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MAY 0 4 2007 COMMONWEALTH OF KENTUCKY 
PUBLIC ~t61ViCE 

BEFORE THE PUBLIC SERVICE COMMISSION COMMISSIOM 

In the Matter of: 

APPLICATION OF KENTUCKY 1 
UTILITIES COMPANY FOR AN ORDER 
AUTHORIZING INCLUSION OF 1 
INVESTMENT TAX CREDITS IN 
CALCULATION OF ENVIRONMENTAL ) 
SURCHARGE AND DECLARING ) 
APPROPRIATE RATEMAKING ) 
METHODS FOR BASE RATES 1 

) 

) CASE NO. Z007-&0 17g 

APPLICATION OF 
KENTUCKY UTILITIES COMPANY 

Kentucky Utilities Company (“KU”) hereby petitions the Kcntucky Public Service 

Commission (“Commission”) by application, pursuant to 807 KAR 5:001, to issue a 

declaratory order approving (1) the inclusion in the calculation of the environmental 

surcharge of that portion of KU’s advanced coal project investment tax credit that is related 

to environmental projects approved for recovery through the environmental surcharge, (2) the 

revised ES Forms 2.00 and 2.10, and (3) the proposed rate base and capitalization treatments 

of the investment tax credit and the proposed allocation of Kentucky jurisdictional rate base 

to be the appropriate ratemaking methods for the determination of base rates. In support of 

this Application, KU states as follows: 

1. Address: The Applicant’s full name and business address is: Kentucky 

Utilities Company, One Quality Street, Lexington, Kentucky 40507. KU’s mailing address is 

Kentucky Utilities Company c/o Louisville Gas and Electric Company, Post Office Box 

32010,220 West Main Street, Louisville, Kentucky 40232. 

2. Articles of Incorporation: A certified copy of KU’s Articles of Incorporation 

are on file with the Commission in Case No. 2005-00471, In the Mutter of Application of 



Louisville Gas and Electric Company and Kentucky Utilities Company for Aulhority to 

Transfer Functional Control of their Transmission System, filed on November 18, 2005, and 

is incorporated by reference herein pursuant to 807 KAR 5:001, Section 8(3). 

3. KU is a public utility, as defined in KRS 278.010(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 
Anderson 
Ballard 
Barren 
Bath 
Bell 
Bourbon 
Boyle 
Bracken 
Bullitt 
Caldwell 
Campbell 
Carlisle 
Carroll 
Casey 
Christian 
Clark 
Clay 
Crittenden 
Daviess 

Edmonson 
Estill 
Fayette 
F 1 em i n g 
Franklin 
Fulton 
Gallatin 
Garrard 
Grant 
Gray son 
Green 
Hardin 
Harlan 
Harrison 
Hart 
Henderson 
Henry 
Hiclunan 
Ilopkins 

Jessamine 
Knox 
Larue 
Laurel 
Lee 
Lincoln 
Livingston 
Lyon 
Madison 
Marion 
Mason 
McCracken 
McCreary 
McLean 
Mercer 
Montgomery 
Muhlenberg 
Nelson 
Nicholas 

Ohio 
Oldham 
Owen 
Pendleton 
Pulaski 
Robertson 
Rockcastle 
Rowan 
Russell 
Scott 
Shelby 
Spencer 
Taylor 
Trimble 
Union 
Washington 
Webster 
Whitley 
Woodlord 

4. On December 17, 2004, KU and Louisville Gas and Electric Company 

(“LG&E”) (collectively, the “Companies”) applied for, and by Order dated November 1, 

2005, in Case No. 2004-00507, the Commission granted, a certificate of public convenience 

and necessity to construct Trimble County Unit No. 2 (“TC2”).’ TC2 will be a state-of-the- 

‘ In the Matter of Joint Application of Louisville Gas and Electric Company and Kentucky Utilities Company 
for a Certificate of Public Convenience and Necessily, and a Site Compatibility Certificate, for the Expansion of 
the Trimble Counly Generating Station, Case No. 2004-00507. 
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art, super-critical, pulverized coal-fired generating unit that will employ the latest technology 

to achieve extraordinary efficiency and low environmental impact. 

5. On August 8, 2005, the federal Energy Policy Act of 2005 became law. 

(Energy Policy Act of 2005, 42 U.S.C. $5 15801-16524 (2005)). The Act created several 

investment tax credits designed to spur the development and construction of certain kinds of 

generation facilities. One such credit is the Qualifying Advanced Coal Project Credit (see 26 

U.S.C. 5 48A), which allows the Secretary of the Treasury to grant up to $1.3 billion in tax 

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

projects and $500 million for projects using other advanced coal-based generation 

technologies. 

6. The Qualifying Advanced Coal Project Credit statute (26 U.S.C. 5 48A) sets 

out two key categories of criteria for eligibility to receive an advanced coal-based generation 

technology credit (“‘05 EPA ITC”): high-efficiency and low-emissions. Specifically, to 

qualify a project must: (1) have a “design net heat rate of 8530 BtdkWh (40 percent 

efficiency)”; and (2) be designed to remove 99% of sulfur dioxide and 90% of mercury, and 

emit no more than 0.07 Ibs of nitrous oxide and 0.015 Ibs of particulate matter per MMBtu? 

The qualifying advanced coal project also must meet these general criteria: have a nameplate 

rating of 400 Mw or greater, use at least 75% coal for fuel, have 50% or more electrical 

power output, and be located at one site. 

7. In response to the enactment of26 U.S.C. 5 48A, on March 13,2006, the U.S. 

Internal Revenue Service issued Internal Revenue Service Notice 2006-24 (“Notice”), which 

“establishe[d] the qualifying advanced coal project program under 5 48A(d) of the Internal 

Revenue Code.” Among other things, the Notice set out the procedures for applying for the 

26 U.S.C. 5 48A(f) 
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’05 EPA ITC. (A copy of Internal Revenue Service Notice 2006-24 is attached hereto as 

Exhibit 1 .) 

8. On June 28, 2006, KU and LG&E jointly filed an application with the U.S. 

Department of Energy (“DOE) to obtain a $125 million ‘05 EPA ITC for the construction of 

TC2. In their application, the Companies described in detail TC2’s design, and particularly 

why it meets the requirements of 7 6 above (among others). (A copy of the DOE application 

(without its  attachment^)^ is attached hereto as Exhibit 2.) On September 27, 2006, the 

Companies submitted an application for the credit to the US. Internal Revenue Service 

(“IRS”), along with additional certification documents that, if the IRS approved the 

Companies’ application, would allow the Companies to begin claiming the tax credits as 

eligible expenditures are made.4 (A copy of the IRS application (without its Exhibit 1 

attachment)’ is attached hereto as Exhibit 3.) On October 27, 2006, the IRS notified the 

Companies that the TC2 project received DOE certification. (A copy of the IRS certification 

letter is attached hereto as Exhibit 4.) 

9. On November 29, 2006, the IRS informed the Companies that it too had 

accepted the Project’s application and had allocated a total advanced coal project credit of 

$125 million. (A copy of the decision is attached hereto as Exhibit 5.) 

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

According to the IRS, at this time, the request for “certification” of the TC2 generation facility (e.g., evidence 
that all permits have been obtained, major contracts completed, etc.) is under review and consideration at the 
Houston IRS Field Office for appropriate action. Certification must be received within two years of being 
allocated the credit, but does not prohibit the Company from claiming progress expenditures at this time. The 
approval of the certification application is not expected to be an issue bccause TC2 is already under 
construction. ’ Exhibit 1 to the IRS Application is the DOE Application referenced in this filing as Exhibit 2. 

4 
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10. On March 22, 2007, the IRS approved a Closing Agreement required in 

connection with claiming the $125 million tax credit. (A copy of the Closing Agreement is 

attached hereto as Exhibit 6.)6 

1 1. The relevant part of the ‘05 EPA ITC statute provides that any property that is 

part of an advanced coal-based generation project is “eligible property”, the basis of which is 

a qualified investment upon which a 15% credit may be ~ la imed .~  The statute further 

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

in service; however, the law also malm provision for “qualified progress expenditures” that 

allow the credits to be claimed in the years that the Companies make expenditures for certain 

“eligible property.”* The Companies anticipate that nearly all of their approximately $988 

million in TC2 costs will be “qualified progress expenditures,” meaning that the Companies 

will be able to take their 15% credit for the tax years in which they make the expenditures. 

Because the anticipated tax basis for TC2 is projected to be $988 million, the Companies 

anticipate that they will be able to avail themselves of the full $125 million ‘OS EPA ITC 

they have been awarded. 

12. Because Illinois Municipal Electric Agency and Indiana Municipal Power 

Agency will not receive any portion of the ‘05 EPA ITC, KU and LG&E will share the credit 

in proportion to their respective ownership interests in TC2. Thus, KU’s pro rata share of the 

‘05 EPA ITC will be 81 percent of $125,000,000, which is $101,250,000. 

13. KU must give its pro rata share of the ‘OS EPA ITC the same rate treatment 

that it had afforded all post-1971 investment tax credits pursuant to an election I W  made 

The IRS sent the Closing Agreement on March 30, 2007; LG&E and I<U received the IRS letter with the 
Closing Agreement on April 9,2007. 
’See 26 U.S.C. 5 48A(a)(2), (b)( 1) & (c)(3) .  

See 26 U.S.C. $48A(b)( 1) & (3). 
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under former 26 U.S.C. 5 46(f) in 1972, namely that I<U will reduce its rate base by the 

amount of the credit it receives. (This is sometimes referred to as the “ratable restoration” 

method). Although 26 U.S.C. 5 46(f) has since been repealed, it continues to apply to new 

investment tax credits such as the ‘05 EPA ITC through current 26 U.S.C. 5 50(d)(2). 

Moreover, Internal Revenue Service Notice 2006-24 Section 2.05 explicitly states that 26 

U.S.C. 5 50 applies to this credit, thus requiring I<U to continue to normalize such credits in 

its traditional fashion. Failure to normalize the credit would result in KU’s having to forfeit 

the credit, among other possible negative  consequence^.^ 

14. The rate treatment KU must afford the ‘05 EPA TTC pursuant to its election 

under former 26 U.S.C. 5 46(f) is long-standing and well-acknowledged as appropriate and 

necessary by the Commission. As early as 1981, in Case No. 8177 (a KU rate case), the 

Commission recognized that the appropriate treatment for an investment tax credit for KU 

was to reduce rate base by the amount of the credit.” Just a year and a half later in a separate 

I<U rate case (Case No. 8624), the Commission approvingly recalled Case No. 8177, stating, 

“The 3 percent investment tax credits were included as a reduction to the rate base in Case 

81 77,” and again included the investment tax credits at issue as a reduction to rate base.” In 

IW’s latest rate case, Case No. 2003-00434, the Commission again recognized that 

investment tax credits appropriately reduced rate base.” This rate treatment of KU’s 

investment tax credits is, therefore, both required by federal law and long-recognized by the 

Commission. 

’See  current 26 U.S.C. $50(d)(2) and former 26 U.S.C. $ 46(0. 
In the Matter of General Adjustment of Electric Rates of Kentucky Utilities Company, Case No. 8 177, Order 

at 10-1 I (September 11, 1981). 
In the Matter of General Adjustment of Electric Rates of Kentucky Utilities Company, Case No. 8624, Order 

at 3 (March 18, 1983). 
I‘ In the Matter of an Adjustment of the Electric Rates, Terms, and Conditions of Kentucky Utilities Conzpany, 
Case No. 2003-00434, Order at i 5 (June 30,2004). 

10 
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15. To normalize its portion of the ‘05 EPA ITC, ICU will record (separately or as 

part of other periodic tax entries) on its financial statements: (1) a debit in FERC Account 

No. 236 - Taxes Accrued and a credit in FERC Account No. 409 - Federal Income Tax 

Expense; and (2) a debit in FERC Account No. 41 1.4 - Investment Tax Credit Adjustments 

and a credit in FERC Account No. 255 - Accumulated Deferred Investment Tax Credit. ICU 

recorded entries in December 2006 with respect to the progress expenditure credits claimed 

in that year, and will continue to record entries through 2010, (projected in service date) for a 

total of $101,250,000 based on current estimates. 

I W  will also record on its balance sheet a debit to FERC Account No. 255 - 

Accumulated Deferred Investment Tax Credit, and a corresponding credit on its income 

statement to FERC Account No. 420 - Amortization of Investment Tax Credit. These 

amortization entries will begin when the unit goes into service for tax purposes (projected to 

be in 2010) and will continue over the regulatory life of the unit. The air quality control 

system and balance of the plant are currently estimated. to have regulatory lives of 28.8 and 

41.5 years, respectively. 

16. ICU will account separately for tax credits claimed on “eligible property” for 

air quality control systems and for the balance of plant costs as such categories of property 

have different regulatory lives. 

17. Because IW’s elected rate treatment method reduces KU’s rate base by the 

amount of the investment tax credits it receives, KU proposes also to include in the 

calculation of its environmental surcharge a pro rata amount of its ‘05 EPA ITC associated 

with environmental pollution control equipment for TC2. The Commission approved the 

recovery of this project (Project No. 23) as part of KU’s Environmental Surcharge 
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Compliance Plan in its December 22, 2006 Order in Case No. 2006-00206. Environmental 

pollution control equipment represents approximately 23% of the “qualified investment” in 

TC2. 

18. KU proposes also to exclude the ECR rate base from Kentucky jurisdictional 

rate base, and to detennine the percentage of Kentucky jurisdictional rate base (excluding 

ECR) to total company rate base when allocating Capitalization in the next electric base rate 

case. Since the ECR revenue requirement is derived by the rate base methodology, this 

proposal provides consistency between Kentucky jurisdictional rate base and capitalization, 

as well as ensuring that the ECR rate base not recovered through base rates is excluded from 

the determination of base rates. KU has used this methodology for many years to allocate the 

appropriate amount of capital to its Kentucky and Virginia retail and wholesale jurisdictions. 

ECR revenues and expenses will continue to be excluded in the same manner as previously 

approved by the Commission and the Off-System Sales adjustment will also remain in the 

calculation of adjusted Net Operating Income. 

19. The following direct testimony of KU’s witnesses supports this Application: 

. The testimony of Kent W. Blake, Vice President, State Regulation and 

Rates, E.ON US. Services Inc., describes how KU will provide its 

customers the benefit, consistent with Tax law, of its portion of the ‘05 

EPA ITC, discusses a related ratemaking matter that arises from the 

recognition of the ‘05 EPA ITC in both the environmental surcharge 

and base rates to ensure no double counting of the credit, and presents 

revised ES Forms 2.00 and 2.10. 



. The testimony of Mr. Ronald L. Miller, Director, Corporate Tax, E.ON 

US.  Services Inc., (1) describes the investment tax credit at issue in 

this proceeding and summarizes the process by which KU obtained it; 

(2) describes the tax accounting treatment of the credit; and (3) states 

the adverse consequences of not following the rate treatment for the 

tax credit required by federal law. 
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WHEREFORE, Kentucky Utilities Company requests that the Commission issue an 

order: (1) authorizing the inclusion in the calculation of KU’s cnvironmental surcharge of 

that portion of KU’s advanced coal project investment tax credit that is related to projects 

approved for recovery through the environmental surcharge; (2) approving the revised ES 

Forms 2.00 and 2.10; and (3) dcclaring the proposed rate base and capitalization treatments 

of the 2005 Energy Policy Act Investment Tax Credit and the proposed allocation of 

Kentucky jurisdictional rate base to be the appropriate ratemalting methods for the 

determination of base rates. 

Dated: May 4,2007 Respectfully submitted, 

W. Duncan Crosby 111 
Stoll Keenon Ogden PLLC 
2000 PNC Plaza 
500 West Jefferson Street 
Louisville, Kentucky 40202-2828 
Telephone: (502) 333-6000 

Allyson K. Sturgeon 
Corporate Counsel 
Kentucky Utilities Company 
220 West Main Street 
Post Office Box 32010 
Louisville, Kentucky 40232 
Telephone: (502) 627-2088 

Counsel for Kentucky Utilities Company 
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CERTIFICATE OF SERVICE 

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

Dennis G. Howard, I1 
Assistant Attorney General 
Office of the Kentuclcy Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive, Suite 200 
Frankfort, KY 40601-8204 

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

I I J 

a.0-a 
C&nsel for I<entucIcy Utifities Company 





Part 111 - Administrative, Procedural, and Miscellaneous 

Qualifying Advanced Coal Project Program 

Notice 2006-24 

SECTION 1. PURPOSE 

This notice establishes the qualifying advanced coal project program under 

§ 48A(d) of the Internal Revenue Code. The purpose of the program is the deployment 

of advanced coal-based generation technologies. 

SECTION 2. BACKGROUND 

.O l  Section 46 provides that the amount of the investment credit for any taxable 

year is the sum of the credits listed in § 46. Section 1307(a) of the Energy Policy Act of 

2005, Pub. L. 109-58, 119 Stat. 594 (August 8,2005) (the "Act"), amended § 46 to add 

two new credits to that list: the qualifying advanced coal project credit and the 

qualifying gasification project credit. 

.02 The qualifying advanced coal project credit is provided under 9 48A, as 

added by § 1307(b) of the Act. Section 48A(a) provides that the qualifying advanced 

coal project credit for a taxable year is an amount equal to (1) 20 percent of the qualified 

investment (as defined in 5 48A(b)) for that taxable year in certified qualifying advanced 

coal projects (as defined in (j 48A(c)(l) and (e)) using an integrated gasification 

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



investment for that taxable year in other certified qualifying advanced coal 

projects. 

.03 Section 48A(d)(3)(A) provides that the aggregate credits allowed 

under 48A(a) may not exceed $1.3 billion. Section 48A(d)(3)(B) provides that 

(i) $800 million of credits are to be allocated to IGCC projects, and (ii) $500 

million of credits are to be allocated to projects that use other advanced coal- 

based generation technologies (as defined in § 48A(c)(2) and (f)). 

.04 Section 48A(e)(3)(A) provides that the credits for IGCC projects must 

be allocated in accordance with the procedures set forth in 48A(d), and in 

relatively equal amounts to (i) projects using bituminous coal as a primary 

feedstock, (ii) projects using subbituminous coal as a primary feedstock, and (iii) 

projects using lignite as a primary feedstock. Further, Ij 48A(e)(3)(B) provides 

that IGCC projects that include (i) greenhouse gas capture capability (as defined 

in 

be given high priority in the allocation of credits for IGCC projects. 

