately I kW per air conditioner device and 
approximately 0.4 k W per water heater switch. A thennostat option provides a demand savings of 
approximately 1 kW, but is not expected to be available until midway through year one, upon 
approval of the filing. In December 2009, the Companies became aware of a technology-related 
risk concerning the programmable thennostats used with the Demand Conservation Program. The 
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issue affected approximately 12,500 customers and accounted for approximately 14 MW of 
controllable demand. In addition to the reduction of existing demand reduction capabi lities, 
additional 12,200 thermostats were planned to be installed during 2010. While efforts to remove the 
questionable thermostats progressed, a concerted marketing campaign and discussions with the 
installation vendor allowed the Companies to switch focus and install over 21 ,000 controllable AC 
switches compared to the planned 6,600. This shift in technology and emphasis created a net 
increase of 9 MW of controllable demand. 

In addition to the thermostat issue above, the Demand Conservation Program has reached a market 
saturation rate of approximately 30% where paging technology is available, which has caused lower 
customer participation under the current incentive structure. The proliferation of cellular phones and 
wireless technology has caused traditional analog paging companies to reduce or eliminate 
operations. The Companies are currently studying communications strategies for all customers and 
intends to implement solutions that will allow all customers to participate, and look to increase the 
customer incentive amounts to reach the filed customer participation levels. 

1.3 Program Audience 

This program will be available to residential and commercial customers only. Some customers will 
not have access to the program due to their location within the service territory where the paging 
communications are not reiiable. 16 The Companies continue to explore cost-effective ways to 
expand paging technology in those parts of the state and also continue to look at additional 
technologies that could make the program viable in those areas. 

1.4 Program Benefits 

Demand Conservation Program success will provide economic and environmental benefits through 
the delay of constructing generation assets. Increasing the number of thermostats installed wi ll 
produce demand and energy savings. The customer will benefit by reduced demand during the 
highest load periods and also save throughout the year if educated on the benefits of the thermostat. 

1.5 Participation Goals 

Air conditioner participation goals for years one through four are designed to be approximately the 
same total as approved in Case No. 2007-00319 with only slight year-to- year differences. The redesign 
calls for 1,190 more air conditioner switch/thermostats than the original program design for years one 
tlrrough four, and an additional 31,200 installations for years five tlrrough seven. 

Water heater and pool pump switch installations for years one through four were reduced based on prior 
customer participation. The redesign calls for 7,000 fewer water heater and pool pump switches than 

16 Currently the lack of paging technology impacts 75,000 customers in the Kentucky Utilities service territory. 
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the original program design for years one through four. Most of the deficit is accounted for in years five 
through seven since the redesigned goal is 5,250 installations for years five through seven. 

The Companies will continue to target an equal participation split among LG&E and KU customers. 
The Companies propose to revise the currently approved device installation goals according to the 
tables below: 

1.5.1 Residential Participation Goals 

1.5.2 Commercial Participation Goals 
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1.6 Energy and Demand Impacts 

The Demand Conservation Program is able to reduce overall energy usage by targeting peak 
demand. Load is generally curtailed during the summer months by device cycling, as the Companies 
are traditionally summer peaking utilities. 

1.6.1 Residential Annual and Cumulative Energy Impacts 
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1.6.2 Commercial Annual and Cumulative Energy Impacts 
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All residential electric customers and commercial electric customers of LG&E or KU with 
qualifying central air conditioning equipment and who reside where paging technologies are 
available are eligible to participate in the Load ManagementlDemand Conservation Program. In 
conjunction with a central air conditioning system or heat pump, customers with electric water 
heaters or pool pumps will also be eligible. 

In previous DSMlEE program filings prepared by the Companies, the incentives for the Load 
ManagementlDemand Conservation Program were specifically prescribed and approved. The 
Companies nOw seek increased autonomy to modify these incentives to include both monetary and 
non-monetary mechanisms with a value range beginning at $20 per year, increasing to a maximum 
benefit of $40 per year. This incentive will be in addition to any applicable installation bonus that 
customers may receive for enrolling in the program. The incentive parameters being proposed are a 
monetary incentive of a bill credit or non-monetary incentives that include but are not limited to: J
tunes cards, Wal-Mart gift certificates, or prepaid VISA cards upon approval by the Commission. 
AU modifications to the program incentives will be designed to increase customer enrollment 
throughout the future life of the program, As evidenced by data provided by Navigant Consulting, 
fonnally Summit Blue Consulting (Volume IV, Exhibit I), there is a distinct correlation between the 
level of financial incentive and the amount of customer participation. The various incentives and 
marketing strategies used to engage the customer will be analyzed for effectiveness on a regular 
basis, and changes will be made as needed. Year-to-year budgets will be developed based upon the 
level of incentives within the general guidelines and overall budgets as presented. The Companies 
will develop a plan based on the level of incentives provided and any remaining funds will be 
returned to the customer via the annual DSMlEE balancing adjustment. 

The Load Management/Demand Conservation Program consists of three customer groups. The 
following incentive structures are proposed for each group: 
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(1) Switch Option - A residential customer with central air conditioning or a heat pump wi ll receive 
an incentive for each air conditioning unitlheat pump participating in the switch option. Commercial 
customers will receive the same incentive as residential for air conditioning units up to 5 tons and a 
larger amount for larger units. Those air conditioning or heat pump customers with a qualifying 
water heater or pool pump will receive additional incentives to participate. 

(2) Programmable Thermostat Option - Customers choosing the Programmable thermostat option 
will not receive an annual credit for air conditioning unitslheat pumps controlled, but will receive 
incentives for eligible electric water heaters and pool pumps. Due to the LG&EfKU thermostat 
recall in early 2010, thermostats are not currently offered but are expected to be available again in 
midway through year one, upon approval of the program plan. 

(3) Multi-family Option - Multi-family units will be eligible for either a switch or a programmable 
thermostat option. The Companies have had great success in working with property owners and 
managers to enroll entire complexes. Any monetary incentive will be split between the property 
owner and the tenant. 

1.8 Implementation Plan 

This program proposes to continue to install load control switches and load control programmable 
thermostats on central air conditioners of an additional 91,800 residential and 3,540 commercial air 
conditioners between years one through seven of the program plan. By the end of year seven, the total 
program installation for the Demand Conservation program should be approximately 220,000 devices. 

In some areas where paging communications are not reliably available, new equipment and technology 
will be deployed that will enable the customers to receive the load control communications. The 
Companies are currently studying communications strategies for all customers and intends to 
implement solutions that wi ll provide participation opportunities of all customers, and look to 
increase the customer incentive amounts to reach the filed customer participation levels. 

1.9 Annual Program Budget 

Annual program budgetary information for both the residential and commercial components of the 
Demand Conservation Program can be found in the tables below. Projected program costs as 
presented in the 2007 DSMIEE filing have also been included below, as a means for comparison 
with the costs of the redesigned program. As referenced in the filing application, the Companies 
propose to add a fifth element to the DSM Cost Recovery Mechanism to be used to account for the 
inclusion of the capital expenditure needed to further develop the Demand Conservation Program. 
The proposed element, to be defined as the DSM Rate of Return (ORR), would allow the 
Companies' to earn an approved rate of retum on equity for the capital expenditures outlined within 
the Demand Conservation Program. 
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1.9.1 Residential Annual Program Budget 
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**Year 1-4 cost for the Original Program represent years 20 11-2014 from the 2007 DSM Filing. 

1.9.2 Commercial Annual Program Budget 
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**Year 1-4 cost for the Original Program represent years 201 1-2014 from the 2007 DSM Filing. 

Program Budgetary Assumptions 

• Program labor has increased to include an additional Program Manager. There are now 
2.5 Program Managers in the program budget. The Program Managers are split between 
the residential and commercial programs (2.1 residential and 0.4 commercial). The 
program historically has been approximately 85% of demand savings and over 50% of 
total DSMIEE expenditures. Based on several years of program operation, the 
Companies have determined they will need additional stafTto meet program goals. 

• The thermostat demand savings used in the analysis of the program allows for single 
family residence and multi-family residence installations. 

• Quality assurance is budgeted to check 10% of all installed devices on an annual basis. 
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LG&E AND KU 
DEMAND-SIDE MANAGEMENT AND 

ENERGY EFFICIENCY PROGRAM PLAN 

Program Name: Commercial Conservation (Energy Audits) / 
Commercial Incentives 

2.1 Program Overview 

The Commercial Conservation and Commercial Incentives Program is designed to provide energy 
efficiency opportunities for the Companies ' commercial customers through energy audits and to 
increase the implementation of energy efficiency measures identified through the audits by providing 
financial incentives to assist with replacing aging and less-efficient equipment. The Commercial 
Conservation component of the program has been successful in achieving targets established in the 
2007 Plan. The recent economic downturn has largely required many businesses to take a survival 
approach and thus the Commercial Incentives component has struggled to meet targets established in 
the 2007 Plan. In addition, customer feedback necessitates a custom rebate option to allow for 
additional opportunity to capture savings beyond the prescriptive equipment list originally 
developed. This proposed filing enhancement is responsive to the growing rate of requests for 
inclusion of other applications and needs of the commercial customer segment. The Companies seek 
to enhance this program in several ways: (1) the Companies seek to add to the energy efficiency 
retrofits eligible for incentives to include Refrigeration; (2) the Companies seek to add Commercial 
Customized Incentives to encourage sustained energy efficient retrofits for customers which are not 
covered by the existing Commercial Conservation/Incentive Program (i.e., equipment not specified 
in the current program literature). Incentives available to all customers in this program' s rate classes 
will be developed based upon a $100 per kW for calculated efficiency improvements; and (3) the 
Companies seek to extend the current Commercial Conservation component of the program through 
year seven of the proposed program plan. 

2.2 Rationale for Request 

The program is designed to reduce demand and usage of energy by assisting commercial customers 
via financial incentives for installation of energy efficient equipment within their businesses. The 
ultimate success of the program comes from customers' implementation of sustainable energy 
savings measures. The program is designed to allow for a maximum benefit per facility per year. 
Commercial Customized Incentives will promote energy efficient technologies in the conunercial 
sector that are not addressed in the existing Commercial Conservation/Incentive Program. Providing 
incentives will entice customers to make a more energy conscious decision when installing new 
equipment. 
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2.3 Program Audience 

This program will be available to commercial customers only. The incentives will be available to 
those customers who are replacing existing electrical equipment with more energy efficient 
equipment. 

2.4 Program Benefits 

The existing program covers lighting, motors, pumps, variable frequency drives and air conditioning. 
The list for each group is prescriptive which can limit a customer's ability to participate or install 
their desired application. The addition of Customized Incentives will ineent customers to implement 
sustained energy efficient technologies not current ly covered in the existing Commercial 
Conservation/Incentive Program. 

Reduced energy utilization can provide benefits to the environment from reduced generation 
requirements and will assist with the reduction of the commercial customer' s operating expenses. 
The program will promote energy efficiency and provide incentives for making sustainable and 
measurable energy efficiency improvements. 

2.5 Participation Goals 

Yearly participation goals have been extended for the Commercial Conservation/Incentive Program 
to the year seven of the proposed program plan. The annual Commercial Conservation Audit 
participant goal is 880 through year seven. Funding levels for Commercial Incentives will be 
maintained at the same level as identified in Case No. 2007-00319. 

2.5.1 Participation Goals 
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The Commercial Conservation/Incentives Program is designed to reduce energy demand by assisting 
commercial customers via financial incentives to install energy efficient equipment within their 
businesses. The program is designed to allow for a maximum benefit per facility per year. The 
proposed enhancements to the incentives offered wi ll assist in promoting energy-efficient 
technologies in the commercial sector that are not addressed in the existing Commercial 
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Conservation/Incentive Program. Due to the large energy usage associated with this sector, the 
potential for increased efficiency and energy savings is significant. Projected annual and cumulative 
reductions for program can be found in the tables below. 

2.6.1 Annual and Cumulative Energy Impacts 

Energy and demand savings associated with the Commercial Conservation/Incentives Program are 
unchanged from the 2007 Filing. 
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2.7 Customer Incentives 

The incentive portion of the program will provide a financial incentive to customers to install 
sustainable energy efficient equipment. Incentives available to all customers in this program's target 
rate classes will be developed based upon a $100 per kW for calculated efficiency improvements. 
To ensure equal incentive opportunities for all commercial customers, the maximum annual 
incentive pennitted will be $50,000 per facility.17 However, the Companies will pennit commercial 
customers to receive multi-year incentives in a single year where such multi-year incentives do not 
exceed the aggregate amount of $100,000 per facility and no incentive was provided in the 
immediately preceding year. 

2.8 Implementation Plan 

Program oversight is the responsibility of the Companies. The major responsibilities are: promote 
the program within the LG&E and KU service territory; monitor quality assurance; ensure contractor 
payment; oversee the program database; process customer applications; and pull usage for the field 
contractors. The Companies will make final decisions on the contractors, perfonnance and all 
program expenditures. Program oversight is provided through invoicing and production reporting 
from the audit contractor, retaining customer documentation of incentivized measure infonnation as 
well as an evaluation report prepared by the outside evaluation contractor. 

The audit contractor receives enrolled customers, perfonns audits, and provides audit reports with 
recommended energy saving improvements. The audit contractor is responsible for maintaining the 

17 A facility is not defined by the number of meters a customer may have, and any building or property that is owned, 
operated, leased, licensed, or used by the same customer may constitute a separate facility . As such, where appropriate, 
one customer might be entit led to more than one rebate. 
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commercial audit database. The audit contractor submits monthly invoices along with customer 
audit data and results, as well as supporting information regarding all work performed 

2.9 Annual Program Budget 

Annual program budgetary information for the Commercial Conservation (Energy 
Audits)/Commerciaiincentives Program can be found in the table below. Projected program costs as 
presented in the 2007 DSM filing have also been included below, as a means for comparison with 
the costs of the redesigned program. 

2.9.1 Annual Program Budget 
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**Year 1-4 cost for the Original Program represent years 2011-2014 from the 2007 DSM Filing. 

Program Budgetary Assumptions 

• The Commercial Conservation (Energy Audits) / Commercial Incentives Program redesign 
utilizes all existing and approved program measures/costs and extends through year seven of 
the program. The costs are escalated beyond year four (original approved program 
completion date). The labor escalation rate is 3.5% and all other expenditures escalate at 2%. 
Incentives are based on the Companies' avoided capacity cost just as the original program 
was designed. 
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ENERGY EFFICIENCY PROGRAM PLAN 

Program Name: Residential Conservation I 
Home Energy Performance Program 

3.1 Program Overview 

The Residential Conservation ProgramIHome Energy Perfonnance Program is designed to help 
customers reduce energy costs within the home using online or on-site energy audits. The program 
works with customers to identify specific steps they can take to reduce energy costs, making them 
better energy managers. The online energy audit component to this program will incorporate reduced 
targets the first two years to allow for communication and growing customer participation while the 
on-site audit component will be modified to become a more comprehensive program that includes 
certified auditors and tiered incentives for residential customers to support the implementation of 
energy saving measures. The structure of this program will feature auditors certified to national 
standards. The auditors will use standardized software products similarly endorsed by national ruling 
bodies such as the Residential Energy Services Network (RESNET), the Building Performance 
Institute (BPI), and the BESTEST-EX standards committee. 

The Home Energy Performance Program will build upon the existing on-site energy audit program. 
It is designed to continue the installations and energy savings already established by the current 
program such as a blower-door test; air-sealing measures~ installation of high efficiency residential 
light bulbs; water-saving faucet and shower fixtures as part of the on-site audit. This Tier One audit 
provides energy savings measures that will provide homeowners up to 10% savings of their annual 
usage which is consistent with the results of the current program. The subsequent Tier Two and 
Three Audit Incentives will provide incentives for the residential customer that will encourage the 
customer to implement more energy saving measures that can provide up to a maximum of 30% 
savmgs. 

3.2 Rationale for Request 

The program as proposed will incent ivize customers to maximize energy savings in the current audit 
structure. This program will incorporate a nationally approved combination of audit procedures and 
software modeling, with verified metrics for installation costs and associated energy savings. It will 
encourage the development of a pool of contractors certified by RESNET, BPI or accepted 
equivalent organization to perform work of high quality assurance and advanced building science 
principles. The program will further contribute to the industry trend toward "whole-house" 
diagnostics, where energy-saving measures are considered to be part of the larger home system, and 
are analyzed by their contribution not just to energy efficiency but also to durability, moisture 
management, and health/safety factors. 
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The Companies recognize that the Kentucky Department of Energy has implemented a Kentucky 
Home Performance Program through federal stimulus funds that is to the proposed Home Energy 
Performance Program. Throughout the planning process for this filing, the Companies have met 
with the State Department of Energy to discuss synergies among the programs and will continue to 
do so to ensure that the customers will be able to take advantage of benefits provided by the different 
programs. LG&EIKU customers participating in the Department of Energy Development and 
Independence's Kentucky Home Performance program will have the opportunity to apply for rebates 
included in the LG&E/KU Residential Conservation I Home Energy Performance Program redesign 
once the program is approved by the Commission. Audit requirements wi ll be similar between the 
two programs and the additional incentives for LG&EIKU customers will likely elevate interest for 
the customer since out of pocket expenses will be greatly reduced. 

3.3 Program Audience 

The program will be open to all residential customers with new homes that are at least three years 
old. 

3.4 Program Benefits 

This enhanced program structure will encourage additional customer retrofit implementation. The 
enhanced energy audit structure will provide extended onsite energy audits for the residential 
customer that will reduce energy usage by a targeted J 0%. In addition, customers will receive 
performance driven incentives for additional implemented energy saving measures that can produce 
up to an additional 20% in energy savings. 

3.5 Participation Goals 

The long term goal of the new Home Energy Performance Program is to increase the number of 
audits from 800 to 2,000 annually for the onsite audit. The Companies feel that this is an attainable 
goal with additional marketing funds and incentives availability. 

The participation goal in the online audit is reduced in years one and two to allow for 
communication to increase customer awareness. There will be cross promotion with the onsite audit 
program. The annual participation goal will reach a maximum of 6,000 participants in year three of 
the program plan. 
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The projected timeline to achieve these goals has been outlined in the tables below. 

3.5.1 Onsite and Online Participation Goals 

" 
" 

3.6 Energy and Demand Impacts 

The Home Energy Performance Program wi ll utilize a whole-house approach when assessing the 
potential for energy efficiency measures, and encourage contractor certification and quality
assurance mechanisms to assure reliable contracting work. This program wi ll have a significant 
effect on heating and cooling costs, since reductions in a home's heating and cooling loads (usually 
through increased insulation and reduced air infiltration) are often the first measures that are 
addressed. The program will also achieve a reduction in peak demand, which is driven primarily by 
summer air conditioning use. Both usage and demand reduction benefits would be reflected through 
the incentives available. 

The Companies project that the cumulative energy and demand reductions by the end of year seven 
of the program plan will be 32,953 MWh, 8,4 MW, and 1,053,995 ccf. The projected timeline to 
achieve these goals is outlined in the table below. 

3.6.1 Annual and Cumulative Energy Impacts 

The eXlstmg Residential Conservation program has proven to be successful. The Residential 
Conservation Program data to date indicates that over 18,000 customers have participated resulting 
in energy savings of nearly 13,000 MWh and reduced demand by approximately 2 MW. The 
redesigned Home Energy Performance Program is expected to produce energy and demand savings 
well beyond what the current program has experienced. 
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3.7 Customer Incentives 

A comprehensive package of incentives is proposed to motivate customers to participate In the 
Home Energy Performance Program: 

• Online Audit: Comparable to the existing Online Audit 
o All customers completing the online audit will receive a comprehensive home energy 

report as well as 4 high efficiency light bulbs through the mail at no charge. 

• On-Site Audit 
o Tier One On-Site Audit: Comparable to the existing Onsite Audit 

• Customers will pay a fee of $25 to encourage customers to keep scheduled 
appointments. 

• Customers will receive install ations to reduce energy usage by a targeted 10%. 
o Tier Two On-Site Audit Incentive 

• Customers wi ll receive a $500 incentive upon completion of an add itional 
10% worth of verified energy savings following a test out (anticipated 
customer expense of $1500 - incentive of $500 = $1000 total).18 

o Tier Three On-Site Audit Incentive 
• Customers wi ll receive a $1000 incentive upon completion of an additional 

20% worth of verified energy savings fo llowing a test out (anticipated 
customer expense of $3500 - incentive of $1 000 = $2500 total). 

3.8 Implementation Plan 

A vendor wi ll be utilized to manage the audit and incentive process. The selected vendor will also 
log and manage "test-out" savings data of those residential customers who engage in the Tier Two or 
Tier Three audit. 

3.9 Annual Program Budget 

Annual program budgetary infonnation for the Home Energy Perfonnance Program can be found in 
the table below. Projected program costs as presented in the 2007 DSM filing have also been 
included below, as a means for comparison with the costs of the redesigned program. 

18 "Test out" is the follow-up evaluation, measurement, and verification process completed with a customer to validate 
that the recommended energy efficiency measures have been installed correctly to ensure that the customer will receive 
the targeted energy reduction discussed during the init ial on-site audit on an ongoing basis. 
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3.9.1 Annual Program Budget 
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+·Year 1-4 cost for the Original Program represent years 20 11 -2014 from the 2007 DSM Filing. 

Program Budgetary Assumptions 

• One full- time equivalent as currently required for the residential conservation program. 
• Training to cover requirements of program manager and the development of the professional 

qualified contractors. 
• Data processing includes startup IT costs for database to capture program metrics and 

processing costs of incentives for onsite audits. For online audits it includes the license fee 
for software engine. 

• Program evaluation includes a third party evaluator and quality assurance carried out on Tier 
Two and Three level audits. 
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Program Name: Residential Low Income Weatherization Program (WeCare) 

4.1 Program Overview 

The Residential Low Income Weatherization Program (WeCare) is an education and weatheri zation 
program designed to reduce energy consumption of LG&E and KU's low-income customers. The 
program is designed to provide energy audits, energy education, perform blower door tests, and 
install weatherization and energy conservation measures on qualified houses. 

To address the growing need in thi s customer segment, the Companies are seeking approval for the 
following proposed program enhancements: (I ) additional funds that wi ll allow for increased 
weatherization measures for the low-income customer segment, further increasing energy savings; 
(2) increase the number of customers served over the program plan. This increased funding request 
comes as a result of customer feedback as well as additional opportunities identified while providing 
weatherization measures in customer homes. As a result, increases to the funding level for program 
tiers and increasing the number of customers served are the only changes being proposed to this 
program; all other aspects of the program including but not limited to program eligibility and home 
ownership status shall remain the same; and (3) the Companies seek to extend the WeCare Program 
through year seven of the proposed program plan. 

4.2 Rationale for Request 

The Low Income Weatherization Program is designed to reduce the energy consumption of LG&E 
and KU's low-income customers. The program provides both directly installed weatherization 
measures and an education component to enli st the customer as a "partner" in ensuring the energy 
savings. Through the education portion of the program, customers gain a better understanding of 
how to keep utility bills as low as possible through better energy usage habits. As an added long
tenn benefit, the educational infonnation provided to customers is something they can take with 
them wherever they live. Weatherization improves customers' comfort and reduces the tendency to 
raise the thennostat in winter or lower it in summer. As a horne 's energy usage is reduced and 
additional customers are served, customer bills become more affordable. 

4.3 Program Audience 

Eligible WeCare households will include but not be limited to those residential customers who 
qualify for Federal Low-Income Weatherization Assistance Program (WAP) or Low Income Home 
Energy Assistance Program (L1HEAP) services. The marketing and recruitment process identifies 
low-income households in a variety of ways, including collaboration with conununity action 
agencies in the Companies' service territories. Potential participants are pro-actively contacted for 
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participation in the program. Additionally, customers who feel they wi ll qualify for the program wi ll 
request to go through an intake process to be qualified. These customers frequently enter the 
program through word-of-mouth or referral by churches and other community organizations. 

4.4 Program Benefits 

The benefits of the proposed enhancement to WeCare will allow for additional weatherization 
measures to the low income customer segment further increasing energy savings. The enhancement 
to the WeCare Program will allow improvements not currently possible under the present tier 
structure. It has been established that a subset of the customers participating in the WeCare Program 
are in need of significant energy saving measures such as housing envelope repair or new high 
efficiency HV AC units. Without the implementation of these additional measures, the customer wi ll 
not be able to see an optimum reduction in energy consumption due to the condition of the home. 

