
Kent W. Blake 
Director 
State Regulation and Rates 

February 6, 2006 

LG&E Energy LLC 
220 West Main Street 
Louisville, Kentucky 40202 
502-627-2573 
502-2 17-2442 FAX 
kent~blake@lgeenergy.corn 

Elizabeth OYDoiiriell 
Executive Director 
ICeiltucky Public Service Coinmis~io~~ 
2 1 1 Sower Boulevard 
Frainltfort, ICentucky 4060 1 

RE: The Plarl o f  Lor~isville Gas nrzd Electric Corizyarll~ for the Vnlire Delivery Sirrcredit 
Meclz nrz isnz s 
Case No. 2005-00352 

Dear Ms. O'Doruiell: 

Ellclosed please find ail original and seven (7)  copies of Louisville Gas and Electric 
Compaiiy's ("L,G&E") response to the Coinrnissioii Staff's Tliird Data Request dated Jail~~ary 
25, 2006, in tlie above-referenced case. 

Sl~ould you have ally questions coiicei-ning tlie ellclosed, please do not hesitate to coiltact me. 

Sincerely, 

cc: Elizabeth E. Blacltford 
Michael L. ICurtz 
David F. Boeluni 

In December 2005, LG&E E~iergy LLC was lenamed E ON U S LLC 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2005-00352 

Response to Commission Staffs Third Data Request Dated January 25,2006 

Question No. 1 

Responding Witness: Kent W. Blake 

Q-1. Refer to page 2 of the Rebuttal Testimony of Kent W. Blalte ("Blalte Testimony") 
and Item 7(c) of LG&E7s response to the Colnrnission Staffs Supplemeiltal Data 
Request ("Staffs Supplemental Request") of November 14, 2005. The seilteilce at 
lines 5-7 of the Blake Testii~iony reads, "The Companies have talcell the position 
that the VDT Surcredit mecl~anisrn has served its purpose during its ten11 and 
should now be allowed to expire." The sentence at lines 10-12 reads, "In tlieir 
plans filed with tlie Commission in these proceedings, tlie Cornpallies have 
proposed detailed steps for customers to receive 100 perceiit of tlze savings from 
the VDT initiative after expiratioii of the existing VDT Surcredit mecha~lism." 
The data response reads, "The savings associated with the WSP and related value 
delivery initiatives were reflected in tlze Company's net operating income for tlle 
test year ended September 30, 2003, which was used in determining the reveriue 
requirement in the Compaily's last general rate case. The test year also reflected 
the amortization of the costs to achieve those savings and the sharing of those 
savings between customers and the shareholder." 

a. How has the explanation included in the response to Item 7(c) of the Staffs 
Supplement Request beell incorporated into L,G&E's decision to request that 
the VDT surcredit ineclia~iislli be tenninated? 

b. Describe the extent to which the treatment of items related to the Worltforce 
Separation Program ill LG&E's last general rate case supports its conte~ltio~i 
that the "VDT Surcredit mechanism has served its purpose" and that it has 
proposed "detailed steps for customers to receive 100 percent of the savings 
from the VDT initiative after expiration of the existing VDT Surcredit 
inecl~anism." 

A-1. The Company has combined its responses to questions (a) and (b) below. The 
responses to both questions relate directly to the Company's position in this 
proceeding and were combined to provide t l~e  appropriate context. 
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a. and b. 
As indicated in the response to Item 7(c) of L,G&EYs response to the 
Con~mission Staffs Supplenlental Data Request of November 14, 2005, and 
the table on page 5 of the direct testimony of Kent Blalte filed with L,G&EYs 
application in this proceeding on September 30, 2005, the Company 
recognizes that, to the extent actual savings from the VDT initiative were 
exactly equal to the estil~iated savings included in the October 31, 2001 
written and unanimous Settlement Agreement in Case No. 200 1-1 69' ("200 1 
Settlement Agreement"), tlie initiative did not impact base rates. To the extent 
actual savings exceeded those estimates, they were reflected in base rates in 
the Coinpaiiy's last electric and gas rate cases. 

At the request of the KIUC and AG, the 2001 Settlement Agreemeilt provided 
that the customers' share of the estimated net savings would be provided via 
the surcredit rnecha~~ism over a 60-montl~ period in order to guarantee that 
custolners would receive net savings from the initiative during the 
axnortization period of related costs regardless of whether the initiative 
actually provided such net savings. 

The surcredit rneclia~lism has thus served its purpose by providing these 
guaranteed net savings to customers while the related costs were being 
amortized over that 60-month period and should now be allowed to expire as 
origiilally provided for in the 2001 Settlement Agreement. Following t l~e  
expiration of the surcredit mechanism and the cost ainortizatiori period, the 
savings associated with the VDT initiative will be treated like other 
operational savings the Company is able to realize. That is, they will be 
considered as part of the overall financial returns of tlle Company ill any 
revenue requirements analysis to determine whether base rates are fair, just 
and reasonable. 

The Company has presented evidence in this proceeding that demonstrates the 
Company's electric rates will remain fair, just and reasonable while gas rates 
will remain below the level most recently authorized by the Cornmission after 
the expiration of the VDT Surcredit mecl.ianism. Following the expiration of 
the surcredit mecl~a~~ism and the completiori of the cost amortization, 
customers will begin to effectively receive 100% of the gross savings from the 
VDT initiative effective April 1, 2006 because the savings to customers would 
offset other increases in the cost of providing service such that base rates 
remain constant. 

hr the Mutter of. Ar~rllrnl En1 rlrrlgs Slrnrirrg Il.lechnrli.srrl Filing of L.orrisville Gos nrld E1ectr.r~ Corl~pnry, Case No 2001 -054; Arlrrrrnl 
Enrrrirlgs Sl~nrir~g hfecllnr~isr~r Filirrg of Kerrtrrch7~ Utilities Corrrpor,)j, Case No 2001 -055; Applicntiorl of Ker~tltckjl Utilities Corr~pnr~~ 
for or1 Order /Ipprovirrg Revised Deprecintiorl Xntes, Case No. 2001 -140; Applicntiorr ojLoitisviNe Gn.9 nrrd Elecft.tc Cor~rpnny for ml 
Order Approviirg Revised Deprecintioir Rntes, Case No 2001-141; Joirlt Applicntiorl of Loui,sville Gns nr~d Electric Corrlpnrl)~ nrld 
Kerltrrckj~ Utilities Conlpnrzj~ for nn Order Approvirlg Propo.sed Defei.r.ed Debits nrid Declnring the Arrlortizntiorr of the Deferred 
Debits to be Irlclrtded in Enrrlirrgs Sllnrirlg Mecl~orrrsn~, Case No. 2001-169, Comtmission's Order dated December 3, 2001 
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The Colnpany goes on to stipulate on page 6 of Mr. Blake's direct testimony 
that in subsequent base rate cases the Company's net operating income will 
not reflect the VDT cost amortization or smcredits nor will the Company 
include a pro-forrna adjustment to retain the sl~arel~olders' portion of tliese 
savings. Just as the Company's pro-forma analysis filed in this proceeding 
shows that base rates will be at such a level upon expiratio11 of the VDT 
surcredit mechanism that effectively provides 100% of the gross VDT savings 
to custolners, the Company's next base rate case after tliat date will directlv 
reflect this in the calculation of the Company's revenue requirement. 