48A(c)(5)), (ii) increased by-product utilization, and (iii) other benefits must 

.05 The at-risk rules in § 49 and the recapture and other special rules in 

50 apply to the qualifying advanced coal project credit. Further, the qualifying 

advanced coal project credit generally is allowed in the taxable year in which the 

eligible property (as defined in § 48A(c)(3)) is placed in service by the taxpayer. 

Pursuant to Ij 48A(D)(2)(E), a taxpayer that receives a certification under 

3 48A(d)(2)(D) has 5 years from the date of issuance of the certification to place 

the qualifying advanced coal project in service. 

SECTION 3. QUALIFYING ADVANCED COAL PROJECT PROGRAM 
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Section 48A(d)(l) provides that the Secretary, in consultation with the 

Secretary of Energy, shall establish a qualifying advanced coal project program 

for the deployment of advanced coal-based generation technologies. The 

Treasury Department and the Internal Revenue Service are establishing this 

program under the rules set forth in sections 4 through 9 of this notice. 

SECTION 4. ESTABLISHMENT OF QUALIFYING ADVANCED COAL 

PROJECT PROGRAM 

.O l  In General. The Service will consider a project under the qualifying 

advanced coal project program only if the US. Department of Energy (“DOE) 

provides a certification of feasibility and consistency with energy policy goals 

(“DOE Certification”) for the project. Accordingly, a taxpayer must submit, for 

each qualifying advanced coal project: (1) an application for certification by the 

DOE (“application for DOE certification”), and (2) an application for certification 

under § 48A(d)(2) by the Service (“application for § 48A certification”). Both 

applications may be submitted only during the 3-year period beginning on 

February 21, 2006. Certifications will be issued and credits will be allocated to 

projects in annual allocation rounds. The initial allocation round will be 

conducted in 2006. If necessary, additional allocation rounds will be conducted 

in 2007 and 2008. 

.02 Proaram SDecifications. 

(1) The Service will determine the amount of the qualifying advanced 

coal project credits allocated to a qualifying advanced coal project at the time the 

Service accepts the application for 3 48A certification for that project in 
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accordance with section 4.02(10) of this notice (see section 5 of this notice for 

the requirements applicable to the application for DOE certification and the 

application for § 48A certification). 

(2) The qualifying advanced coal project credits of $1.3 billion and the 

applications for certification will be separated into the following four pools: 

(a) Projects using an advanced coal-based generation technology 

other than IGCC. The aggregate amount of qualifying advanced coal project 

credit for this pool is $500 million. The maximum amount of credits that will be 

allocated to a project is $125 million. 

(b) IGCC projects using bituminous coal as a primary feedstock. The 

aggregate amount of qualifying advanced coal project credit for this poot is $267 

million. The maximum amount of credits that will be allocated to a project is 

$133.5 million. 

(c) IGCC projects using subbituminous coal as a primary feedstock. 

The aggregate amount of qualifying advanced coal project credit for this pool is 

$267 million. The maximum amount of credits that will be allocated to a project is 

$133.5 million. 

(d) IGCC projects using lignite as a primary feedstock. The aggregate 

amount of qualifying advanced coal project credit for this pool is $266 million. 

The maximum amount of credits that will be allocated to a project is $133 million. 

(3) For projects using an advanced coal-based generation technology 

other than IGCC, the aggregate credit of $500 million for this pool as described in 

section 4.02(2)(a) of this notice will be allocated in the initial round of allocations 
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to projects providing the highest ratio of total nameplate generating capacity to 

requested allocation of credits. 

(4) For each IGCC pool described in section 4.02(2)(b), (c), and (d) of 

this notice, the aggregate credit for that pool will be allocated as follows in the 

initial round of allocations: 

(a) The aggregate credit will be allocated first to the projects entitled to 

priority under 3 48A(e)(3)(B) for greenhouse gas capture capability or increased 

by-product utilization. 

(b) If the requested allocation of credits for these priority projects 

exceeds the aggregate credit for the pool, the credit for that pool will be allocated 

to the priority projects providing the highest ratio of total nameplate generating 

capacity to requested allocation of credits. 

(c) If the requested allocation of credits for the priority projects in a 

pool does not exceed the aggregate credit for the pool, the remaining amount of 

the credit will be allocated to the nonpriority projects providing the highest ratio of 

total nameplate generating capacity to requested allocation of credits. 

(5) If the aggregate credit for a pool is not fully allocated in the initial 

round of allocations in 2006, similar allocation rounds will be conducted in 2007 

and 2008 until the aggregate credit is fully allocated. Generally, the results of 

each year will be announced. 

(6) If the same project would otherwise be allocated credits under both 

the qualifying advanced coal project program under this notice and the qualifying 

gasification project program under Notice 2006-25, 2006-1 1 I.R.B. -, the 
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following rules apply: 

(a) If the project is allocated the full amount of the qualifying advanced 

coal project credit requested by the taxpayer, no qualifying gasification project 

credit will be allocated to the project; 

(b) If the project is allocated the full amount of the qualifying 

gasification project credit requested by the taxpayer, no qualifying advanced coal 

project credit will be allocated to the project; 

(c) If the project is allocated less than the full amount of the qualifying 

advanced coal project credit requested by the taxpayer, the qualifying 

gasification project credit may be allocated to the project with respect to the 

qualified investment under 3 488 for which a qualifying advanced coal project 

credit is not allowed under 3 48A; and 

(d) If the project is allocated less than the full amount of the qualifying 

gasification project credit requested by the taxpayer, the qualifying advanced 

coal project credit may be allocated to the project with respect to the qualified 

investment under 3 48A for which a qualifying gasification project credit is not 

allowed under 3 488. 

(7) For each allocation round there will be an annual application period 

during which a taxpayer may file its application for 3 48A certification. The 

Service will consider a project in an allocation round only if the application for 

9 48A certification for the project is submitted during the application period for 

that round and the DOE provides the DOE certification for the project before the 

end of the application period. 
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(8) For the initial allocation round conducted in 2006, the application 

period begins on February 21,2006, and ends on October 2,2006. Any 

completed application for Cj 48A certification received by the Service before 

October 3, 2006, will be deemed to be submitted by the taxpayer on October 2, 

2006. For 2007, the application period begins on October 3, 2006, and ends on 

October 1, 2007, and any completed application for Cj 48A certification received 

by the Service after October 2, 2006, and before October 2,2007, will be 

deemed to be submitted by the taxpayer on October 1,2007. For 2008, the 

application period begins on October 2, 2007, and ends on October 1, 2008, and 

any completed application for § 48A certification received by the Service after 

October 1 2007, and before October 2, 2008, will be deemed to be submitted by 

the taxpayer on October 1, 2008. For purposes of this notice, an application that 

is submitted by US. mail will be treated as received by the Service on the date of 

the postmark and an application submitted by a private delivery service will be 

treated as received by the Service on the date recorded or the date marked in 

accordance with Cj 7502(f)(2)(C). 

(9) See section 5.02 of this notice and Appendix 6 to this notice for the 

information to be submitted to the DOE in an application for DOE certification. 

Appendix B to this notice also provides the instructions and address for filing the 

application for DOE certification. The DOE will determine the feasibility of the 

project and its consistency with energy policy goals and, if the project is 

determined to be feasible and consistent with energy policy goals, will provide a 

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

7 



certification is postmarked on or before June 30 of a calendar year, the DOE will 

determine the feasibility of the project and its consistency with energy policy 

goals and (for projects determined to be feasible and consistent) provide the 

DOE certification by October 1 of that calendar year. 

(1 0) By November 30 of the calendar year in which an application for 

3 48A certification is deemed to be submitted (as determined under section 

4.02(8) of this notice), the Service will accept or reject the taxpayer’s application 

for 3 48A certification and will notify the taxpayer, by letter, of its decision. 

(1 1) If the taxpayer’s application for $48A certification is accepted, the 

acceptance letter will state the amount of the credit allocated to the project. If a 

credit is allocated to a taxpayer’s project, the taxpayer will be required to execute 

a closing agreement in the form set forth in APPENDIX A to this notice. By 

January 31 of the following year, the taxpayer must execute and return the 

closing agreement to the Service at the appropriate address listed in section 5.04 

of this notice or listed in later guidance published in the Internal Revenue 

Bulletin. The Service will execute and return the closing agreement to the 

taxpayer by March 31 of such following year. The executed closing agreement 

applies only to the accepted taxpayer. Accordingly, any successor in interest 

must execute a new closing agreement with the Service. If the successor in 

interest does not execute a new closing agreement, the following rules apply: 

(a) In the case of an interest acquired at or before the time the 

qualifying advanced coal project is placed in service, any credit allocated to the 

project will be fully forfeited (and rules similar to the recapture rules of 3 50(a) 
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apply with respect to qualified progress expenditures); and 

(b) In the case of an interest acquired after the qualifying advanced 

coal project is placed in service, the project ceases to be investment credit 

property and the recapture rules of 3 50(a) (and similar rules with respect to 

qualified progress expenditures) apply. 

SECTION 5. APPLICATIONS FOR CERTIFICATIONS 

.01 In General. An application for § 48A certification and a separate 

application for DOE certification must be submitted for each qualifying advanced 

coal project. If an application for DOE certification does not include all of the 

information required by section 5.02 of this notice and meet the requirements in 

sections 7.01 and 7.02 of this notice, the DOE may decline to accept the 

application. If an application for 5 48A certification does not include all of the 

information listed in section 5.03 of this notice and meet the requirements in 

sections 7.01 and 7.02 of this notice, the application will not be accepted by the 

Service. 

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

application for DOE certification must include all of the information requested in 

Appendix B to this notice and all of the following: 

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

taxpayer; 

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

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

the qualifying advanced coal project; 
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(4) A statement specifying whether the project is an IGCC project or a 

qualifying advanced coal project that uses another advanced coal-based 

technology; 

(5) In the case of an IGCC project, a statement specifying the type of 

coal (bituminous coal, subbituminous coal, or lignite) that will be the primary 

feedstock. An application for DOE certification with respect to an IGCC project 

will not be considered unless one of these types of coal is the primary feedstock. 

For purposes of § 48A(e)(3)(A), a type of coal is the primary feedstock only if at 

all times more than 50 percent of the cumulative total fuel input (coal and any 

other fuel input) for the project will consist of that type of coal; 

(6) The estimated total cost of the project and the estimated total 

qualified investment in the eligible property that will be part of the project; 

(7) The amount of the qualifying advanced coal project credit requested 

for the project. The amount requested must not exceed the maximum amount 

provided in section 4.02(2) of this notice; 

(8) If the taxpayer is or will be requesting an amount of the qualifying 

gasification project credit under § 486 for the same project, a statement 

specifying the credit the taxpayer prefers to receive; 

(9) A statement specifying whether the project is a new electric 

generation unit (as defined in 5 48A(c)(6)), a retrofit of an existing electric 

generation unit, or a repower of an existing electric generation unit; and 

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

.03 Information Required in the Amlication for 6 48A Certification. 
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Pursuant to $j 48A(d)(2)(B), an application for § 48A certification must include all 

of the following: 

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

taxpayer; 

(2) The name and telephone number of a contact person. If necessary, 

attach any required power of attorney, preferably on Form 2848, Power of 

Attorney and Declaration of Representative; and 

(3) A paper copy of the completed application for DOE certification 

submitted with respect to the project in accordance with section 5.02 of this 

notice 

.04 Instructions and Address for Filina S 48A Atmlication. Applications for 

§ 48A certification should be marked: SECTION 48A APPLICATION FOR 

CERTIFICATION. There is no user fee for these applications. 

(1) Applications submitted by U.S. mail must be sent to: 

Internal Revenue Service 
Attn: CC:PSI:6, Room 5313 
P.O. Box 7604 
Ben Franklin Station 
Washington, DC 20044 

Applications submitted by a private delivery service must be sent to: 

Internal Revenue Service 
Attn: CC:PSI:6, Room 5313 
11 11 Constitution Ave., N.W. 
Washington, DC 20224 

(2) Applications may also be hand delivered Monday through Friday 

beiween the hours of 8 a.m. and 4 p.m. to: 

Courier's Desk 
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Internal Revenue Service 
Attn: CC:PSI:6, Room 5313 
11 I 1 Constitution Avenue N.W. 
Washington, DC 20224 

SECTION 6. ISSUANCE OF CERTIFICATION 

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

years from the date of acceptance of the 5 48A application during which to 

provide evidence that the criteria set forth in 3 48A(e)(2) have been met. 

Pursuant to § 48A(e)(2), a project shall be eligible for certification only if (A) the 

taxpayer has received all federal and state environmental authorizations or 

reviews necessary to commence construction of the project, and (B) the 

taxpayer, except in the case of a retrofit or repower of an existing generation unit, 

has purchased or entered into a binding contract for the purchase of the main 

steam turbine or turbines for the project, except that this contract may be 

contingent upon receipt of a certification under § 48A(d)(2). Section 48A(d)(2)(E) 

provides that a taxpayer that receives a certification has 5 years from the date of 

issuance of the certification to place the project in service and that the 

certification is void if the project is not placed in service by the end of that five- 

year period. 

.02 Resuirements for Certification. Within 2 years from the date that the 

Service accepts the taxpayer’s application for 3 48A certification under section 

4.02(10) of this notice, the taxpayer must submit to the Service documentation 

establishing that the requirements of § 48A(e)(2) are satisfied. See also sections 

7.01 and 7.02 of this notice for other requirements that must be satisfied. The 
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taxpayer should mark the package “SECTION 48A CERTIFICATION 

REQUIREMENTS and send it to the appropriate address listed in section 5.04 of 

this notice or listed in later guidance published in the Internal Revenue Bulletin. 

.03 Service’s Action on Certification. Affer receiving the material in section 

6.02 of this notice, the Service will decide whether or not to certify the project and 

wilt notify the taxpayer, by letter, of that decision. If the Service certifies the 

project, the date of this letter is the date of issuance of the certification. 

SECTION 7. OTHER REQUIREMENTS 

.01 Siqnature. Each submission under sections 5 and 6 of this notice 

must be signed and dated by the taxpayer. A stamped signature or faxed 

signature is not permitted. 

.02 Penalties of Periurv Statement. 

(1) Each submission under sections 5 and 6 of this notice must be 

accompanied by the following declaration: “Under penalties of perjury, I declare 

that I have examined this submission, including accompanying documents, and, 

to the best of my knowledge and belief, all of the facts contained herein are true, 

correct, and complete.” 

(2) The declaration must be signed and dated by the taxpayer. The 

person signing for the taxpayer must have personal knowledge of the facts. A 

stamped signature or faxed signature is not permitted. 

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

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

that a project qualifies for the qualifying advanced coal project credit under 
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5 48A. The Service may, upon examination (and after any appropriate 

consultation with DOE), determine that the project does not qualify for this credit. 

.04 No Riaht to a Conference or Aweal. A taxpayer does not have a right 

to a conference relating to any matters under this notice. Further, a taxpayer 

does not have a right to appeal the decisions made under this notice (including 

the acceptance or rejection of the application for DOE or 3 48A certification, the 

amount of credit allocated to the project, or whether or not to certify the project) 

to an Associate Chief Counsel or any other official of the Service. 

SECTION 8. REVIEW AND REDISTRIBUTION 

.01 In General. Sectin 48A(d)(4)(A) provides that the credits allocated 

under 5 48A must be reviewed not later than August 8, 201 1. Pursuant to 

§ 48A(d)(4)(B), credits available under § 48A(d)(3)(B)(i) and (ii) may be 

reallocated if (i) there is an insufficient quantity of qualifying applications for 

certification pending at the time of the review; or (ii) any certification made 

pursuant to 3 48A(d)(2) has been revoked pursuant to 5 48A(d)(2)(D). If credits 

under 3 48A(d)(3)(B)(i) and (ii) are available for reallocation, 5 48A(d)(4)(C) 

authorizes the conduct of an additional program for applications for certification. 

.02 Review and Redistribution of Credits. 

(1) In aeneral. If, after the allocation round in 2008, the entire credit for 

a pool is not fully subscribed k, the aggregate credit for the pool has not been 

fully allocated), the remaining credits from that pool will be reallocated to pools 

that have been fully subscribed. Credits from pools not fully subscribed will be 

reallocated to fully subscribed pools in proportion to the aggregate amounts of 
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credit specified for the fully subscribed pools in section 4.02(2) of this notice. 

Future guidance will prescribe the procedures applicable to applications for 

certification with respect to the reallocated credits. 

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

agreement set forth in Appendix A to this notice, the qualifying advanced coal 

project credits allocated under section 4 of this notice will be reduced or forfeited 

in certain situations. A taxpayer must notify the Service of the amount of any 

reduction or forfeiture required under the closing agreement. This notification 

must be sent to the appropriate address listed in section 5.04 of this notice or 

listed in later guidance published in the Internal Revenue Bulletin. 

The amount of any reduction or forfeiture of the allocated credits will be 

returned to the appropriate allocation pool and included in the aggregate credit 

remaining to be allocated in the allocation round following the reduction or 

forfeiture. If the reduction or forfeiture occurs after the allocation round in 2008, 

future guidance will prescribe procedures applicable to applications for 

certification with respect to the returned credits. 

SECTION 9. QUALIFIED PROGRESS EXPENDITURES 

.01 Section 48A(b)(3) provides that rules similar to the rules of § 46(c)(4) 

and (d) (as in effect on the day before the enactment of the Revenue 

Reconciliation Act of 1990) shall apply for purposes of 3 48A. Former §§ 46(c)(4) 

and 46(d) provided the rules for claiming the investment credit on qualified 

progress expenditures (as defined in former § 46(d)(3)) made by a taxpayer 

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

.02 In the case of self-constructed property (as defined in former 

§ 46(d)(5)(A)), former 5 46(d)(3)(A) defined qualified progress expenditures to 

mean the amount that is properly chargeable (during the taxable year) to capital 

account with respect to that property. With respect to a qualifying advanced coal 

project that is self-constructed property, amounts paid or incurred are chargeabie 

to capital account at the time and to the extent they are properly includible in 

computing basis under the taxpayer’s method of accounting (for example, after 

applying the requirements of 5 461, including the economic performance 

requirement of 3 461(h)). 

.03 To claim the qualifying advanced coal project credit on the qualified 

progress expenditures paid or incurred by a taxpayer during the taxable year for 

construction of a qualifying advanced coal project, the taxpayer must make an 

election under the rules set forth in 5 I .46-5(0) of the Income Tax Regulations. A 

taxpayer may not make the qualified progress expenditures election for a 

qualifying advanced coal project untii the taxpayer has received an acceptance 

letter for the project under section 4.02(10) of this notice. 