4.5 Participation Goals 

The residential participation goal for this program is to provide an audit, energy education, and home 
weatherization services to an increasing number of low-income participants per year as shown in the 
table below. The increase is a combination of additional funding allocation for each of the 
customers who qual ify for the WeCare Program and increasing the number of participants each year 
from the program plan approval forward. The program participation goals are structured as follows: 

4.5.1 Participation Goals 

Yur t Year 1 Year 3 Year 4 Year 5 Year 6 Year 7 Tatal 
WE 600 "'0 1,100 1,350 1,600 1,&50 2,100 9,450 
KU 600 "'0 1,100 1,350 1.600 1,850 2.100 9,450 
Total 1,200 1,700 2,200 2,700 3,200 3,700 4,200 18,900 

4.6 Energy and Demand Impacts 

The goal of the Low Income Weatherization Program enhancement is to provide additional 
weatherization measures to low-income customers. By providing greater energy efficient 
weatherization and energy management techniques, program participants gain greater control over 
their utility bills. The enhanced WeCare services available through this proposed program will allow 
for increased weatheri zation measures that are not available through the current WeCare Program. 
The additional funding wi ll allow for more costly energy saving measures such as housing envelope 
repair or new high efficiency HV AC units. This additional benefit would be detennined by the 
Companies. 
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The proposed increase in funding is expected to translate into a 15% annual increase in energy 
savings for years one through seven. The cumulative reductions by the end of year seven of the 
program plan are expected to be 41 ,455 MWh, 4,130 KW and 3,243,084 CCF. 

4.6.1 Annual and Cumulative Energy Reductions 
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Each participant in the WeCare Program is provided an audit, energy education, and home 
weatherization services at no cost. Their tier level is based upon the participant's annual energy 
usage. Due to the proposed increase in WeCare funding, the Allowable Measure Cost per 
participant will increase as described below. 

4.7.1 Customer Incentive per Tier 

Tier Annual Energy Consumpt ion Current Allowable Proposed Allowable 
Measure Cost Measure Cost 

A 
Up to 1,299 Ccf or 

$200 $350 
upto 11,499 KWh 

B 
1,300 to 1,800 Ccf or 

II 500 to 16000 KWh 
$750 $1,000 

C Greater than Tier B $1,700 $2,100 

Weatherization-services participants will be eligible to receive a wide variety of energy savings 
measures as per the Measure Input Assumptions and Savings Summary Matrix. Non-quantified 
benefits include arrearage reductions, reduced disconnections, and improved health and safety 
conditions. The ultimate benefit received by customers is a more affordable and comfortable home. 

When possible and practical. a consolidated service is provided by coordinating with the local 
Weatherization Assistance Program ("WAP") and/or other available funding sources, in the effort to 
serve the participant's home. The merging of resources minimizes duplication of services and allows 
the home to receive additional improvements beyond that resourced in the WeCare Program. The 
service coordination with the local WAP funds will primarily benefit those participants who are in 
the lower tier of usage and who do not have a high level of expenditure available through the Low 
Income Weatherization Program. 

4.8 Implementation Plan 
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Program oversight is the responsibility of the Companies. The major responsibi lities are to ensure 
production schedules are met, the evaluation and tracking database is kept current, and the fiscal 
matters are under control. The Companies make final decisions on the contractors, performance, and 
expenditures within guidelines set by the program design. The program oversight is provided 
through contractor monthly invoicing and production reports, as well as evaluations prepared by the 
evaluation consultant. 

4.9 Annual Program Budget 

Annual program budgetary information for the Residential Low Income Weatherization Program 
(WeCare) can be found in the table below. Projected program costs as presented in the 2007 
DSMlEE filing have also been included below, as a means for comparison with the costs of the 
redesigned program. The only changes to the existing program are an increase of funds over the plan 
period for measures and improvements and an increase of customers. Note that all of the increased 
funding dollars will go directly to fund improvements and/or efficiency measures in order to increase 
energy savings for the participants. 

4.9.1 Annual Program Budget 
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**Year 1-4 cost for the Original Program represent years 2011·2014 from the 2007 DSM Filing. 

Program Budgetary Assumptions 

• Program labor asswnes 1.3 full- time equivalents. 
• Implementation / Participation provides for implementation contractor to provide intake services, 

audits, education and installation of measures. 
• The budget is increased to accommodate the additional weatherization measures and increase to 

number of customers served over the program plan. The funds will be split 50/50 between 

LG&Eand KU. 

• Costs are escalated to reflect inflation and expand through year seven of the program plan. 

41 



• 

LG&EANDKU 
DEMAND-SIDE MANAGEMENT AND 

ENERGY EFFICIENCY PROGRAM PLAN 

5.0 Program Development and Administration 

42 



LG&EANDKU 
DEMAND-SIDE MANAGEMENT AND 
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Program Name: Program Development and Administration 

5.1 Program Overview 

Program Development and Administration was established to capture costs incurred in the development 
and administration of energy efficiency programs where it is difficult to assign costs specifically to an 
individual program. These costs include but are not limited to: 

• consultant costs for new program concept and initial design 
• market research related to new programming 
• research and technical evaluation of new technologies and programs 
• overall program tracking and management 
• attendance at energy efficiencylDSM conferences and workshops 
• development of key personnel 
• membership in associated trade organizations 
• subscriptions to educational and trade publications 
• office supplies and equipment related to general management of the organization 

The Companies are seeking the following proposed program enhancement: the addition of three full
time positions to the current head count to the Program Development and Administration infrastructure. 

5.2 Rationale for Request 

Program growth requires the Companies to seek additional staff to support procurement; marketing; 
financial analysis; and the rigorous evaluation, measurement, and verification (EM&V) efforts 
associated with each of the programs in the DSMlEE portfolio. EM&V efforts of the Program 
Development and Administrat ion include data on program design, delivery, impacts, and return on 
investment. 

High demand areas that have been identified within the Department include procurement, marketing 
and financial analysis. All three positions play a vital role in the ultimate success for DSMlEE 
programming. The need for a fuJI-time procurement position is driven by the significant amount of 
contracting associated with individual programs including: development of scope of work; drafting of 
Requests for Proposals; identification of potential bidders; issuance of the RFP; evaluation of returned 
proposals; issuance of an award recommendation; drafting and negotiation of a contract and all its 
terms; monitoring of contract performance; monitoring market conditions of services to determine 
contract economics; and modifying or amending contracts as conditions change. The second need 
identified due to program growth is for a full-time marketing employee. Because customer 
participation in DSMlEE programs is voluntary, a substantial amount of program promotion is required 
to obtain the desired levels of participation. The third identified need is for a full-time financial analyst. 
The financial analyst will provide direct application of focused research and rigorous economic and 
statistical analysis, as well as provide ongoing monitoring of complex metries associated with 
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individual program and departmental reporting. The analyst pOSItIon will further support the 
Companies' EM&V process as it relates to design, delivery, impacts, and return on investment. 
Program Development and Administration support is essential for the long-tenn sustainability of the 
energy efficiency portfolio. 

5.3 Implementation Plan 

Program Development and Administration is an ongoing daily activity, therefore there is not a 
specific implementation strategy. Expenditure activity proposed in this filing will not commence 
until the filing is approved by the Commission. 

5.4 Annual Program Budget 

Annual program budgetary infonnation for Program Development and Administration can be found 
in the table below. Projected program costs as presented in the 2007 DSMlEE filing have also been 
included below, as a means for comparison with the costs of the redesigned program. 

5.4.1 Annual Program Budget 
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**Year 1-4 cost for the Original Program represent years 2011-2014 from the 2007 DSM Filing, 

Prol!ram Budgetary Assumptions 

• Program Labor assumes 3 existing full- time equivalents with the addition of the 3 newly 
proposed full- time equivalents for a total of 6. New full- time equivalents assumption includes: 
Department Manager (I), Analyst (2), Procurement (I), Marketing (I) and Financial Analyst (I). 

• Market research includes customer surveys, focus groups and acquisition of market and 
regulatory intelligence. 

• New program R&D provides for identifying, testing and analyzing new energy efficiency 
technologies and potential programs. 

• Data processing provides for computer equipment and license fees. 
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Program Name: Smart Energy Profile Program 

6.1 Program Overview 

The objective of the Smart Energy Profile Program is to provide approximately 50% of residential 
customers of LG&E1KU with a customized matrix of tips, tools and energy efficiency programming 
recommendations based on individual household energy consumption over the first four years of the 
program. These reports are benchmarked against similar properties by size, type, number of 
residents, and locat ion. 

The Smart Energy Profi le Program will use available customer data and technology to create an 
individualized household report containing a collection of customized information. The report will 
be mailed to the customer in a formation that will help the customer make better informed choices as 
it relates to energy usage and the associated costs. Information presented in the report will include a 
comparison of the customer's energy usage to that of similar houses (collectively) and 8 comparison 
to the customer's own energy usage in the prior year. The objective of this program wi ll be to 
educate customers about their energy consumption, encourage them to reduce consumption and 
empower them to use energy more wisely. The Smart Energy Profile will provide tips that are 
specific to the customer and suggest Energy Efficiency Programs that would be helpful in reducing 
energy costs. A sample Smart Energy Profile currently being utilized by the Sacramento (CA) 
Municipal Uti lity District can be found in Volume IV, Exhibit J-2. 

6.2 Rationale for Program Request 

The Smart Energy Profile Program will be designed to increase customer participation in DSM 
energy efficiency programming. By utilizing existing customer data, such as service point 
information, account information and current energy consumption, targeted information can be 
disseminated to the customer. Elements that are presented in the report will include a comparison of 
the customer's energy usage to that of their neighbors (collectively), a comparison to the customer's 
own energy usage in the prior year as well as customized and targeted marketing and messages. The 
Smart Energy Profile Program is different from the current residential audit program offered by 
LG&EIKU. Where the current residential aud it program needs to be initiated by the customer either 
through use of an online tool or scheduling of an in-home energy audit, the proposed Smart Energy 
Profi le Program will utilize available data points for 100% of LG&EIKU targeted customers and 
generate fully customized energy usage report. Based on the customer energy usage report, targeted 
marketing and message information is presented to the customer that wi ll include specific incentive 
programs as well · as energy efficiency recommendations that will be based on the individual 
household energy usage patterns. 
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The goal of the Smart Energy Profile Program is to provide a customized program for a LG&E!KU 
residential customer that is designed to reduce consumption. When displayed comparatively, 
customers will have a clear concept and understanding of their household energy usage. 

6.3 Program Audience 

The audience for the Smart Energy Profile Program will encompass residential customers. 

6.4 Program Benefits 

Several municipal, cooperative, and investor-owned utilities across the United States have 
behavioral-marketing programs in place for residential customers, including Sacramento Municipal 
Utility, Dominion Resources, San Diego Gas and Electric, Southern Cal ifornia Edison Company, 
Commonwealth Edison, Lake Country Power (Minnesota), Austin Public Utilities (Minnesota), 
National Grid, Southern California Public Power Authority, Xcel Energy, Sempra (Southern 
California Gas), Connexus Energy (Minnesota), and Owatonna Public Utilities (Minnesota). 

As evidenced by an independent evaluation of Sacramento Municipal Utility District's behavioral 
marketing program, located in Volume IV, Exhibit 1-3, there is a clear demonstration that 
implementation of a combination of energy efficiency, behavioral science and direct marketing tools 
to the residential customer are successfully achieving annual demand reductions. 19 

The proposed LG&EfKU Smart Energy Profile Program will be a highly comparable program to 
those currently deployed with other utilities. Using available data from the existing behavioral 
marketing programs across the United States, it is reasonable to expect that the LG&EfKU Smart 
Energy Profile Program will also yield measurable savings that will support the Companies in 
meeting the increasing regulatory efficiency targets. 

6.S Participation Goals 

LG&ElKU is currently expecting to provide reports to approximately 50% of the residential market 
over the first four years of the program. This figure has been proposed based on a report developed 
by Ayres, Raseman and Shih of Yale University located in Volume IV, Exhibit 1-2, shows that the 
greatest potential savings are derived from the high 50% energy users, and that energy users below 
average energy consumption produce minimal savings. 

19 Data also indicates that the demand reductions are across all household types and is not limited to 
a specific customer segment. 
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There will be an evaluation of the program after year one, to determine effectiveness and 
capabilities. Years two and three of the program will be an extended roll out period. In year four, a 
rollout to the 50% target will begin. 

6.5.1 Participation Goals 

Partldpuu 
tGEOu.alrud 

6.6 Energy and Demand Impacts 

As previously stated, energy impacts for the Smart Energy Profile Program have been calculated 
assuming reductions from behavioral changes only. Once the target number of program participants 
has been reached in year four, annual reductions from the program are anticipated to be 106,475 
MWh, 20.3 MW, and 1,767,178 CCF. The anticipated annual energy impacts are depicted in the 
table below. 

6.6.1 Annual Energy Impacts 
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6.7 Implementation Plan 
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>" 
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Total 

106.41' 

'" 1.761.118 

The first stage of implementing the Smart Energy Profile Program wi ll be selecting a vendor to 
deploy the program. By combining utility data and third-party data demographics, the selected 
vendor will create personalized Smart Energy Profiles for the Companies' chosen customer target 
base. The vendor will create the reports, which will be mailed to the targeted customers. From the 
time a contract is executed with a vendor, we anticipate it will take four to six months to begin 
sending the first reports to customers, After program launch, maintenance and ongoing report 
delivery will be performed by the vendor with assistance from the Companies. 

6.8 Annual Program Budget 

Annual program budgetary information for the Smart Energy Profiles Program can be found in the 
table below. 

6.8.1 Annual Program Budget 
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Program Budgetary Assumptions 

• Program lahor assumes 0.5 full- time equivalents. 

• Training is to support the ongoing needs of the Program Manager as seen historically from 
other programs. 

• Data processing is assumed for communication between IT and 3rd party vendor. 

• Outside services is based on a customer rate of $12 through year one, $10 through years two 
and three; and $8 for the remaining years of the program. This fee represents the cost of bi
monthly mailings of reports to customers and the data manipulation carried out by an 
external vendor. The reduction in cost represents economies of scale as the number of 
customers included into the program increases. 

• Program evaluation is based on previous evaluation costs. Evaluations to be conducted in 
years two, four, and six. The results of the evaluations will be used to develop the program 
and more effectively target customers. 
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Program Name: Residential Incentives Program 

7.1 Program Overview 

The Residential Incentives Program is a new program that will encourage customers to purchase 
various Energy Star appliances, HV AC equipment, or window films that meet certain requirements, 
qualifying them for an incentive. 

This program is designed to provide direct financial incentives to purchase and use these products. 
This is a simple program where as long as a qualifying appliance or product is purchased during the 
program period, only a completed Rebate Application Fonn and a copy of the proof of purchase (i.e. , 
valid store receipt) needs to be submitted to receive the applicable incentive. 

7.2 Rationale for Program Request 

Each of these offerings promotes energy savings and reduces energy demand at peak times during 
the year. Appliances qualified as Energy Star, which incorporate advanced technologies, can use 
10% - 50% less energy than non-Energy Star qualified appliances?O Energy Star qualified 
appliances will provide long-tenn benefits (in terms of energy savings). As much as half of the 
energy used in a home goes to heating and cooling. Making infonned decisions about a home's 
heating, ventilating, and air conditioning (HV AC) system can have a big effect on customer energy 
consumption. Properly installed and sized HV AC systems with an Energy Star rating can reduce 
heating and cooling costs by as much as 30%.21 In addition, according to the International Window 
Film Association, the installation of window films can significantly reduce solar heat gain which 
result in reduced air conditioning costs and reduced HVAC equipment wear and tear/maintenance.22 

While window films are not Energy Star rated they can be evaluated based on their shading 
coefficient (SC), solar heat gain coefficient (SHOC), or various other equivalent criteria (i.e. 
emissivity). The incentive structures for appliance and HV AC systems are designed to provide an 
incentive for the customer to choose the more energy efficient model , sized correctly, to promote 
greater energy savings. For a customer to qualify for a window film incentive, the product must meet 
a minimum SC. SHGC. or equivalent standard. 

In early 2010, the Kentucky Department for Energy Development and Independence (DEDI) 
received funds from the U.S. Department of Energy for a similar energy efficient appliance rebate 
program. At the start, the program had approximately $4 million in funds available for rebates.23 

20 See www.energystar.gov 
21 See www.energystar.gov 
22 See www.iwfa.com 
23 See hnp://www.kyappliancerebates.com 
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The rationale for the Companies continuing to pursue approval for its Residential Incentive Program 
is to provide customers across its service territory an additional opportunity for incentive dollars 
thereby continuing to support the Commonwealth's efforts to promote energy savings through 
energy efficiency. 

7.3 Program Audience 

The program will be open to all residential customers. Incentives will be linked to customer 
accounts. This will be part of the process in determining eligibility. This guideline is in place to 
determine which types of purchases are eligible (i.e. homebuilders on behalf of new homeowners 
and advocacy groups on behal f of their clients). This is a simple program where as long as a 
qualifying appliance or product is purchased during the program period, the customer need only 
submit a completed incentive form and a copy of the proof of purchase (i.e., valid store receipt) to 
receive the applicable incentive. 

7.4 Program Benefits 

The Residential Incentives Program will reward customers for purchasing Energy Star qualified 
appliances, HV AC equipment, or window films. Reduced energy utilization will provide benefits to 
the envirorunent and will assist in the reduction of the customer's energy expenses. 

7.5 Participation Goals 

Yearly participation goals have been generated for the proposed Residential Incentive Program 
through year seven of the program plan. By the end of the program plan, the Companies will have 
provided 128,200 incentives. The annual and cumulative participation goals for the Residential 
Incentives Program can be found in the table below. 

7.5.1 Participation Goals 
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7.6 Energy Impacts 
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Energy impact for the Residential Incentives Program has been calculated the through year seven of 
the program plan. The cumulative energy and demand reductions by the end of year seven will be 
100,720 MWh and 18.6 MW. The Residential Incentives Program is expected to result in the annual 
and cumulative energy reductions described in the tables below. 

7.6.1 Energy and Demand Impacts 

AJlllllat RMllcti .... y~;u I Y.;u 2 Y. ;u3 Y .... ~ Y . ... , Ye ... 6 1' . .. 7 To!.J 
Energy !II\\n &" .t.I 10,721 16,291 16,291 16,291 16,291 16,291 100,720 

D_ ' M'" I.' ... 3.0 3.0 3.0 3.0 30 18.6 
G .. ccr 

CII."la1i<~ RcoI.ctiOll , Y •• I Y •• 2 r •• .-3 Y •• ~ y .. d Y •• 6 Y • .,,7 

En"" M\\n ."" 19,266 jS",'6 ' 1,S..I1 M, BS S..I ,~29 100,720 

D_' M\\' .. , U ... •. , 12.' IH 18.6 
G .. ccr 

7.7 Customer Incentive 

Program-provided financial incentives will offset the cost of energy improvements for residential 
customers. The Companies seek flexibility in modifying the program incentives if needed within 
budgetary parameters as approved by the Commission. Any adjustments to the incentives will be 
determined on an annual basis by the Companies to achieve desired participation levels. The overall 
budget of the program will not increase. For various items on the list, modified incentives may help 
to spur participation as needed. 

For each energy efficient appliance or technology, an initial proposed incentive is listed below: 

7.7.1 Customer Incentive per Category 

Ca tee,on' Item Incentive 

• Heat Pump Water Heaters (HPWH) $300 per Qualifying item purchased 
" Washing Machine $75 Der Qualif\. ing item Durchased " c 

•• Refrigerator $ 100 per quaJi tying item purchased 
C. 
"- Freezer $50 per qualii) in~ item purchased 
0( Dishwasher $50 per Qualifying item Durchased 

• Up to 50% of materials cost on ly; max of $200 o E 
~- Window Film P'" customer account; product must meet c .-
~ ... applicable criteria. 

$100 per Energy Star item purchased plus an 

U 
Central Air Conditioner additional $ 100 per SEER improvement above 

0( minimum· 
> $100 poe Energy Star item purchased plus = Electric Air-Source Heat Pump additional $ 100 per SEER improvement above 

minimum· 

*Note: For example, a customer receives $100 incentive if they purchase a new Energy Star 15 
SEER central AC unit. The customer would also receive an additional incentive 0/$100 since the 
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unit is an Energy star certified 15 SEER which is I SEER above the federal minimum. If the 
customer had purchased an Energy Star 16 SEER unit, customer would have received an incentive 
oj $300 ($100 Jar being Energy Star rated, plus $200 Jar being 2 SEER ratings above Jederal 
minimum). Incentives will be pro-rated/or 0.5 increases in SEER ratings. 

7.8 Implementation Plan 

The Companies will look to operate the entire incentive processing via a third party. The program 
will be implemented as soon as approval is received. 

7.9 Annual Program Budget 

Annual program budgetary infonnation for Residential Incentives can be found in the table below. 

7.9.1 Annual Program Budget 
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Program Budgetary Assumptions 

• Labor cost will assume 0.75 full- time equivalent Program Manager and a 0.75 full-time 
equivalent Customer Service Associate for internal needs. 

• Budgeted $10 per rebate for third party processor of incentives. 

• 50% 150% split of program budget between KU and LG&E. 

• Advertising / Marketing is assumed at $20 per unit. 

• Incentives are based on individual participation counts. 

• Outside service 1 install assumed that rebate processing fee and verification will be 
perfonned by a third-party vendor. 
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Program Name: Residential Refrigerator Removal Program 

8.1 Program Overview 

The Refrigerator Removal Program is designed to provide removal and recycling of ineffic ient 
secondary refrigerators and freezers from LG&E and KU customer households. The removal of 
these inefficient units wi ll reduce consumption and demand. The Companies will work with 
identified third-party vendors to collect and transport the inefficient appliance to an appropriate 
recycling center that wi ll be responsible for adhering to local, state, and federal recycling ordinances. 
Customers participating in this program will be provided a one-time incentive. 

8.2 Rationale for Program Request 

Often secondary refrigerators are kept after a new appliance purchase if the removal and recycling of 
the old appliance is not a convenient option. Some refrigerators are kept as additional storage but 
research suggests that lack of convenient removal is the overriding factor. Ease of arranging the 
removal of the unneeded or unwanted appliance is the key driver which includes making contact 
with the customer and scheduling the pick-up. Although some households are happy to have the 
removal carried out for free, the incentive offered will increase participation for a portion of 
customers who are indifferent to removal. 

Secondary refrigerators will often be considerably inefficient in comparison with modem models. 
According to a presentation provided by Reed, Bailey and Morrissey at the 2009 AESP conference,24 
refrigerator models of the late 1970s use in excess of 1,500 kWh annually and 1980s models use 
over 1 ,000 kWh. Energy savings achieved typically represent around 40% to 60% of the 
refrigerators collected, as not all refrigerators would have continued usage. Furthennore, according 
to Energy Star, modem Energy Star model refrigerators use approximately 500 kWh annually. This 
means a home with a new refri gerator and one from the 1970s could reduce overall refrigeration 
costs by over 75% by having the older model removed. Because refrigerators operate frequently, the 
removal of a refrigerator lowers peak demand and reduces power consumption. 

Based on a New York Times article, recycling secondary refrigerators/freezers is a program which 
has been launched over 20 states including Cali fornia Edison, Georgia Power, National Grid, Austin 
Energy, and Nevada Energy.25 

24 Reed, J. , Bailey, C., Morrissey, M. (April, 2009). AESP Spring Implementation Conference, Charlotte, NC. That Old 
Fridge: Where Does It Go? 
2~ Peters, S. (2009, August). Refrigerator Recycling Programs Take Off The New York Times. 
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8.3 Program Audience 

The program will be open to all residential electric customers. Eligibility for multi-family unit is 
acceptable, provided the incentives are tied to customer accounts. That is, the incentives are paid to 
residential customers. For these situations, coordination is needed between owners and renters in 
order to ensure removals are eligible under the program. 

8.4 Program Benefits 

Removal of secondary refrigerator units from the electric grid wi ll result in a reduction of 
consumption and demand on the grid. The program will target customers who are likely to own a 
secondary refrigerator which is typically stored in a garage or a basement and is not used to full 
capacity_ 

8.5 Participation Goals 

Participation goals for the Residential Refrigerator Removal Program are based on studies of other 
utility programs and results in the Midwest, including Ohio and Indiana. Based on thi s research, 
participation rates in refrigerator removal programs range on average from 1 %-2%, with 3% being 
the maximum (Volume IV, Exhibit K-l through K-4). The specific annual participation goals for this 
program are detailed in the table below. 

8.S.1 Participation Goals 

8.6 Energy and Demand Impacts 

Energy impact for the Residential Refrigerator Removal Program has been calculated year seven of 
the program plan. The cumulative energy and demand reductions by the end of year seven will be 
46,500 MWh and 5.3 MW. The annual and cumulative energy impacts expected to result from the 
Residential Refrigerator Removal Program are listed in the table below. 
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8.6.1 Energy and Demand Impacts 
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The purpose of this program's proposed incentive is to offset the perceived customer convenience of 
keeping the unit. Other utilities with similar programs have started with an initial $30-$35/unit 
incentive, and some utilities in the West, such as Nevada Energy, have raised this value as the 
program has matured. 26 The incentives proposed for this program are proposed to start at $30, with 
the ability to increase incrementally in later y~ars if participation levels should fall. The incentive 
level will be reviewed on an annual basis. 

8.8 Implementation Plan 

The key stage of implementing this program will be selecting a vendor to carry out the program. The 
vendor will require time to startup the program, specifically by increasing capability to recycle 
refrigerators and freezers in the locality, Through marketing efforts such as direct mail or bill inserts, 
the Companies will identify residential customers eligible for the program, 

8.9 Annual Program Budget 

Annual program budgetary infonnation for the Residential Refrigeration Recycling Program can be 
found in the table below, 

8.9.1 Annual Program Budget 
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26 Reed, J., Bailey, c., Morrissey, M. (April, 2009), AESP Spring Implementation Conference, Charlotte, NC, That Old 
Fridge: Where Does II Go? 
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Program Budgetary Assumptions 

• Program labor assumes 0.5 full- time equivalent. 

• Outside services is based on a collection and recycling charge of $120 per unit. 

• Advertising is budgeted at $30 per unit. 
Program evaluation is based on prevIOus evaluation costs, one following year one and 
another at the end of the project. 
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Program Name: Existing and Unchanged Programs to the DSM Portfolio 

9.1 Overview 

Several of the programs approved by the Kentucky Public Service Commission in the 2007 filing 
(Case No. 2007-00319) wi ll remain unchanged and will continue at their currently approved funding 
level and duration of program service through 2014. Those programs include: Residential High 
Efficiency Lighting, Residential New Construction, Residential and Commercial HV AC Diagnostic 
and Tune Up. Customer Education and Public Infonnation, and the Dealer Referral Network. A 
brief overview and update on the current progress of each program is provided below. 

Residential New Construction: The New Residential Construction Program is designed to reduce 
residential energy usage and facilitate market transfonnation by creating a shift in bui lders' new home 
construction to include energy-efficient construction practices. This 2010 "Leadership in Housing 
Award" winning program has succeeded in engaging a significant portion Kentucky's new-home 
construction sector through outreach and training activities. Orientation sessions introduced builders, 
contractors, design professionals and energy raters to the requirements and benefits of program 
participation. As a result of this program, the Companies have experienced an energy reduction of 
4.302 MWh through 2010. 

Residential High Efficiency Lighting: The Residential High Efficiency Lighting Program promotes 
an increased use of ENERGY STAR® rated CFLs within the residential sector of LG&E and KU 
electric consumers. The Residential High Efficiency Lighting Program has distributed 2,053,246 
compact fluorescent bulbs through direct-mai l delivery, customer walk-in centers and retailer 
coupons resulting in an energy reduction of 137,534 MWh through 2010. 

Residential and Commercial HV AC Diagnostic and Tune Up: The Residential and Commercial 
HV AC Diagnostic and Tune-up Program targets customers with HV AC system perfonnance issues. 
The Residential and Commercial HV AC Diagnostic and Tune-up Programs have completed over 
1,100 diagnostics resulting in an energy reduction of 1,293 MWh through 2010. 

Customer Education and Public Information:27 These programs can help customers make sound 
energy-use decisions, increase control over energy bills and empower them to actively manage their 
energy usage. Customer Education and Public Infonnation is accomplished through two processes: a 
mass-media campaign and an e1ementary- and middle-school program. The mass media campaign 
included the launch of its Smart Saver-themed public-service advertisements to encourage customers 
to take easy but effective steps to reduce their energy usage. The elementary and middle school 
program, which provides professional development and innovative materials to K-8 teachers, helps 
educators use creative ways to incorporate theatre, games, experiments and other fun interactive 

27 The energy and demand reductions influenced through customer education and public awareness initiatives will be 
reflected through impacts achieved by the individual energy efficiency programs. 
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InitIatives into their science curriculum. Materials help educators teach science concepts such as 
basic energy and energy efficiency concepts. 

The Companies partnered with the National Energy Education Development (NEED) Project, a 
nonprofit education association, to develop curriculum targeted for specific school districts. All 
materials correlate with the Kentucky Core Content and the National Science Education Standards. 
Since the program began last year, 67 percent of eligible schools in the LG&E and KU service 
territory have taken advantage of the training opportunities, with more than 1,300 teachers 
participating. That means the training has affected nearly 74,000 elementary and middle school 
students. 

Dealer Referral Network:28 The Dealer Referral Network assists customers in identifying qualified 
and reliable personnel to install energy efficiency improvements recommended and! or subsidized by 
the various energy efficiency programs. 

For additional infonnation such as associated metrics and program budgets on these programs, the 
approved programs in filing Case No. 2007-00319. 

9.2 Rationale for the Request to Maintain Current Program Design 

In an effort to continually improve and strengthen the DSM portfolio, certain programs that were 
submitted as part of the 2007 filing (Case No. 2007·00319) will remain unchanged in regard to 
program design, budgets, and associated metrics. The rationale for the Companies not seeking any 
changes to these particular programs at this time is that the programs can be categorized as either a 
"market transformation program" or having insufficient data to necessitate a program change. 

The programs regarded as market transfonnation programs include: Residential High Efficiency 
Lighting; Residential New Construction; Residential and Commercial HV AC Diagnostic and Tune Up; 
and Customer Education and Public Information. Market transformation programs can be defined as 
programs that provide long-lasting sustainable changes in the structure or functioning of a market 
achieved by reducing barriers to the adoption of energy efficiency measures to the point where 
further publicly-funded intervention is no longer appropriate in that specific market.29 

Residential High Efficiency Lighting Program while successful has also faced with the 2007 Energy 
Bill mandates which will end the production of incandescent bulb manufacturing beginning in 2012 
making high efficiency lighting mainstream. The Companies have made a conscious decision to assess 
new lighting technologies to detennine a strategy and next steps for the lighting program. 

Residential New Construction was launched to faci litate market transformation by creating a shift in 
builders' new home energy efficient construction practices and to spur an increase in Home Energy 
Rating System (HERS) rater demand. The Residential New Construction Program has been 

28 The Dealer Referral Network increases energy savings as it will facilitate implementation measures in various 
£Tograms. The energy impacls wi ll be captured within Ihose individual programs. 
9 Eto J. , Prahl, R. and Schlegel, J. (/996). A Scoping Study on Energy-Efficiency Market Transformation by California 

Utility DSM Programs. Energy & Environment Division Earnest Orlando Lawrence Berkeley National Laboratory 
University of California Berkeley, Colifornio. http://eetd.lbl.gov/EA/EMP/reportsl39058.pdf 

64 



exceedingly successful and the Companies have made a conscious decision to request no modifications 
at this time. 

Education and Public Information was fully executed in 2009 with a successful marketing campaign 
and school based education program. Launched to increase public awareness and understanding of both 
the urgent need for more efficient use of energy and the environmental and financial impacts created by 
climate change issues, the Education and Public Information Program has been wide spread throughout 
the LG&E and KU service territories. 

Residential and Commercial HV AC Diagnostic Programs are seasonal programs that operate from 
April to September each year. Due to the seasonality of the programs, the Companies do not feel that 
there is sufficient data to necessitate a program change at this time. 

Each of these programs has been successful in advancing the effective and deliberate use of energy 
by end~use customers. As such, the Companies propose to continue these existing programs as 
previously approved by the Commission through 2014. Through ongoing and comprehensive 
analysis, the Companies will determine whether to pursue these programs further in a later DSM 
expansion filing or discontinue the programs in 2014. 
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Executive Summary 
Louisville Gas and Electric Company (LG&E) and Kentucky Utilities Company (KU), and, 
hereafter referred to as “LG&E / KU” or the “Companies”, engaged ICF to provide a broad 
review of their demand side management (DSM) plan for 2011 to 2017. This review included a 
detailed overview of existing programs that the Companies are enhancing and re-filing, and new 
programs. ICF also conducted a portfolio-level review of the Companies’ overall DSM 
investments. Specifically, the Companies engaged ICF to:

1. Review the DSM planning materials and process as documented by the Companies.

2. Review the individual program designs developed by the Companies.

3. Compare the planning process and individual DSM program designs to known best 
practices and appropriate peer utilities.

4. Identify any gaps or shortcomings in the process or program designs, including specific 
recommendations regarding alternative approaches or designs.

5. Participate in program design and planning discussion as may be required by the 
Companies.

6. Prepare a report summarizing the review and providing a third-party opinion regarding the 
sufficiency of the process and designs.

This report is the culmination of ICF’s work for this project and represents the summary report 
detailed in Task 6 above.

Regulatory and Policy Environment
The market for energy efficiency is evolving quickly, and nowhere in the country is this more 
evident than in Kentucky. Since ICF’s last review of the Companies’ programs in 2007, both 
state and federal policies have shifted strongly in favor of energy efficiency. At the state level, 
this was driven by Kentucky Governor Steven Beshear, who has placed energy efficiency 
squarely at the top of his Seven Point Energy Strategy. At the federal level, this was driven 
largely by the passage of 2009 American Reinvestment and Recovery Act (ARRA, or “the 
Stimulus package”). ARRA outlayed more than $16 billion nationwide in energy efficiency and 
related investments; Kentucky is slated to receive over $150 million during the three-year period 
spanning 2009-2011.

Commensurate with federal and state policy agendas, the Companies have made energy 
efficiency a high priority in their corporate strategies. In 2008, the Companies appointed a new 
Customer Energy Efficiency Management team, including a new director and two new 
department managers. The Companies also hired four additional program managers to manage 
new programs, and three new researchers/program analysts. These human resource 
investments represent a significant commitment to energy efficiency that will leave the 
Companies well-positioned to successfully grow their DSM portfolio in the future.

The Companies are also developing a DSM portfolio that is consistent with many of the specific 
actions outlined in the Governor’s plan. By undertaking this review, the Companies are 
committed to incorporating best practices into their programs. In addition, with the new 
programs, the Companies are addressing the potential for energy efficiency in both the mass 
market and in targeted end uses.
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Best Practices
Energy efficiency program best practice is much more a term of art than science; there simply is 
too much variability across objectives, regulatory structures, and program types to enable 
simple broad conclusions about what is best. Typically, best practice is considered a function of 
program result, such as whether the program met or exceeded its objectives. An alternative 
view of best practice focuses on the design and execution of essential program elements, such 
as marketing, service delivery, program back office efficiency, etc. For example, though a 
particular program might not have delivered particularly strong overall results, certain elements 
of its structure, such as incentive fulfillment, might be considered best-in-class. Alternatively, 
while difficult, it is not unheard of for a program based on inefficient or flawed processes to 
nevertheless deliver outstanding results.

In general, best practice programs and portfolios seek to achieve each of the following goals:

� Provide programs that are cost-effective. 

� Provide a portfolio that covers hard-to-reach markets. 

� Provide program budgets that are sufficient to deliver the programs effectively to market. 

� Provide programs that have sufficient budgets for marketing, training and education (market 
transformation activities).

� Provide a portfolio that strikes an appropriate balance of mitigated risk, proven program 
types, and more innovative programs. 

� Provide a portfolio that is flexible enough to adapt to changing market conditions in a cost-
effective manner.

� Provide an evaluation, measurement, and verification (EM&V) budget for each program, and 
plans for program evaluations on a regular basis. 

Portfolio Review
The Companies’ programs satisfy each of the best practice criteria listed above. In addition, the 
Companies’ projected program costs and savings compare favorably to the rest of the country. 
The Companies’ overall cost of savings, expressed in dollars per first year kWh, are projected to 
be less expensive that the median cost of savings achieved by program administrators in the 
South, the Midwest, and the U.S. as a whole. In addition, the level of savings achieved by the 
Companies, expressed both as a percentage of annual kWh sales, and annual kW peak 
demand, also exceeds that of their peers.

Because the programs easily pass standard cost-effectiveness tests, and participants gain 
significant benefits from the programs, the Companies should continue to design and market the 
programs broadly, in order to increase participation and minimize the number of non-
participants.

Overall Conclusions
Our review of the Companies’ programs, and the context in which they were developed, leads 
us to the following conclusions: 
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� The Companies’ proposed portfolio appropriately addresses evolving federal and state 
policies. In addition, the portfolio contains many elements of best practices, including cost-
effectiveness, broad targeting, and flexible design. 

� The Companies should commission a potential study or market characterization study, an 
action item the governor has also proposed for the state in his energy plan. The study results 
could be used to help plan programs that capture savings where potential is greatest and/or 
most cost-effective.

� Based on a market characterization study of the commercial sector, develop additional 
programs targeting the commercial sector. 

� The Companies should continue to market their successful load control program, and offer 
additional demand response options. 

� With their Residential Conservation/Home Energy Performance and Low Income 
Weatherization (WeCare) programs, the Companies should continue to leverage federal and 
statewide resources, where applicable, in order to maximize available funding and 
supplement existing program participation. 

� As behavior-based programs gain entry into utility portfolios, the Companies should develop 
relationships with program implementers and utility program managers in order to learn from 
others’ experiences, and adjust the design and delivery of their own behavior-based 
initiatives, including the Smart Energy Profile program. 

� Coordinate and cross-promote their new residential programs with existing residential 
programs.  
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1. Introduction 

1.1. Scope  of ICF’s  Re view
Louisville Gas and Electric Company (LG&E) and Kentucky Utilities Company (KU), and, 
hereafter referred to as “LG&E / KU” or the “Companies”, engaged ICF to provide a broad 
review of their demand side management (DSM) plan for 2011 to 2017. This review included a
detailed overview of existing programs that the Companies are enhancing and re-filing, and new 
programs. ICF also conducted a portfolio-level review of the Companies’ overall DSM
investments. Specifically, the Companies engaged ICF to:

1. Review the DSM planning materials and processes as documented by the Companies. 

2. Review the individual program designs developed by the Companies. 

3. Compare the planning processes and individual DSM program designs to known best 
practices and appropriate peer utilities. 

4. Identify any gaps or shortcomings in the process or program designs, including specific 
recommendations regarding alternative approaches or designs. 

5. Participate in program design and planning discussion as may be required by the 
Companies. 

6. Prepare a report summarizing the review and providing a third-party opinion regarding the 
sufficiency of the process and designs.

1.2. ICF’s  Approach
The review began with a kick-off meeting during which ICF and the Companies discussed and 
clarified the objectives of the project. ICF discussed its approach to the review and provided the 
Companies with a data request that outlined the materials ICF required to complete the review, 
including: the Companies’ draft DSM filing; load forecasts; integrated resource plans (IRPs); DSM 
program modeling inputs and outputs; and relevant reports produced by the State of Kentucky, 
including Governor Beshear’s Energy Strategy.

Our review consisted of both bottom-up and top-down approaches. From the bottom-up, we reviewed 
each of the Companies’ proposed programs against program best practices from around the country. 
These program-level reviews focused primarily on program delivery (e.g. how programs are marketed, 
to whom incentives are paid, etc.), but also examined key program metrics for reasonableness (e.g.
program costs are appropriate for this program given market maturity in Kentucky). The top-down 
review included an analysis of portfolio level metrics (e.g. kWh savings as a percentage of sales) 
against the Companies’ peers, a gap analysis to identify potential lost savings opportunities, and a 
portfolio best practices analysis to determine whether the Companies’ proposed DSM portfolio: 

� Is cost-effective;

� Targets markets and technologies where the largest potential exists;

� Targets hard-to-reach markets;

� Has sufficient marketing and education budgets – incentives are only one aspect of a program;

� Is flexible enough to adapt to changing market conditions;

� Has an appropriate mix of proven and innovative programs; 
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� Has an appropriate mix of energy and demand programs; and, 

� Has new and modified programs that were selected through an appropriate planning process.

1.3. Report Overview
The remainder of this report is organized into the following sections: Section 2:  Regulatory and 
Policy Environment; Section 3:  Best Practices; Section 4:  Portfolio Review; Section 5:  
Program Reviews; Section 6:  Overall Conclusions.

Additional description for each section is provided below.

Section 2:  Regulatory and Policy Environment explains current federal and state policy with 
regards to energy efficiency. The current policies help explain the context in which this report 
was developed. This section also includes a summary of how the Companies are responding to 
policy shifts. As these policies evolve, and especially as federal climate change legislation 
moves closer toward regulatory certainty, the Companies will need to keep abreast of these 
developments, and re-evaluate programs and portfolios to ensure materiality, compliance, and 
effectiveness.  

Section 3:  Best Practices defines “best practice” generally as well as how it is used in this 
report. As noted previously, “best practice” is a subjective label that is context-sensitive. ICF
believes that the reviews included in Section 5 should be viewed as a comparative exercise,
with caution given to differences in the market, climate, and administration. For each program 
review, several suggestions as to how the Companies can continue to improve their programs 
through design and delivery adjustments are offered. In addition, suggestions relating to
increased engagement with national program sponsors (such as the EPA), statewide agencies, 
and other local stakeholders, where applicable are included. 

Section 4:  Portfolio Review conducts a brief overview of the Companies’ complete DSM 
portfolio, including existing programs that were not subject to a best practice review. The 
portfolio is compared to its peers in the South, the Midwest, and the U.S. as a whole. In contrast 
with Section 3, this section contains a more quantitative comparison of portfolio savings and 
costs. This section also contains a discussion of regulatory treatment of program costs, and the 
impact of the portfolio on ratepayers.

Section 5:  Program Reviews contains the reviews for enhanced existing and new programs. 
Each review begins by describing the Companies’ existing program and proposed 
enhancements, if applicable. The review then describes a selection of best practice programs, 
and compares the Companies’ programs using a variety of metrics. Finally, the review takes 
assessment of the differences, summarizes ICF’s conclusions, and, if necessary, offers 
suggestions as to how to incorporate these in the future.

Section 6:  Overall Conclusions includes conclusions drawn from the introduction, and recaps 
the individual program conclusions and suggestions contained in Section 5.    
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2. Regulatory and Policy Environment 
The market for energy efficiency is evolving quickly, and nowhere in the country is this more 
evident than in Kentucky. Since ICF’s last review of the Companies’ programs in 2007, both 
state and federal policies have shifted strongly in favor of energy efficiency. At the state level, 
this was driven by Kentucky Governor Steven Beshear, who has placed energy efficiency 
squarely at the top of his Seven Point Energy Strategy. At the federal level, this was driven 
largely by the passage of 2009 American Reinvestment and Recovery Act (ARRA, or “the 
Stimulus package”). ARRA outlaid about $16.6 billion nationwide in energy efficiency and 
related investments; Kentucky is slated to receive over $150 million during the three-year period 
spanning 2009-2011.

Below is a discussion of these and other policy shifts in greater detail, the implications for the 
Companies’ programs, and the Companies’ response to this changing political environment.

2.1. Federa l
There were three major developments at the federal level since ICF reviewed the Companies’
portfolio in 2007. Below, are highlights of key Federal developments that have the potential to 
impact the Companies’ DSM programs.

1. Under cap-and-trade scenarios in pending legislation, DSM should become more cost-
effective for the Companies. However, a specific cap-and-trade scenario is unlikely to be 
implemented until 2011, and possibly even later. Possible options include:

a. The American Clean Energy and Security (ACES) Act (H.R. 2454) was passed 
by the House of Representatives on June 26, 2009. ACES establishes a cap-
and-trade program covering most U.S. greenhouse gas emissions (GHGs), a 
federal renewable electricity and energy efficiency standard (RES), new 
efficiency requirements, power plant performance standards, and other 
complementary measures. However, the Senate has not considered this bill and 
is unlikely to do so in the near future.

b. The Senate has two other bills under consideration. The first, the Clean Energy 
Jobs and American Power Act (S. 1733), introduced on September 30, 2009, 
contains most of the same provisions as ACES with a few changes and some 
strategic omissions. A modified version of this bill, known as the American Power 
Act, has been discussed but not formally introduced. The second, Carbon Limits 
and Energy for America’s Renewal (CLEAR) Act (S. 2877), was introduced on 
December 11, 2009. This “cap-and-dividend” bill would tax carbon emitters and 
use the revenues to provide refunds to affected ratepayers. The first bill is 
considered more feasible, though the actual date of passage for either bill is
uncertain, and unlikely to occur in the near future.

c. The EPA is moving forward with regulation of GHGs through the Clean Air Act 
(CAA), primarily through existing permitting rules that apply mostly to 
manufacturing facilities but also to some electricity generators. Future regulatory 
action by the EPA may be determined or limited by the Congress, such as 
legislation that would pre-empt the EPA from using the CAA to regulate GHGs.   

2. The Stimulus package provided unprecedented resources for energy efficiency and 
DSM nationwide. The 2009 ARRA authorized about $16.6 billion in energy efficiency 
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funding that qualifying public entities—primarily states, cities, and counties—could 
pursue. The primary objectives of this funding are to create jobs, save energy, and build 
clean energy (energy efficiency and renewable energy) infrastructure for the longer term. 
The Department of Energy’s (DOE) major allocations to Kentucky (over 2009-2011) 
include: 

a. $70.9 million in Weatherization Assistance Program (WAP) funding; 

b. $52.5 million in State Energy Program (SEP) funding;  

c. $25.1 million in Energy Efficiency and Conservation Block Grants (EECBG); and,

d. $4.1 million in Energy Efficient Appliance Rebate Program funding. 

In sum, this is approximately $50 million in average annual funding for energy efficiency 
programs in Kentucky. In 2008, the total energy efficiency program spending in Kentucky
was $24 million.

3. As compact fluorescent lamps (CFLs) become the baseline technology, obtaining cost-
effective program savings will be more challenging.1

2.2. S ta te  

Federal lighting standards, 
including those for many popular lighting products like CFLs, will start to phase-in during
2012, which will diminish the impact of today’s efficient lighting technologies.

Governor Beshear made energy efficiency a top priority within his energy strategy, Intelligent
Energy Choices for Kentucky’s Future. In this document, the governor set forth the following 
goal: 

Energy efficiency will offset at least 18 percent of Kentucky’s projected 2025 energy 
demand.2

This amounts to reducing statewide energy consumption by an average of about 1 percent per 
year through 2025, an ambitious goal that would place Kentucky in the top tier of states in the 
Midwest and South in terms of DSM performance. 

The governor’s overall plan proposes to enact a renewable and efficiency portfolio standard 
(REPS) that would be set at 25 percent of the state’s projected energy use in 2025. In addition 
to reducing projected emissions in 2025 by 50 percent, the REPS would also reduce emissions 
by 20 percent relative to the 1990 baseline. This aggressive goal surpasses the targets set by 
California’s AB 32 law (2020 emissions equal to 1990), and New England’s Regional 
Greenhouse Gas Initiative (2018 emissions 10 percent lower than 2009), and compares to the 
European Union’s Emissions Trading Scheme (2020 emissions 20 percent lower than 1990).

                                               
1  The Energy Independence and Security Act of 2007 (the “Energy Bill”), signed into law by President Bush on December 18, 

2007, requires all light bulbs use 30 percent less energy than today’s incandescent bulbs by 2012 to 2014. The phase-out will 
start with 100-watt bulbs in January 2012 and end with 40-watt bulbs in January 2014. By 2020, a Tier 2 would become 
effective, which requires all bulbs to be at least 70 percent more efficient (effectively equal to today’s CFLs).

2  Governor Steven L. Beshear. Intelligent Choices for Kentucky’s Energy Future. November 2008. p. vi.
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The governor’s plan proposes that energy efficiency can be the primary method strategy to 
meet the REPS goal. Energy efficiency would offset 18 percent of the state’s projected energy 
demand, with the remaining 7 percent coming from renewable energy and bio-fuels. In addition 
to the REPS that would apply to the state’s utilities, the governor proposes that additional 
savings would result from aggressive energy savings targets for state government. The energy 
efficiency portion of the REPS would also include a comprehensive education, outreach, and 
marketing component by the state.

As a first step, the governor authorizes the Public Service Commission (PSC) to institute a 
proceeding that examines the impacts of an REPS. This proceeding will also identify cost-
effective programs, and include recommendations for implementing them. The governor also 
encourages and authorizes the PSC to commit greater resources to DSM, including rules that 
would require the utilities to implement best practice programs, standardization of the rules 
regarding industrial customer opt-outs, and an increased focus on the evaluation of DSM 
programs. As a longer term action item (four to seven years from the plan’s inception), the 
governor also encourages the PSC to work with the utilities on a smart grid policy.   

2.3. How Is  LG&E / KU Res ponding  to  S ta te  and  Federa l 
Polic y Shifts ?

2.3.1. Energy Effic iency is  a  Priority for the  Companies ’ Upper 
Management

Commensurate with federal and state policy agendas, the Companies have made energy 
efficiency a high priority in their corporate strategies. In 2008, the Companies appointed a new 
Customer Energy Efficiency Management team, including a new director and two new 
department managers. The Companies also hired four additional program managers to manage 
new programs, and three new researchers/program analysts. These human resource 
investments represent a significant commitment to energy efficiency that will leave the 
Companies well-positioned to successfully grow their DSM portfolio in the future.

The Companies are also developing a DSM portfolio that is consistent with many of the specific 
actions outlined in the Governor’s plan. By undertaking this review, the Companies are 
committed to incorporating best practices into their programs. In addition, with the new
programs, the Companies are addressing the potential for energy efficiency in both the mass 
market and in targeted end uses.  