.04 If a taxpayer makes the qualified progress expenditures election 

pursuant to section 9.03 of this notice, rules similar to the recapture rules in 

§ 50(a)(2)(A)-(D) apply. In addition to the cessation events listed in § 50(a)(2)(A), 

examples of other events that will cause the project to cease being a qualifying 

advanced coal project are: 

(1) Failure to satisfy any of the certification requirements in 5 48A(e)(2) 
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within 2 years from the date that the Service accepted the taxpayer’s application 

for § 48A certification for the project under section 4.02(10) of this notice; 

(2) Failure to receive a certification for the project in accordance with 

section 6.03 of this notice; 

(3) Failure to place the project in service within 5 years from the date of 

issuance of the certification under section 6.03 of this notice; or 

(4) In the case of an IGCC project that was entitled to priority under 

3 48A(e)(3)(B), failure to provide the priority benefit on the date the project is 

placed in service. 

SECTION 10. EFFECTIVE DATE 

This notice is effective February 21, 2006. 

SECTION 11. PAPERWORK REDUCTION ACT 

The collection of information contained in this notice has been reviewed 

and approved by the Office of Management and Budget in accordance with the 

Paperwork Reduction Act (44 U.S.C. 3507) under control number 1545-2003. 

An agency may not conduct or sponsor, and a person is not required to 

respond to, a collection of information unless the collection of information 

displays a valid OMB control number. 

The collections of information in this notice are in sections 4, 5, 6, 7, 8, 

and Appendix B of this notice. This information is required to obtain an allocation 

of qualifying advanced coal project credits. This information wiU be used by the 

Service to verify that the taxpayer is eligible for the qualifying advanced coal 

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

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

The estimated annual burden per respondent varies from 70 to 150 hours, 

depending on individual circumstances, with an estimated average of 110 hours. 

The estimated number of respondents is 45. 

The estimated annual frequency of responses is on occasion. 

Books or records relating to a collection of information must be retained as 

long as their contents may become material in the administration of any internal 

revenue law. Generally, tax returns and tax return information are confidential, 

as required by 26 U.S.C. 6103. 

SECTION 72. DRAFTING INFORMATION 

The principal author of this notice is Douglas H. Kim of the Office of 

Associate Chief Counsel (Passthroughs & Special Industries). For further 

information regarding this notice contact Mr. Kim at (202) 622-31 10 (not a toll- 

free call). 
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APPENDIX A 

CLOSING AGREEMENT 

Under $j 7121 of the Internal Revenue Code, [insert taxpayer’s name, 

address, and identifying number] (“Taxpayer”) and the Commissioner of Internal 

Revenue (“Commissioner”) make the following closing agreement: 

WHEREAS: 

1. On or before October [insert date and year], Taxpayer submitted to the 

Internal Revenue Service (“IRS), an application for certification under the 

qualifying advanced coal project program described in Notice 2006-24 

(“Application for § 48A Certification”); 

2. Taxpayer’s Application for §48A Certification is for the qualifying 

advanced mal project (the =Project”) described below-- 

(1) The Project will use [insert either “an integrated gasification 

combined cycle (as defined in 3 MA(cH7))” or “an advanced coal-based 

technology (as defined in 3 48A(c)(2) and (f)) other than an integrated 

gasification combined cycle”]; 

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

designation]; 

(3) The Project is [insert either: “a new electric generation unit (as 

defined in § 48A(c)(6))”; “a retrofit of an existing electric generation unit (as 

defined in § 48A(c)(6))”; or “a repower of an existing electric generation unit (as 

defined in 3 48a(c)(6)”); 
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(4) The Project will have a total nameplate generating capacity of 

[insert number] megawatts; 

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

(5) At all times more than 50 percent of the cumulative total fuel 

input (coal and any other fuel input) for the Project will be [insert either: 

“bituminous coal”; “subbituminous coal”; or “lignite”]; 

(6) The Project is entitled to priority under § 48A(e)(3)(B) for [insert 

either: “greenhouse gas capture capability (as defined in 5 48A(c)(5))”; 

“increased by-product utilization”; or “both greenhouse gas capture capability (as 

defined in 3 48A(c)(5)) and increased by-product utilization”];] and 

3. On or before November 30, [insert year], the IRS accepted Taxpayer’s 

Application for § 48A Certification for the Project and allocated a qualifying 

advanced coal project credit under 5 48A in the amount of $[insert number] to the 

Project. 

NOW IT IS HEREBY DETERMINED AND AGREED FOR FEDERAL INCOME 

TAX PURPOSES THAT: 

1. The total amount of the qualifying advanced coal project credit to be 

claimed for the Project under 5 48A(a) must not exceed $[insert the number in 

WHEREAS clause #3]. 

2. If Taxpayer fails to satisfy any of the certification requirements in 

5 48A(e)(2) within 2 years of [insert date of acceptance letter issued under 

section 4.02(10) of Notice 2006-241, or if the IRS does not issue a certification for 

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

Project is fully forfeited. 

3. If the Project is not placed in service by Taxpayer within 5 years of the 

date of issuance of the certification as determined under section 6.03 of Notice 

2006-24, the qualifying advanced coal project credit in the amount of $[insert the 

number in WHEREAS clause #3] allocated to the Project is fully forfeited. 

4. 15 the Project does not have a total nameplate generating capacity of 

[insert the number in WHEREAS clause #2(4)] megawatts on the date the Project 

is placed in service, the qualifying advanced coal project credit in the amount of 

$[insert the number in WHEREAS clause #3] allocated to the Project is reduced 

proportionately. 

[If the Project is not an integrated gasification combined cycle project, 

insert: 

5. If the Project fails to satisfy any of the requirements in § 48A(e)(l) for a 

qualifying advanced coal project-- 

(1) at the time the Project is placed in service, the qualifying advanced 

coal project credit in the amount of $[insert the number in WHEREAS clause #3] 

allocated to the Project is fully forfeited; and 

(2) after the Project is placed in service (and after satisfying all such 

requirements at the time the Project is placed in service), the Project ceases to 

be investment credit property and the recapture rules of § 50(a) apply.] 

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

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

(a) at the time the Project is placed in service, the qualifying 

advanced coal project credit in the amount of $[insert the number in WHEREAS 

clause #3] allocated to the Project is fully forfeited; and 

(b) after the Project is placed in service (and after satisfying all such 

requirements at the time the Project is placed in service), the Project ceases to 

be investment credit property and the recapture rules of 3 5O(a) apply. 

(2) If at any time more than 50 percent of the cumulative total fuel input 

(coal and any other fuel input) for the Project is not [insert the primary feedstock 

in WHEREAS clause #2(5)], the Project ceases to be investment credit property 

and the recapture rules of 3 50(a) apply. 

(3) If the Project fails to provide [insert priority benefits in WHEREAS 

clause #2(6)] at the time the Project is placed in service, the qualifying advanced 

mal project credit in the amount of $[insert the number in WHEREAS clause #3] 

allocated to the Project is fully forfeited.] 

6. Taxpayer will not claim the qualifying gasification project credit under 

3 486 for any qualified investment for which the qualifying advanced coal project 

credit is allowed under 3 48A. 

7. If Taxpayer elects to claim the qualifying advanced coal project credit 

on the qualified progress expenditures paid or incurred by Taxpayer during the 

taxable year for construction of a qualifying advanced coal project, rules similar 

to the recapture rules in 3 50(a)(2)(A) through (D) apply. 

8. This agreement applies only to Taxpayer. Any successor in interest 

22 



must execute a new closing agreement with the IRS. I f  the interest is acquired at 

or before the time the Project is placed in service and the successor in interest 

fails to execute a new closing agreement, the qualifying advanced coal project 

credit in the amount of $[insert the number in WHEREAS clause #3] allocated to 

the Project is fully forfeited. If the interest is acquired after the time the Project is 

placed in service and the successor in interest fails to execute a new closing 

agreement, the Project ceases to be investment credit property and the recapture 

rules of § 50fa) apply. 

THIS AGREEMENT IS FINAL AND CONCLUSIVE EXCEPT: 

1. The matter it relates tQ may be reopened in the event of fraud, 

malfeasance, or misrepresentation of a material fact; 

2. It is subject to the Internal Revenue Code sections that expressly 

provide that effect be given to their provisions (including any stated exception for 

§ 7122) notwithstanding any law or rule of law; and 

3. If it relates to a tax period ending after the date of this Closing 

Agreement, it is subject to any law enacted after such date, which applies to the 

tax period. 

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

Closing Agreement. 

Taxpayer: [insert name and identifying number] 

By: Date Signed: 
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[insert name] 

[insert taxpayer’s name] 
Title: [insert title] 

Commissioner of Internal Revenue 

By: Date Signed: 

Title: Associate Chief Counsel, Passthroughs and Special Industries, CC:PSI 

[insert name] 
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I have examined the specific matters involved and recommend the 
acceptance of the proposed agreement. 
(Receiving Officer) ...................................................................... 
(Title) ................................................. 
Date Signed .................................................... 

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

(Reviewing Officer) .................................................................... 
(Title) ............................................... 
Date Signed .................................................... 
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APPENDIX B 

APPLICATION FOR DOE CERTIFICATION 

REQUEST FOR SUPPLEMENTAL APPLICATION INFORMATION FOR DOE 

Pursuant to Notice 2006-24 establishing the Qualifying Advanced Coal Project 

Program, the Internal Revenue Setvice (“IRS) will allocate a credit under 3 48A 

of the Internal Revenue Code to a project only if, among other things, the IRS 

receives from the Department of Energy (.DOE) a certification of feasibility and 

consistency with energy policy goals (“DOE certification”) for the project. This 

DOE certiiication shall assure that the applications selected meet the 

requirements of § 48A and the intent of !j 48A to provide credits to projects that 

are both technically and economically feasible. 

The IRS and DOE seek to certify applications that demonstrate a high likelihood 

of being successfully implemented by the applicants. To qualify, projects must 

be economically feasible and use the appropriate clean coal technology. 

This request for submission of supplemental application information: 

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

DOE certification, and 

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

DOE in the evaluation of applications. 
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In conducting this evaluation, the DOE may utilize assistance and advice from 

qualified personnel from other Federal agencies and/or non-conflicted 

contractors. DOE will obtain assurances in advance from all evaluators that 

application information shall be kept confidential and used only for evaluation 

purposes. DOE reserves the right to request clarifications and/or supplemental 

information from some or all applicants through written submissions and/or oral 

presentations. 

Notice is given that DOE may determine whether or not to provide a DOE 

certification to the IRS at any time after the application has been received, 

without further exchanges or discussions. Therefore, all applicants are advised to 

submit their most complete and responsive application. 

Applications will not be returned. 

SUBMISSION INFORMATION FOR DOE CERTIFICATION APPLICATION 

A. General 

This request, together with the information in sections 5.02, 7.01, and 7.02 of 

Notice 2006-24 includes all the information needed to complete an application for 

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

request in order to provide a standard basis for evaluation and to ensure that 

27 



each application will be uniform as to format and sequence. 

Each application should clearly demonstrate the applicant's capability, 

knowledge, and experience in regard to the requirements described herein. 

Applicants should fully address the requirements of Notice 2006-24 and this 

request and not rely on the presumed background knowledge of reviewers. 

DOE may reject an application that does not follow the instructions regarding the 

organization and content of the application when the nature of the deviation 

and/or omission precludes meaningful review of the application. 

B. Unnecessarily Elaborate Applications 

Unnecessarily elaborate brochures or other presentations beyond those sufficient 

to present a complete and effective application are not desired. Elaborate art 

work, graphics and pictures are neither required nor encouraged. 

C. Application Submission for DOE Certification 

The application submission to DOE must include the information and 

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

A project will not be considered in the allocation round conducted in a calendar 
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year unless the application for DOE certification of the project is postmarked by 

June 30 of that calendar year. Two paper copies and one electronic version on a 

floppy disc or a CD of the Application must be submitted to: 

Melissa Robe 
National Energy Technology Laboratory 
3610 Collins Ferry Road 
Mwgantown, v\N 26507 

Note that under section 5 of Notice 2006-24, one paper copy must be sent to the 

IRS as part of the application for IRS certification. The project wiR not be 

considered in the allocation round conducted in a calendar year unless the 

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

section 4.02(8) of Notice 2006-24. 

THE INFORMATION REQUIRED BY THIS REQUEST MUST BE SUBMITTED 

USING THE FORMAT AND THE HEADINGS OF THE “PROJECT 

INFORMATION MEMORANDUM” AS DESCRIBED BELOW. 

To aid in evaluation, applications shall be clearly and concisely written and 

logically assembled. All pages of each part shall be appropriately numbered and 

identified with the name of the applicant and the date. 

The application, including the Project Information Memorandum, MUST be 

formatted in one of the foilowing software applications: 

Microsoft Word‘” 2002 or later edition 
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Microsoft Excelw 2002 or later edition 

Adobe Acrobap PDF 6.0 or later edition 

Financial models should be submitted using the Exce/tm spreadsheet and must 

include calculation formulas and assumptions. 

The applicant is responsible for the integrity and structure of the electronic files. 

The DOE will not be responsible for reformatting, restructuring or converting any 

files submitted under this announcement. 

The Project Information Memorandum, excludina Amendices, shall not exceed 

seventy-five (75) pages. Pages in excess of the page limitation will not be 

considered for evaluation. All text shall be typed, single spaced, using 12 point 

font, 1 inch margins, and unreduced 8-1R-inch by 11-inch pages. Illustrations 

and charts shall be legible with all text in legible font. Pages shall be sequentially 

numbered. Except as otherwise noted herein the page guidelines previously set 

forth constitute a limitation on the total amount of material that may be submitted 

for evaluation. No material may be incorporated in any application by reference 

as a means to circumvent the page limitation. 

D. Form of Project Information Memorandum 

PROJECT INFORMATION MEMORANDUM 
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I. SUMMARY AND INTRODUCTION 

. Description of the Project 

. Financing and Ownership Structure 

. Describe the main parties to the project, including background, 

ownership and related experience 

Current Project Status and Schedule to Beginning of Construction . 

I I .  TECHNOLOGY AND TECHNICAL INFORMATION 

Provide a description of the proposed technology, including sufficient 

supporting information (such as process flow diagrams, equipment 

descriptions, information on each major process unit and the total plant, 

compositions of major streams, and the technical plan for achieving the 

goals proposed for the project) as would be needed to allow DOE to 

confirm that the technical requirements of 9 48A could, in principle, be 

met. Specifically the applicant should: 

. Provide evidence sufficient to demonstrate that the proposed 

technology meets the definition of “Advanced Coal-Based Generation 

Technology,” either as integrated gasification combined cycle (IGCC) 
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technology, or other advanced coal-based electric generation 

technology meeting the heat rate requirement of 8530 Btu/kWh 

o The applicant must provide actual heat rate and heat rate 

corrected to conditions specified in 48A(f)(2) 

o For projects including existing units, the applicant must 

provide information sufficient to justify that the proposed 

technology meets heat rate requirements specified in 

§ 48A(f)(3) 

. Provide evidence sufficient to ensure that the proposed project is 

designed to meet the following performance requirements: 

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

NOx emissions ............... 0.07 Ibs I MMBTU 

PM emissions ................. 0.015 Ibs I MMBTU 

Hg percent removal .......... 90 percent 

o 

o 

o 

. Provide evidence sufficient to demonstrate that the project meets the 

requirements for qualifying advanced coal projects as specified under 

48A(e)(I) including: 

o The project will power a new electric generation unit or 

retrofithepower an existing electric generation unit. At least 

50% of the useful output of the project is electrical power. 

o The fuel for the project is at least 75% coal (as defined in 

5 48A(c)(4)), on an energy input basis. 
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o The project is located at one site and has a total nameplate 

electric power generating capacity of at least 400 MW. 

Provide information and data, including examples of prior similar 

projects completed by applicant, EPC contractor, and suppliers of 

major subsystems or equipment which support the capabilities of the 

applicant to construct and operate the facility. 

Include the project status and relevant information from ongoing 

engineering activities. Also include in an appendix any engineering 

report or reports used by the applicant to develop the project and to 

estimate costs and operating performance. 

. 

. 

111. PRIORITY F O R  INTEGRATED GASFICIATION COMBINED CYCLE 

PROJECTS 

For IGCC Projects, the applicant must submit information sufficient for 

categorization and prioritization of projects for certification, including: 

. Identification of the primary feedstock (as defined in section 5.02(5) of 

Notice 2006-24), and all other feedstocks. 

If applicable, evidence demonstrating that the project will be capable of 

adding components that can capture, separate and permanently 

sequester greenhouse gases. 

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

. 
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. Other benefits, if any. 

IV. SITE CONTROL AND OWNERSHIP 

. Provide evidence that the applicant owns or controls a site in the 

United States of sufficient size to allow the proposed project to be 

constructed and operated on a long-term basis. 

Describe the current infrastructure at the site available to meet the 

needs of the project. 

Provide information supporting applicant's conclusion that the 

proposed site can fully meet all environmental, coal supply, water 

supply, transmission interconnect, and public policy requirements. 

. 

. 

V. UTILIZATION OF PROJECT OUTPUT 

. A projection of the anticipated costs of electricity and other marketable 

by-products produced by the plant. 

Provide evidence that a majority of the output of the plant is reasonably 

expected to be acquired or utilized. 

Describe any energy sales arrangements that exist or that may be 

contemplated, s, Power Purchase Agreement or Energy Sales 

Agreement, and summaries of their key terms and conditions. 

. 

. 
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. Include as an appendix any independent Energy Price Market Study 

that has been done in connection with this project, or if no independent 

market study has been completed, provide a copy of the applicant- 

prepared market study. 

Identify and describe any firm arrangements to sell non-power output, 

and provide any evidence of such arrangements. If the project 

produces a product in addition to power, include as an appendix any 

related market study of price and volume of sales expected for that 

product. 

. 

VI. PROJECT ECONOMICS 

Describe the project economics and provide satisfactory evidence of 

economic feasibility as demonstrated through the financial forecast and 

the underlying project assumptions. 

Discuss the market potential for the proposed technology beyond the 

project proposed by the applicant. 

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

allowable cost. 

VII. PROJECT DEVELOPMENT AND FINANCIAL PLAN 
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Provide the total project budget and major plant costs, e.g., development, 

operating, capital, construction, and financing costs. Describe the overall 

approach to project development and financing sufficient to demonstrate 

project viability. Provide a complete explanation of the source and amount 

of project equity. Provide a complete explanation of the source and 

amount of project debt. Provide the audited financial statements for the 

applicant for the most recently ended three fiscal years, and the unaudited 

quarterly interim financial statements for the current fiscal year. 