2.3.2. LG&E / KU’s Portfo lio  Is  Growing and Divers ifying
Table 1 and Figures 1-3 below help illustrate the recent evolution of the Companies’ DSM 
portfolio. 

o Column b in Table 1, “Target Sectors(s)” indicates the Companies’ designations of the 
target market(s) for the programs in column a.

o Column c, “Program Status” includes:  

o Existing programs – Programs currently administered by the Companies that are 
not being modified substantially and re-filed in their DSM Plan;
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o Enhanced programs - Programs currently administered by the Companies that 
are being modified substantially and re-filed in their DSM Plan; and, 

o New programs that the Companies are proposing in their DSM Plan.

o Column d is an ICF-designated program label. Column d, “Program types,” includes: 

o Resource acquisition – Programs designed primarily for the purpose of 
implementing efficiency measures in the marketplace;

o Education and/or marketing – Programs designed primarily to educate the public 
about the Companies’ DSM offerings, other efficiency programs (i.e. State and 
Federal), and energy efficiency, generally; and,  

o Low income – Programs that implement efficiency measures, but for which only 
qualified low income households are eligible.

o Column e is also an ICF-designated program label. Column e, “Risk/innovation,” 
includes designations, based on ICF’s professional judgment of the investment risk and 
degree of innovation in design, delivery, and technologies associated with each 
program. A risk/innovation designation of low/low means that on the risk side, the 
program is a very safe investment because the program is well-understood and is a 
proven design that has become a best practice by performing successfully (cost-
effectively) in a variety of jurisdictions. On the innovation side, low means that the 
design, delivery, and technologies that comprise the program are widely understood and 
used successfully in programs in most jurisdictions.

Conversely, a risk/innovation designation of high/high means on the risk side there is 
considerable uncertainty about the program’s performance, either because the program 
has not been implemented before, or if it has, there is very little science or evaluation 
around program savings. On the innovation side, this means the program will employ 
delivery methods, technologies, or both that are novel, or at least whose performance is 
not well understood, but also have the potential (based on theory or pilot studies) to 
achieve significant savings levels.
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Table 1: Existing, Revised, and New LG&E / KU Programs (“The Portfolio”)

a b c d e f g

Program
Target 

Sector(s)
Program 

Status Program Type
Risk/ 

Innovation
Year 1 
Budget

Year 1 
Savings 
(MWh)

Residential High Efficiency Lighting Residential Existing Resource Acquisition Low/Low $3,416,046 65,150
Residential New Construction Residential Existing Resource Acquisition Med/Low $1,102,635 2,297
Residential HVAC Tune Up Residential Existing Resource Acquisition Low/Med $487,332 1,072
Commercial HVAC Tune Up Commercial Existing Resource Acquisition Low/Med $411,778 1,942
Customer Education & Public Information Res. and Com. Existing Education and/or Marketing Med/Low $3,296,660 0
Dealer Referral Network Res. and Com. Existing Education and/or Marketing Low/Med $152,056 0
Residential Responsive Pricing (RRP) Residential Existing Resource Acquisition Med/High $125,000 0

Program Development & Administration Res. and Com. Revised Program Development & Admin. Low/Low $1,260,457 0
Residential Conservation (HEPP) Residential Revised Resource Acquisition Med/Med $1,460,826 2,948
Residential Load Management Residential Revised Resource Acquisition Low/Low $6,186,874 1,868
Commercial Load Management Commercial Revised Resource Acquisition Low/Low $321,821 107
Residential Low Income Weatherization Residential Revised Low Income Low/Low $2,368,462 2,632
Commercial Conservation/Incentives Commercial Revised Resource Acquisition Low/Low $3,255,400 54,988

Smart Energy Profile Residential New Resource Acquisition Med/High $1,370,800 29,664
Residential Refrigerator Removal Residential New Resource Acquisition Low/Low $815,800 3,000
Residential Incentives Residential New Resource Acquisition Med/Low $1,567,352 8,544
Total $27,599,300 174,211

Figure 1 illustrates the distribution of the Companies’ Year 1 portfolio budget across program 
status categories. Eighty six percent (86%) of the budget is earmarked for programs the 
Companies are currently operating, including existing and revised programs. The revised 
programs include program enhancements that the Companies believe will improve program 
performance, either because the Companies received feedback on the program through formal 
evaluation, or because after some time in the market, program staff sees opportunities that the 
current program is not capturing. By adapting to the marketplace through the modification of
existing programs and making forays into the marketplace with new programs, the Companies 
demonstrate that they are seeking to improve and grow the portfolio. 

Figure 1: Distribution of Year 1 Program Spending, by Program Status
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Figure 2 illustrates that the Companies will spend a large majority of their budget in Year 1 on
programs designed primarily to acquire savings. It is important to note that this figure does not 
show the full extent of the Companies’ planned marketing budget; each program budget 
includes funding for marketing and education activities.

Figure 2: Distribution of Year 1 Program Spending, by Program Type
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Figure 3 illustrates that the Companies’ Year 1 portfolio is largely a low-risk investment, though 
the portfolio also includes some more innovative, though riskier elements. Overall, ICF believes 
that the Companies’ proposed Year 1 portfolio is a relatively conservative investment that 
strikes an appropriate balance between low-risk programs that are well-understood (e.g. 
Residential HVAC-Tune Up and Commercial Conservation Rebates) and programs that have 
some innovative elements and are more forward looking (e.g. Smart Energy Profile and
Residential Responsive Pricing), but are also more risky in that program performance is more 
uncertain. ICF does not characterize any of the Companies’ programs as being a high risk 
investment. 
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Figure 3: Distribution of Year 1 Program Spending, by Risk/Innovation Category

Low/Low
64%Low/Med

4%

Low/High
0%

Med/Low
22%

Med/Med
5%

Med/High
5%



ICF International 14 Louisville Gas and Electric Company / Kentucky Utilities Company  
09-110 March 18, 2011

3. Best Practices 
3.1.1. Defin ing  Bes t Prac tice
Energy efficiency program best practice is much more a term of art than science; there simply is 
too much variability across objectives, regulatory structures, and program types to enable 
simple broad conclusions about what is best. Typically, best practice is considered a function of 
program result, such as whether the program met or exceeded its objectives. An alternative 
view of best practice focuses on the design and execution of essential program elements, such 
as marketing, service delivery, program back office efficiency, etc. For example, though a 
particular program might not have delivered particularly strong results overall, certain elements 
of its structure, such as incentive fulfillment, might be considered best-in-class. Alternatively, 
while difficult, it is not unheard of for a program based on inefficient or flawed processes to 
nevertheless deliver outstanding results.

Best practice should be viewed partly as a function of the experience of the program 
administrator and implementer. What is best practice for a utility that has been designing and 
managing programs for two decades will be different in some cases from what should be viewed 
as best for an organization just entering the field. For example, ICF could not find one program 
exactly comparable to the Companies’ proposed Residential Rebates program, but this is only 
because the Companies are packaging particular elements of their residential portfolio 
differently than other utilities. The programs that are often cited as best practice in other states
(including California, New York, Oregon, Texas, Vermont, and Wisconsin) package some 
aspects of their portfolios in radically different ways. Although the Companies should look to 
these best practice states for ideas, ultimately the Companies must design a package that 
works best in their own markets.

In general, best practice programs and portfolios seek to achieve each of the following goals:

� The programs are cost-effective. Although cost-effectiveness can be defined in several 
ways, the most common method for investor-owned utilities to use is based on the California 
Standard Practice Manual tests. The manual contains four tests, the most comprehensive of 
which is the Total Resource Cost test. This test compares the net present value (NPV) of 
benefits (energy and demand savings multiplied by the value of avoided energy costs), with 
the NPV of costs (utility program costs and program participants’ costs) over the lifetime of 
the implementation of DSM programs. If the benefit-cost ratio is greater than or equal to one 
(1.00), then the program provides a net benefit to the utility’s ratepayers.

� The portfolio covers hard-to-reach markets. The portfolio must include programs that are 
targeted toward hard-to-reach segments, which typically include low-income and small 
commercial customers. Both of these customer segments face additional barriers to 
participation in DSM programs, including the split incentive. This term signifies the case 
where a customer would benefit from a lower utility bill but often lacks the authority to install 
energy-saving equipment in his leased residence or place of business.

� Program budgets are sufficient to deliver the programs effectively to market. Program 
budgets must be constructed to offer market-based incentives that will result in the expected 
level of participation. In addition, the budget should reflect any necessary increase of internal 
staffing or the use of an implementation contractor, and sufficient budgets for non-incentive
and non-implementation costs (see below). In addition, program budgets should be 
monitored or adjusted annually to prevent over- and under-subscription of program funds. 
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� Programs have sufficient budgets for marketing, training and education (market 
transformation activities). A program that contains adequate funding for these activities 
can help customers and trade allies overcome the information barrier that is typical of energy 
efficiency investments. In addition, funds spent on information-related initiatives can pay 
dividends in the long term, when market transformation begins to take effect.  

� The portfolio strikes an appropriate balance of less risky, proven program types, and 
more innovative programs. A less mature market would require more proven program 
types that have been implemented throughout the country, such as lighting and HVAC 
programs in both the residential and commercial sectors. Over time, as the market matures 
and savings potential decreases, new and innovative programs can be implemented. These 
programs can often develop from prior pilot programs or information initiatives, and can be 
co-marketed with proven program types.   

� The portfolio is flexible enough to adapt cost-effectively to changing market 
conditions. A flexible and broad portfolio design will target all customer segments, and 
include a variety of program types (including rebates, direct install, demand response 
incentives, etc.) and energy efficiency measures (retrofit, replace-on-burnout, or new). This 
will ensure that economic conditions that negatively impact one customer segment will not 
affect the entire portfolio. 

� Evaluation, Measurement and Verification (EM&V) is budgeted for and the Companies 
have plans to have programs evaluated on a regular basis. An adequate EM&V budget 
that results in timely process and impact evaluations should result in a feedback loop that 
validates program results and helps informs long-term program adjustments and design.  
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4. Portfolio Review 

Portfolio Review Criteria Summary Review

Intelligent Energy Choices for Kentucky's Future
Programs will make progress 
toward the goal of reducing 
energy consumption in Kentucky 
by at least 18 percent below 
currently projected 2025 energy 
consumption. 

Yes. The Companies’ proposed portfolio savings are 
projected to achieve more than 0.5 percent of annual 
sales in Year 1. Greater savings levels may be achieved 
through the introduction of additional program targeting 
the commercial sector.

Industry Best Practice

Programs are cost effective. 

Yes. The portfolio is cost-effective from the perspective of 
all ratepayers (based on the results of the TRC test), the 
utility (based on the results of the UCT test), and program 
participants (based on the results of the Participant Test). 
Vis-à-vis the generation alternative, this portfolio will have 
a lower impact on customer rates over the long-term, 
based on the results of the UCT test. 

The portfolio covers hard-to-
reach markets. 

Yes. The WeCare program, which targets low income 
customers, represents 9 percent of the total portfolio 
budget, increasing to 20 percent by Year 7. Further, there 
are a variety of other offerings that help make efficiency 
investments more affordable to low income customers 
and small businesses, including the Companies’
Residential High Efficiency Lighting program, the 
Commercial Conservation program, and the Commercial 
Load Management program.

Program budgets are sufficient to 
deliver the programs effectively to 
market. 

Yes. The Companies’ programs are adequately sized. 
The programs include the necessary funds both for 
incentive and implementation costs. In addition, funding 
is consistent from year to year, which ensures program 
success.

Programs have sufficient budgets 
for marketing, training and 
education (market transformation 
activities).

Yes. The budget contains line items for each of these 
cost types. 

The portfolio strikes an
appropriate balance of less risky, 
proven program-types, and more 
innovative programs.

Yes. The Companies have a generally conservative 
approach to portfolio planning that is appropriate given 
that the market is fairly immature. Nonetheless, the 
Companies are making forays into more innovative, albeit 
more risky programs, which have the potential to capture 
high energy savings. This includes the social marketing-
based program Smart Energy Profile. As a result, the 
Companies will be well-positioned to implement cutting-
edge programs as their advanced metering infrastructure 
moves from planning to deployment.
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Portfolio Review Criteria Summary Review

The portfolio is flexible enough to 
adapt cost-effectively to changing 
market conditions. 

Yes. One example of this is that 54 percent of the 
Companies’ Year 1 budget is for existing programs that 
are being modified based on evaluations and/or the 
Companies’ experience. The Companies have built 
flexibility into their program designs and is adapting 
programs to changing market conditions.

EM&V is budgeted for and the 
Companies have plans to have 
programs evaluated on a regular 
basis. 

Yes. In the past, the Companies have had their programs 
evaluated on a regular basis, and have cancelled or 
adapted programs based on feedback from evaluators. 
Program budgets include EM&V.

4.1. Benchmarking  Cos ts  and Sa vings
The Companies’ projected program costs and savings compare favorably to the rest of the 
country. Table 2 below compares the Companies’ overall cost of savings, expressed in dollars 
per first year kWh, are projected to be less expensive that the median cost of savings achieved 
by program administrators in the South, the Midwest, and the U.S. as a whole. 

The level of savings achieved by the Companies, expressed as a percentage of annual kWh 
sales, also exceeds that of their peers.3

Table 2: LG&E / KU’s Energy Portfolio Performance versus the South, Midwest, and U.S. Median

In Year 1, the Companies’ projected programs savings 
will equal nearly 0.5 percent of annual sales, which is a significant step toward achieving the 
governor’s savings goal.

Portfolio Metric

LG&E / 
KU Year 

1

LG&E / 
KU Year 

3

LG&E / 
KU Year 

5

Southern 
Region 
Median 
(2008)a

Midwest 
Region 
Median 
(2008)a

U.S. 
Median 
(2008)a

$ per 1st year kWh $0.16 $0.19 $0.17 $0.89 $0.47 $0.33

Annual kWh savings as % sales 0.5% 0.5% 0.5% 0.1% 0.1% 0.4%

aU.S. EIA Form 861 Data (2008); Program Administrator spending;                             
$1 million or more annually on DSM programs.

In addition, the level of savings achieved by the Companies, expressed as a percentage of 
annual kW peak demand, also exceeds that of their peers. The benchmarking study cited below 
was composed primarily of Midwest utilities; LG&E / KU’s cost per kW, due to its successful 
demand response programs, is also lower than its peers.

                                               
3 2008 is the most recent year for which EIA Form 861 data is available.
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Table 3: LG&E / KU’s Demand Portfolio Performance versus Benchmarking Study

Portfolio Metric

LG&E / 
KU Year 

1

LG&E / 
KU Year 

3

LG&E / 
KU Year 

5

Bench-
marking 
Median 
(2007)b

$ per 1st year kW $566 $682 $605 $836
Annual kW savings as % 
demand

0.7% 0.8% 0.8% 0.6%

bSummit Blue DSM Benchmarking Study. Greater Impacts at Reasonable Costs. 
ACEEE Summer Study, 2008

Portfolio-level metrics are a useful way to ensure that portfolio planning estimates are 
comparable to benchmarking and best practice studies. However, since the program mix in 
utility portfolios is dependent on numerous factors, including the level of market maturity, 
generation costs, and customer receptivity, caution should be exercised when attempting to 
compare a portfolio with best practice. Instead, a high-level portfolio view should be used in 
concert with more detailed views of individual programs. 

4.2. Program Spend ing , by Sec tor
One way for the Companies to achieve even greater savings levels in the future is to target a 
greater percentage of their program spending on the commercial sector. Table 4 below shows 
estimated electricity consumption in the Companies’ territories, by sector (excluding industrial),
as well as projected DSM program spending levels and program costs. Residential customers 
consume approximately 50 percent of electricity but residential program spending is about 86 
percent of total DSM program spending between Years 1 and 7.  

ICF’s experience is that allocation of program spending by sector is a complicated and highly 
political issue in most jurisdictions. Utility commissions and program administrators must 
balance the need to meet aggressive state savings goals against other policy priorities, 
including the need to target hard-to-reach populations (e.g. low income customers and small 
businesses), as well as the interests of ratepayer advocates, environmental organizations, the 
State Attorney General, and others. The Companies’ proposed spending by sector may be 
entirely appropriate given Kentucky’s political economy; however, strictly from the standpoint of 
potential energy savings, greater program spending on the commercial sector should result in 
higher-than-projected savings for the Companies. Additional spending on the commercial sector 
would also be cost-effective, as commercial programs tend to be less expensive than residential 
programs because businesses have the needs and means to make larger DSM investments 
than residential customers.

In discussing this topic with the Companies’ staff, ICF learned that the Companies do recognize 
the potential within the commercial sector and, in the future, may file additional programs 
targeted at commercial customers. The Companies would prefer to wait and launch these 
programs once they have a better understanding of the local commercial market; currently the 
Companies are conducting such research. ICF believes that this is a reasonable strategy that is
generally consistent with a conservative planning approach common for utilities that are running 
relatively new programs in immature markets. Such an approach helps mitigate risks to the 
Companies and their ratepayers, and helps ensure the long term success of the portfolio.  
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Table 4: Energy Consumption, Program Spending, and Program Costs, by Sector4

KU Customer Sector

Estimated 
Consump-
tion, 2009 

(GWh) LG&E Customer Sector

Estimated 
Consump-
tion, 2009 

(GWh)

LG&E / KU 
Estimated 
Consump-
tion, 2009 

(GWh) Sector

LG&E / KU 
Proposed 
Spending 
on DSM 

Programs 
($M, Years 

1-7)

LG&E / KU 
Avg Cost 

of Savings 
($/kWh, 

Years 1-7)
Residential 6,353 53% Residential 4,254 49% 10,607 51% Residential $218 86% $0.21
General Service 1,835 15% General Service 1,456 17% 3,291 16%
Large Power Service 3,910 32% Large Commercial 2,980 34% 6,890 33%

Total 12,098 8,690 20,788 Portfolio $254 $0.18
Sources: 

KU Elec - DSM RC Filing. 12-08

LG&E Elec - DSM RC Filing. 12-08

LG&E / KU Draft DSM Expansion Filing. 1-11

Commercial $36 14% $0.09

4.3. Regula tory Trea tment o f Program Cos ts
The state of Kentucky’s cost recovery mechanism is consistent with best practice, in that it 
includes program cost recovery and lost revenues recovery. However, the Companies must still 
prove that a DSM portfolio is cost-effective, which can be difficult when avoided costs are low. 
Similarly, customers’ willingness to participate in energy efficiency program is lessened when 
retail rates are low, leading to longer payback periods. As demonstrated throughout this 
document, the Companies continue to offer cost-effective programs to each segment of the
customer base. The Companies should continue to review best practice programs and look for 
new and innovative methods of program design and delivery that are still cost-effective.

In addition to a cost recovery mechanism, the establishment of mandatory savings or budget 
goals is another method that can ensure sufficient and stable funding for DSM programs. Some 
states, including Minnesota and Wisconsin, set a requirement that a certain percentage of sales 
or revenue determine the savings target or the total budget. Other states, including California 
and Vermont, use historical performance to set three-year budgets (which increase for each 
cycle) for DSM programs. Though Kentucky’s utilities are not yet required to reach a savings or 
budget target, the governor’s goal to offset at least 18 percent of the state’s 2025 energy 
demand will necessitate consistent DSM investment and enable the Companies to set long-term 
DSM planning goals. The Companies should continue to work with the PSC to reach regulatory 
certainty and ensure their DSM investments will count toward any statewide or legislative goals.

4.4. Ratepa yer Impac t
ICF contends that the Companies’ proposed DSM investment will have smaller impacts on 
customer bills than additional customer electricity use. This is illustrated by the Utility Cost Test 
(UCT) results for the Companies’ portfolio, which are well above 1.00 (the overall ratio is 3.39). 
The UCT compares the costs of DSM programs incurred by the utility (“costs”) against avoided 
costs of energy and demand (“benefits”). If the UCT Benefit-Cost (BC) ratio is greater than one, 
this means that the DSM program is less expensive than, and therefore a better deal to all 
ratepayers, than the generation alternative.

                                               
4 Does not include the Industrial sector.



DSM Program Review
Portfolio Review

ICF International 20 Louisville Gas and Electric Company / Kentucky Utilities Company  
09-110 March 18, 2011

Some interveners, stakeholders, and utility commissioners contend that the Ratepayer Impact 
(RIM) test is the appropriate indicator of program cost-effectiveness when considering the 
impact of DSM investments on customers. If the RIM test BC ratio is less than 1.00, then it is 
likely that utility rates will increase in the short-term, either through a cost recovery factor or 
through a rate case, especially for non-participants. The RIM test’s main advantage over other 
standard measures of DSM cost-effectiveness is that it is the only test that reflects revenue 
shifts. However, the RIM test also has serious disadvantages; as stated in the California 
Standard Practice Manual (CSPM): 

Results of the RIM test are probably less certain than those of other tests because the test 
sensitive to the differences between long-term projections of marginal costs and long-term 
projections of rates, two cost streams that are difficult to quantify with certainty.5

The other cost-effectiveness test ratios, including the Participant (PCT) test and the Total 
Resource Cost (TRC) test, show easily the benefits to program participants, and all ratepayers 
as a whole. The PCT test results for the portfolio are 8.24, showing that for each dollar that is 
spent on energy efficiency improvements, the participant will receive more than eight times as 
many benefits, through bill reductions and program incentives. Even when excluding the high 
PCT ratios from the existing programs, participants will still receive significant benefits from 
participating in the enhanced Residential and Commercial Conservation/Rebates programs.

The TRC test results for the portfolio are 3.01; this shows that for each dollar that is spent by 
both participants and utilities, they will receive about three times as many benefits through 
avoided energy costs. The TRC test (or a variation of it, the Societal Cost Test) is the primary 
cost-effectiveness test used in most jurisdictions, with the UCT commonly used as a secondary 
cost-effectiveness test. 

Because the programs easily pass the TRC and UCT, and participants gain significant benefits
from the programs, the Companies should continue to design and market the programs broadly, 
in order to increase participation and minimize the number of non-participants. The Companies 
should also monitor the RIM test and PCT BC ratios for cost-effectiveness; they should also use 
these test results with caution, and should not judge the value of individual programs using 
these tests exclusively. 

Table 5: Benefit-Cost Ratios, by Cost-Effectiveness Test 

Cost-Effectiveness 
Test Benefit-Cost Ratio

TRC 3.01

UCT 3.39 

RIM 0.82 

PCT 8.24 

                                               
5  California Public Utilities Commission. California Standard Practice Manual for the Economic Analysis of Demand-Side 

Programs and Projects. October 2001. p. 15.
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5. Program Reviews 
The following enhanced existing, and new programs were reviewed and compared with 
comparable best practice programs: 

The enhanced existing programs reviewed were:

� Residential Load Management Program

� Commercial Load Management Program

� Commercial Conservation/Commercial Incentives Program

� Residential Conservation/Home Energy Performance Program

� Residential Low Income Weatherization Program (WeCare)

New programs reviewed were: 

� Smart Energy Profile

� Residential Incentives

� Refrigerator Removal Program
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5.1. Expanded  Programs

5.1.1. Res identia l Load Management
Description of the Companies’ Program
The Companies’ Load Management program utilizes one-way radio load control switches and 
thermostats to cycle off residential and small commercial customers’ central air conditioner (CAC) 
and other systems during system peak times to reduce demand usage. The equipment is 
controlled (or cycled off) about 30 to 45 percent of each peak event. In exchange, participants 
who choose the switch option receive free installation of the equipment, and an annual bill credit. 
Participants who choose the thermostat option do not receive a bill credit incentive.

Under this program modification, the Companies are requesting the flexibility to increase the 
annual bill credit for CAC units for electric water heaters and pool pumps. To estimate cost-
effectiveness, the Companies have proposed annual bill credit increases in Years 2 and 4; the 
actual increase will be determined in the future based on numerous factors. Participants who 
choose the thermostat option would continue to receive no annual incentive. The Companies
are also proposing, beginning in Year 1, a one-time install bonus to new participants, increasing 
by $5 every two years. The Companies are proposing to increase the financial incentives to help
increase participation compared to prior years, which has been less than half of the planned
goals.

Components of Best Practice Programs
The following are components of best practice load control programs6

� Multiple equipment options, such as one-way switches and two-way thermostats

: 

� Multiple cycling options and durations

� Bill credits commensurate with reduction

� Targeting of high-use residential customers

� If applicable, incorporation of critical-peak pricing element or real-time pricing

� Monitoring of load impacts and use of interval data

Summary of Best Practice Programs
The We Energies Energy Partners program utilizes a one-way load control switch for residential 
customers’ CAC systems. Participants can choose among three cycling options, with varying 
durations, with no limit to the number of events per year. The participant would receive either a 
$40 annual incentive for continuous cycling of four hours, or $50 for six hours, per day. The third 
option is a $12 annual incentive for 45 minutes cycling off and 15 minutes cycling on per hour, 
for up to eight hours per day. Participants can receive up to two switches per household; 
however, they would receive only one bill credit.

                                               
6  Adapted from http://www.peaklma.com/files/public/CustomerPrinciples.pdf. 
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We Energies has received approval to introduce new equipment and cycling options in order to 
expand the Energy Partners program by doubling the number of participants to 60,000 by 2012. 
The utility plans to introduce smart thermostats, in order to give participants additional control 
and allow them to override the utility signal. In addition, the utility plans to offer two new cycling 
options based on a 50 percent control strategy. Incentives for the three existing options will 
increase to between $50 and $80 per year. The utility also plans to target high-use residential 
users, in order to increase the demand reductions per participant.

The Energy Partners program expansion seeks to achieve greater participation goals through 
the adoption of best practice techniques. The use of a smart thermostat may attract new 
participants who otherwise would not have participated. In the future, the smart thermostat may 
also allow the utility to introduce real time pricing into the program. In addition, the introduction 
of new cycling options may also attract new participants, and give the utility more flexibility 
regarding demand reductions during events. 

Southern California Edison’s (SCE) Summer Discount Program (SDP) utilizes a one-way load 
control switch for residential and small commercial customers’ CAC systems. For both 
residential and small commercial customers, SCE offers two cycling options and two incentive 
options, for a total of four program options. The cycling options consist of 50 percent and 100
percent; the two incentive options are Base and Enhanced. In the Base option, SCE is allowed 
to conduct a maximum of 15 load control events, with each event lasting up to six hours. In the 
Enhanced option, SCE is allowed to conduct an unlimited number of six-hour load control 
events. The participant would then choose one cycling option and one incentive option. 
Participants are eligible for up to $200 in bill credits per year.

The SDP incentives structure seems proportionate to the commitment required by the 
participant and the benefit to the utility, consistent with the best practice program components 
listed above. The SDP’s incentives are more than three times higher for the 100 percent cycling 
option than for the 50 percent cycling option. Also, the Enhanced option incentives are twice as 
much as the Base option incentives. In addition, the incentive structure is based on system size, 
which rewards participants who achieve greater demand reductions. The varying incentive may 
also encourage the participation of high-use customers, who can then receive a bill credit that is 
among the highest in the country. Similarly, SCE incurs lower program costs by limiting 
incentive payments to participants whose system sizes are smaller than average. 
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Table 6: Residential Load Management Program Comparison

Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric LG&E / KU

We Energies, 
Energy Partners

Program Start Year: 1992

Southern California Edison, 
Summer Discount Plan
Program Start Year: 1985

Program Objective(s)
Reduce peak demand, and 
delay the need for new 
generation

Provide reliable and cost-
effective demand response

Provide reliable and cost-
effective demand response

Target Market(s) Residential single family homes Residential single family homes Residential single family homes

Market Penetration 
(annual)

Currently at 19%, increasing to 
25% by Year 3 Estimated at 3% Estimated at 13%

Measures Types 
(continuing)

One way switches and 
thermostats for CAC and other 
appliances 

One way switch for CAC One way switch for CAC

Measures Types 
(new) 

One way switches and 
thermostats for CAC and other 
appliances

Smart thermostat One way switch for CAC

Incentive Structure

� $20 bill credit per customer 
per CAC unit, flexibility to 
increase to $40 in Year 4

� No bill credit for thermostat 
option

� $8 bill credit per customer per 
electric water heater/pool 
pump, flexibility to increase to 
$16 in Year 4

� Proposed install bonus

Ranges from $20 to $80 per 
year, depending on cycling 
strategy, size of AC unit, and 
choice of number of events per 
season

Ranges from 5 to 18 cents per 
day per AC system size in tons,
depending on cycling strategy, 
size of AC unit, and choice of 
number of events per season

Marketing
Traditional marketing efforts 
through direct mail, website, bill 
inserts, and other activities and 
events

Targeting of high-use 
customers, in addition to 
traditional marketing efforts 
through direct mail, website, bill 
inserts, and other activities and 
events

Traditional marketing efforts;
Use of targeting to high-use 
customers is unknown

Delivery

LG&E / KU handles marketing, 
and monitoring of load impacts;
Implementation contractor 
handles all other program 
activities, including equipment 
installation, maintenance, and 
repair, and auditing and
verification

Through an implementation 
contractor, which handles all 
activities (marketing, equipment 
installation, maintenance, and 
repair, auditing and verification, 
data tracking, monitoring of load 
impacts), except the call center

SCE handles marketing, 
recruitment, and call center; 
Implementation contractor 
handles all other program 
activities
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Discussion of the Companies’ versus Others’ Programs
Overall, the Companies’ Load Management program compares favorably to best practice load 
control programs. Equipment costs correspond to what is available in the market, and program 
costs are comparable to best practice programs. In addition, the program contains features, 
such as the control of multiple customer appliances, which set it apart from other programs. A 
comparison of savings and cost-effectiveness is more difficult due to the disparity in retail rates, 
avoided costs, and system peak demand between the Companies and their peers. However, 
ICF concludes the Companies are expanding the program correctly by increasing incentives in 
order to increase participation and savings and decrease program costs. 

Conclusions
ICF suggests the Companies consider the following implementation strategies in the future: 

1. In addition to increasing the incentives, structure the incentives based on system size, in 
order to reduce payments to participants with smaller CAC systems. This could also 
encourage customers with larger system sizes to participate in the program.

2. Target high-use residential customers, similar to what We Energies is planning to do. This 
could decrease the program’s marketing costs per participants, as well as identify customers 
for participation in other programs. 

3. Introduce other best practice techniques, such as the introduction of real-time pricing. The 
availability of real-time pricing data to the participant would be akin to a price response 
program, and would allow for greater participant control during an event. The Companies
would be able to increase participation by promoting multiple control options to participants.
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Table 7: Residential Load Management Program Results Comparison

Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric

LG&E / KU We Energies, 
Energy Partners

2009–2011

Southern California Edison, 
Summer Discount Plan

2009Year 1 Year 3 

Annual Energy 
Savings MWh 5,923 12,860 N/A N/A

Annual Demand 
Reduction kW 145,000 172,000 39,000 639,800

Annual Incentive 
Costs $2,260,700 $4,266,834 $3,000,000 N/A

Annual Non-Incentive 
Costs $3,926,175 $5,734,218 $9,748,220 N/A

Annual Budget $6,186,874 $10,001,052 $12,748,220 $59,106,954

Participants 131,000 157,000 30,000 343,107

kWh/Participant 45 82 N/A N/A

kW/Participant 1.1 1.1 1.3 1.9

% Budget Incentive 
Costs 37% 43% 24% N/A

% Budget Non-
Incentive Costs* 63% 57% 76% N/A

% Budget EM&V 18% 16% 2% N/A

$/1st Year kWh $1.04 $0.78 N/A N/A

$/1st Year kW $43 $58 $327 $92

Cost/Participant $47 $64 $425 $172

NTG Ratio 1.00 1.00 0.72 N/A

*Includes % EM&V costs Source(s): We Energies filing, WI PSC 
website, Docket 05-UR-103

SCE filings, CA PUC website, 
Proceeding A0806001
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5.1.2. Commerc ia l Load  Management
Description of the Companies’ Program
The Companies’ Load Management program utilizes one-way radio load control switches and 
thermostats to cycle off residential and small commercial customers’ central air conditioner (CAC) 
and other systems during system peak times in order to reduce demand usage. The equipment is 
controlled (or cycled off) about 30 to 45 percent of each peak event. In exchange, participants 
who choose the switch option receive free installation of the equipment, and an annual bill credit. 
Participants who choose the thermostat option do not receive a bill credit incentive.

Under this program modification, the Companies are requesting the flexibility to increase the 
annual bill credit for CAC units for electric water heaters and pool pumps. To estimate cost-
effectiveness, the Companies have proposed annual bill credit increases in Years 2 and 4; the 
actual increase will be determined in the future based on numerous factors. Participants who 
choose the thermostat option would continue to receive no annual bill credit. The Companies
are also proposing, beginning in Year 1, a one-time install bonus to new participants, increasing 
by $5 every two years. The Companies are proposing to increase the financial incentives in 
order to increase participation compared to prior years, which has been less than half of the 
planning goals.

Components of Best Practice Programs
The following are components of best practice load control programs7

� Multiple equipment options, such as one-way switches and two-way thermostats

: 

� Multiple cycling options and durations

� Bill credits commensurate with reduction

� Door-to-door recruitment of small commercial customers

� If applicable, incorporation of critical-peak pricing element or real-time pricing

� Monitoring of load impacts and use of interval data

Summary of Best Practice Programs
Both best practice comparison programs operate in the same market, California; however, the 
state’s three investor-owned utilities (IOUs) and two largest municipal utilities have designed their
direct load control programs differently. Pacific Gas & Electric (PG&E) has only been operating its 
current direct load control programs since 2007. PG&E’s SmartAC program is targeted mostly to 
the residential sector (the share of small commercial customers is less than 1 percent) and is 
being co-marketed with SmartRate, a critical peak pricing tariff, using its recently installed smart 
meter technologies. Sacramento Municipal Utility District (SMUD) runs a best practice direct load 
control program that is open to residential customers only, while the Los Angeles Department of 
Water and Power (LADWP) does not run any direct load control programs.

                                               
7  Adapted from http://www.peaklma.com/files/public/CustomerPrinciples.pdf. 
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San Diego Gas & Electric (SDG&E), which can be thought of as the less mature market, has only 
been operating its program since 2005. It has achieved a much larger share of small commercial 
customers due to its unique marketing approach. Southern California Edison (SCE), which can be 
thought of as the more mature market, has operated its program since 1985. The program has a 
high penetration rate in the residential sector, and a more modest penetration rate in the small
commercial sector (though, with higher kW savings per participant). Although the Kentucky market 
has fewer system peak demand issues than California, there are some direct load control 
program design options that the Companies could incorporate into their programs.

SDG&E’s Summer Saver program utilizes a one-way control switch for residential and small 
commercial customers’ CAC systems. For small commercial customers, SDG&E offers two 
cycling options, 30 percent and 50 percent. The duration of each event is between two to four 
hours, with an annual maximum of 15 event days.  

The Summer Saver program is SDG&E’s entry into the load control market, and offers a simple 
design and incentive structure to small commercial customers. Since the program’s initiation in 
2005, it has recruited more than 5,000 small commercial participants for an estimated participation 
level of nearly 7 percent. SDG&E and its implementation contractor, Comverge, have undertaken 
traditional, as well as unique, marketing efforts, including door-to-door recruitment, and outreach 
to a variety of community groups. Although the number of programs that include small commercial 
customers is few, SDG&E has achieved a penetration rate that is higher than the direct load 
control programs for fellow California IOUs SCE and PG&E. 

SCE’s Summer Discount Program (SDP) utilizes a one-way load control switch for residential 
and small commercial customers’ CAC systems. For small commercial customers, SCE offers 
three cycling options and two incentive options, for a total of six program options. The cycling 
options consist of 30 percent, 50 percent and 100 percent; the two incentive options are Base 
and Enhanced. In the Base option, SCE is allowed to conduct a maximum of 15 load control 
events, with each event lasting up to six hours. In the Enhanced option, SCE is allowed to 
conduct an unlimited number of six-hour load control events. The participant would then choose 
one cycling option and one incentive option. Participants are eligible for up to $200 in bill credits 
per year.

The SDP incentives structure seems proportionate to the commitment required by the 
participant and the benefit to the utility, consistent with the best practice program components 
listed above. The SDP’s incentives are nearly three times higher for the 100 percent cycling 
option than for the 50 percent cycling option, which are in turn five times higher than the 30
percent cycling option. Also, the Enhanced option incentives are twice as much as the Base 
option incentives. The inclusion of the 30 percent cycling option, which is known as the 
“Maximum Comfort” option, can provide an entry for new and/or hesitant participants. In 
addition, the incentive structure is based on system size, which rewards participants who 
achieve greater demand reductions. The varying incentive may also encourage the participation 
of high-use customers (considering that the average reduction per participant is 11.4 kW), who 
can then receive a bill credit that is among the highest in the country. Similarly, SCE incurs 
lower program costs by limiting incentive payments to participants whose system sizes are 
smaller than average.  
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Table 8: Commercial Load Management Program Comparison

Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric LG&E / KU

SDG&E, 
Summer Saver

Program Start Year: 2005

Southern California Edison, 
Summer Discount Plan
Program Start Year: 1985

Program Objective
Reduce peak demand, and 
delay the need for new 
generation

Provide reliable and cost-
effective demand response

Provide reliable and cost-
effective demand response

Target Market(s) Small commercial customers Small commercial customers Small commercial customers

Market Penetration 
(annual)

Currently at 5%, increasing to 
6% in Year 3 Estimated at 7% Estimated at 4%

Measures Types 
(continuing)

One way switches and 
thermostats for CAC and other 
appliances

One way switch for CAC One way switch for CAC

Measures Types 
(new) 

One way switches and 
thermostats for CAC and other 
appliances

One way switch for CAC One way switch for CAC

Incentive Structure

� $20 bill credit per customer 
per CAC unit, flexibility to 
increase to $40 in Year 4

� Additional bill credit of $1 per 
ton per month for CAC units 
larger than 5 tons

� No bill credit for thermostat 
option

� $8 bill credit per customer per 
electric water heater/pool 
pump, flexibility to increase to 
$16 in Year 4

� Proposed install bonus

� Ranges from $9 to $15 per 
AC system size in tons,
depending on cycling 
strategy, size of AC unit

� Additional $10 Weekend 
Bonus Credit

Ranges from 1.4 to 40 cents 
per day per AC system size in 
tons, depending on cycling 
strategy, size of AC unit, and 
choice of number of events per 
season

Marketing
Traditional marketing efforts 
through direct mail, website, bill 
inserts, and other activities and 
events

Traditional marketing efforts, as 
well as door-to-door marketing 
and other direct outreach 
methods

Traditional marketing efforts;
Use of targeting to high-use 
customers is unknown

Delivery

LG&E / KU handles marketing, 
and monitoring of load impacts;
Implementation contractor 
handles all other program 
activities, including equipment 
installation, maintenance, and 
repair, and auditing and 
verification

Implementation contractor 
(Comverge) handles marketing
and recruitment, and all other 
program activities

SCE handles marketing, 
recruitment, and call center; 
Implementation contractor 
handles all other program 
activities
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Discussion of the Companies’ versus Others’ Programs
Overall, the Companies’ Load Management program compares favorably to best practice load 
control programs. Equipment costs correspond to what is available in the market, and program 
costs are comparable to best practice. The most important feature is that the program is offered 
to commercial customers; most other load control programs are open only to residential 
customers. In addition, the program contains other features, such as the control of multiple 
customer appliances, which set it apart from other programs. A comparison of savings and cost-
effectiveness is more difficult due to the disparity in retail rates, avoided costs, and system peak 
demand between the Companies and their peers. However, ICF concludes the Companies are
expanding the program correctly by increasing incentives, in order to increase participation and 
savings, and decrease program costs. 

Conclusions
ICF suggests the Companies consider the following implementation strategies in the future:

1. In addition to offering incentives based on system size, and increasing the annual 
incentives, the Companies should continue to monitor the incentive structures of 
comparable programs, and the relationship between incentives and new participants.

2. Recruit small commercial customers through unique marketing efforts, similar to what 
SDG&E does. In addition to increasing participation, this could decrease the program’s 
marketing costs per participants, as well as identify customers for participation in other 
programs. 

3. Introduce other best practice techniques, such as the introduction of real-time pricing. The 
availability of real-time pricing data to the participant would be akin to a price response 
program, and would allow for greater participant control during an event. The Companies
would be able to increase participation by promoting multiple control options to participants.
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Table 9: Commercial Load Management Program Results Comparison

Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric

LG&E / KU We Energies, 
Energy Partners

2008

Southern California Edison, 
Summer Discount Plan

2009Year 1 Year 3 

Annual Energy 
Savings MWh 244 564 N/A N/A

Annual Demand 
Reduction kW 5,800 7,500 12,132 127,100

Annual Incentive 
Costs $81,724 $152,594 N/A N/A

Annual Non-Incentive 
Costs $240,096 $325,983 N/A N/A

Annual Budget $321,821 $478,578 $1,968,400 $14,776,739

Participants 5,100 6,300 5,403 11,167

kWh/Participant 48 90 N/A N/A

kW/Participant 1.1 1.2 2.2 11.4

% Budget incentive 
costs 25% 32% N/A N/A

% Budget non-
incentive costs* 75% 68% N/A N/A

% Budget EM&V 17% 15% N/A N/A

$/1st year kWh $1.32 $0.85 N/A N/A

$/1st year kW $55 $64 $162 $116

Cost/Participant $63 $76 $364 $1,323

NTG Ratio 1.00 1.00 N/A N/A

*Includes % EM&V costs Source(s):

SDG&E filing, CA PUC website, 
Proceeding A0806002; 
Evaluations available at 
CALMAC.org

SCE filing, CA PUC website, 
Proceeding A0806001; 
Evaluations available at 
CALMAC.org
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5.1.3. Commerc ia l Cons erva tion  / Commerc ia l Incentives  
Description of the Companies’ program
The Companies’ Commercial Conservation (Energy Audits)/Commercial Incentives program 
expands upon the current commercial audit program by providing additional incentives to 
commercial customers to make energy efficiency upgrades. In the current program, a customer 
receives a visit from a certified auditor, who then conducts a facility audit – either Level 1 for 
small commercial customers, or Level 2 or 3 for custom projects. The auditor then provides a 
report with recommendations for energy savings upgrades and the costs to install them. 
Customers can then choose to have the auditor install the upgrades, or can have another 
contractor implement the recommendations. Customers would receive the audit at no cost, but 
would have to pay for the upgrades themselves. 

In the program expansion, the Companies seek to add refrigeration measures to the list of 
eligible projects, as well as offer incentives for custom measures. The Companies are also 
increasing the total amount of incentives available through the program by offering a set $100 
per kW reduced incentive. 

Components of Best Practice programs
The following are components of best practice load control programs:

� Inclusion of audits/assessments to educate customers and encourage participation

� Program design that includes both prescriptive and custom incentives for all measure types

� Applicability to and participation of all customer sub-sectors and sizes

� Use of trained contractors and trade allies, to market and implement the program

� Incorporation of EPA’s Portfolio Manager benchmarking tool, in order to identify potential 
projects and monitor post-installation progress

Summary of Best Practice programs
The two programs discussed below can be considered best practice; however, the primary 
rationale to use them as comparison points is to detail the two models that are used most often 
for commercial and industrial (C&I) retrofit programs. Entergy Arkansas Inc. (EAI) has designed 
their C&I portfolio based on customer size, and developed custom incentives to encourage 
participation. On the other hand, NV Energy (comprised of Nevada Power and Sierra Pacific 
Power) uses a portfolio approach that segments each program based on measure type. The 
measure types are typically denoted as Prescriptive, Custom, and Retro-commissioning. A 
Prescriptive program generally includes a set incentive for a specific piece of equipment, such 
as $10 for a T8 lighting fixture. A Custom program typically sets an incentive according to kWh 
or kW saved in order to include equipment that is not covered by the Prescriptive program. 
Retro-commissioning programs include measures that are designed to improve building 
performance, and can include both prescriptive and custom incentives. 
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The Entergy Arkansas, Inc. (EAI) Quick Start portfolio was developed as a result of an Arkansas 
Public Service Commission order in 2007 for the state’s investor-owned utilities to offer DSM 
programs to their customers. The Quick Start portfolio includes three energy efficiency 
programs that are targeted to commercial and industrial (C&I) customers, based on customer 
size and familiarity with energy efficiency upgrades.8

The Large C&I Standard Offer program is also available to customers with peak electricity 
demand of 100 kW or greater. This customer segment is assumed to be familiar with 
implementing energy efficiency upgrades and is given flexibility with regards to the participation 
process (i.e. they are not required to conduct an assessment). The process for this program is 
similar to other standard offer programs, where participant facilities are subject to pre- and post-
installation inspections, and receive incentives based on the amount of peak demand reduced; 
for EAI’s program, the incentive is $230 per kW reduction. For all three programs, incentives are 
paid by the utility following completion or verification of the project.

The Small C&I program is available to 
customers with peak electricity demand of less than 100 kW. Customers can choose from a list 
of participating contractors, and receive a free walk-through assessment. The incentive amount 
is $115 per kW reduction for lighting, HVAC and chiller, and motors upgrades that are installed 
within 45 days. The Large C&I Energy Solutions is available to customers with peak electricity 
demand of 100 kW or greater. Customers are given more flexibility with regards to their energy 
assessment (i.e. they can choose their own contractor or have the program provide one). 
Similar to the Small C&I program, the incentive amount of $159 per kW reduction applies only to 
lighting, HVAC and chiller, and motors upgrades.

The advantage of this Customer approach is the simple design; customers are eligible for one 
program, and can receive incentives for the installation of upgrades for all end-uses and building 
types. If a customer has a peak demand of 50 kW, they know they are eligible only for the Small 
C&I program. They would then speak with an account representative, choose a contractor, and 
begin participation in the program. One disadvantage of the Customer approach is the lack of 
flexibility regarding program design. If, for example, because of the economic downturn, small 
commercial customers are not participating due to a lack of financing, the unused portion of the 
program budget is not easily transferable to the large customer programs. Another disadvantage 
is the preference given to measures that produce higher peak demand savings (HVAC, motors, 
etc.) versus those that produce lower peak demand savings (lighting, etc.). This would result in 
lost opportunities for certain energy efficiency retrofits that save energy but not demand.

NV Energy’s Sure Bet Commercial Incentives program provides a variety of prescriptive and 
custom incentives, and technical assistance for non-residential customers across the utility’s 
geographically-disparate Northern and Southern territories.9

The Prescriptive component of the program includes incentives for lighting, cooling (including HVAC 
units, variable speed drives for fans and pumps, and window film), miscellaneous (motor controllers 

Customers submit one single pre-
application form (required for large Prescriptive and all Custom projects), install the upgrades 
(using their preferred or an NV Energy-trained contractor), and receive incentive payments 
within 4-6 weeks of submitting post-installation project documentation. Through 2007, the 
program was utilizing 39 trained contractors.

                                               
8 More information is available at http://www.entergy-arkansas.com/energy_efficiency/business.aspx.
9 More information is available at 

http://www.nvenergy.com/saveenergy/business/incentives/surebet/documents/applications/2009SureBetPP.pdf.
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and pool/spa pumps), and commercial kitchen/refrigeration measures. The Custom component of 
the program provides incentives (for measures not covered by the Prescriptive component) of 10 
cents per kWh for the first year’s on-peak savings, and 5 cents per kWh for the first year’s off-peak 
savings. The program also contains services for building optimization (similar to Retro-
commissioning, as discussed above) and small commercial direct install incentives. Incentive 
payments to participants have a soft cap of $100,000; projects above this amount receive between 
10% and 50% of the total incentive. In general, the incentives were designed to achieve a two year 
post-incentive payback. Program savings were nearly equal between Prescriptive and Custom 
projects, which show broad inclusion and participation among measure and customer types.

The advantage of this Measure approach is the flexibility with regards to program design. 
Customers are able to participate in multiple program components, while still receiving 
incentives for a variety of upgrades. A customer that needs both lighting upgrades and a chiller 
replacement would participate in both the Prescriptive and Custom components (while, at least 
in the Sure Bet case, submitting only one application). In addition, under this approach, 
programs would be unaffected by economic or other barriers that would restrict a customer 
segment from program participation. As explained above, in the “Customer” approach, if the 
Small C&I program is less popular than the Large C&I program, it would not be easy to transfer 
program funds from the Small C&I budget to the Large C&I budget. However, in the “Measure” 
approach, if lighting upgrades are less popular than HVAC upgrades within the Prescriptive 
component, additional funds could be used to market and install more HVAC upgrades. One 
disadvantage of the “Measure” approach is the additional infrastructure and costs needed to 
engage trade allies (manufacturers, retailers, etc.) for a Prescriptive component. In order to offer 
incentives for lighting and other upgrades, a utility would need to work with these trade allies to 
make sure their products are available in the market. However, over time, these costs should 
decline as the program expands.