For internally financed projects, provide evidence that the applicant has 

sufficient assets to fund the project with its own resources. Identify any 

internal approvals required to commit such assets. Include in an appendix 

copies of any board resolution or other approval authorizing the applicant 

to commit funds and proceed with the project. 

For projects financed through debt instruments either unsecured or 

secured by assets other than the project, provide evidence that the 

applicant has sufficient creditworthiness to obtain such financing along 

with a discussion of the status of such instruments. Identify any internal 

approvals required to commit the applicant to pursue such financing. 

Include in an appendix, copies of any board resolution or other approval 

authorizing the applicant to commit to such financing. 

36 



For projects financed through investor equity contributions, discuss the 

source and status of each contribution. Discuss each investor's financial 

capability to meet its commitments. Include in an appendix, copies of any 

executed investment agreements. 

If financing through a public offering or private placement of either debt or 

equity is planned for the project, provide the expected debt rating for the 

issue and an explanation of applicant's justification for the rating. 

Describe the status of any discussions with prospective investment 

bankers or other financial advisors. 

For projects employing nonrecourse debt financing, provide a complete 

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

In an appendix, provide (1) an Excel based financial model of the project, 

with formulas, so that review of the model calculations and assumptions 

may be facilitated; provide pro-forma project financial, economic, capital 

cost, and operating assumptions, including detail of all project capital 

costs, development costs, interest during construction, transmission 

interconnection costs, other operating expenses, and all other costs and 

expenses, and (2) a report of an independent financial analyst in 

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

Describe the current status of each of the agreements set forth below. 

Include as an appendix copies of the contracts or summaries of the key 

provisions of each of the following agreements: 

. 

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

Coal Supply: describe the source and price of coal supply for the project. 

Include as an appendix any studies of coal supply price and amount that 

have been prepared. Include a summary of the coal supply contract and a 

copy of the contract. 

Coal transportation: explain the arrangements for transporting coal, 

including costs. 

Operations & Maintenance Agreement: include a summary of the terms 

and conditions of the contract and a copy of the contract. 

Shareholders Agreement: summarize key terms and include the 

agreement as an appendix. 

Engineering, Procurement and Construction Agreement: describe the key 

terms of the existing or expected EPC contract arrangement, including 

firm price, liquidated damages, hold-backs, performance guarantees, etc. 

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

SlJPPlY. 

. 

. 

. 

. 

. 
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. Transmission interconnection agreement: explain the requirements to 

connect to the system and the current status of negotiations in this 

respect. 

IX. PERMITS INCLUDING EVIRONMENTAL AUTHORIZATIONS 

. Provide a complete list of all federal, state, and local permits, including 

environmental authorizations or reviews, necessary to commence 

constructin of the project. 

Explain' what actions have been taken to date to satisfy the required 

authorizations and reviews, and the status of each. 

Provide a description of the applicant's plan to obtain and complete ail 

necessary permits, and environmental authorizations and reviews. 

. 

. 

X. STEAM TURBINE PURCHASE 

. If applicant plans to purchase a steam turbine or turbines for the project, 

indicate the prospective vendors for the turbine and explain the current 

status of purchase negotiations, and provide a timeline for negotiation and 

purchase with expected purchase date. 

XI. PROJECT SCHEDULE 
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. Provide an overall project schedule which includes technical, business, 

financial, permitting and other factors to substantiate that the project will 

meet the 2 year project certification and 5 year placed-in-service 

requirement. 

APPENDICES 

. 

Independent Financial Report. 

Copy of internal or external engineering reports. 

Copy of site plan, together with evidence that applicant owns or controls a 

site. Examples of evidence would include a deed, or an executed contract 

to purchase or lease the site. 

Information supporting applicant's conclusion that the site is fully 

acceptable as the project site with respect to environment, coal supply, 

water supply, transmission interconnect, and public policy reasons. 

Power Purchase or Energy Sales Agreement. 

Energy Market Study. 

Market Study for non-power output. 

Financial Model of project. 

Audited financial statements for the applicant for the most recently ended 

three fiscal years, and the unaudited quarterly interim financial statements 

for the current fiscal year. 
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. For each project contract, if no contract currently exists, provide a 

summary of the expected terms and conditions. 

List of all federal, state, and local permits, including environmental 

authorizations or reviews, necessary to commence construction. 

. 

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

explanation of the reasons for the omission. 

E. Evaluation Criteria 

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

requirements of fi 48A. 

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

capability to accomplish the technical objectives. 

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

controJ has been met, and that the site is suitable for the proposed project. 

Economic: will be evaluated on whether the project has demonstrated economic 

feasibility, taking into consideration the submitted financial and project 

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

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

F. 

applications and a 

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

description of how they will be applied. 

These factors, while not indicators of the applicant's merit, g-., technical 

excellence, cost, applicant's ability, etc., may be essential to the process of 

selecting the appHcation(s) that, individually or collectively, will best achieve the 

objectives the authorizing legislation. Such factors are often beyond the control 

of the applicant. Applicants should recognize that some very good applications 

may not receive selection for certification because they do not fit within a mix of 

projects and technologies that maximize the probability of achieving the overall 

objective of deployment of advanced coal-based generation technology. 

Therefore, the following Program Policy Factors may be used individually or 

collectively by DOE following application of evaluation criteria to determine which 

of the applications shall receive certification by DOE. 

Diversity of technology approaches and methods 

Geographic distribution of potential markets 

Presentation of unique environmental, economic, or performance 

benefits 
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G. Instructions for independent financial repohs 

The applicant shall provide an independent report by a qualified Independent 

Financial Analyst (such as a bank, investment bank, or other independent 

financial advisory firm). In the report, the Independent Financial Analyst shall 

describe qualifications and experience that establish the Analyst's 

competence to evaluate project financing for projects similar in scope and 

size to the Applicant's project. The Independent Financial Analyst shall 

provide a thorough, independent review of the Applicant's approach to project 

financing. The report shall include the opinion of the Independent Financial 

Analyst as to the Applicant's likelihood to achieve financial closure in 

accordance with the Applicant's financing plan. 

Required Certification by Independent Financial Analyst: 

The report shall be certified by the Independent Financial Analyst, who 

shall (a) acknowledge that the report has been prepared for submission 

to the Department of Energy as a part of an application by applicant far 

an investment credit, and (b) certify that the Independent Financial 

Analyst has no obligation to the applicant and has acted to the best of 

its ability as an independent expert. 

At a minimum, the independent Financiai Analyst shall: 
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. Review the financial model. 

Review the project financial assumptions, including economic, capital 

costs, operating assumptions, and all project development costs. 

Review the financial calculations, including rates of return and coverage 

ratios. 

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

Review the project development cost budget. 

Review and comment on the source of funding and evidence of funding. 

Review and comment on project debt and equity sources. 

Confirm that the application includes the required financial reports and 

debt ratings. 

Describe and comment on the capabilities of the applicant to provide the 

required financing for the project, and the likelihood of obtaining financing 

from a source other than the applicant, if such financing is required by the 

project. 
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Louisville Kentucky 40232 
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I. Summary and Introduction 

. Description of the Project 

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

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

The following table summarizes the essential requirements for qualification for tax credit, as well 
as the associated values proving the qualification of this project. The balance of this document 
explains this qualification in detail. 
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Heat Rate 8530 BtdkWh 

NO, emissions 0.07 IbsiMMBtu 

PM emissions 0.015 lbs/MMBtu 

SO2 percent removal 99% 
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Trimble County Unit 2 
8350 BtukWh 

0.04 IbsMMBtu (guaranteed) 
0.05 lbs/MMBtu (permitted) 
0.015 lbs/MMBtu 

99% 

i 

Hg percent removal 
Project to power 

Amount of project is 
electrical power 
Fuel 
Project location 

Nameplate 
Project Status 

Project Type 

90% 90% 
New electric generation OR 
Retrofithepower existing 
At least 50% 100% 

At least 75% coal 
At one site 

New electric generation 

100% coal 
Yes; Trimble County Station, 487 
Corn Creek Rd, Bedford, KY 
40006 
Nominal 750 net MW 
Approved by State agencies with 
permits and contracts in place. 
Refer to Project Milestone 
Schedule in Appendix A 
Qualifylng advanced coal project 

At least 400 MW 
Ongoing engineering 
activities 

IGCC or qualifying 
advanced coal project 
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limits for sulfur dioxide (“SO;’) and nitrogen oxide (“NOC) emissions than any other existing or 
currently planned coal unit in Kentucky. TC2 will be designed to achieve emission levels which 
are beyond Best Available Control Technology (“BACT”) in several areas, using state-of-the-art 
emission control technologies. First, in terms of mercury removal, TC2 will be guaranteed to 
achieve 90% Mercury removal, matching the Section 48A Mercury removal design requirement. 
The 90% Mercury removal guaranteed for TC2 is necessary to provide a reasonable operating 
margin to meet the Mercury emission limit of 13 x 10 -6 Lb/MWh contained in the project’s Air 
Permit. The Environmental Protection Agency’s Clean Air Mercury Rule would provide a limit 
of more than 21 x lo6  LbiMWh. The Mercury limit will be met by a selective catalytic 
reduction system (“SCR), a dry electrostatic precipitator (“DESP”), an activated carbon 
injection system, a pulse jet fabric filter (“PJFF”), a wet flue gas desulfurization system 
(“WFGD) and a wet electrostatic precipitator (“WESP”). 

With other adjustments being made to TCI, SO2 and NO, emissions from both TCI and TC2 
will not exceed currently permitted limits for the Trimble County Station site, even after the 
addition of the TC2. Nevertheless, while TC2 was able to net out of the Prevention of 
Significant Deterioration regulations for SO2 and NO, and thus BACT does not apply, it will still 
be designed to meet 0.05 LbiMMBtu NO, which is over 28% better than the Section 48A 
requirement of 0.07 Lb/MMBtu and have a 99% SOz removal rate guarantee which equals the 
Section 48A requirement for SO2 removal efficiency. 

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

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

. Financing and Ownership Structure 

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

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

and 

. .. r 

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

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

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

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

LG&E and KU have a long history of successfully building and operating power plants and 
constructing air quality control equipment. In 1937, LG&E installed one of the first electrostatic 
precipitators for particulate matter control and, in 1973, was the first utility in the nation to install 
scrubbers on its power plant units to reduce sulfur dioxide emissions. LG&E partnered with the 
Department of Energy in the early 1970’s on an experimental scrubber project. LG&E and KU 
have recently installed SCR equipment and WFGD equipment on most of their coal-fired units to 
further reduce NO, and S a  emissions. The operation of the new equipment has performed better 
than specifications and ranks in the top tier of utilities in the United States. 

IMPA is a not-for-profit corporation and a political subdivision of the State of Indiana. IMPA 
was created in 1980 for the purpose of jointly financing, developing, owning and operating 
electric generation and transmission facilities appropriate to the present and projected energy 
needs of its participating members. lMPA sells power to its members under long-term power 
sales contracts. IMPA’s owned and member-dedicated generating capacity is 8 1 1 megawatts. 
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IMEA is a not-for-profit, municipal corporation and unit of local government of the State of 
Illinois. IMEA was created in 1984 for the purpose to jointly plan, finance, own and operate 
facilities for the generation and transmission of electric power to provide for the current and 
projected energy needs of the purchasing members. IMEA has forty members, each of which is a 
municipal corporation in the State of Illinois and owns and operates a municipal electric 
distribution system. 

. Current Project Status and Schedule to Beginning of Construction 

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

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

11. Technology and Technical Information 

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

A) Primary Equipment and Systems 

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

1) Boiler / Steam Turbine 

The boiler proposed for TC2 will be a supercritical boiler burning pulverized coal (“PC”) with 
main steam properties of 3690 psia and 1075°F. Supercritical boilers operate above the critical 
pressure of water (Le. pressure at which the density of steam and water are the same). By 
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operating at increased steam pressures and temperatures, greater cycle efficiencies and lower 
emissions are achieved. 

The boiler is designed to bum a range of fuels. The boiler will bum a maximum of 6,942 
MMBtu/hr or approximately 348 tons of the performance fuel per hour. The performance fuel is 
comprised of a blend of high sulfur eastern bituminous coal (70%) and low sulfur westem sub- 
bituminous coal (30%) with a 5.5 lbs/MMBtu SO;! weighted average and 9970 1bsiMMBtu heat 
content. Startup and stabilization fuel w ~ l l  be Number 2 fuel oil. 

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

The boiler is an opposed wall-firing design, designed to maximize efficiency and minimize 
emissions. For example, low NO, burners and advanced combustion controls will be used in the 
boiler to reduce emissions by minimizing NO, formation in the boiler. Good combustion 
practices will be utilized to control volatile organic compounds (‘YOC”) and carbon monoxide 
(“CO) formation. 

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

2)  Steam Cycle 

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

After exiting the HP turbine casing, the steam returns to the boiler via the cold reheat piping to 
the reheater sections. After the steam is reheated to 1075’F it enters the P stage of the steam 
turbine via the hot reheat piping. The steam then flows into the LP section of the turbine via the 
crossover piping. 

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

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

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

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

I l r n m  l-----xY - I -  
BOILER J*."t 

in,rman 
n 

K 

4) Air Quality Control Key Equipment 

The proposed AQCS for TC2 consists of an SCR, a DESP, a sorbent injection system for 
mercury C'PAC"), a sorbent injection system for corrosion reduction [Ca(OH) 21, a Pulse Jet 
Fabric Filter ("PJFF"), a Limestone Forced Oxidation WFGD, and a WESP. 

The arrangement, dimensions and scope of the equipment are hrnished in the AQCS General 
Arrangement drawings provided in Appendix G. 
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Flue gas from the air preheater outlet nozzles enters the AQCS and is directed to the DESP inlet 
nozzles by the ductwork. The flue gas exits the DESP, where the PAC and Ca(0H) 2 systems 
inject dry sorbent into the flue gas stream for mercury and some SO3 removal. The flue gas 
enters the inlet plenum of the PJFF for additional particulate removal. Exiting the PJFF, the flue 
gas travels through axial fans and enters the WFGD. From the WFGD the flue gas travels 
through the WESP for acid mist removal and out through the existing stack. 

a) Selective Catalytic Reduction System 

The SCR is BACT for NO,. The SCR is situated between the economizer outlet and the air pre- 
heater inlet. The SCR reactions convert NO, and a reagent, ammonia (NH3), to water (‘“20”) 

and nitrogen (Nz). The NHj is injected and mixed via a stationary mixing device in the ductwork 
leading to the SCR. The thorough mixing and even distribution of N H 3  keeps the NH, slip below 
2 ppm at 3 percent 0 2  for the new SCR unit. 

The ammonia and NO, flow through two layers of plate catalyst. The SCR is designed and 
guaranteed to initially operate with two layers of catalyst; space is designed in the SCR for the 
addition of a third catalyst layer. The layers of catalyst speed up the ammonia / NO, reaction and 
facilitate the creation of HzO and N2 as reaction by-products. The catalyst chosen for the project 
is to convert less that 1 percent of the SO2 in the flue gas to so3 while ensuring the mercury in 
the flue gas is greater than 55 percent oxidized. 

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

The TC2 SCR unit will operate with anhydrous ammonia. The existing anhydrous ammonia 
system for the TCl SCR at the station will be expanded to support TC2. An inlet loading less 
than 0.4 Lb/MMBtu of NO, is anticipated for the SCR while burning the performance fuel. The 
outlet concentration of NO, is guaranteed to be less than 0.04 Lb/MMBtu. 

b) Dry Electrostatic Precipitator 

The DESP is installed down stream of the air pre-heater to remove marketable fly ash 
(particulate matter) prior to the injection of PAC or Ca(0H) 2. The DESP is guaranteed to 
remove 90% of the particulate matter in the flue gas stream which reduces the particulate matter 
loading and wear on the PJFF. 

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

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

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

and 

i 
! 

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

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

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

An activated carbon injection system (“PAC”) will be installed to ensure that TC2 meets the 
mercury permit limits. The PAC will be injected between the DESP and the PJFF. PAC is BACT 
for mercury removal. The PAC system is guaranteed to remove 90% of the total mercury and to 
meet the Air Permit emission limits of 13 x 10 -6 Lb/MWH. The Mercury emission guarantee is 
contingent upon a maximum fuel Mercury content of 15.2 x LbiMmBtu (uncontrolled), flue 
gas temperatures at the air heater outlet no greater than 350”F, and total mercury oxidation levels 
at least 55% for flue gas temperatures greater than 340 ‘F but less than or equal to 350 “F or at 
least 20% for flue gas temperatures at or below 340°F. 

d) Hydrated Lime [Ca(OH)2] 

Due to the range of fuels and operating parameters specified, there are conditions in which 
condensation of SO3 may occur in the PJFF. To mitigate the corrosion and operational issues 
related to sulfuric acid mist in the PJFF, a Ca(0H) 2 system has been installed. The sorbent will 
be directly injected in the flue gas stream upstream of the baghouse to chemically react with SO3 
and HzS04 to produce filterable compounds. These compounds or particulates are efficiently 
collected in a baghouse. Pipes or lances used to carry the sorbent will form a grid perpendicular 
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to the flow of the flue gas inside the duct work. The sorbent exits the pipes or lances and enters 
the flue gas through an atomizing spray designed to promote mixing. 

e) Pulse Jet Fabric Filter 

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

TC2 will be supplied with one PJFF system comprised of two fields each containing six 
compartments. Each compartment contains 1,140 bags for a total of 13,680 bags in the PJFF. 
Flue gas with boiler fly ash, PAC and Ca(0H) 2 enters an inlet plenum and is distributed to each 
of the individual compartments. Flue gas enters the compartments and is evenly distributed via a 
baffle to the filter bag socks. The particle laden flue gas flows through the sides of the filters 
(where the particles collect and form a filter cake on the outside of the bags) and clean flue gas 
exits the top of the filter. In order to clean the filters, a pulse of air is directed into the top of the 
filters, causing a pressure change and dislodging the cake from the filter so that it falls into the 
collection hopper for disposal. Each filter bag is supported on a wire cage; the bags and cages are 
independently suspended from a tubesheet at the top of each compartment. 