Duke Energy Kentucky is following the Measure approach, and includes prescriptive incentives for 
lighting, motors, HVAC, refrigeration, and other measures as part of its SmartSaver program. The 
utility also offers an on-line benchmarking analysis. However, it does not offer any custom 
incentives, and incentive payments are typically capped at 50% of total project costs up to a 
maximum of $50,000 per customer facility. In the past few years, the number of installations has 
been heavily weighted towards lighting measures. 
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Table 10: Commercial Conservation / Commercial Incentives Program Comparison

Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric LG&E / KU

Entergy Arkansas
C&I Programs

Program Start Year: 2007

Nevada Energy
Sure Bet 

Program Start Year: 1985

Program Objective(s)

Provide audits and rebates to 
qualifying commercial 
customers for the retrofit of less 
efficient equipment by adding 
refrigeration measures and a 
set per kW incentive to its 
existing program

Provide a suite of energy 
efficiency options to C&I 
customers, including audits, 
rebates, and custom incentives, 
including per kW

Provide prescriptive and custom 
energy efficiency incentives to 
C&I customers

Target Market(s) Large commercial customers All non-residential customers All non-residential customers

Market Penetration 
(annual) Estimated at 1% Estimated at < 1% Estimated at < 1%

Measures Types 
(continuing)

Facility audit, with 
recommendations for lighting, 
HVAC, and other measures

Facility energy assessments, 
with rebates for lighting, HVAC 
and chillers, and motors

Lighting, HVAC, refrigeration, 
and other prescriptive, as well 
as custom measures

Measures Types 
(new) 

Facility audit, with incentives for 
lighting, HVAC, refrigeration, 
and custom measures

Facility energy assessments, 
with rebates for lighting, HVAC 
and chillers, and motors

Lighting, HVAC, refrigeration, 
and other prescriptive, as well 
as custom measures

Incentive Structure
$100 per kW reduced, up to an 
annual maximum of $50,000, or 
$100,000 over two years, per 
facility

Ranges from $115 to $230 per 
kW reduced

� Prescriptive – varies by 
measure

� Custom – 5 to 10 cents per 
kWh reduced

� Soft cap of $100,000 per 
participant

Marketing

Through the Business Service 
Center, the audit contractor, 
and trade allies, as well as 
through direct mail, newsletters, 
and targeting of large 
customers  

� Small customers – through 
direct mail

� Large customers – through 
Account Managers

Through the website and 
account executives, as well as 
direct outreach to CoC 
organizations, BOMA, etc.

Delivery

Current audit contractors will 
conduct audits, prepare reports
with energy savings 
recommendations, install 
upgrades, or refer customers to 
Dealer Referral Network;
Upgrades will then be installed 
by participating contractors

Depending on the program, 
both participating and non-
participating contractors will 
conduct assessments and 
install upgrades

Implementation contractor 
(KEMA) handles all program 
activities, including applications, 
inspections and incentive 
processing
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Discussion of the Companies’ versus Others’ Programs
The Companies’ program is unique among the state’s largest utilities, and it has historically 
exceeded their goals for number of audits performed, and achieved their goals for energy 
savings. The proposed expansion will address some of the issues detailed in the most recent 
evaluation report. For example, the $100 per kW incentive will likely increase the participation of 
large customers, whose peak demand reduction potential is greater than small customers. In 
addition, the inclusion of refrigeration measures will match the design of several best practice 
programs. Overall, the program’s expansion to include additional prescriptive and custom 
measures makes it more similar to best practice programs in California, Nevada, Wisconsin, 
and other states. 

Conclusions
ICF suggests the following in order for the program to reach its goals and continue program 
cost-effectiveness:

1. Per the most recent evaluation report, the Companies should ensure that the audits are 
comprehensive and are continuing to motivate customers to participate in the program. 
Many best practice programs also include audits and other technical assistance as a way to 
educate customers and market programs.

2. Monitor participation to ensure engagement with both small and large commercial 
customers. The incentive per kW will encourage participation from a broad mix of 
customers, and lead to cost-effective savings and achievement of program goals. 

3. Continue to add prescriptive measures that are cost-effective, innovative, and available in 
the market. The Companies should also continue to work with trade allies to ensure their 
continued participation with and promotion of the program.

4. In the future, consider incorporating the EPA’s Portfolio Manager benchmarking tool to 
provide customers with ongoing and post-project information regarding facility usage and 
savings. The tool is becoming an innovative program option in multiple utility portfolios, 
including California, Massachusetts, and Washington.10

                                               
10 More information is available at 

In addition, the Companies can use 
LG&E’s experience with the Louisville Kilowatt Crackdown to introduce this to other parts of 
the territory. Since this initiative requires investment in equipment and personnel, the 
Companies should implement it once the expanded program has been running for a few 
years. This will allow the tool to be applied to a larger participant base, and ensure greater 
persistence of energy savings.

http://www.cee1.org/cee/mtg/06-09mtg/files/BB2Narel.pdf.
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Table 11: Commercial Conservation / Commercial Incentives Program Results Comparison

Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric

LG&E / KU Entergy Arkansas
C&I Programs

2008

Nevada Energy
Sure Bet 

2007Year 1 Year 3 

Annual Energy 
Savings MWh 54,988 54,988 31,834 84,532

Annual Demand 
Reduction kW 20,689 20,689 5,610 14,140

Annual Incentive 
Costs $2,000,000 $2,000,000 $1,666,835 $3,579,927

Annual Non-Incentive 
Costs $1,255,400 $1,316,121 $518,441 $2,796,550

Annual Budget $3,255,400 $3,316,121 $2,185,276 $6,376,477

Participants 880 880 52 527

kWh/Participant 62,486 62,486 612,192 160,402

kW/Participant 23.5 23.5 107.9 26.8

% Budget incentive 
costs 61% 60% 76% 56%

% Budget non-
incentive costs* 39% 40% 24% 44%

% Budget EM&V 1% 0% N/A N/A

$/1st year kWh $0.06 $0.06 $0.07 $0.08

$/1st year kW $157 $160 $390 $451

Cost/Participant $3,699 $3,768 $42,025 $12,100

NTG Ratio 0.80 to 0.90 0.80 to 0.90 1.00 0.63

*Includes % EM&V costs Source(s): EAI filing, Arkansas PSC 
website, Docket 07-085-TF

NV Energy filing, Nevada PUC, 
Docket 08-8011, 08-8012
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5.1.4. Res identia l Cons erva tion  / Home Energy Performance
Description of the Companies’ program
The Companies’ Residential Conservation/Home Energy Performance program expands upon 
the current audit program by providing additional incentives to single family customers to make 
energy efficiency retrofits for their homes. In the current program, a customer receives a visit 
from a certified auditor, who records appliance data and energy characteristics of the home. A 
blower door test was included in the audit in 2009. The auditor then prepares a report that 
includes historical energy usage, and provides a list of recommended energy upgrades and 
their related savings and costs. The customer would pay the $25 audit cost, and the full cost of 
any measure installations.

In the program expansion, customers choose from among three tiered participation options, 
corresponding to 10 percent, 20 percent, and 30 percent savings relative to total energy usage. 
Certified auditors conduct the Tier 1 audit (equivalent to the current level of service), and 
provide the participant with a list of Tier 2 and Tier 3 upgrades, and referrals to certified 
contractors. Participants can then choose to implement these upgrades at their own cost within 
12 months of the initial audit, and submit post-installation rebate applications to the Companies.
The rebate amounts are a maximum of $500 for Tier 2, and $1000 for Tier 3. 

The current online audit would continue as part of the program. In addition to receiving the 
above report, online audit participants also receive a free four-pack of high efficiency light bulbs 
and are encouraged to participate in other components of the program to obtain additional 
savings. 

Components of Best Practice programs
The following are components of best practice residential retrofit programs:

� Tiered efficiency options, ranging from walk-though audits to comprehensive audits
(diagnostic audits that include blower-door and duct blaster tests), as well as a range of 
home efficiency project options

� Incentive options (with cost cap) commensurate with efficiency options, including audit with 
direct install to rebates

� Focus on whole-home approach

� Use of certified (e.g. RESNET or BPI) contractors, to market and implement the program

� Coordinate with statewide agencies, if applicable

Summary of Best Practice programs
The Baltimore Gas and Electric (BG&E) Smart Energy Savers portfolio includes an audit 
component, a Quick Home Energy Check-up, and a Home Performance with ENERGY STAR®

(HPwES) component, for residential single-family customers. Customers who choose the quick 
audit receive a visit from a certified auditor, and can have the $40 audit fee waived by installing 
at least three out of five measures from a list that includes CFLs and hot water measures. The 
auditor also checks the insulation and air sealing levels, and the HVAC systems, and provides a 
list of findings and recommendations that can further reduce the participant’s energy usage and 
costs.  
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Participants can also choose to receive a more comprehensive and diagnostic audit through 
HPwES. A BPI-certified contractor would conduct an HPwES Home Energy Audit, including 
blower door and duct blaster tests, and present a list of efficiency upgrade opportunities to the 
participant. The upgrades include air and duct sealing, insulation, and HVAC and hot water 
systems. The contractor would then install the agreed-upon upgrades, and receive full payment 
for services from the participant. After about six to eight weeks, the participant would receive 
partial reimbursement via the rebate check. Rebates are limited to $1300 per participant, but 
can exceed this amount if a new HVAC unit is installed. 

The HPwES program began in Maryland in 2007 as a pilot program run by the Maryland Energy 
Administration (MEA). MEA’s program was a success, and received an EPA Excellence in 
ENERGY STAR Promotion Award in 2009. Using the successful pilot as a model, BG&E’s 
HPwES program design was submitted for and received regulatory approval in the fourth 
quarter of 2008, and was approved by the EPA as a Program Sponsor in the second quarter of 
2009. Sponsors are able to market their programs using the nationally-known ENERGY STAR 
brand name, and take advantage of other support, including marketing toolkits and sales and 
contractor training courses. The program began operating in the third quarter of 2009 as the 
state’s first utility-run HPwES program, and includes 25 qualified contractors. 

With the use of multiple installation contractors, BG&E’s program follows the HPwES market 
transformation model. This approach typically can take up to one year or more to ramp-up, in 
order to build program infrastructure, and can be more expensive in the short term than the 
resource acquisition model. However, in the long term, awareness of the program and its 
contractor network could result in lower costs and greater energy savings. BG&E’s tiered 
approach, beginning with the Quick Home Energy Check-up, is designed to mitigate the long 
lead time, and provide customers with simply-designed retrofit options.

Massachusetts’ MassSAVE portfolio is a public/private partnership that provides energy efficiency 
options to customers through their local utility. MassSAVE has contained an HPwES component 
since 2002, is also an HPwES Program Sponsor, and has been recognized as Best Practice by 
The American Council for an Energy-Efficient Economy (ACEEE). National Grid’s HPwES 
program contains a no-cost home energy assessment (HEA) and offers rebates for efficiency 
upgrades. The HEA is conducted by the implementation contractor’s (Conservation Services 
Group) certified auditors, and includes blower door and duct leakage tests. The contractor then 
installs the agreed-upon upgrades, and coordinates with sub-contractors for additional upgrades 
as necessary. Typical upgrades include air sealing, insulation, and the installation of efficient 
HVAC systems. Rebates are available for up to 75 percent of installation costs, with a $2000 
maximum. Participants are also eligible for zero-interest financing of up to $15,000 over seven 
years, through MassSave’s HEAT Loan program.

National Grid’s retrofit program has been conducting HEAs since 1980, but the program’s 
original focus was on education. Since the advent of the HPwES model in 2001, the program 
has evolved into a whole-home approach. National Grid’s HPwES program follows the resource 
acquisition model, where typically one contractor implements the program, and installs the 
efficiency upgrades. This results in lower marketing and training costs, and allows the utility and 
the contractor to bring the program to the market more quickly. In addition, the resource 
acquisition model can result in more participants and installations, greater energy savings per 
home, and market penetration rates compared to the market transformation model. 
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Table 12: Residential Conservation / Home Energy Performance Program Comparison

Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric LG&E / KU

BGE,
Retrofit

Program Start Year: 2009

National Grid, 
MassSAVE

Program Start Year: 2000

Program Objective(s)

Utilize a whole-house approach 
to provide single family homes 
with additional options for 
energy saving retrofits and 
continue the participation from 
current audit programs

Two-tiered approach to 
motivate residential single 
family homes to adopt 
comprehensive, whole-home 
energy retrofits 

Provide a singular source for 
home retrofit measures through 
audits, incentives, and 
education

Target Market(s) Residential single family homes Residential single family homes Residential single family homes

Market Penetration 
(annual)

� 0.2% in Year 1, increasing to 
0.3% in Year 3

� On-line audit penetration of 
0.4% (3,000 audits) in Year 1,
increasing to 0.8% (6,000 
audits) in Year 3 

Estimated at 0.04%; Increasing 
to 0.2% in 2010 Estimated at 0.6%

Measures Types 
(continuing)

� On-line audit - 4-pack high 
efficiency light bulbs; 
On-site audit consisting of 
visual inspection, appliance 
data recording, and other 
home measurements

� Also includes a blower door 
test 

� Tier 1 - Quick Home Energy 
Check-up

� Tier 2 - Home Performance 
with ENERGY STAR 

� Tier 1 - Information only
� Tier 2 - Audit, and installation 

of insulation, air sealing 
measures, programmable 
thermostats

Measures Types 
(new) 

� On-line audit - 4-pack high 
efficiency light bulbs; 
Tier 1 - Similar to on-site 
audit, and includes CFLs, hot 
water and minor air sealing
direct install measures

� Tiers 2 and 3 - Other air 
sealing, insulation, and HVAC 
maintenance measures 

� Tier 1 - Quick Home Energy 
Check-up

� Tier 2 - Home Performance 
with ENERGY STAR 

� Tier 1 - Information only
� Tier 2 - Audit, and installation 

of insulation, air sealing 
measures, programmable 
thermostats

Incentive Structure

� Tier 1 - Direct install 
measures (corresponds to 
10% savings)

� Tier 2 - Post installation $500 
rebate (20% savings);
Tier 3 - Post-installation 
$1000 rebate, (30% savings)

� Tier 1 - Audit with CFL and 
hot water kit

� Tier 2 - Prescriptive 
incentives with 15% measure 
cost cap

75% of measure costs up to 
$2000
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Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric LG&E / KU

BGE,
Retrofit

Program Start Year: 2009

National Grid, 
MassSAVE

Program Start Year: 2000

Marketing

� Traditional marketing efforts 
through direct mail, website, 
bill inserts, and other activities 
and events

� Prior program has had most 
success with bill inserts/direct 
mail

Traditional marketing efforts, as 
well as through contractor 
outreach

Through MassSave brand 
awareness campaign, which 
includes media buys and direct 
mail, and through 
implementation contractor

Delivery
Through Dealer Referral 
Network, consisting of certified 
contractors

Through implementation 
contractor, and technical sub-
contractors, many of whom are 
HERS raters and/or BPI 
Building Analysts

Through primary 
implementation contractor, and 
sub-contractors

Discussion of the Companies’ versus Others’ Programs
Overall, the Companies’ Residential Conservation / Home Energy Performance program 
compares favorably to best practice home retrofit programs. The program’s expansion to 
include multiple audit and rebate options and focus on a whole-home approach makes it similar 
to best practice programs in Maryland, Massachusetts, New York, Wisconsin, and other states. 
In addition, the Companies can take advantage of their existing relationship with the BPI 
network to expand program infrastructure. However, since the program is not run statewide, as 
is the case in other states, the Companies are at a disadvantage in that they are not able to 
share marketing, contractor training, and other costs. 

Conclusions
ICF suggests the following in order to overcome this and continue program cost-effectiveness:  

1. Investigate the option of becoming an HPwES Program Sponsor. Based on conversations 
with the Companies, ICF believes they have already begun researching the advantages and 
disadvantages of sponsorship.

2. While considering HPwES resource acquisition model and the market transformation model, 
also consider a hybrid approach, where the resource acquisition model eventually evolves 
into the market transformation model. 

3. If using the market transformation model, build the program infrastructure and contractor 
network such that, over time, minimal involvement by the Companies will be necessary. The 
availability of more contractors will increase competition, decrease customers’ costs, and 
decrease the Companies’ program costs. 

4. In lieu of statewide resources, take advantage of EPA national program support and 
expertise from utilities in other states.
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Table 13: Residential Conservation/Home Energy Performance Program Results Comparison

Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric

LG&E / KU BGE,
Retrofit

2009

National Grid,
MassSAVE

2007Year 1 Year 3 

Annual Energy 
Savings MWh 2,948 5,165 642 4,839

Annual Demand 
Reduction kW 767 1,313 190 1,169

Annual Incentive Costs $180,000 $300,000 N/A N/A

Annual Non-Incentive 
Costs $1,280,826 $1,907,217 N/A N/A

Annual Budget $1,460,826 $2,207,217 $1,361,268 $5,378,468

Participants 7,200 14,000 1,716 6,000

kWh/Participant 409 369 374 807

kW/Participant 0.1 0.1 0.1 0.2

% Budget incentive 
costs 12% 14% N/A N/A

% Budget non-
incentive costs* 88% 86% N/A N/A

% Budget EM&V 0% 0% 0% 3%

$/1st year kWh $0.50 $0.43 $2.12 $1.11

$/1st year kW $1,905 $1,681 $7,165 $4,601

Cost/Participant $203 $158 $793 $896

NTG Ratio 1.00 1.00 0.90 N/A

*Includes % EM&V costs Source(s): BGE filing, MD PSC, Case 
9154

National Grid filing, MA DOER 
website; ACEEE Compendium 

of Champions report, 2008
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5.1.5. Res identia l Low Income Weatheriza tion  (WeCare)
Description of the Companies’ program
The Residential Low Income Weatherization Program (WeCare) is designed to reduce energy 
consumption for LG&E and KU’s low income customers. The program provides energy audits, 
energy education, performs blower door tests, and installs weatherization and other energy 
conservation measures on qualified houses. The modified WeCare program presented in this 
filing is the third generation of the Companies’ Low Income weatherization initiative. The original 
Energy Partners Program (EPP) pilot (1994) was modified to increase cost-effective savings 
based on EM&V findings; the program evolved into the WeCare Low Income Weatherization 
Program in 2001. The third generation program (also called WeCare) builds upon the Companies’ 
experience with this hard-to-reach sector by adding HVAC unit replacement and envelope sealing 
measures to their list of offerings. The Companies are proposing this expansion in WeCare’s 
offerings because the program has found that for a portion of eligible customers, there is a 
significant need for, and significant savings potential associated with installing a new HVAC unit 
and/or envelope sealing. In addition, the Companies are committed to the expansion of the 
program by more than tripling the budget and number of participants between Year 1 and Year 7 
of program operation.   

Components of Best Practice programs
Low income weatherization programs have been implemented by both public and private 
organizations for decades. Therefore, there is a wealth of literature on best practices. 

Best practices in the delivery of low income weatherization program include:

� Leveraging efforts of other programs, e.g. local LIHEAP and WAP programs;

� Making the program stable and consistent;

� Setting clear expectations with auditors/contractors;

� Auditing a statistically significant sample of weatherized homes;

� Developing a network of local auditors and installers who are committed to high-quality 
standards;

� Controlling for free-ridership through periodic market studies, and consumer surveys; and, 

� Offering a mix of services and measures attractive to homeowners.11

Summary of Best Practice programs
It is standard practice in the U.S. that DSM portfolios include at least one program that provides 
energy efficiency services to low income customers. Even though these programs are typically 
less cost-effective (have lower TRC and UCT test results) than other programs, most utility 
commissions make exceptions to their cost-effectiveness rules under certain circumstances. In
the case of low income programs, commissions also consider fairness criteria in order to ensure 
that DSM services are made available to each market segment. Further, most commissions also 
                                               
11  Many of these best practices were drawn from Best Practice Benchmarking for Energy Efficiency Programs: Residential Single-Family 

Comprehensive Weatherization Best Practices Report. Available at, http://www.eebestpractices.com/pdf/BPSummaryTable_R4.PDF. 
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require the DSM portfolio as a whole to be cost-effective so that more expensive low-income, 
education and pilot initiatives are offset by other programs that are less expensive such that the 
end result is a portfolio of DSM programs that passes the TRC and/or the UCT test(s). 

ICF chose three programs against which to compare WeCare. These programs are operated in 
states with different levels of market maturity; California (most mature), Colorado (somewhat 
mature), and Texas (less mature).

The PG&E, Xcel (Public Service), and AEP-Texas North (TNC) low-income weatherization
programs have many common elements, including:

� Comprehensive audit and weatherization services;

� Customer education;

� Coordination with local LIHEAP of WAP programs; and, 

� Reliance on weatherization contractors to deliver program services.

Based on our understanding of these utilities’ low income initiatives, each program conducts all 
of the seven best practices listed above.12

The main differences between these programs are the extent of their coordination with other low 
income programs and the range and extent of program marketing. Xcel’s program, for example, 
is heavily leveraged by state and federal low income programs; in fact, the program was 
designed to complement the services of, and acquire additional savings beyond those achieved 
by public programs. PG&E promotes their program heavily in communities throughout its large 
service territory. Program representatives travel to community forums and conduct 
presentations on the utility’s low income energy efficiency offerings and the “CARE” tariff 
(mandated by the CPUC), which is available to qualified low income customers. TNC’s program 
is a requirement set forth by the State Senate to provide weatherization services and efficiency 
education to low income customers. Participating agencies verify customer eligibility, audit 
homes, and determine which measures to install based on savings-to-investment ratios (SIRs). 
home, and market penetration rates compared to the market transformation model. 

  

                                               
12  One exception noted by ICF is that it is not clear how often and at what level of detail the Xcel and TNC programs are evaluated.
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Table 14: Residential Low Income Weatherization (WeCare) Program Comparison

Best Practice 
Program: Market 

Maturity High

Best Practice 
Program: Market 

Maturity Mid

Best Practice 
Program: Market 

Maturity Mid-to-Low

Program Element/
Metric LG&E / KU

PG&E,
Energy Partners 

Program
Program Start Year: 1983

Xcel Energy Colorado,
Single Family Low-

Income Weatherization 
Program

Program Start Year: NA

AEP North Texas (TNC),
Targeted Low-Income
Program Start Year: NA

Program 
objective(s)

(1) Reduce customer 
energy consumption 
and expenditures, and 
arrearages  
(2) Provide program 
participation 
opportunities for hard-
to-reach markets

Increase low income 
customer comfort while 
reducing their energy 
consumption, costs and 
economic hardship.

Provide no-cost energy 
efficiency services to 
income-eligible 
customers, seniors and 
disabled. Increase and 
expand education among 
low income customers on 
the importance of energy 
efficiency and the value of 
taking action to improve 
efficiency in their homes.

Cost-effectively reduce 
the energy consumption 
and energy costs of 
TNC's low income 
residential 
customers.This 
program is required per 
TX State Senate Bill 
712 "Weatherization 
Program"

Target Market(s)

Households at or below 
LIHEAP Federal Poverty 
level. Both homeowner 
and renters are eligible. 
There are 3 Tiers of 
participants: A, B, and C. 
Customers in Tier A have 
the lowest energy use 
and those in Tier C have 
the highest. The higher 
use clients (Tiers B and 
C) are initially identified 
by their annual gas or 
electric consumption. 
These clients usually 
receive multiple visits 
from the Weatherization 
Audit Contractor.

Low income households 
as defined by the CA 
Public Utilities 
Commission (CPUC). 
2006 threshold was 
household income less 
than or equal to 200% 
of poverty level.

Households with 
median income below 
80% of area median 
income. Participants 
must first apply for 
LIHEAP funding. 
Customers meeting 
DOE WAP funding 
guidelines are also 
automatically 
considered eligible

To be eligible, 
customers must meet 
current DOE 
Weatherization 
Assistance Program 
(WAP) income eligibility 
guidelines (200% of 
poverty level in 2009), 
receive electric power 
from TNC, and have 
electric air conditioning.

Market 
penetration 
(annual)

1,200 homes/year,
increasing to 4,200 
homes/year in Year 7  

66,000 homes 
(approximately 2% of 
qualified homes) 

1,958 single family 
homes 39 homes
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Best Practice 
Program: Market 

Maturity High

Best Practice 
Program: Market 

Maturity Mid

Best Practice 
Program: Market 

Maturity Mid-to-Low

Program Element/
Metric LG&E / KU

PG&E,
Energy Partners 

Program
Program Start Year: 1983

Xcel Energy Colorado,
Single Family Low-

Income Weatherization 
Program

Program Start Year: NA

AEP North Texas (TNC),
Targeted Low-Income
Program Start Year: NA

Measure types 
(continuing)

Weatherization, 
appliances, HVAC 
repair, hot water, CFLs

Weatherization, 
appliances, HVAC 
repair, hot water, CFLs

Services can include an 
energy audit, attic, wall 
and crawlspace 
insulation, air leakage 
reduction, appliance 
safety inspections, forced 
air efficiency assessment, 
high efficiency lighting 
surveys and other safety 
inspections.

Weatherization, other 
cost-effective 
measures.

Measures types 
(new) 

HVAC (replacement) 
and envelope repair NA NA NA

Incentive 
structure

All program services 
and measures are free 
to participants. Measure 
caps vary by customer 
Tier.

All program services 
and measures are free 
to participants.

All program services 
and measures are free 
to participants.

Measures are installed 
based on measure 
savings-to-investment 
(SIR) ratio. Installed 
measures are free to 
participants.

Marketing

The Weatherization 
Audit Contractors 
(WACs) are the primary 
marketing arm of the 
program, conducting 
direct marketing through 
mail and telephone 
solicitation. The primary 
source of participants is 
a targeted list prepared 
by LG&E / KU.
Secondary sources of 
clients include, LIHEAP 
clients, referrals from 
local WAP programs, 
and referrals by local 
community-based 
organizations.

The program is promoted 
primarily through 
auditors/contractors, but 
PG&E also conducts 
extensive community 
outreach, in addition to 
traditional marketing 
collateral telemarketing, 
and promotion through 
the program Web site. 
Participation in community 
events has been 
extensive. Presentations 
promote both the 
weatherization services
as well as the state's 
special billing rate for low 
income populations.

The program is 
promoted through local 
low income service 
providers. The program 
Web site directs 
interested customers to 
appropriate agencies. 
Xcel customers are 
informed of the program 
when they sign up for 
LIHEAP funding. 

The program conducts 
targeted outreach to 
weatherization service 
providers in TNC's 
territory.
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Best Practice 
Program: Market 

Maturity High

Best Practice 
Program: Market 

Maturity Mid

Best Practice 
Program: Market 

Maturity Mid-to-Low

Program Element/
Metric LG&E / KU

PG&E,
Energy Partners 

Program
Program Start Year: 1983

Xcel Energy Colorado,
Single Family Low-

Income Weatherization 
Program

Program Start Year: NA

AEP North Texas (TNC),
Targeted Low-Income
Program Start Year: NA

Delivery

The program is delivered 
primarily by the WACs. All 
participants (Tiers) 
receive an initial visit 
during which the WAC 
performs a walk through 
audit and installs low-cost 
measures. WACs 
recommend additional 
measures and the 
program pays for any 
recommended projects 
implemented, up to the 
cap for the customer's 
Tier. For all projects 
completed, the auditor 
conducts a post-
installation inspection and 
education session.

All participants receive a 
comprehensive energy 
analysis of their home. 
Customers are asked to 
commit to at least 3 
energy conservation 
practices. CFLs are 
directly installed. 
Participants are eligible 
installation qualified 
measures recommended 
by the auditor.

During the weatherization 
process auditors provide 
participants with 
education materials 
historical energy use data, 
and a billing analysis. 

Weatherization service 
providers verify customer 
eligibility, conduct an 
assessment of eligible 
customer homes, and 
install cost-effective 
measures.

Leveraging of 
Federal funds for 
low income 
weatherization

WeCare coordinates with 
the local Weatherization 
Assistance Program 
(WAP). Coordination 
efforts are focused on 
Tier A WeCare 
customers who are 
eligible for fewer WeCare 
incentives than Tier B 
and C customers.

Program coordinates 
with local LIHEAP and 
WAP programs, as well 
as other low income 
programs run by state 
agencies.

Xcel's program 
complements federal 
weatherization (WAP) 
grants to produce 
incremental, cost-
effective energy savings, 
and develops annual 
contracts wit the eight 
weatherization agencies 
within their territory.

The program coordinates 
with the local WAP 
program.
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Discussion of the Companies’ versus Others’ Programs
ICF finds that the Companies’ WeCare program is consistent with best practice in low income 
weatherization program design. Amongst others, best practices exhibited by WeCare include (1) 
Leveraging federal funds for Weatherization; and, (2) Offering a mix of services and measures 
attractive to homeowners. This is very challenging market in which to achieve cost-effective savings, 
but the Companies have learned from their experience and adapted the program to changing 
market conditions, making WeCare more cost-effective than most comparable programs around the 
country. 

The differences in program delivery between WeCare and the other programs primarily reflects 
state rules about low-income programs, or are implementation strategies found to be effective in 
those particular territories. For example, WeCare’s tiered approach to low-income program 
services helps the Companies maximize program cost-effectiveness.

The Companies’ tiered approach to program delivery helps ensure that low income program 
dollars are spent cost-effectively by spending more on homes that are the most energy-
intensive (Tier C, customers using more than 16,000 kWh). This does not preclude other low 
income customers from receiving program services. Tier A (customers who use up to 11,499 
kWh annually) and Tier B (customers who use between 11,500 and 16,000 kWh annually) 
customers are also eligible to receive a comprehensive audit, education and free measures 
(spending caps are lower for Tier A and B customers). 

WeCare also compares favorably against other programs in terms of spending levels. Most low 
income program cost at least $1 per first year kWh, but the Companies have managed to keep 
overhead low, maintain high quality services, and deliver results. Although Xcel’s program is less 
expensive, this largely reflects the explicit role of Xcel’s low income programs within the state of 
Colorado – its program is heavily leveraged by federal and state funds.

Approximately 9 percent of the Companies’ proposed portfolio budget is dedicated to low-
income customers for weatherization and related services; this amount increases to nearly 20
percent in Year 7. ICF finds that the Companies’ initial level of spending on low income energy 
efficiency services is reasonable and appropriate, given the maturity of the market in the 
Companies’ territory, given the levels of federal spending and program activity (WAP and 
LIHEAP) in Kentucky, and balanced against the Companies’ need to meet the governor’s 
aggressive energy savings goals.13

ICF also commends the Companies for increasing the program’s participation and budget goals
each year of program implementation. Since the State of Kentucky received an influx of WAP 
dollars through the federal Stimulus bill, ICF recommends that the Companies continue 
coordination efforts with local WAP and LIHEAP programs so that ratepayer dollars dedicated to 
the Companies’ low-income initiatives are not wasted on supplemental program services. In 
addition, ICF recommends that the Companies monitor and evaluate the program to ensure that 
spending is efficient, and is generating consistent impacts over time.  

  

                                               
13  As stated in “Intelligent Choices for Kentucky’s Energy Future”, the goals are to reduce energy consumption in Kentucky by at 

least 18 percent below currently projected 2025 energy consumption.
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Conclusions
Based on a review of the proposed WeCare modification in this filing, and the existing WeCare 
program implementation manual, ICF concludes that WeCare implements the following best practices: 

1. Leveraging efforts of other programs, e.g. local LIHEAP and WAP programs. WeCare 
coordinates with these programs intelligently by leveraging federal dollars where is the 
Companies are spending less – on Tier A customers. ICF hopes that the Companies 
continue to carefully coordinate with local WAP and LIHEAP programs to ensure that 
WeCare’s services complement those provided by the federal programs as these public 
programs grow through funds provided by the Stimulus package.

2. Making the program stable and consistent. WeCare’s core program services have remained 
stable over time. Changes and new offerings were/are being made consistent with EM&V 
results and market demand.

3. Auditing a statistically significant sample of weatherized homes. WeCare conducts a 
technical process review (TPR) of each project. TPRs take place on 100 percent of 
participant jobs within one week of the field work. 

4. Offer a mix of services and measures attractive to homeowners. The Companies continue to 
add and change program offerings over time to capitalize on existing market conditions and 
demand. Adding HVAC replacement measures further diversifies the Companies’ measure 
mix available to low-income customers.
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Table 15: Residential Low Income Weatherization (WeCare) Program Results Comparison

Best Practice 
Program: Market 

Maturity High

Best Practice 
Program: Market 

Maturity Mid

Best Practice 
Program: Market 

Maturity Mid-to-Low

Program Element/
Metric

LG&E / KU PG&E,
Energy Partners 

Program
2006

Xcel Energy Colorado,
Single Family Low-

Income Weatherization 
Program

2009 (from DSM Plan0

AEP North Texas 
(TNC),

Targeted Low-Income
2008

Year 1 Year 3 

Annual Energy 
Savings MWh 2,632 4,825 24,300 1,983 95
Annual Demand 
Reduction kW 262 481 NA 175 31
Annual Incentive 
Costs $0 $0 NA $666,421 $131,300
Annual Non-
Incentive Costs $2,368,462 $3,956,847 NA $83,049 $21,700
Annual Budget $2,368,462 $3,956,847 $90,000,000 $749,470 $153,000
Participants 1,200 2,200 66,000 1,958 39
kWh/Participant 2,193 2,193 368 1,013 2,436
kW/Participant 0.2 0.2 NA 0.1 0.8
% Budget 
incentive costs 0% 0% NA 89% 86%
% Budget non-
incentive costs* 100% 100% NA 11% 14%
% Budget EM&V 5% 3% NA 2% NA

% Portfolio budget 
dedicated to low 
income 
weatherization 
services

9% 
11%

(increases 
to 20% in 
Year 7) 

California PUC rules 
treat low income 

programs separately 
from resource, or 

"impact" programs. The 
Low Income Energy 

Efficiency (LIEE) 
programs have their 

own portfolio and cost-
effectiveness standards.

4% 15%

$/1st year kWh $0.90 $0.82 $3.71 $0.38 $1.38
$/1st year kW $9,033 $8,231 NA $4,278 $4,935
Cost/Participant $1,974 $1,799 $1,364 $378 $3,923
NTG Ratio 1.00 1.00 1.00 0.96 1.00
*Includes % EM&V costs Source(s): ACEEE. 2008 

Compendium of 
Champions

Xcel Energy. 2009/2010 
DSM Biennial Plan. Docket 

No 08A-366EG. Public 
Service Commission of 

Colorado. February 2009.

AEP North Texas (TNC). 
2009 Energy Efficiency 

Plan and Report. April 1, 
2009.
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5.2. New Programs

5.2.1. Smart Energy Profile
Description of the Companies’ program
The Smart Energy Profile (SEP) program is unique amongst energy report-type initiatives in its 
foundations in social marketing research, and its built-in experimental design. The program will 
select large samples of test and control customers and directly mail the report to the test group 
on a monthly basis. Savings will be estimated through an econometric analysis comparing 
energy use between the test and control group. The program will specifically target high-use 
customers, at least in initial program years.

The Companies will use existing customer data, such as service point information, account 
information and current energy consumption to develop targeted, customer Smart Energy 
Profiles that will be mailed to customers at regular intervals throughout the year (e.g. monthly). 
Elements that are presented in the report may include a comparison of the customer's energy 
use vis-à-vis their peers (residents with similar home/building characteristics), presentation of 
the customer's current energy use versus their historical use, as well as customized and 
targeted messages to help the customer reduce energy use. The report will promote and 
recommend program and efficiency measures likely to benefit the customer based on individual 
household energy usage patterns. 

Components of Best Practice programs
There are not any established best practices for social marketing-type programs, as these 
represent a relatively new type (or at least, less-evaluated) form of DSM initiative. Based on ICF’s 
professional judgment and experience implementing DSM programs nationwide, we believe the 
following activities comprise best practices in the delivery of a Smart Energy Profile program: 

� A clear and careful experimental design. Precise measurement of program savings requires 
early coordination with an EM&V contractor to ensure that the test and control groups are 
properly selected.

� Longitudinal data collection. Evaluations can demonstrate that first year program savings are 
significant and very cost-effective. However, savings persistence is not as well understood. 
For the program to learn and improve over time, both test and control group energy use data 
should be tracked and evaluated once customers have stopped receiving the report.

� Identify and target high-use customers. Research has shown the biggest energy reduction 
comes from this group.

� Deliver information in the reports in a manner than minimizes the boomerang effect. Often, 
customers that find out their energy use is less than their peers can subsequently increase 
their energy use. Some programs have found that the means of delivering information about 
peer energy use can minimize this effect.14

                                               
14  Hunt Alcott. Social Norms and Energy Conservation. Departments of Economics and Sloan School of Management, 

Massachusetts Institute of Technology (MIT). October 2009.
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Summary of Best Practice programs
These programs are not necessarily best practice, for reasons discussed above. Rather, they 
represent two distinct approaches to Smart Energy Profiles implemented by program administrators. 

Connexus Energy in central Minnesota began implementing its HER program in 2008. 
Connexus’ program provides a monthly report to a large group of residential customers; the 
report contains two modules (1) The Social Comparison Module, which compares household 
electricity consumption over the past twelve months to the mean of its comparison group in the 
twentieth percentile, and (2) The Action Steps Module, which includes energy conservation tips 
(behavioral) and retrofit measures offered through Connexus’ other programs. A recent 
evaluation of Connexus’ HER program, which compared changes in household energy use in 
the test group to that of the control group (who did not receive the report) showed annual 
electricity savings of approximately two percent in the test group (those receiving the report for a 
year). 

Duke Energy Kentucky’s Personalized Energy Report (PER) pilot program also delivers
customized home energy use information to residential customers. The PER program is 
provided to qualified residential customers who complete a basic home energy survey, either 
on-line or mailed-in. The PER is then produced on-line, or mailed to participants, depending on 
the customer’s preference. The PER the report evaluates energy usage in the entire home and 
provides recommendations, many of which are very low cost, to the consumer who may later 
undertake some of these actions. Participants also receive six free CFLs.

Connexus’ program design and costs are very similar to the Companies’ proposed SEP 
program, as shown in Tables 15 and 16. Note that while the data shows higher first year market 
penetration for Connexus’ program, they are also a much smaller utility than the Companies,
totaling 96,000 residential customers. Because of the similarity in program design, we would 
expect the Companies’ program to perform similarly to Connexus’, as well to a similar pilot run 
by the Sacramento Municipal Utility District (SMUD), which also resulted in evaluated annual 
energy savings of approximately two percent in for the test group receiving the Smart Energy 
Profile.15

Based purely on program design, ICF believes that the Companies’ proposed energy report 
program is superior to Duke’s PER pilot. The SEP program will have significant market penetration, 
which will be challenging for the PER pilot to achieve since participants enroll voluntarily.

  

16

                                               
15  Summit Blue Consulting. Impact Evaluation of Positive Energy SMUD Pilot. May 2009.

The SEP 
program also contains a social marketing component (comparing peer energy use), which research 
shows has been very effective at reducing customer energy use. Further, the SEP program has a 
built-in experimental design that helps ensure precise measurement of participant savings.

16  Note that programs similar in design to the Companies’ have shown very low opt-out rates (less than one percent).
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Table 16: Smart Energy Profile Program Comparison

Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric LG&E / KU

Connexus Energy 
(Central Minnesota),
Home Energy Report

Program Start Year: 2008

Duke Energy Kentucky, 
Personalized Energy Report 

(PER)
Program Start Year: FY2009

Program Objective(s)

The objective of this program will 
be to educate customers about 
their energy consumption, 
encourage them to reduce 
consumption and empower them 
with tools, techniques and 
technology to use energy more 
wisely.

The objective of this program is to 
reduce customer home energy 
use through targeted, customized 
residential energy use education 
and marketing.

This program was designed to 
overcome market barriers 
amongst residential customers 
such as lack of consumer 
education and knowledge of 
specific ideas for reducing energy 
usage. The customized energy 
report is designed to help 
customers better manage their 
energy costs.

Target Market(s) Residential. High energy users.
Residential. Those receiving the 
report must have one full year of 
electricity bill history as of the 
program start.

Residential single family 
customers who have not received 
measures through Duke's Home 
Energy House Call or Residential 
Conservation & Energy Education 
programs within the last three 
years.

Market penetration 14% after Year 1, 50% after Year 
3 41% NA

Measures

There are no specific measures 
offered by this program beyond the 
provision of the home energy 
report. The report will recommend 
measures available through other 
LG&E / KU programs based on 
the customer's energy use profile.

There are no specific measures 
offered by this program beyond the 
provision of the home energy 
report. The report will recommend 
measures available through other 
utility programs based on the 
customer's energy use profile.

In addition to the home energy 
report, participating customers will 
also receive 6 free CFLs.

Incentive structure

There are no specific incentives 
offered by this program beyond the 
provision of the home energy 
report. The report will recommend 
incentives available through other 
LG&E / KU programs based on 
the customer's energy use profile.

There are no specific incentives 
offered by this program beyond the 
provision of the home energy 
report. The report will recommend 
incentives available through other 
utility programs based on the 
customer's energy use profile.

The report will recommend 
incentives available through other 
utility programs based on the 
customer's energy use profile. 
Participating customers will also 
receive 6 free CFLs.

Marketing

The report will promote and 
recommend program and efficiency 
measures likely to benefit the 
customer based on individual 
household energy usage patterns

The report will promote and 
recommend program and efficiency 
measures likely to benefit the 
customer based on individual 
household energy usage patterns

The paper PER program begins 
with a letter to the customer offering 
the paper PER if they return a short 
energy survey about their home.
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Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric LG&E / KU

Connexus Energy 
(Central Minnesota),
Home Energy Report

Program Start Year: 2008

Duke Energy Kentucky, 
Personalized Energy Report 

(PER)
Program Start Year: FY2009

Delivery

The Companies will use existing 
customer data, such as service 
point information, account 
information and current energy 
consumption to develop targeted, 
customer home energy reports that 
will be mailed to customers at 
regular intervals throughout the year 
(e.g. monthly). Elements that are 
presented in the report may include 
a comparison of the customer's 
home energy use vis-à-vis their 
peers (residents with similar 
home/building characteristics), 
presentation of the customer's 
current energy use versus their 
historical use, as well as 
customized and targeted messages 
to help the customer reduce energy 
use. The report will promote and 
recommend program and efficiency 
measures likely to benefit the 
customer based on individual 
household energy usage patterns.

The program mails a monthly 
report to participants separate from 
their utility bill. The report has two 
parts. The first part compares the 
customer's monthly energy use 
against that of their peers (similar 
households), and against their own 
historical energy use. The second 
part includes action steps that 
suggests behavioral and retrofit 
measures to reduce customer 
energy use; these suggestions are 
targeted to different households 
based on historical energy use 
patterns and demographic 
characteristics.

The customer completes an 
energy survey and this data is 
used to generate a personalized 
energy report based on 
information the customer provided. 
The report is either mailed to the 
consumer or created in real time 
online. The report evaluates 
energy usage in the entire home 
and provides recommendations, 
many of which are very low cost, 
to the consumer who may 
undertake some of these actions.

Discussion of the Companies’ versus Others’ Programs
The Companies’ proposed SEP program is an innovative customer education initiative based on 
social marketing concepts that have proven successful when applied to other business 
models.17 The SEP program is designed after comparable pilot programs implemented by other 
utilities across the nation that show promising evaluated savings results of approximately two
percent average annual savings per participant.18

ICF finds that the Companies’ proposed SEP program is designed consistent with similar 
innovative social marketing programs implemented in by other program administrators that have 

The Companies are in the advantageous 
position of not being the “guinea pig” implementing this innovative program while the program is 
still “cutting-edge” – to ICF’s knowledge, no other IOU in Kentucky has proposed the same 
program design. 

                                               
17  Research shows the peer pressure is a powerful motivator. The SEP program applies this research by presenting to the test

group their home energy use vis-à-vis. that of their “peers” (customers with similar homes).
18  Note that savings persistence attributable to this program is not well-understood.
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resulted in significant, very cost-effective residential energy savings. The Companies’ planned 
costs and savings are reasonable and consistent with that of similar programs. 

Connexus’ program design and costs are very similar to the Companies’ proposed SEP 
program, as shown in Tables 16 and 17. Note that while Table 15 shows higher first year market 
penetration for Connexus’ program, they are also a much smaller utility than the Companies,
totaling 96,000 residential customers. Because of the similarity in program design, we would 
expect the Companies’ program to perform similarly to Connexus’, as well to a similar pilot run 
by the Sacramento Municipal Utility District (SMUD), which also resulted in evaluated annual 
energy savings of approximately two percent in for the test group receiving the Smart Energy 
Profile. 

Based purely on program design, ICF believes that the Companies’ proposed energy report 
program is superior to Duke’s PER pilot. The SEP program will have significant market 
penetration, which will be challenging for the PER pilot to achieve since participants enroll 
voluntarily. The SEP program also contains a social marketing component (comparing peer 
energy use), which research shows has been very effective at reducing customer energy use. 
Further, the SEP program has a built-in experimental design that helps ensure precise 
measurement of participant savings. 

Conclusions
The Companies’ proposed SEP program is innovative and designed for success. In order to 
help ensure its success, ICF suggests that the Companies follow the best practices listed 
above. Further, persistence of savings is not well understood for these types of programs; 
therefore the EM&V plan should include an approach for estimating SEP program savings 
beyond the first year.
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Table 17: Smart Energy Profile Program Results Comparison

Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric

LG&E / KU Connexus Energy 
(Central Minnesota),
Home Energy Report

2008–2009

Duke Energy Kentucky,
Personalized Energy Report 

(PER)
FY2010

Year 1 Year 3 

Annual Energy 
Savings MWh 29,664 58,078 12,675 NA

Annual Demand 
Reduction kW 5,693 11,117 NA NA 

Annual Incentive 
Costs $0 $0 NA NA

Annual Non-Incentive 
Costs $1,370,800 $2,240,807 NA NA

Annual Budget $1,370,800 $2,240,807 $507,000 $153,000

Participants 105,000 205,000 39,000 NA

kWh/Participant 283 283 325 NA

kW/Participant 0.1 0.1 NA NA

% Budget incentive 
costs 0% 0% NA NA

% Budget non-
incentive costs* 100% 100% NA NA

% Budget EM&V 0% 0% NA NA

$/1st year kWh $0.05 $0.04 $0.04 NA

$/1st year kW $241 $202 NA NA

Cost/Participant $13 $11 $13 NA

NTG Ratio NA NA NA NA

*Includes % EM&V costs

Source(s): Hunt Alcott. Social Norms and 
Energy Conservation. 

Departments of Economics and
Sloan School of Management, 

Massachusetts Institute of 
Technology (MIT). October 

2009.

Duke Energy. Annual Status 
Report and Adjustment of the 

2009 DSM Cost Recovery 
Mechanism. Case No. 2009-

00444. Filed with the Kentucky 
Public Service Commission 

November 16, 2009.

Hamilton Consulting. Plans for 
EM&V, Duke Energy.
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5.2.2. Res identia l Incentives  
Description of the Companies’ Program
The Companies’ proposed Residential Incentives program will deliver a wide range of energy 
efficiency measures and services that are cost-effective, but are not included in the Companies’
other residential offerings. The program would promote and provide incentives for ENERGY 
STAR appliances, efficient HVAC equipment, and window film. ICF’s understanding is that the 
Companies are proposing to promote these measures not only because the measures are cost-
effective, but because the Companies received feedback from customers that there is demand 
for these efficient products. The Companies have conducted research on the relevant market 
channels and end-users and believes that it has sufficient understanding of the market to 
effectively deliver a program around these measures. 

Components of Best Practice Programs
Residential Incentives contains distinct program elements, each of which has unique best 
practices: these include elements of ENERGY STAR Products-type programs and Efficient 
HVAC-type programs:

Best practices of programs that promote ENERGY STAR products include:

� Leveraging of the ENERGY STAR brand. This can be achieved by becoming an ENERGY 
STAR Program Sponsor and/or building public awareness of the ENERGY STAR brand. 
Activities key to building ENERGY STAR brand awareness include:

a. Educating retailers and ensuring that ENERGY STAR is promoted on retail floors; and

b. Developing partnerships with suppliers.

� Spending incentive dollars upstream and midstream, where possible. Such a top-down 
approach helps transform the market throughout the product stream and makes participation 
easy for customers through point-of-purchase (instant) rebates.

The following summarizes components of program delivery common amongst best practice 
residential HVAC programs:

� The use of HVAC contractors as the main vehicle for program deployment. Contractors 
receive program training and are paid incentives for installing efficient units. This helps keep 
participation simple for customers. Contractors are also the main delivery method for window 
film installation.

� Training and education of HVAC distributors; 

� Quality Install (QI) training and incentives; 

� An AC tune-up element, or cross-promotion with an AC tune-up program; and

� A process for verifying contractor work, including on-site inspections. 

Summary of Best Practice Programs 
ICF choose three distinct program types to compare to the Companies’ proposed Residential 
Incentives program since the program contains elements of each of these program types, but is 
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not directly comparable to any one program type. The three best practice programs we selected 
are: San Diego Gas & Electric’s (SDG&E) Residential Retrofit Single Family program, the U.S. 
EPA’s Rapid Deployment Energy Efficiency (RDEE) Residential Efficient Heating and Cooling 
program (which was reviewed as a best practice program by the National Action Plan on Energy 
Efficiency in the course of EPA’s development of the RDEE Toolkit, in spring 2009), and the 
Residential Retail Products program, which is run jointly by Connecticut Light & Power (CL&P) 
and United Illuminating (UI).

SDG&E’s Residential Retrofit Single Family program is part of a California statewide program 
effort of the same name. In 2004, the Residential Lighting and Home Energy Efficiency Rebates 
(HEER) Programs were combined to form the Statewide Single-Family Energy Efficiency 
Rebate (SFEER) Program to streamline internal operations for the utilities. The SFEER 
Program includes a diverse array of energy efficiency measures including home improvement 
products, heating and cooling equipment, lighting, appliances, and pool equipment. The 2004-
2005 Program targeted all residential customers paying a Public Goods Charge and residing in 
dwellings of four units or less, including condominiums and mobile homes.19

The objectives of the RDEE Residential Efficient Heating and Cooling program are to increase 
sales of efficient (ENERGY STAR qualified, or better) heating and cooling equipment in replace-
on-burnout, retrofit, and new construction opportunities, and to improve the operating efficiency 
of equipment through tune-ups of existing units and Quality Installation (QI) of new units. HVAC 
contractors are the main vehicle for deployment of this program. Contractors must complete 
trainings for AC tune-ups (refrigerant charge, coil cleaning, filter change, and a blower speed
test), AC quality installation (proper sizing, refrigerant charge, and air flow test), furnace quality 
installation (proper sizing, air flow adjustment, furnace on-rate check), and other program 
requirements.