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

The baghouse is designed for a filterable PM emission rate of 0.015 LbiMMBtu. 

f) Wet Flue Gas Desulfurization 

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

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

The proposed WFGD consists of one absorber tower with two dual flow trays designed to treat 
100% of the flue gas generated from the boiler. The absorber contains six limestone slurry spray 
levels and is designed to achieve 99% SO;! removal. The flue gas travels vertically up the 
absorber tower through the dual flow trays (creating contact and mass transfer between the 
limestone slurry and the SO$ and counter-current to the spray patterns. The atomized slurry 
droplets fiom the spray headers drop onto the dual flow trays and then to the reaction tank below 
the absorber tower. The slurry in the reaction tank is thoroughly mixed with oxidation air, which 
is compressed atmospheric air, blown into the reaction tank to precipitate the gypsum. 
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The WFGD system is designed for 5.5 Lb S02/MMBtu loading and 99 percent SO2 removal 
efficiency while burning the performance fuel. 

AAer passing through the WFGD the scrubbed gas is fed into a stand-alone WESP. 

g) Wet Electrostatic Precipitator 

From the WFGD process, the flue gas will enter a horizontal WESP. A WESP is BACT for 
removal of SO3 and sulfuric acid mist. The WESP is designed and guaranteed to meet the 
permitted level of 0.0037 LbMMBtu of sulfuric acid at the stack. The WESP is also effective in 
removing many types of particulates, including acid mist, oil and tar based condensed aerosols, 
filterable particulates, and oxidized mercury. 

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

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

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

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

B) Material Handling 

1) Coal 

Trimble County's existing equipment is sufficient to handle the coal and limestone needs for 
2,350 MW of PC capacity. However, the addition of TC2 will require that some modifications 
to the existing coal handling system be made to manage the new concept of blending fuels at the 
site. 

i, 

All coals will be transported to the site by barge; the station can moor between 1 and 30 barges 
with barge capacities ranging from 900-ton to 1,500-ton. Coal will be transferred from the barges 
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using the existing coal unloading system. The existing coal conveying and crushing systems also 
meet the demands of both TCI and TC2. 

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

2)  Limestone 

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

3) Water 

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

4) Cooling Towers 

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

Heat Rate Requirement 

. Provide evidence sufficient to demonstrate that the proposed technology meets the 
definition of “Advanced Coal-Based Generation Technology, ’’ either as integrated 
gasifcation combined cycle (IGCC) technology, or other advanced coal-based 
electric generation technology meeting the heat rate requirement of 8530 Btu/kWh . The applicant must provide actual heat rate and heat rate corrected to 

conditions specjfied in J 48Afl(2) 
For projects including existing units, the applicant must provide information 
suf$cient to justify that the proposed technology meets heat rate requirements 
specified in 5 48Afl(3) 

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

With respect to site reference conditions, the Bechtel guarantee conditions of 59°F and 60% RH 
(which is the IS0 standard for system design) needed to be converted in order to apply the 
conditions contained in Section 48A(f)(2)(D) of 14.4 psia, 63°F dry bulb, 54’F wet bulb, and 
55% RH. Those adjustments were made in Trimble County 2, Ambient Change, Tax Credit 
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Study (attached as Appendix I). The performance data for the existing cooling tower, which was 
originally designed for two units but which will be enhanced in conjunction with this project, is 
based upon 90°F dry bulb conditions. As indicated in Appendix I, the guaranteed performance 
heat rate was first adjusted to a 90°F condition utilizing the existing cooling tower performance 
data. That 90°F case was then adjusted to the 54'F wet bulb criteria. 

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

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

8,751.9 * 11-[(13,500-9,970)/1000]*.013] = 8,350.3 BtWkWh 

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

SO2 Percent Removal Requirement 

Provide evidence suflcient to ensure that theproposedproject is designed to meet the 
following performance requirements: 
SO2 percent removal.. ..... .99 percent 

The WAPC purchase order provides for WAPC to guarantee 99% SO2 removal from the TC2 
flue gas. The relevant sections of the WAPC Guarantees are attached as Appendix .I. 

NO, Emissions Requirement 

NOx emissions ............... 0.07 lbs /MMBTU 

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

PM Emissions Requirement 

. PM emissions ................. 0.015 lbs/MMBTU 

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

Mercury Removal Requirement 

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

Cod  Project Requirements 

. Provide evidence sufficient to demonstrate that the project meets the requirements for 
qtmlijjing advanced coal projects as specijkd under J 48A(e)(l) including: 

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

. 

TC2 is a new electric generation unit. The Guaranteed Heat Balance is provided schematically in 
Appendix C on Diagram Guarantee Heat Balance 31OSC38-341. It shows that 100% of the 
useful output is electrical power. 

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

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

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

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

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

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

Appendix N contains reference information of the companies involved in the TC2 project. 
E.ON U.S. 
Bechtel Power Corp. 
Mitsui Babcock Energy Limited 
Hitachi American Limited 
Wheelabrator Air Pollution Control, h c .  

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

Bums & McDonnell Report - A  preliminary Engineering Study commissioned in 
2002 to determine the feasibility, sizing, parameters and project approach strategy of 
the proposed TC2. The project and the scope have been optimized from this original 
study to the current status of the Purchase Orders with the Key Equipment sub- 
suppliers to Bechtel Power (the EPC contractor). See Appendix 0. 
Air Quality Permit, see Appendix P. 
Kentucky State Board Generation and Transmission Siting Order, see Appendix Q. 
Certificate of Public Convenience and Necessity Order (“CCN”), see Appendix K. 
Fuel Specification, see Appendix L. 
Guaranteed Heat Balance, see Appendix C. 
Trimble County 2, Ambient Change, Tax Credit Study, see Appendix I. 
Mass Balances, see Appendix F. 
Preliminary Steam Cycle PID’s, see Appendix E. 
Reference, see Appendix N. 
Project Milestone Schedule, see Appendix A. 
Site Plan, see Appendix M. 
AQCS General Arrangements, see Appendix G. 
Participation Agreement (IMEA, IMPA, LG&E, KU), see Appendix R. 
Purchase Orders for Turbine, Boiler and AQCS (“PO”), see Appendix S. 

111. Priority for Integrated Gasification Combined Cycle Projects 

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

Identification of the primary feedstock (as defined in section 5.02(5) of Notice 2006- 
24}, and all otherfeedstocks. 
If applicable, evidence demonstrating that the project will be capable of adding 
components that can capture, separate and permanently sequester greenhouse gases 
A plan showing how project by-products will be marketed and utilized. 
Other benefits, ifany. 

This section is not applicable as TC2 uses an advanced coal project technology other than IGCC. 

IV. Site Control and Ownership 

. Provide evidence that the applicant owns or controls a site in the United States of 
sufficient size to allow the proposedproject to be constructed and operated on a long- 
term basis. 
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LG&E owns the approximately 2,200 acre Trimble County Station Site. At Construction 
Closing, LG&E transferred an undivided ownership interest in the TC2 site (approximately 6.5 
acres under TC2) to the other owners of TC2. Section 6.2 of the Participation Agreement 
attached as Appendix R describes fully the site ownership. A copy of the Trimble County Station 
Site deeds is attached as Appendix T. 

Describe the current infrastructitre at the site avuiluble to meet the needs ofthe 
project. 

As noted in the Project Description in Section I1 above, TC2 will be installed at an existing site 
in the E.ON US. fleet. This site has existing infrastructure for coal handling, limestone handling, 
water intakes, cooling tower and civil works complete. See the Site Plan in Appendix M. 

. Provide information supporting applicant’s conclusion that the proposed site can 
j d l y  meet all environmental, coal supply, water supply, transmission interconnect, 
and public policy requirements. 

All necessary environmental approvals to commence construction of TC2 have been obtained. 
The Title V, Acid Rain/NO, Budget permit for the constructiodoperation of a new electrical 
generating unit was receivedideemed final January 4, 2006. The Kentucky Pollutant Discharge 
Elimination System (“KPDES”) Permit, currently in effect, expires September 30, 2007. The 
additional anticipated flows will be included during the renewal application in March 2007. The 
Companies do not anticipated significant changes to the KPDES permit as a result of TC2. In 
fact, the Companies are in compliance with the certification requirement under Section 
48A(e)(2)(A) that all Federal and State environmental authorizations to commence construction 
have been received. 

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

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

The CCN order is attached as Appendix K. The Air Quality Permit is attached as Appendix P. 
The Interconnection and Operating Agreement is attached as Appendix U. 

24 



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

Year Demand ($/kW- 

2010 14.35 
201 1 14.38 
2012 14.41 
2013 14.45 
2014 14.48 
2015 14.52 

Month) 
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Energy ($/MWh) Total Cost ($/MWh) 

14.39 38.96 
14.60 39.23 
14.82 39.50 
15.04 39.78 
15.27 40.07 
15.50 40.35 

V. Utilization of Project Output 

. A projection of the anticipated costs of electricity and other marketable by-products 
produced by the plant. 
Provide evidence that a majority of the output ofthe plant is reasonably expected to 
be acquired or utilized. 
Describe any energy sales arrangernents that e.xist or that may be contemplated, 
Power Purchase Agreement or Energy Sales Agreement, und summaries of their key 
terms and conditions. 
Include as an appendix any independent Energy Price Market Study that has been 
done in connection with this project, or $no independent market study has been 
completed, provide a copy of the applicant-prepared market study. 
Identi& and describe any firm arrangements to sell non-power output, and provide 
any evidence of such arrangements. If the project produces a product in addition to 
power, include as an appendix any related market study ofprice and volume of sales 
expected for  that product. 

. 

. 

. 

. 

25 



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

Confidential 
and 

Proprietary 

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

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

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

In addition to satisfying reserve margin requirements, the Companies must meet the energy 
needs of their customers in a least-cost manner. This requires the optimization of the generation 
portfolio among differing technology and fuel types (i.e., coal, gas, hydro, etc.). The 
Companies’ triennial Integrated Resource Plan (“IRP”) identifies when new resources are needed 
and provides an analysis of the type of new resource that is likely to offer the lowest lifetime 
system cost. Prior to the TC2 CCN, the most recent IRP filing was in October 2002. The IRP is 
a complete resource assessment and acquisition plan that considers all utility supply-side and 
demand-side resource alternatives, including enhancements to existing generation facilities. 
However, the IRP does not consider the dynamic purchase power market and the opportunities 
that may exist in the marketplace from time to time. Because the purchase power market is 
dynamic, the Companies continually review the “buy versus build” decision. The future resource 
mix is optimized such that the revenue requirements of serving load are minimized. 

I 
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Table 3 - Capacity Needs for Reserve Margin Range 
Revised December 2004 

(All values in MW at Summer Peak) 

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

-2010 Load Curve 

2016 Load Curve 

Hydro 

--Purchases 

-Coal 

-CT 

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

%of Hours 

As part of the Resource Assessment, the Companies issued a Request for Proposals (“RFP”) on 
April 1, 2003 to meet the base load needs of the Companies for 2010 and beyond. The RFP 
indicated specific requirements such as the amount and timing of capacity and energy needed. 
The RFP was sent to over 90 potential energy suppliers, with nine responses being received. 
The nine responses resulted in ten proposals ranging from 10 MW to 500 MW. A screening 
evaluation was conducted to first assess and rank all viable proposals. The responses to the RFP 
included Purchase Power Agreements (“PPA”) and shared unit ownership, and were evaluated 
against the Companies self-build option at TC2. Three suppliers were eliminated during the 
screening process due to their considerably higher costs, and a preliminary detailed analysis was 
performed based on data used in the screening analysis. Table 4 briefly describes the six offers 
that were analyzed following the screening analysis. 
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500 MW firm (LD) PPA; Term: 1/2007 through 12/2021 

485 MW asset ownership; Available in early 2005 

Table 4 - Six Proposals Analyzed (besides TC2) 

Y 1 PPA starting in early 2007. I 

Term: Thirty year PPA starting in ear 

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

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

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

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

C. Energy Sales Arrangements 

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

D. Energy Price Market Study 

In lieu of an Energy Price Market Study, the market prices the Companies’ Risk Coordination 
Group approved were used with the TC2 CCN and are provided in Appendix V. The data is 
given by periods of time, 5x16, 7x8, and 2x16 where 5x16 represents weekday peak hours, 7x8 
represents off-peak hours, and 2x1 6 represents weekend peak hours. The “Into-Cinergy” column 
shows the pricing for the delivery point near the TC2 site that has since been renamed the 
“Cinergy Hub.” With the unit projected in service in 2010, the market price forecast for that 
year in particular is shown in Table 6 which is excerpted from the aforementioned appendix. 
Note: forward market prices only indicate the relative merit position of TC2 in relation to market 
purchases. Upon commissioning, TC2 will be utilized to serve native load customers and thus 
not be subject to market price fluctuations for operation. 
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Table 6 - Marke 

Into- 
Cinergy 

1/1/2010 

2/1/2010 

3/1/2010 

4/1/20 10 

5/1/20 10 

6/1/2010 

7/1/2010 

8/1/20 10 

91 1/20 10 

1 0/1/20 10 

11/1/2010 

12/1/20 10 

Price Assumptio fc 

~ 50.18 30.26 35.63 

41.23 125.20 130.59 

46.03 1 27.15 I 33.31 

43.17 I 28.17 1 37.39 
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TC2 

E. Non-Power Output Sales 

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

VI. Project Economics 

. Describe the project economics and provide satisfactory evidence of economic 
feasibility as demonstrated through the financial forecast and the underlying project 
assumptions. 
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Appendix W contains a section of the CCN application filed with the KPSC that contains the 
least cost analysis proving the economic feasibility of TC2. The CCN application does not 
contain the effects of the tax credits. Appendix X contains the financial model of TC2 showing 
the effects of the advanced coal tax credit. 

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

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

TC2 also will be the first new plant to utilize a SCR, DESP, ACI, PJFF, WFGD and WESP 
arrangement to control Mercury while minimizing solid waste issues. Mercury control remains a 
challenge for all coal facilities. On its website for the Mercury Emission Control R&D Program, 
DOE maintains that “technology to cost-effectively reduce mercury emissions from coal-fired 
power plants is not yet commercially available.” The Companies, however, expects that the 
combination of control technologies will allow for the removal of 90% of mercury emissions in a 
cost-effective manner. The powered activated carbon employed at TC2 is from Norit-Americas; 
its trade name is DARCO FGD. DARCO FGD has been tested in numerous Department of 
Energy/National Energy Technology Laboratory studies. Norit-Americas were part of the 
research team for the Phase I1 Mercury Control Project - Evaluation of Sorbent Injection for 
Mercury Control. Once these environmental control features are proven, it is likely that most 
hture PC coal plants in the U.S. burning eastern bituminous coals, will utilize this approach to 
control mercury emissions. 

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

i 

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

Total Capital Project Budget (Generation) $1,056,000,000 
Less IMEAIIMPA 25% ownership (264,000.000) 
KU/LG&E eligible generating plant 792,000,000 
KU/LG&E eligible transmission plant 84,000.000 
Total eligible plant 876,000,000 

Tax credit calculated $131.400.00Q 
Tax credit applied for $125.000.000 

Tax credit percentage a% 
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Annual capital expenditures above represent financial statement basis projections. Actual tax 
basis expenditures will reflect differences such as capitalized interest and will be used to 
determine the qualifying expenditures. 

VII. 

and 

. 

Project Development and Financial Plan 

. Provide the total project budget and major plant costs, e.g.. developnient. operating, 
capital, construction, and financing costs. 

i 

i 

Steam Generator 
Steam Turbine 
Air Quality Control System Package 
SCR 
Ash Handling 
Other Pollution Control Costs 
Balance Of Project and Construction 
Development Costs 
Total Capital Project Budget 
Less IMENJMPA 25% ownership 
Total Capital Project Budget-Trans. 
Total Capital 

$108,800,000 
47,000,000 

220,200,000 
24,400,000 
18,400,000 
42,000,000 

579.700.000 
, I  

15,500.000 
$1,056,000,000 

(264,000,000) 
84.000.000 

$876.000.000 

Bechtel is the engineering, procurement and construction contractor for TC2 and will design and 
construct TC2 and ultimately provide the guarantee of TC2 emissions and performance to the 
Companies. 

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

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

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

Iffinancing through a public offering or private placement of either debt or equity is 
planned for  the project, provide the expected debt rating for  the issue und an 
expluiiation of upplicant !s justifcation for  the rating. Describe the status of any 
discussions with prospective investment bankers or other financial advisors. 

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

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

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

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

- 

- 

. .  (’ 

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

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

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

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

Description of Modeling 

In order to obtain a CCN for the TC2 project from the Kentucky Public Service Commission, the 
Utilities had to demonstrate that the project was a component of the least-cost capacity expansion 
plan for the combined system. The modeling that was performed in the Resource Assessment for 
the TC2 CCN utilized two different computer models. These are briefly described below: 

Overview of the PROSYM Chronological Simulation Model 

35 



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

Confidential 
and 

Proprietary 
I” ”’ 

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

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

The CER module of Strategist (formerly called PROSCREEN 11) calculates revenue 
requirements associated with capital expenditures for both the construction and in-service 
periods. These capital revenue requirements are combined with the production cost revenue 
requirements to produce a total system revenue requirement for the study period. The CER 
contains capital information on resource projects associated with the various cases evaluated in 
this resource assessment. Inputs to the CER include construction cost profiles, depreciation 
schedules and various economic assumptions. 

Unit Operation Conditions 

TC2 was modeled using the following operating conditions: 

- Super-critical coal-fired unit 

. . Availability: 93% 

Summerlwinter ratings of 732l750 MW 
Summerlwinter Full Load Heat Rate (“HHV”) of 9079/8651 Btu/kWh 

Location: Trimble County plant within LG&E transmission system 

Proforma Project Financial Projections 

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

Project revenue reflects its ‘revenue requirements’ as reported for regulatory purposes 
(revenue requirements include depreciation, interest on debt, fair return on equity capital, 
fixed O&M, and required taxes; all variable costs are treated as ‘pass-through’ items). 
The project earns its revenue requirements only when the associated costs are included in 
the rate base ( is .  after a filing for rate adjustment); and the timing of rate filings is 
determined by the financial position of the Utilities as a whole rather than by the needs of 
a single project. 

* 
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The model thus replicates ‘imperfect’ rate treatment reflective of a mid-2005 ‘snapshot’ 
view of the financial outlook for the utilities; in the base case scenario the first rate 
adjustment - and thus the first opportunity to allow recovery of project costs - occurs in 
2010, based on a calculation of prior year (‘test year’) revenue requirements. 
Project revenues remained essentially fixed between rate cases (although there is 
allowance for load growth in the interim) irrespective of the profile of actual revenue 
requirements; this tends to result in ‘under-recovery’ of costs during the construction 
phase and ‘over-recovery’ during the operating phase Qirom an individual project 
perspective). 
The project maintains the same capital structure as the utilities. 

and 

. .., 

Capital Costs 

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

,’ 

2005 

Table 7 - TC2 Costs (75% ownership only) 
(Nominal $000~) 

Year I Capital I Transmission 1 Total I 
7,500 0 7,500 

2006 

2007 

2008 

76,300 5,200 81,500 

206,300 6,300 212,600 

304,200 26,900 331,100 

2009 1 166,800 1 42,100 I 208,900 

2010 
Grand 
Totals 

30,900 3,800 34,700 

792,000 84,300 876,300 
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Operations and Maintenance Costs 

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

VIII. Project Contract Structure 

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

. Power Purchase Agreement ($not fully explained in Section I y )  

Not applicable, since energy will be used to serve native load customers. 

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

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

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

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

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

Article 7 of the Participation Agreement (“PA”) provides the following: 

LG&E and KU shalI have the sole obligation and authority to manage, control, maintain and 
operate TC2. The Companies shall prepare an annual O&M budget and submit it to the 
Coordination Committee for approval. The Companies shall operate and maintain TC2 using 
Good Utility Practice. 
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A copy of the PA dated February 9,2004 is provided as Appendix R 

. Shareholders Agreement: summarize key terms and include the agreement 
us un uppendix. 

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

Table 8 

TRIMBLE 2 PARTICIPATION AGREEMENT 
KEY TERMS SUMMARY 

ITEM 
Parties/Ownership 

costs 

Control 

Development Phase 
Payments 

_ _ _  
mlzrvfsuMMARY 
Indiana Municipal Power Agency (“IMPA”) 12.88% 
Illinois Municipal Power Agency (“MEA”) 12.12% 
Collectively the Agencies 
LG&E and KU (Companies) 75.00% 
Each party pays its pro rata portion of all TC2 costs 
(development, construction, operation, maintenance, retirement, 
etc.). All costs are prorated based on ownership except for fuel 
and reactant expenses which are prorated based on energy 
delivered. 

The $85 million in transmission costs are necessary to move TC2 
energy to the Utilities’ load. The Agencies will only pay a 25% 
share of the $8 million direct interconnection costs that are part of 
the total transmission costs. 
The Companies control the development, construction and 
operation of TC2, subject to meeting a “Good Utility Practice” 
standard and complying with approved budgets. The 
Development Budget is an exhibit to the Agreement. The 
Construction Budget is approved by a majority vote of the 
Coordination Committee (Companies 75%, Agencies 25%). Any 
changes to budgets are also approved by majority vote. 
The Companies accrue Development Costs until April 1,2004. 
The Agencies then pay their pro rata share of accrued 
Development Costs plus interest plus the 2% Supervisory Fee. 
The Agencies make monthly payments thereafter. 
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rRIMBLE 2 PARTICIPATION AGREEMENT 
(EY TERMS SUMMARY 

TEM 
levelopment 
khedule 

2evelopment Phase 
remination / 
Withdrawal 

2onstruction Phase 
remination / 
Withdrawal 

Construction Budget 

TERM SUMMARY 
The Parties to use commercially reasonable efforts to meet project 
milestones: 

Each Party to execute Transmission Service Agreements with 
applicable IS0 by July 1, 2004. 
(ii) 
with applicable IS0 by December 1,2003. 
(iii) 
2005. 
(iv) 
February 1,2005. 
(v) 
funding by November 1,2005. 
(vi) Construction closing December 31,2005. 
Any Party may withdraw during the Development Phase. If the 
Companies withdraw, the agreement is terminated, Agency 
payments may be refunded, development stops, and Agency 
option to participate in TC2 remains. 

If an Agency terminates, no refund of payments and Agency 
option to participate in TC2 ends. The Companies may continue 
development. 
Withdrawal during the Construction Phase is a breach. If the 
Companies withdraw, the construction stops and the Agencies 
may seek actual damages. 

If an Agency withdraws, the construction continues and the 
Companies and remaining Agency buyout the withdrawing 
Agency’s interest at a discount after construction is completed. 
To be submitted 90 days prior to construction closing and 
approved by a majority vote of the Coordination Committee. 

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

An Agency may elect to not participate in cost overruns in excess 
of the initial Construction Budget and be diluted at a discounted 

The Companies to execute an Interconnection Agreement 

Each Party to obtain regulatory approvals by July 1, 

The Companies to obtain environmental permits by 

Each Party to obtain final authorization and project 
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TERM SUMMmY 
Agencies pay their pro rata share of Construction Costs plus the 
2% Supervisory Fee monthly. 
Each Party will only be entitled to use its pro rata share of any 
Plant Attribute (Le., Capacity, Energy, Ramp Rate, VAR’s) 

TRIMBLE 2 PARTICIPATION AGREEMENT 
KEY TERMS SUMMARY 

Assignments 

Disputes 

Any inadvertent use of any other Party’s pro rata share of a Plant 
Attribute will be compensated in a way that complies with FERC 
Comparability Standards. 
Each Party has a right of first refusal and consent rights, not to be 
unreasonably withheld on any transfer to a non-affiliate. 
Disputes to be resolved by the: 

(i) Coordination Committee 
(ii) Senior Executives 
(iii) Voluntary Binding Arbitration 

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

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

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

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

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

Contract Price: 

Performance: 

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

Warranty: Two years on entire plant from Bechtel with extended warranties from 
OEM’s passed through. 
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Security: Letters of credit to be received by Owners upon NTP (Le., the time that 
Owners authorize Bechtel to commence full construction). The letters of 
credit are stepped down over the course of the project in four increments 
and then fully released upon Final Completion (or upon completion of 
functional tests, if later). 

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

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

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

Reliability: 

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

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

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

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

The Companies are currently members of the Midwest Independent Transmission System 
Operator (“MISO). An Interconnection Request #75052130 was sent to MISO in March 2002. 
In response MISO produced System Impact Study A-024 in May of 2003 and a Generation 
Interconnection Evaluation, Project G218 (MISO Queue #37356-01) in March of 2003. Both of 
these studies identified constraints and possible solutions to those constraints in the MISO 
transmission footprint and adjacent non-MIS0 transmission systems. After selecting from among 
the possible solutions identified, a MISO-prepared Facility Study Report, Project F012 (MISO 
OASIS ## 75052130) identified the cost and schedule for required system improvements in July 
2003. Subsequently MISO and the Companies entered into an Interconnection and Operating 
Agreement on January 27, 2004. (Included as Appendix U). The Companies acting as the 
Transmission Owner filed for regulatory approvals necessary to construct the required system 
improvements. The KPSC issued orders in September 2005 and May 2006 approving the 
construction of the required system improvements. The Companies are currently acquiring rights 
of way for the construction. All transmission construction is scheduled to be complete in the fall 
of 2009. 
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The Companies are in the regulatory process of exiting from MISO. However, such withdrawal 
will have no effect on the Interconnection and Operating Agreement. 

IX. Permits including Environmental Authorizations 

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

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

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

. Explain what actions have been taken to date to satisfy the required uuthorizations 
and reviews, and the status ofeach. 

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

The Kentucky Pollutant Discharge Elimination System (“KPDES”) Permit # KY0041971 expires 
September 30, 2007. The additional anticipated flows will be included during the renewal 
application in March 2007. LG&E does not anticipate significant changes to the permit as a 
result of TC2. See Appendix Z. 

i 
I 

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

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

The Title V, Acid RainiNO, Budget permits for the constructiodoperation of a new electrical 
generating unit was receiveddeemed final January 4, 2006. See Appendix P. 

The Kentucky Pollutant Discharge Elimination System (“KPDES”) Permit # KY0041971 was 
effective 10/1/02, see Appendix 2. 

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

I f  applicant plans to purchase a steam turbine or turbines for  the project, indicate the 
prospective vendors for  the turbine and e;rplain the current status ofpurchase 
negotiations, and provide a timeline for  negotiation and purchase with expected 
purchase date. 

A Purchase Order (number 25 191-100-POA-MUSG-00001) has been released to Hitachi 
America, Ltd. for the purchase of the steam turbine. Pricing, terms and conditions and schedule 
have all been agreed between the parties. The Purchase Order Cover Letter for the Steam 
Turbine as well as the Steam Generator and the AQCS are attached in Appendix S. 

XI. Project Schedule 

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

Appendix A contains the TC2 Project Milestones Schedule. 

APPENDICES 

. Independent Financial Report 

See Appendix BB. 

. Copy of internal or external engineering reports. 

See Appendices I, 0 and CC (Black and Veatch Site Assessment Report). 

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

See Appendices M and T. 

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

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

Power Purchase or Energy Sales Agreement. 
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. 
Not Applicable. 

Market Study for  non-power output. 

. Financial Model ofproject. 

See Appendix X. 

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

See Appendix DD. 

. For each project contract, ifno contract currently exists, provide a summary ofthe 
expected terms and conditions. I 

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

List of all federal, state, and local permits, including environmental truthorizations or 
reviews, necessary to commence construction. 

See Appendices P, Z ,  AA. 

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

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

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

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

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

Signature - Kentucky Utilities Company and LouisvilIe Gas and Electric Company 

Declaration 

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

Vice President - Regulated Generation 
June 28,2006 
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September 27,2006 

U.S. 
S. Bradford Rives 
Chief financial Officer 

220 Wen: Main Street 
Louisville, Kentucky 40202 
T (502) 627-3990 
F (502) 627-2111 
brad.rives@eon-usrom 

Via Certified Mail 

Internal Revenue Service 
Attn: CC:PSI:6, Room 5313 
P.O. Box 7604 
Ben Franklin Station 
Washington, DC 20044 

Re: SECTION 48A APPLICATION FOR CERTIFICATION 

Gentlemen: 

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

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

Very truly yours, 

Enclosures 
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SECTION 48A APPLICATION FOR CERTIFICATION 

Applicant Name: 

Applicant Address: 

Taxpayer identification number: 

Contact Person: 

Qualified advanced coal project: 
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Kentucky Utilities Company and 
Louisville Gas and Electric Company 

220 West Main Street, P. 0. Box 32030 
Louisville Kentucky 40232 

Kentucky Utilities Company 61-0247570 
Louisville Gas and Electric Company 61 -02641 50 

Ronald L. Miller, Director Corporate Tax, 

Gregory J. Meiman, Senior Counsel 
(502) 627 - 2562 
J. Scott Williams, Manager Tax Accounting, 

(502) 627 - 2687 

(502) 627 - 2530 

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

Summary of the Project 

The Companies will construct an Advanced Coal-based Generation Technology project, Trimble 
County Unit 2 (“TC2”). The unit is a nominal 750 net MW super-critical pulverized coal 
(“SCPC”) facility with the latest coal combustion technology, as well as the latest technological 
advances in efficiency and environmental controls. This new facility will be located at Trimble 
County Station in Bedford, Kentucky, along the Ohio River, the site of Trimble County Unit 1 
(“TCl”), a 51 1 MW coal-fired facility. TC2 will be a joint project between the Companies, 
which will own 75% of the project, and the Indiana Municipal Power Agency (“JMPA”) and the 
Illinois Municipal Electric Agency which will jointly own 25% of the project, and 
will serve the needs of the native load customers of these entities. This project is a new electric 
generating unit with construction to be completed and unit commercialization to take place in 
year 2010. The nameplate generating capacity is a nominal 750 net MW. 

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

IMPA is a not-for-profit corporation and a political subdivision of the State of Indiana. IMFA was created in 1980 
for the purpose of jointly financing, developing, owning and operating electric generation and transmission facilities 
appropriate to the present and projected energy needs of its participating members. IMPA sells power to its members 
under long-term power sales contracts. IMPA’s owned and member-dedicated generating capacity is 81 I megawatts. 
IMEA is a not-for-profit, municipal corporation and unit of local government of the State of Illinois. IMEA was 
created in 1984 for the purpose to jointly plan, finance, own and operate facilities for the generation and 
transmission of electric power to provide for the current and projected energy needs of the purchasing members. 
IMEA has forty members, each of which is a municipal corporation in the State of Illinois and owns and operates a 
municipal electric distribution system. 
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0.05 1bsiMMBtu (permitted) 
0.015 IbslMMBtu 0.015 lbs/MMBtu . 

90% 90% 
New electric generation OR 
Retrofithepower existing 
At least 50% 100% 

At least 75% coal 
Generation Unit at one site 

New electric generation 

100% coal 
Yes; Trimble County Station, 487 
Corn Creek Rd, Bedford, KY 
40006 
Nominal 750 net MW 
Approved by State agencies with 

procurement/consttuction 
contracts in place. 
Qualifylng advanced coal project 

At least 400 MW 
Ongoing engineering 
activities permits and 

IGCC or qualifying 
advanced coal project - 

As part of the TC2 project, new transmission lines are needed to provide stability for the output 
from TC2. The new transmission lines are based on studies performed by the Companies and 
approved by the Midwest Independent System Operator. The Companies received a Certificate 
of Public Convenience and Necessity (“CCN”) for the direct interconnection part of these 
facilities on September 8, 2005 from the Kentucky Public Service Commission. An additional 
CCN for transmission system upgrades was received on May 26, 2006. The additional 
transmission lines are a 42 mile Hardin County-Mill Creek 345 kilovolt line and a 2.55 mile 
Trimble County-Public Service Indiana 345 kilovolt line. Construction for part of the 
transmission upgrade has begun. 

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

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

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

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

TC2 will clearly satisfy the requirements of Section 4XA of the Internal Revenue Code in terms 
of the required design net heat rate. The Guaranteed Design Net Heat Rate provided by Beehtel 
Power Corporation (“Bechtel”) in the EPC Agreement is 8662 BtulkWh. When that heat rate is 
corrected for the fuel heat content and respective atmospheric conditions, as required by Section 
48A(f)(2), TC2 has a calculated Design Net Heat Rate of 8350 Btu/kWh, as seen in Table 1. 
This is further described in the Heat Rate portion of this Application. 

TCZ will satisfy the environmental performance requirements of Section 48A, as well. TC2 will 
be the most environmentally firiendly coal-fired unit in Kentucky with lower permit limits for 
sulfur dioxide (“SO2)o and nitrogen oxide (‘WOT) emissions than any other existing or currently 
planned coal unit in Kentucky. TC2 will be designed using state-of-the-art emission control 
technologies. First, in terms of mercury removal, TC2 will be guaranteed to achieve 90% 
Mercury removal, matching the Section 48A Mercury removal design requirement. The 90% 
Mercury removal guaranteed for TC2 is necessary to provide a reasonable operating margin to 
meet the Mercury emission limit of 13 x 10 -6 LbiMWh contained in the project’s Air Permit 
which is better than the Environmental Protection Agency’s Clean Air Mercury Rule 
requirements. The Mercury limit will be met by a selective catalytic reduction system (“SCR”), 
a dry electrostatic precipitator (“DESP”), an activated carbon injection system, a pulse jet fabric 
filter (“PJFW), a wet flue gas de-sulfurization system (“WFGD) and a wet electrostatic 
precipitator (‘WESP”). 

With other adjustments being made to TCI, SO2 and NO, emissions from both TCI and TC2 
will not exceed currently permitted limits for the Trimble County Station site, even after the 
addition of the TC2. Nevertheless, while TC2 was able to net out of the Prevention of 
Significant Deterioration regulations for SO2 and NO, and thus Best Available Control 
Technology (“BACT”) does not apply, it wiII still be designed to meet 0.05 LbMMBtu NO, 
which is over 28% better than the Section 48A requirement of 0.07 LbMMBtu and have a 99% 
SO2 removal rate guarantee which equals the Section 4XA requirement for SO2 removal 
efficiency. 

Finally TC2 will be designed to limit filterable and condensable Particulate Matter (“PM) 
emissions to 0.015 IbslMMBtu. This will be accomplished by the combination of the DESP, 
PJFF. WFGD and W S P .  

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

Description of Project Qualiifcations Under Section 48A 

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

Heat Rate Requirement 

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

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

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

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

8,751.9 * [l-[(13,500-9,970)/1000]*.013] 8,350.3 Btu/kWh 

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

SO2 Percent Removal Requirement 

The WAPC purchase order provides for WAPC to guarantee 99% SO2 removal from the TC2 
flue gas. 
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NO, Emissions Requirement 

The EPC Agreement provides for Bechtel to guarantee that NO, emissions from TC2 will not 
exceed 0.04 Lb/Mh4Btu provided the burner stoichiometry does not exceed 1.0; otherwise the 
guarantee will be 0.05 Lb/MMBtu. 

PM Emissions Requirement 

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

Mercury Removal Requirement 

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

Coal Project Requirement 

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

Site Control and Ownership 

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

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

Project Status and Permits 

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

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

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

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

Utilization of Project Output 

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

Eligible Property 

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

9 



Kentucky Utilities Company 
Louisville Gas and Electric Company 
September 27,2006 

Confidential 
and 

Proprietary 

Further, the Companies capitalized interest as property eligible for the investment tax credit. As 
explained below, the eligible property includes all elements of the project. 

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

Congress intended that the scope of “eligible property” under Section 48A be limited only with 
respect to IGCC facilities. “With respect to IGCC projects, the conference agreement narrows 
the definition of credit-eligible investments to include only investments in property associated 
with the gasification of coal, including any coal handling and gas separation equipment. Thus, 
investments in equipment that could operate by drawing fuel directly from a natural gas pipeline 
do not qualify for the credit.” Description and Technical Explanation of the Conference 
Agreement of H.R. 6, Title XIIL “Energy Tax Incentives Act of 2005, ” p. 36 (July 21,2005). For 
projects other than IGCC, no such limits were included in the legislation, and Congress spoke to 
no limits in the legislative history of the provision. 