  

20

CL&P and UI’s Residential Retail Products program is essentially an ENERGY STAR Products 
program than provides incentives for CFLs and ENERGY STAR appliances. In both the lighting 
and appliances segments, the program uses Negotiated Cooperative Promotions (NCPs), which 
the Companies’ find to be a successful approach to increase stocking and sales of efficient 
products at considerably lower cost than traditional coupons and rebates. NCPs involve 
partnerships between the program and retailers and manufacturers and are structured with 
underlying memoranda of understanding (MOUs) that tie payment of incentives to the 
Companies’ receipt of store-level sales data.

  

21

                                               
19  Itron. 2004/2005 Statewide Residential Retrofit Single-Family energy Efficiency Rebate Evaluation. October 2, 2007.

Best Practice Benchmarking for Energy Efficiency Programs. Summary Profile Report. CA Single Family EE Rebates. 

  

http://www.eebestpractices.com/Summary.asp?BPProgID=R24E.
San Diego Gas & Electric Company – Statewide residential Single Family Home Energy Efficiency Rebates (PGC) – SDGE 
service area – IOU Statewide Program – Jan-06 Report.

20  U.S. EPA. Rapid Deployment Energy Efficiency Toolkit, Planning and Implementation Guides. October 2009.
21  Connecticut Light & Power and United Illuminating. 2009 Conservation and Load Management Plan. October 2008.
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Table 18: Residential Incentives Program Comparison

Best Practice 
Program: Market 

Maturity High

Best Practice 
Program: Market 

Maturity Mid

Best Practice 
Program: Market 

Maturity Mid-to-Low

Program Element/
Metric LG&E / KU

San Diego Gas & 
Electric (Sempra), 

Residential Retrofit 
Single Family 

Program
Program start year: 2001

U.S. EPA, 
Rapid Deployment 
Energy Efficiency

(RDEE) Toolkit, 
Residential Efficient 
Heating and Cooling 

Program
Program start year: NA

Connecticut Light & 
Power and United 

Illuminating, 
Residential Retail 

Products
Program start year: 2000

Program 
Objective(s)

Encourage customers 
to purchase various
ENERGY STAR 
products, HVAC 
equipment and window 
films.

Achieve energy savings 
and demand reduction.

The objectives of this 
program are to increase 
sales of efficient 
(ENERGY STAR 
qualified, or better) 
heating and cooling 
equipment in replace-
on-burnout, retrofit, and 
new construction 
opportunities, and to 
improve the operating 
efficiency of equipment 
through tune-ups of 
existing units and quality 
installation of new units. 

Build awareness, 
acceptance and market 
share of ENERGY 
STAR lighting, 
appliances and
electronics.

Target Market(s) Residential

All residential customers 
paying a Public Goods 
Charge and residing in 
dwellings of four units or 
less, including 
condominiums and 
mobile homes.

This program targets 
HVAC contractors and 
homeowners with 
central air conditioners 
and furnaces.

Residential

Market 
Penetration

Build to 20,500 rebates 
per year by Year 3 NA 4% after 3 years 2,409,313 (units)

Measures
HVAC, ENERGY STAR 
appliances, window 
films.

HVAC, lighting, 
appliances, home 
improvement products, 
pool pumps.

ENERGY STAR Heating 
and Cooling equipment. 
AC Tune-ups. Quality 
Install (QI) of HVAC units.

ENERGY STAR lighting 
(CFLs), appliances, and 
electronics

Incentive 
Structure

Incentives will be paid 
directly to customers via 
mail-in rebates.

Lighting, upstream 
(manufacturers). 
Appliances, midstream 
(retailers). HVAC, 
midstream (installation 
contractors). 

Incentives paid mid-
stream to HVAC 
contractors (typically 
50-75% of measure 
incremental costs)

Point of purchase and 
mail-in rebates.
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Best Practice 
Program: Market 

Maturity High

Best Practice 
Program: Market 

Maturity Mid

Best Practice 
Program: Market 

Maturity Mid-to-Low

Program Element/
Metric LG&E / KU

San Diego Gas & 
Electric (Sempra), 

Residential Retrofit 
Single Family 

Program
Program start year: 2001

U.S. EPA, 
Rapid Deployment 
Energy Efficiency

(RDEE) Toolkit, 
Residential Efficient 
Heating and Cooling 

Program
Program start year: NA

Connecticut Light & 
Power and United 

Illuminating, 
Residential Retail 

Products
Program start year: 2000

Marketing

Marketing will include 
retailer training and 
point-of-purchase 
displays, among other 
activities and collateral. 
A full marketing plan will 
be developed pending 
program approval.

Bill inserts direct mail, 
newspaper and radio 
advertising, email blasts, 
community events, and 
information from their 
web sites and phone 
centers. The IOUs also 
coordinated with market 
actors including 
manufacturers, 
distributors, retailers, 
contractors, and others.

Consumer collateral. 
Program Web site. 
HVAC contractor & 
distributor recruitment 
and training. Call center.

Direct mail. Publications 
in community and 
business newsletters. 
Attendance at ENERGY 
STAR sales events. 
General promotion of the 
ENERGY STAR label.

Delivery

The Companies will hire, 
through an RFP process, 
a 3rd party contractor to 
develop the appropriate 
application and 
documentation supporting 
customer purchases, 
provide QA/QC of rebate 
applications, and process 
rebate checks. All 
documentation will be 
submitted to the 
Companies for auditing 
and data retention. The 
Companies will have 
customer verification/audit 
rights as well.

For lighting, the 
program worked with 
lighting manufacturers 
to buydown the cost of 
CFLs. For appliances, 
the program worked 
with manufacturers to 
buydown the cost of the 
units in some areas; 
mail in rebates were 
used otherwise. For 
HVAC measures, the 
program worked with 
HVAC contractors, who 
received training and 
were paid incentives.

HVAC contractors are 
the main vehicle for 
deployment of this 
program.

Midstream and 
upstream partnerships 
with retailers and 
manufacturers - 
Negotiated Cooperative 
Promotions (NCPs).
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Discussion of the Companies’ versus Others’ Programs
In general, ICF finds that Companies’ analytical methodology leading to this proposed program 
is sound and consistent with our own experience planning similar programs in other 
jurisdictions, including Louisiana, Maryland, and Wisconsin. Further, ICF finds that the 
Companies’ planned costs and savings are reasonable and appropriate for a new program of 
this nature operating in a relatively immature market.

Residential Incentives contains some distinct elements of best practice programs described 
above. There are many models for delivering residential programs of this nature; some utilities 
combine all program elements into an umbrella residential mass market program that includes 
lighting, HVAC, appliances, and home performance; others include each of these as distinct 
programs; some utilities combine lighting and appliances into one ENERGY STAR Products 
program. Ultimately, each utility needs to package and market its programs in a manner that 
results in the most cost-effective savings that can be achieved within its own territory. The 
packaging usually changes over time as markets and technologies evolve; this is a key reason 
why it is important for program administrators to retain flexibility in how they deliver their 
programs. 

While ICF could not find one program exactly comparable to the Companies’ proposed 
Residential Incentives initiative, this is only because the Companies are packaging particular 
elements of their residential portfolio differently from other utilities. Further, the Companies’ cost 
and savings assumptions, which ICF reviewed and finds reasonable, show the program is cost-
effective.  

Conclusions
ICF suggests the Companies consider the following possible strategies for delivering each 
component of the proposed Residential Incentives program.

1. Coordinate and cross-promote the new HVAC equipment rebates together the existing AC 
tune-up program. This would allow the Companies to capitalize on their existing 
relationships with AC contractors developed through the AC tune-up program. 

2. Coordinate and cross-promote the appliance rebate and window film elements of the 
Residential Incentives initiative with the existing Residential High Efficiency Lighting 
program. This could allow new Residential Incentives elements (appliance, window film) to 
be co-branded along with CFLs, and allow the Companies to capitalize on existing retailer 
relationships achieved through the current CFL program. If the Companies plan on 
promoting window film as a low-cost DIY measure that will eventually replace some portion 
of CFL savings, window film should be promoted, where possible, in the same retail 
channels as CFLs (e.g. Lowe’s, Home Depot, hardware stores). 
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Table 19: Residential Incentives Program Results Comparison

Best Practice Program: 
Market Maturity High

Best Practice Program: 
Market Maturity Mid

Best Practice Program: 
Market Maturity Mid-to-

Low

Program 
Element/

Metric

LG&E / KU
San Diego Gas & Electric 

(Sempra), Residential 
Retrofit Single Family 

Program
2004–2005

U.S. EPA, 
Rapid Deployment Energy 
Efficiency (RDEE) Toolkit, 

Residential Efficient 
Heating and Cooling 

Program
2009

Connecticut Light & 
Power and United 

Illuminating, Residential 
Retail Products

Program start year: 2007
Year 1 Year 3 

Annual Energy 
Savings MWh 8,544 16,291 CFLs: 60,457 (net) Non-

lighting: 2,672 (net) NA 62,000

Annual 
Demand 
Reduction kW

1,477 3,042 CFLs: 4,450 (net) Non-
lighting: 1,257 NA 968

Annual 
Incentive 
Costs

$942,500 $1,772,500 $6,254,533 NA $4,438,000

Annual Non-
Incentive 
Costs

$642,852 $873,230 $1,907,380 NA $1,524,000

Annual 
Budget $1,567,352 $2,645,730 $8,161,914 NA $5,962,000

Participants 11,700 20,500 10,000 2,409,313

kWh/Participa
nt 730 795 NA 2,000 (varies by climate 

zone and fuel type) 26

kW/Participant 0.1 0.1 NA 0.2 
(varies by climate zone) <.01

% Budget 
incentive 
costs

60% 67% 77% 60% 74%

% Budget non-
incentive 
costs*

40% 33% 23% 40% 26%

% Budget
EM&V 5% 2% 3% 4% NA

$/1st year kWh $0.18 $0.16 $0.08 $0.17 $0.10

$/1st year kW $1,061 $870 $470 $1,900 $6,159

Cost/Participa
nt (rebate) $134 $129 NA $400 $2

NTG Ratio 0.87 (average across all 
measures types)

CFLs: 0.62 Non-lighting: 
0.56 0.80 NA
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Best Practice Program: 
Market Maturity High

Best Practice Program: 
Market Maturity Mid

Best Practice Program: 
Market Maturity Mid-to-

Low

Program 
Element/

Metric

LG&E / KU
San Diego Gas & Electric 

(Sempra), Residential 
Retrofit Single Family 

Program
2004–2005

U.S. EPA, 
Rapid Deployment Energy 
Efficiency (RDEE) Toolkit, 

Residential Efficient 
Heating and Cooling 

Program
2009

Connecticut Light & 
Power and United 

Illuminating, Residential 
Retail Products

Program start year: 2007
Year 1 Year 3 

*Includes % EM&V costs Source(s) Itron. 2004/2005 Statewide 
Residential Retrofit Single-

Family energy Efficiency Rebate 
Evaluation. October 2, 2007.

Best Practice Benchmarking for 
Energy Efficiency Programs. 
Summary Profile Report. CA 
Single Family EE Rebates.

http://www.eebestpractices.com/
Summary.asp?BPProgID=R24E

. Retrieved 11-09.
San Diego Gas & Electric 

Company – Statewide 
residential Single Family Home 

Energy Efficiency Rebates 
(PGC) – SDGE service area – 

IOU Statewide Program –  
Jan-06 Report.

U.S. EPA. Rapid Deployment 
Energy Efficiency Toolkit, 

Planning and Implementation 
Guides. October 2009.

Connecticut Light & Power and 
United Illuminating. 2009 
Conservation and Load 

Management Plan. October 
2008.
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5.2.3. Res identia l Refrigera tor Removal 
Description of the Companies’ program
The objectives of the Companies’ proposed Residential Refrigerator Removal program are to 
remove and recycle old and inefficient working secondary refrigerators and freezers from the 
grid, and to reduce environmental impacts associated with improper appliance disposal. The 
Companies’ proposed program is based on a proven, cost-effective program design that has 
been run successfully by numerous program administrators around the country. 

Components of Best Practice Programs
The following summarizes components of program delivery common amongst best practice 
residential appliance recycling programs; best practice programs:

� Partner with an experienced appliance recycling company who can provide cost-effective, 
turn-key program services. 

� Have procedures in place (e.g., random inspections) to ensure that participants’ units are 
working and in-use prior to pick-up.

� Ensure that scheduling is made simple for customers and that pick-ups are timely.

� Cross-promote other utility programs.

� Plan with evaluators early to ensure they have access to an appropriate sample of units for 
data logging.

Summary of Best Practice Programs
ICF chose two existing programs to compare against the proposed program: Oncor’s 
Refrigerator Round-Up program, and Southern California Edison’s (SCE) Appliance Recycling 
program. These programs represent best practice in program implementation in two different 
energy efficiency markets, one more mature (California) and one less mature (Texas). Both 
these programs partner with appliance recycling companies who provide turn-key program 
services, including:

� Scheduling

� Pick-up

� Recycling

� Program tracking

� Incentive fulfillment

� Assistance with program marketing

Oncor partners with the Appliance Recycling Centers of America (ARCA) to implement the 
Refrigerator Roundup program, which launched in 2004. The program offers an incentive of $50 
per working unit to customers. In 2008, the program recycled nearly 5,000 refrigerators and 
freezers in the Dallas region.
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SCE’s Appliance Recycling Program launched in 1994, and partners with both ARCA and JACO
Environmental to manage the program’s recycling services. This program removes over 
100,000 old units from the grid in the Southern California region every year.

Table 20: Residential Refrigerator Removal Program Comparison

Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric LG&E / KU

Oncor, 
Refrigerator Round-up
Program Start Year: 2004

Data year(s): 2008

Southern California Edison, 
Appliance Recycling Program

Program Start Year: 1994
Data year(s): 2004–2005

Program Objective(s)

Remove and recycle old and 
inefficient working secondary 
refrigerators and freezers from 
the grid. Reduce environmental 
impacts associated with 
improper appliance disposal.

Remove operating spare 
refrigerators and freezers from 
customers’ homes.

Reduce customer bills. Remove 
inefficient units from the grid. 
Reduce CFC emissions. 
Eliminate “hassle factor” of 
removing appliance(s) for 
customers. 

Target Market(s) Residential Residential Residential and small business

Market Penetration Build to 10,000 units per year 
by Year 3

4,900 units recycled 120,000 units recycled

Measures
Refrigerator and freezer 
removal and recycling

Refrigerator and freezer 
removal and recycling

Refrigerator and freezer 
removal and recycling; limit of 2 
units per customer per year; 
window ACs also eligible

Incentive Structure
$30 per working unit $50 per working unit $35 per working unit (note: this 

amount was increased to 
$50/unit in 2006)

Marketing Targeted direct mail; full 
marketing plan developed

Direct mail, website, mass 
media, appliance dealers

Direct mail, media outlets; 
website, appliance dealers

Delivery
Turn-key program 
implementation through 
appliance recycling company.

Turn-key program 
implementation through 
appliance recycling company.

Turn-key program 
implementation through 
appliance recycling company.

Discussion of the Companies’ versus Others’ Programs
The Companies’ proposed program is very similar in design to the example programs, as shown 
in the table below.22

                                               
22  ADM Associates et al. Evaluation of the 2004-2005 Statewide Residential Appliance Recycling Program. Final Report. April 2008. 

Southern California Edison – Residential Appliance Recycling – SCE service area – IOU Statewide Program – Jan-06 Report

The Companies propose that an established appliance recycling company 
will provide turn-key program services. All similar programs use this program delivery method, 
to ICF’s knowledge. There are only two major appliance recycling companies in the U.S. who 
are experienced at working with utilities on efficiency programs. The Companies will benefit 
from lessons learned by either of these firms should it move forward with this initiative. 
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At this planning stage, the only difference between the proposed program and the example 
programs’ is the incentive level. The Companies’ proposed incentive is somewhat lower than 
incentives offered by other utilities; however ICF believes that the Companies’ proposed 
incentive is appropriate in initial program years within the Companies’ territory, which is a 
relatively immature market for energy efficiency. Because the program has not been offered 
before, customers will likely find an incentive of $30 for removing and properly disposing of their 
old appliance to be an attractive offer. Note that SCE’ per unit incentive in 2004-2005 was $35, 
when the program was new, and was increased in subsequent years.

In general, ICF finds that the Companies’ planning assumptions for program costs and savings 
are reasonable and appropriate. As shown below, based on The Companies’ proposed program 
costs and net savings estimates, The Companies’ program will cost approximately $0.27 per 
kWh in Year 1, which is similar to the net cost of SCE’s program; Oncor’s cost per kWh is 
somewhat lower, although Oncor’s savings estimates do not include free-riders (which, if 
included, would drive cost-effectiveness down). The Companies’ total cost per unit ($204) is 
also higher than SCE’s ($158), though not unreasonably high.23

Conclusions
The Companies’ proposed Refrigerator Recycling program contains many elements of best 
practice programs and the planned cost and savings are reasonable for such a program 
entering a relatively immature market. Although we believe the program plan generally reflects 
best practices, below, ICF provides some suggestions for The Companies’ consideration 

1. Establish a procedure for ensuring program compliance. The primary concern here is 
ensuring that the vendor is paying incentives only for working units.

2. Work with an evaluator from the start. Typically, program savings are estimated through a 
combination of data logging and participant and non-participant surveys. The evaluator will 
need to work with the recycling vendor to have a sample of units set aside for data logging.

3. Cross promote other programs. This program results in customer contacts at a number of 
points in the participation process, each of which provides an opportunity to promote other 
efficiency programs; one obvious synergy is the Residential Rebate program, which rebates 
ENERGY STAR appliances, including refrigerators and freezers.

                                               
23 ADM Associates et al.
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Table 21: Residential Refrigerator Removal Program Results Comparison

Best Practice Program: 
Less Mature Market

Best Practice Program: 
More Mature Market

Program Element/
Metric

LG&E / KU Oncor, 
Refrigerator Round-up
Program Start Year: 2004

Data year(s): 2008

Southern California Edison, 
Appliance Recycling Program

Program Start Year: 1994
Data year(s): 2004–2005Year 1 Year 3 

Annual 
Energy Savings MWh 3,000 7,500 7,131 (gross) 120,949 (net)

Annual 
Demand Reduction kW 339 849 1,100 (gross) NA

Annual 
Incentive Costs $120,000 $300,000 $471,416 NA

Annual
Non-Incentive Costs $695,800 $1,655,829 $89,316 NA

Annual
Budget $815,800 $1,955,829 $560,732 NA

Participants 4,000 10,000 4,900 (units)

kWh/Participant 750 750 1,466 per refrigerator (gross; 
1,701 per freezer (gross)

1,776 per refrigerator (gross; 
1,415 per freezer (gross)

kW/Participant 0.1 0.1 0.26 per refrigerator (gross;
0.18 per freezer (gross) NA

% Budget
Incentive Costs 15% 15% 84% 88%

% Budget
Non-Incentive Costs 85% 85% 16% 12%

% Budget
EM&V 0% 0% NA 3%

$/1st Year kWh $0.27 $0.26 $0.16 $0.22

$1st Year kW $2,414 $2,304 $956 $1,298

Cost/Participant $204 $196 $114 per unit $158 per unit

NTG Ratio 1.00 1.00 NA 0.72

*includes %EM&V costs Source(s): Oncor 2009 Energy Efficiency 
Plan and Report. April 1, 2009

ADM Associates, et al. 
Evaluation of the 2004–2005

Statewide Residential 
Appliance Recycling Program.

Final Report, April 2008.
Southern California Edison – 

Residential Appliance Recycling 
– SCE Service Area — IOU 

Statewide Program — January 
2006 Report
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6. Overall Conclusions 
Our review of the Companies’ portfolio, and the context in which they were developed, leads us 
to the following conclusions: 

� The Companies’ proposed portfolio is consistent with evolving federal and state policies. In 
addition, the portfolio contains many elements of best practices, including cost-effectiveness, 
broad targeting, and flexible design.  

� The Companies should commission a potential study or market characterization study, an 
action item the governor has also proposed for the state in his energy plan. The study results 
could be used to help plan programs that capture savings where potential is greatest and/or 
most cost-effective.

� Based on a market characterization study of the commercial sector, the Companies should
develop additional programs targeting the commercial sector. Though the Companies 
continue to offer cost-effective programs, the portfolio could improve its cost-effectiveness 
through additional commercial programs. These could be achieved through the continuation 
of proven program types related to lighting, HVAC, and motors measures, or through the 
identification and targeting of customers interested in custom projects.

Our review of the Companies’ proposed programs leads us to the following conclusions:

� Load Control Management - The Companies currently operate a successful load control 
program for residential and commercial customers, and are appropriately proposing to 
increase incentives to increase participation. The Companies should also consider and 
promote additional program options that would result in greater participation, lower program 
unit costs, and greater cost-effectiveness. Examples of these options include an enhanced 
incentive structure (that targets larger and high-use customers), multiple control options, and 
a real-time pricing element. In addition, because the program has significant market 
penetration, the Companies can use points of contact with these current participants to 
market other programs. In addition, the Companies’ experience with demand response 
programs will help to develop a successful and cost-effective strategy for any eventual AMI 
deployment. 

� Commercial Conservation / Commercial Incentives - The Companies should ensure that the 
audits are comprehensive and are continuing to motivate customers to participate in the 
program. In addition, the Companies should monitor the incentive structure and participation 
to ensure a broad mix of customer participation, which will result in cost-effective savings and 
achievement of program goals. The Companies should also continue to add prescriptive 
measures and work with trade allies to ensure their continued participation with and 
promotion of the program. In the future, the Companies should consider incorporating the 
EPA’s Portfolio Manager benchmarking tool to provide customers with ongoing and post-
project information regarding facility usage and savings. Since this initiative requires 
investment in equipment and personnel, the Companies should implement it once the 
expanded program has been running for a few years. This will allow the tool to be applied to 
a larger participant base, and ensure greater persistence of energy savings.

� Residential Conservation/Home Energy Performance program - The Companies should 
continue to consider Program Sponsorship through the EPA, in order to take advantage of 
existing resources and expand program participation. The Companies should also consider 
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the benefits of sponsorship in the context of a program design that uses the resource 
acquisition model, the market transformation model, or a hybrid approach (where the 
resource acquisition model evolves into the market transformation model). Through the 
market transformation model, the Companies would be able to build the program 
infrastructure and contractor network and reduce their day-to-day involvement. The 
availability of more contractors will increase competition, decrease customers’ costs, and 
decrease the Companies’ program costs. 

� Low Income Weatherization (WeCare) program – The Companies should continue to 
coordinate carefully with local WAP and LIHEAP programs to ensure that WeCare’s services 
complement those provided by the federal programs. Consistent with existing practice, the 
Companies should ensure that program funding is stable and consistent over time. The 
Companies should also continue to modify program offerings, based on EM&V or TPR, and 
existing market conditions and demand. To the extent that this program is similar to the 
Residential Conservation/Home Energy Performance program, in terms of measure types 
and contractor networks, the Companies should identify and implement additional cost 
efficiencies.

� Smart Energy Profile – ICF concludes that the SEP program’s social marketing component 
will result in significant participant savings, and its built-in experimental design will help 
ensure precise measurement of these savings. As behavior-based programs gain entry into 
utility portfolios, the Companies should develop relationships with program implementers and 
utility program managers in order to adjust the design and delivery, or gain experience for 
their SEP program. The Companies should also incorporate other innovative pilots or 
programs, such as an in-home display program, into their portfolio. 

� Residential Incentives – The Companies should coordinate and cross-promote their new 
residential programs with their existing residential programs. For example, the new HVAC 
equipment component is complementary with the existing AC tune-up program. This would 
allow the Companies to capitalize on their existing relationships with AC contractors. The 
Companies should also coordinate and cross-promote the appliance rebate and window film 
elements with the existing Residential High Efficiency Lighting program. This could allow new 
Residential Incentives elements (appliance, window film) to be co-branded along with CFLs, 
and allow the Companies to capitalize on existing retailer relationships achieved through the 
current CFL program. 

� Refrigerator Recycling - ICF concludes that the program contains many elements of best 
practice programs and the planned cost and savings are reasonable for such a program 
entering a relatively immature market. ICF also suggests that the Companies establish 
procedures to ensure that the vendor is paying incentives only for working units. ICF also 
recommends that the vendor work with an evaluator from the start, in order to have a sample 
of units set aside for data logging. In addition, similar to the other residential programs, the 
Companies should engage in cross promotion. This program results in customer contacts at 
a number of points in the participation process, each of which provides an opportunity to 
promote other efficiency programs.