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

The use of the phrase “any property which is a part of such project” in prior investment tax credit language further 
supports the inclusion of transmission facilities within the scope of eligible property. The Tax Reform Act of 1986 
repealed an existing investment tax credit, but allowed its continuation for a brief period for “transition property,” 
which was defned to include ‘pronertv which is Dart of a moiect which is certified by the Federal Energy 
Regulatory Commission before March 2, 1986, as a qualifying facility for purposes of the Public Utility Regulatory 
Policies Act of 1978.” Tax Reform Act of 1986, No. 99-514, 100 Stat. 2085 (October 22, 1986), Sections 
204(a)(2)(A); 21 l(a). The Federal Energy Regulatory Commission determined that a qualifying facility included 
transmission facilities. Clurion Power Company, 39 FERC 11 61,3 17 (June 18, 1987). And in Private Letter Rulings, 
the IRS determined that “property which is part of a project” under Section 204(a)(Z)(A) of the Tax Reform Act of 
1986 included transmission facilities. See, Private Lefter Ruling 8947034, 1989 PLR LEXIS 2729 (August 28, 
1989); PrivuteLetter Ruling8843017, 1988 PLR LEXIS 2336 (July 29, 1988). 
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83,000 41,000 35,000 159,000 

5,000 22,000 1,000 28,000 

792,000 112,000 84,000 988,000 

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

Steam Generator 
Steam Turbine 
Air Quality Control System Package 
SCR 
Ash Handling 
Other Pollution Control Costs 
Balance of Project and Construction 
Development Costs 
Total EPC contract costs 
Costsputside of EPC contract 
Total Capital Project Budget 
Less IMENJMPA 25% ownership 
Subtotal 
Transmission 
Capitalized Interest 
Total Capital 

Total eligible plant 
Tax credit percentage 
Tax credit calculated 
Tax credit applied for 

$108,800,000 
47,000,000 

24,400,000 
18,400,000 
42,000,000 

5 17,200,000 
15.500.000 

$993,500,000 
62,500.000 

$1,056,000,000 
(264,000,000) 
$792,000,000 

84,000,000 
112,000,000 

$988.000900 

220,200,000 

$988 000,000 
X 15% 

$1 4S1200,O0Q 
$1 25,OOO&OQ 

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

See Exhibit 2 for calculation of capitalized interest and Exhibit 3 for transmission project costs. 

Ratio of Total Nameplate Capacity to Requested Allocation 

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

Total credit applied for $125,000,000 
Nameplate Capacity (MW) 750 
Tax Credit per MW Nameplate capacity $166,667 
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Exhibit 3 - Transmission Project Costs 
Exhibit 4 - Power of Attorney and Declaration of Representative, Form 2848 
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The Companies respectfully request confidential treatment of this application and all appendices 
contained herein, as they contain trade secrets and commercial or financial information which is 
exempt from disclosure under the Freedom of Information Act, 5 USC sec. 552, Subject to the 
Trade Secrets Act, 18 USC sec. 1905. 

Signature -Kentucky Utilities Company and Louisville Gas and Electric Company 

Declaration 

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

Chief Financial Officer 
September 27,2006 
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Exhibit 2 
CALCULATION OF CAPITALIZED INTEREST 

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







Exhibit 3 
TRANSMISSION COSTS 

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

Summary of costs per estimated Authorization for Investment Proposals 

Proiect # Amount 

121636 
121639 
121640 

$44,745,149 
12,993,988 
6,240,000 

Other Transmission Costs 20,020,263 
Total $84,000,000 
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Exhibit 4 
POWER OF ATTORNEY - FORM 2848 



September 5,2006 

Roiinld L. .\filler, Cl"4 
Director. Corporate Tax 

230 West Main Street 
P.O. Box 32030 
Louisville. ICY 40233 
T 502-637-2687 
P 502-627-1669 
,on. inil lwij  eon-iis.corn 

VIA Fax 703-605-1905 

Mr. Douglas Kim, CC:PSI:6 
Internal Revenue Service 
P.O. Box 7604 
Ben Franklin Station 
Washington, DC 20044 

Dear Mr. Kim: 

In response to Kathleen Reed's August 24.2006 letter (copy attached), enclosed please 
find a completed Form 2848, Power of Attorney and Declaration of Representative, for 
both Louisville Gas and Electric Company and Kentucky Utilities Company in 
connection with our Section 48A Application. 

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

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

Sincerely, 



Power of Attorney 
and Declaration of Representative 

Name and address 
Ronald L. Miller, Director Corporate Tax 
220 West Main Street, P.O. Box 32030 
Louisville, KY 40232 
Name and address 
Gregory J. Meiman. Senior Counsel 
220 West Main Street, P.O. BOX 32030 

J. Scott Williams. Manager Tax Accounting 
220 West Main Street, P.O. Box 32030 

Louisville. KY 40232 
Name and address 

Louisville, KY 40232 

............ -.?, 
:. . - _ e  -e w Type or print. w See the separate instructions. Va-e 

:e ec1c-e 

F.?:! :? 

Power of Attorney 
Caution: FDrV 2848 l,ii ,of be rcrcred 12, ari,pu;cse <:her r*aq .eprejer:a!.w t o ' m  :Fa ;is. 

f 
, CJ!* 1 

-3xcayer nameisi and address 
Taxpayer information. Taxpayerts) nust sign and date this form on page 2. Lne 9. 

Social security number(s) Employer identification 
' number 

CAF No. .................................. 
Telephone No. .C5O?lr)?)6?7.-?@7-. .......... 
Fax No. .(5O?l6?.?:?669 .................... 

CAF No. .................................. 
Telephone No. .@?).6?7-256?. ............ 
Fax No. .(50?>.?17:?275 .................... 

CAF No. .................................. 
Telephone No. .tfW.6?7-25?0. ............ 
Fax No. .(50?>.62.?:?689 .................... 

Check if new: Address [7 Telephone No. Fax No. 

Check if new: Address c] Telephone No. Fax No. 

Check if new: Address Telephone No. u Fax No. 0 

Type of Tax (Income. Employment, Excise, etc.) Tax Form Number Year@) or Period(s) 

Tax matters in connection with the application for 

Advanced Coal Proiect Tax Credits under Section 48b 

Form 1120 ] ~ 0 0 6  to 2010 

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

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

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

Receipt of rofund checks. If you want to authorize a representative named on line 2 to receive, BUT NOT TO ENDORSE 
OR CASH refund checks, initial here 

Name of representative to receive refund check@) 

6 
and list the name of that representative below 

For Privacy Act and Paperwork Reduction Notice, see page 4 of the InslrUCtions. F , X ~  2848 . R W  3-i;s41 .*-A, 



: . ..... _. .ad*  . +r, &;::,4, rtentuckv Utilities Company 6 1-0247570 Page 2 
I Notices and communications. Original nctices and other wr'tten communicaticns will be sent to you and a clpy IC :he 

' j s u  a's0 want the second representative listed to recetve a copy of nobces and iomrunicat!ons. check !his Cox 

Retention/revocation of prior poweris) of attorney. The filirg of fhs Polver 3f attcrney au!orrat!caiiy :evokes all 
33'" er poweris) of aflcrney on rile with Ihe InterPal Revenue Service for the same tax matters and years or perlods covered- 
cy th;s document. !f you do not want to revoke a prior power of at!orney. cbeck here . 
YOU MUST ATTACH A COPY OF'ANY POWER OF ATTORNEY YOU WANT TO REMAIN IN EFFECT. 
Signature of taxpayer(r). if a tax matter concerns aiofnt return, both husband and w!fe must sign if joint representaton .s 
*quested. othemise, see the inslructions. If signed by a corporate officer partner guardian. tax matters partner, executor. 
receiver. adm,nistrator, or trustee on behalf of the taxpayer. I certify thal i have the authority to execute thls form on behalf 

' 7 '  -8presertal;ve !.sled on We 2. 

6 ::a do nzt want any mtizes or commurications sent to your 'spreser'laliveis) check this box . 

- 
a 

b 
b __ - 

. . . . .  bL -- 
8 

-, . .  . 

9 

b.e 

of the taxpayer. 
b IF NOT SIGNED AND DATED, THIS POWER OF ATTORNEY WILL BE RETURNED. . 

.I 1 .  

9/5/2006 
. .  , KY < . .  . . . 1 : .  ,..-. ..:. . . . '___ 

i 
' . , I  p ' 

k I h-.. 915i2006 Chief Financial Officer .................. +-..JLJ.-:-. :I.. ........................................................................... 
Signature Date Title (if applicable) 

s: Br?dfo!d.R!ves ................ I 1  .Ken?u.ckY.u!!~!t!e?. G.?m%!!. .................................. , 

Print Name PIN Number Print name of taxpayer from line 1 if other than individual 

.................................................................................................................. 
Signature Date Title (if applicable) 

................................... 
Print Name PIN Number 

Declaration of ~eptesentative 

2aution: Students nilh a special order lo reprwent taxpayers in Qualified l o w  tncome Taxpayer Clinics or the Studenl Tax Clinic 



'.'M@ ~. uc 'I.ri.;,'S.? Power of Attorney 
For IRS Use Only 

I 

and Declaration of Representative 4e:o ,,>, t) 

.:..2848 j 
: :::* 

kame and address 
Ronald L. Miller. Director Corporate Tax 
220 'Nest Main Street, P.O. BOX 32030 
Louisville, KY 40232 
Name and address 
Gregory J. Meiman, Senior Counsel 
220 West Main Street, P.O. Box 32030 
Louisville, KY 40232 
Name and address 
J. Scott Williams, Manager Tax Accounting 
220 West Main Street, P.O. Eox 32030 
Louisville, KY 40232 

1 Taxpayer information. Taxpa) 
-.wcayer namels) and address 

LJwsuille Gas and Electric Company 
229 West Main Street 
P . 0  Box32030 
Louisviile, KY 43232 
9ereby appoint(si the following represen!atiwe(s) as at!orney(s)-in-fact: 

number 
! 

Caytime teiephone ruiiilier ' Plan nbmber (if app1icaD:e:i 
I ;61-0264150 

I ! 1502) 627-2687 

CAF No. .................................. 
Telephone No. .@?),??.?-?@Z. ........... 
Fax No. .L?(l?).jS?7:?6!??q.. .................. 

Check if new: Address Tetephone No. Fax NO. 

CAF No. .................................. 
Telephone No. .@0?)6?7:2%?. ............ 
Fax No. .L$(l?j-?j.?:Z??5 .................... 

Check if new: Address Telephone NO. Fax NO. 
CAF No. .................................. 
Telephone No. .150?)6??:2!230.. .......... 
Fax No. .(5(l2L6?7-2669 .................... 

[r! 

Check if new: Address Telephone NO. Fax NO. 0 

Tax Form Number 
(1040. 941. 720, etc.) 

Type of Tax (Income, Employment, Excise. etc.) Year(6) or Period& 
(see !he instructions for line 3) 

Advanced Coal Proiect Tax Credits under Section 48/ 

- 
4 

5 
- 

I 

~. . 
Exceptions. An unenrol!ed return preparer cannot sign any document for a taxpayer and may only represent taxpayers 0 
I%i!ed situations. See Unenrolled Return Pfeparer on page 2 of the instructions. An enrolled actualy may only represent 
taxpayers to the exten! provided in section 10.3(d) of Circular 230. See the line 5 instructions for restrictions on tax matters 
paflners. 

-.st any spec fic additiors or deietlons to the acts othenvise autbrired in !bis p w e r  3f attorney: ........... 
........................................................................................................................ 
........................................................................................................................ 
........................................................................................................................ 

-.........1...............................__I_____._._________ ........................................................... 
Receipt of refund checks. If you want to authorize a representative named on line 2 to receive. BUT NOT TO ENDORSE 
OR CASH refund checks. initial here 

6 
and list the name of that representative below. 

Name of representatfwe Lo receive refund checW 
For Privacy Act and Papawark Reduction Notice, see page 4 of the InStrUCtiOnP. F O , ~  2848 R W  3.:::+ 
_.i 



Page 2 -. - 1 1 4 3  99" 3.2::'li Louisville Gas and Electric Company 61-0264150 

7 ~~~i~~~ and communications. Crigiwl notices and other written communications will be Sent lo you and a COPY 10 the 

f you 3150 ,&ant the second representative listed to receive a 33py 9f "otkes ard communcati3nS. check Ibis box . 

Retentionlrevocation of prior power@) O f  attorney. Sbe filing of this pcwer of altorrey autorratically revckes all 
izF1-ar pcweris) of altorrey on file with the internal Revenue Servbce for !he same tax I-atters and fears or Fer o$S x ' w e d  7 

YOU MUST ATTACH A COPY OF ANY POWER OF ATTORNEY YOU WANT TO REMAIN IN EFFECT. 
Signature of taxpayer(s). If a tax matter concerns a joint return both hilsband and rvife must slgn if joint represen!ati;P ;s 
-*quested. otherwise. see the instructions. if signed by a corporate ofiicer. partner, guardian. tax matters partner, executor. 
receiver. administrator, or trustee on behalf of the taxpayer, I cert:fy :ha1 ' save !he adhority to execute this form on behalf 
of the taxpayer. 
C IF NOT SIGNED ANY DATED, THIS POWER OF ATTORNEY WILL BE RETURNED. 

' - s t  ,epresertative W e d  on line 2. '7 

b '- - 
b f ?JU  20 rot ,;$ant sny nctoces or 2ommunications sert to your rep*esentat,ve:si. check ih1s box. 

c) 1h.s 3osument. If you do not bvanl to revoke a prior pcwer of attorney. c3eck %re 

. .  , b- 
8 

b-.. 

$ 

,* ' '1 
,I-. I 

6 li.9 9/5/2006 ............ :. ... L A L : . : . . .  ........................................ I;.h!?f F!?anF!@.Offic?I. .................... 
Signature Date Title (If applicable) 

Ces;gi.at:oninsert 

................................... S. Bradford Rives I I  .Lou!s~~.ir!e.G.as.and.e!Llc?!ic ComF-?nY. .......................... 
Print Name PIN Number Print name of taxpayer from line 1 if other than individual 

2urisdlction [state) or , Signature Cafe 

...................................................................................................................... 
Signature Date Title (if applicable) 

................................... czzx=I 
Print Name PIN Number 

Program. see the instructions for Pari I!. 
Under penalties of perjury, I declare that: 

I am not currently under suspension or disbarment from practice before the Internal Revenue Service: 
0 I am aware of regulations contained in Treasury Department Circular No. 230 (31. CFR. Part to), as amended, concerning 

the practice of attorneys, certified public accountants. enrolled agents. enrolted actuaries. and others; 
I am authorized lo represent the taxpeyerfs) identified in Part I for the tax matterts) specified there; and 
I am one of the following: 
a 
b 
c 
d 
e 
f 

g 

h 

Attorney-a member in good standing of the bar of the highest court of the jurisdiction shown below. 
Certified Public Accountant4uly qualified to practice as a certified public accountant in the jurisdiction shown below. 
Enrolled Agenl--enrolled as an agent under lhe requirements of Treasury Department Circular No. 230. 
Omcer-a bona fide officer of the taxpayefs organization. 
Full-Time Employee-a full-time employee of the taxpayer, 
Farcity Member-a member of the taxpayer's immediate family 1i.e.. spouse. parent. child. brother. or sister). 
Enro led Actuary-enrolled a6 an actuary by the Joint Board for the Enrollment of Acluaries under 29 U.S.C. 1242 (the 
authority to practice before the Service is limited by Seclion 10.3fdj of Treasury Department Circular No. 230) 
2nenrol;ed Return Preparer-the authority to practice before the tnternal Revenue Service is limited by Treasury 
Ceparlment Circular No. 230. section 10.7[c)[I~(viiI]. You must have prepared the return in question and the return 
must be under examination by the IRS, See Unenrolled Return Preparer on page 2 of the instructions. 

IF THIS DECLARATION OF REPRESENTATIVE IS NOT SIGNED AN0 DATED, THE POWER OF ATTORNEY WILL 
BE RETURNEO. See the Part II instruclions. 

above letter la-h) identification 

i D.e :KY 
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DEPARTMENT OF THE TREASURY 
I N T E R N A L  REVENUE S E R V I C E  

WASHINGTON. D.C. 20224 

August 24.2006 

CC:PSI:6:KReed 
PRESP-139681-06 

John N. Voyles, 
Vice President--Regulated Generation 
Kentucky Utilities Company and 
Louisville Gas and Electric Company 
220 West Main Street 
P.O. Box 32030 
I ouisville, KY 40232 

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

Dear Mr. Voyles: 

This letter acknowledges receipt of Taxpayers' application for section 48A 
certification that was submitted to the Internal Revenue Service pursuant to section 5.03 
of Notice 2006-24, 2006-1 1 I.R.B. 595. 

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

Internal Revenue Service 
Attn: Douglas Kim, CC:PSI:B 
P.O. Box 7604 
Ben Franklin Station 
Washington, DC 20044 

Sincerely, 

Kathleen Reed 
Senior Technician Reviewer, Branch 6 
Office of Associate Chief Counsel 
(Passthroughs & Special Industries) 
IRS f.D. NO. 50-05958 



i 



Internal Revenue Service 

Ronald L. Miller 
Director Corporate Tax 
E O N  US. 
220 West Main Street 
P.O. Box 32030 
Louisville, KY 40232 

Department of the Treasury 
Washington, DC 20224 

Person To Contact: 
Kathleen Reed, ID No. 50-05958 
Telephone Number: 
(202) 622-31 10 
Refer Reply To: 
CC:PSI:6 - PRESP-139681-06 
Dale: 
October 27,2006 

In re: Section 48A Application 
Taxpayers: Louisville Gas and Electric Company (TIN: 61-02641 50) and 
Kentucky Utilities Company (TIN: 61-0247570) 
Project: Trimble County Unit 2 
Category (Pool): Advanced Coal-Based Generation Technology Other Than 
IGCC 

Dear Mr. Miller: 

attorney and declaration of representative, or other proper authorization, currently on file 
with the Internal Revenue Service. 

The enclosed copy of a letter is sent to you under the provisions of a power of 

Sincerely yours, 

2 5 z z z L - u  
KATHLEEN REED 
Senior Technician Reviewer, Branch 6 
office of Associate Chief Counsel 
(Passthroughs and Special Industries) 

Enclosure: 
Copy of letter 



u t t  iLt ut LHltt CUUNStL 

OFFICE OF 
C H I E F  COUNSEL 

UIL: 48A.00-00 

S. Bradford Rives 
Chief Financial Officer 
E.ON US. 
220 West Main Street 
P.O. Box 32030 
Louisville, KY 40232 

DEPARTMENT OF THE TREASURY 
INTERNAL REVENUE SERVICE 

WASHINGTON. D.C. 7.0224 

October 27,2006 

CC:PSI:B:KReed 
PRESP-139681-06 

RE: Section 48A Application 
Taxpayers: Louisville Gas and Electric Company (TIN: 61-0264150) and 
Kentucky Utilities Company (TIN: 61-0247570) 
Project: Trimble County Unit 2 
Category (Pool): Advanced Coal-Based Generation Technology Other Than 
IGCC 

Dear Mr. Rives: 

This letter requests additional information regarding Taxpayers' application for 

Notice 2006-24, 2006-1 I I.R.B. 595, establishes the qualifying advanced coal 

section 48A certification for the Project. 

project program under section 48A of the Internal Revenue Code. Pursuant to section 
4.01 of Notice 2006-24, the lntemal Revenue Service will consider a project under the 
qualifying advanced coal project program only if the U.S. Department of Energy 
provides a certification of feasibility and consistency with energy policy goals ("DOE 
certification") for the project. 

is needed to help us determine whether or not to award credits to the Project. 

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

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

The Project did receive a DOE certification. The following additional information 



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

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

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

The additional information that is requested in this letter must be submitted 
within 7 calendar days from the date of this letter and must be accompanied by the 
following declaration: “Under penalties of perjury, I declare that 1 have examined this 
information, including accompanying documents, and, to the best of my knowledge and 
belief, the information contains all the relevant facts relating to the request for the 
information, and such facts are true, correct, and complete.’’ This penalties of perjury 
statement must be signed by an officer of the parent corporation of Taxpayers who has 
personal knowledge of the facts. 

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

Internal Revenue Service 
ADDITIONAL INFORMATION 
Awn: Kathleen Reed, CC:PSI:6 
P.O. Box 7604 
Ben Franklin Station 
Washington, DC 20044 

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

Macm Form IRav. 6/1998) Department of the Treasury - Internal Revenue Sewice 

mailto:Kathleen.Reed@lRSCOUNSEL.TREAS.GOV


In accordance with the power of attorney on file, I am sending (by fax) a copy of 
this letter to Taxpayers’ authorized representative. If you have any questions about 
this request for additionai information, do not hesitate to call me at (202) 622-31 I O .  

Sincerely, 

-=s---Q.- 
Kathleen Reed 
Senior Technician Reviewer, Branch 6 
office of Associate Chief Counsel 
(Passthroughs & Special Industries) 
IRS I.D. NO. 50-05958 

cc: Ronald L. Miller 
Director Corporate Tax 
E.ON U.S. 
220 West Main Street 
P.O. Box 32030 
Louisville; KY 40232 

Macm Form (Rev. M1989) Depsltmam of the Tmamuy -Internal Revenue Senlee 

TOTRL P. 05 
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OFFICE OF 
C H I W  COUNSEL 

S. Bradford Rives 
Chief Financial Officer 
E.ON US. LLC 
220 West Main Street 
P.O. Box 32030 
Louisville, KY 40232 

DEPARTMENT OF THE TREASURY 
INTERNAL REVENUE SERVICE 

WASHINGTON, O.C. 20224 

November 29,2006 

CC:PSI:6:DHKim 
PRESP-I 39681 -06 

.. 

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

Dear Mr. Rives: 

This letter advises you of our decision regarding Taxpayers' application for 
section, 48A certification for the Project. 

We have accepted the Project's application and have allocated $125 million of 
section 48A credit to the Project. In accordance with section 4.02(11) of Notice 2006- 
24,2006-1 1 I.R.B. 595, enclosed is a closing agreement, in triplicate. As an agent for 
Taxpayers, a duly authorized officer of E.ON. US Investments Corp. must date and 
sign the original, duplicate, and triplicate of the closing agreement. By January 31, 
2007, Taxpayers must return the original, duplicate, and triplicate of the executed 
closing agreement to the following address: 

lntemal Revenue Service 
Attn: Douglas Kim, CC:PSl:6, Room 5300 
P.O. Box 7604 
Ben Franklin Station 
Washington, DC 20044 

Please submit any suggested changes to the closing agreement on or before 
December 31,2006. We will not consider suggested changes submitted after that 
date. You may fax such changes to my attention at (202) 6224524. Because we are 
moving between December 8-1 1, please do not submit your changes by fax until after 
December 12,2006. Alternatively, you may submit your changes to me as a pdf file to 
my email address Kathleen.Reed@l RSC0UNSEL.TREAS.GOV. 

http://RSC0UNSEL.TREAS.GOV
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In accordance with the power of attorney on file, I am sending a copy of this 
letter to Taxpayer’s authorized representative. If you have any questions, do not 
hesitate to call me or Douglas Kim at (202) 622-31 10. 

Sincerely, 

9 - u  
Kathleen Reed 
Senior Technician Revtewer, Branch 6 
Oftice of Associate Chief Counsel 
(Passthroughs & Special industries) 
IRS I.D. NO. 50-05958 

cc: Ronald L. Miller 
Director Corporate Tax 
E.ON US. LLC 
220 West Main Street 
P.O. Box 32030 
Louisville, KY 40232 
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DEPARTMENT OF TREASURY - INTERNAL REVENUE SERVICE 

CLOSING AGREEMENT 

Under 5 7121 of the Internal Revenue Code, E.ON US Investments Gorp., 220 

West Main Street, P.O. Box 32030, Louisville, KY 40232 (TIN: 61-137894% on behalf 

of itself and as agent for Kentucky Utilities Company, 220 West Main Street, P.O. Box 

32030, Louisville, KY 40232 (TIN: 61 -0247570) and Louisville Gas and Electric 

Company, 220 West Main Street, P.O. Box 32030, Louisville, KY 40232 (TIN. 61- 

0264150), members of E.ON US Investments Corp.'s affiliated group, and the 

Commissioner of Internal Revenue ("Commissioner") make the following closing 

agreement: 

WHEREAS: 

1 ,  On or before October 2, 2006, Kentucky Utilities Company and Louisville Gas 

and Electric Company (collectively. "KULGEC) submitted to the Internal Revenue 

Service ("IRS"), an application for certification under the qualifying advanced coal 

project program described In Notice 2006-24 ("Application for 5 48A Certification"); 

2. KULGEC's Application for § 48A Certification is for the qualifying advanced 

coal project (the "Project") described below- 

(1) The Project will use an advanced coal-based technology (as defined in 

$48A(c)(2) and (0) other than an integrated gasification combined cycle; 

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

Kentucky 40006; 

(3) The Project is a new electric generation unit (as defined in 
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§ 48A(c)(6)): 

(4) The Project will have a total nameplate generating capacity (that is, the 

aggregate of the numbers stamped on the nameplate of each generator to be used for 

the Project) of 833.6 megawatts; 

and 

3. On November 29,2006, the IRS accepted KULGEC's Application for $48A 

Certification for the Project and allocated a qualifying advanced coal project credit under 

5 48A in the amount of $125 million to the Project. 

NOW IT IS HEREBY DETERMINED AND AGREED FOR FEDERAL INCOME TAX 

PURPOSES THAT: 

1. The total amount of the qualifying advanced coal project credit to be claimed 

' for the Project under F, 48A(a) must not exceed $125 million. 

2. If KULGEC fails to satisfy any of the certification requirements in § 48A(e)(2) 

within 2 years of November 29,2006, or if the IRS does not issue a certification for the 

Project under Notice 2006-24, the qualifying advanced coal project credit in the amount 

of $125 million allocated to the Project is fully forfeited. 

3. If the Project is not placed in service by KULGEC within 5 years of the date of 

issuance of the certification as determined under section 6.03 of Notice 2006-24, the 

qualifying advanced coal project credff In the amount of $125 million allocated to the 

Project is fully forfeited. 

4. If the Project does not have a total nameplate generating capacity of 833.6 

megawatts on the date the Project is placed in service, the qualifying advanced coal 

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



NOU-29-2006 09:45 OFFICE OF CHIEF CLUJNSEL 

3 

202 622 4779 P.07 

proportionately. 

5. If the Project fails to satisfy any’of the requirements in 5 48A(e)(l)(A), (C), (D), 

(E), and (F) for a qualifying advanced coal project or in normal plant operations 

(operations other than initial plant certification and plant startup and shutdown periods) 

fails to satisfy the requirement in $48A(e)(l)(B) for a qualifying advanced coal project- 

(1) at the time the Project is placed in service, the qualifying advanced 

coal project credit in the amount of $125 million allocated to the Project is fully forfeited; 

and 

(2) after the Project is placed in service (and after satisfying all such 

requirements at the time the Project is placed in service), the Project ceases to be 

investment credit property and the recapture rules of 3 50(a) apply. 

6. E.ON US Investments Corp. and KULGEC (collectively, the “Taxpayers”) will 

not claim the qualifying gasification project credit under 3 488 for any qualified 

investment for which the qualifying advanced coal project credit is allowed under $48A. 

7. If Taxpayers elect to claim the qualifying advanced coal project credit on the 

qualified progress expenditures paid or incurred by KULGEC during the taxable year for 

construction of a qualifying advanced coal project, tules similar to the recapture rules in 

$ 50(a)(2)(A) through (0) apply. 

8. This agreement applies only to Taxpayers. Any successor in interest must 

execute a new closing agreement with the IRS. If the interest is acquired at or before 

the time the Project is placed in service and the successor in interest fails to execute a 

new closing agreement, the qualifying advanced coal project credit in the amount of 

$125 million allocated to the Project is fully forfeited. If the interest is acquired after the 
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time the Project is placed in service and the successor in interest fails to execute a new 

closing agreement, the Projed ceases to be investment credit property and the 

recapture rules of !j 50(a) apply. 

THIS AGREEMENT IS FINAL AND CONCLUSIVE EXCEPT: 

1. The matter it relates to may be reopened in the event of fraud, malfeasance, or 

misrepresentation of a material fact: 

2. It is subject to the Internal Revenue Code sections that expressly provide that 

effect be given to their provislons (including any stated exception for § 7122) 

notwithstanding any law or rule of law; and 

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

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

Closing Agreement. 

Taxpayer: E.ON US Investments Corp. (TIH: 61-1378946) 

0 y: Date Signed: 

Prlnt Name: 

Title: 
E.ON US Investments Corp. 

Commissioner of Internal Revenue 

By: Date Signed: 
William P. OShea 

Title: Associate Chief Counsel, Passthroughs and Special Industries, CC:PSI 

TOTRL P.09 
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From: 5026272669 Page: 1/8 Date: 4/9/2007 12:26:18 PM 

Internal Revenue Service 
- 

S. Bradford Rives 
Chief Financial Officer 
EON U.S. LLC 
220 West Main Street 
P.O. Box 32030 
Louisville, KY 40232 

Department of the Treasury 
Washington, DC 20224 

Third Pam Communication: None 
Date of Communication: Not Applicable 

Person To Contad: 

Telephone Number: 
(202) 622-31 10 
Refer Reply To: 
CC:PSI:6 

Date: 
March 30, 2007 

Douglas Kim, ID No. 50-12306 

PRESP-139681-06 

Date Closing Agreement Approved: March 22, 2007 

Dear Mr. Rive's: 

The Associate Chief Counsel (Passthroughs and Special Industries) of the Office 
of Chief Counsel, Internal Revenue Service, approved your closing agreement on the 
date shown above. 

I have enclosed the signed duplicate of the agreement for your records. 

Thank you for your cooperation. 

Sincerely, 

% z & c . z L u  
KATHLEEN REED 
Senior Technician Reviewer, Branch 6 
Office of Associate Chief Counsel 
(Passthroughs & Special Industries) 

Enclosure (1) 
Duplicate of closing agreement 

This fax was received by GFI FAXmaker fax server. For more information, visit: http://w.gfi.com 

http://w.gfi.com
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From: 5026272669 Page: 2/8 Date: 4/9/2007 12:26:18 PM 

cc (wlo Enclosure): 

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

2 

This fax was received by GFI FAXmaker fax server. For more information, visit: http://w.gfi.com 
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DEPARTMENT OF TREASURY - INTERNAL REVENUE SERVICE 

CLOSING AGREEMENT 

Under 3 7121 of the Internal Revenue Code, E.ON US Investments Corp., 220 

West Main Street, P.O. Box 32030, Louisville, KY 40232 (TIN: 61-1378946), on behalf 

of itself and as agent for Kentucky Utilities Company, 220 West Main Street, P.O. Box 

32030, Louisville, KY 40232 (TIN: 61-0247570) and Louisville Gas and Electric 

Company, 220 West Main Street, P.O+ Box 32030, Louisville, KY 40232 (TIN: 61- 

02641 50). members of E.ON US Investments Corp.'s affiliated group, and the 

Commissioner of internal Revenue ("Commissioner") make the following closing 

agreement: 

WHEREAS: 

1, On or before October 2, 2006, Kentucky Utilities Company and Louisville Gas 

and Electric Company (collectively, "KULGEC") submitted to the Internal Revenue 

Service ("IRS')), an application for certification under the qualifying advanced coal 

project program described in Notice 2006-24 ("Application for 5 48A Certification"); 

2. KULGEC's Application for 5 48A Certification is for the qualifying advanced 

coal project (the "Project") described below- 

(1) The Project will use an advanced coal-based technology (as defined in 

Ej 48A(c)(2) and (9) other than an integrated gasification combined cycle; 

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

Kentucky 40006; 

(3) The Project is a new electric generation unit (as defined in 

This fax was received by GFI FAXmaker fax server. For more information, visit http:l/w.gii.com 

http:l/w.gii.com
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§ 48A(c)(6)), and 

(4) The Project will have a total nameplate generating capacity (that is, the 

aggregate of the numbers stamped on the nameplate of each steam turbine generator 

to be used in the Project) of at least 833.6 megawatts; 

and 

3. On November 29,2006, the IRS accepted KULGEC's Application for 5 48A 

Certification for the Project and allocated a qualifying advanced coal project credit under 

48A in the amount of $125 milfion to the Project. 

NOW IT IS HEREBY DETERMINED AND AGREED FOR FEDERAL INCOME TAX 

PURPOSES THAT 

1. The total amount of the qualifying advanced coal project credit to be claimed 

for the Project under 5 48A(a) must not exceed $125 million. 

2 If KULGEC fails to satisfy any of the certification requirements in 9 48A(e)(2) 

within the time specified in 5 48A(d)(2)(D) from November 29, 2006, or if the IRS does 

not issue a certiication for the Project under Notice 2006-24, the qualifying advanced 

coal project credit in the amount of $125 million allocated to the Project is fully forfeited. 

3. If the Project is not placed in service by KULGEC within 5 years of the date of 

issuance of the certification as determined under section 6.03 of Notice 2006-24, the 

qualifying advanced coal project credit in the amount of 5125 million allocated to the 

Project is fully forfeited. 

4. If, on the date the Project is placed in service, the Project does not have a total 

nameplate generating capacity (that is, the aggregate of the  numbers stamped on the 

nameplate of each steam turbine generator used in the Project) of at least 833.6 

This fax was received by GFI FAXmaker fax server. For more information, visit: http:lhw&.gfi.com 

http:lhw&.gfi.com
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megawatts, the qualifying advanced coal project credit in the amount of $125 million 

allocated to the Project is reduced proportionately. 

5. If the Project fails to satisfy any of the requirements in § 48A(e)(l )(A), (C), (D). 

(E), and ( F )  for a qualifying advanced coal project or in normal plant operations 

(operations other than initial plant certification, plant startup periods, plant shutdown 

periods, periods of gasification system maintenance during which the integrated gasifier 

is shutdown, or interruptions of Coal supply to the Project resulting from an event of 

force majeure (including an Act of God, war, strike, or other similar event beyond the 

control of KULGEC)) fails to satisfy the requirement in § 48A(e)( l)(B) for a qualifying 

advanced coal project- 

(1) at the time the Project is placed in service, the qualifying advanced 

coal project credit in the amount of $125 million allocated to the Project is fully forfeited; 

and 

(2) after the Project is placed in service (and after satisfying all such 

requirements at the time the Project is placed in service), the Project ceases to be 

investment credit property and the recapture rules of 5 50(a) apply. 

6. E.ON US Investments Corp. and KULGEC (collectively, the "Taxpayers") will 

not claim the qualifying gasification project credit under 5 486 for any qualified 

investment for which the qualifying advanced coal project credit is allowed under Cj 48A. 

7. If Taxpayers elect to claim the qualifying advanced coal project credit on the 

qualified progress expenditures paid or incurred by KULGEC during the taxable year(s) 

during which the Project is under construction and if the Project ceases to be a 

qualifying advanced coal project (before, at the time, or after the Project is placed in 

This fax was received by GFI FAXmaker fax sewer. For more information, visit: http://w.gfi.com 
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service). rules similar to the recapture rules in § 50(a)(2)(A) through (0) apply. 

8. This agreement applies only to Taxpayers. Any successor in interest must 

execute a new closing agreement with the IRS. If the interest is acquired at or before 

the time the Project is placed in service and the successor in interest fails to execute a 

new closing agreement, the qualifying advanced coal project credit in the amount of 

$125 million allocated to the Project is fully forfeited. If the interest is acquired after the 

time the Project is placed in service and the successor in interest fails to execute a new 

closing agreement, the Project ceases to be investment credit property and the 

recapture rules of $50(a) apply. 

THIS AGREEMENT IS FINAL AND CONCLUSIVE EXCEPT: 

1. The matter it relates to may be reopened in the event of fraud, malfeasance, or 

misrepresentation of a material fact; 

2. It is subject to the Internal Revenue Code sections that expressly provide that 

effect be given to their provisions (including any stated exception for § 7122) 

notwithstanding any law or rule of law; and 

3. If it relates to a tax period ending after the date of this Closing Agreement, it is 

This fax was received by GFI FAXmaker fax sewer. For more information, visit: http://w.gfi.com 

http://w.gfi.com
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subject to any law enacted after such date, which applies to the tax period. 

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

Closing Agreement. 

Taxpayer: E.ON US Investments Corp. ( T I N  61-1378946) 

By: Date Signed: //29b7 
I /  

Title: Gi 
E.ON US Investments Corp. 

Gommissionor of Internal Revenue 

By:&&- Pc5i2FcL Date Signed:3-&- *7 
William P. OShea 

Title: Associate Chief Counsel, Passthroughs and Special Industries, CC:PSi 

This fax was received by GFI FAXmaker fax server. For more information, visit: http://wwwgfi.com 
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I have examined t4e spec& matters involved and recommend the acceptance 
of the proposed agreement. 

(Title) ........ ..... 
Date Signed . .  
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Q. 

A. 

Please state your name, position and business address. 

My name is Kent W. Blake. I am the Vice President, State Regulation and Rates for 

E.ON U.S. Services Inc., which provides services to Louisville Gas and Electric 

Company (“LG&E”) and Kentucky Utilities Company (“ICU”) (collectively, “the 

Companies”). My business address is 220 West Main Street, Louisville, Kentucky 

40202. A complete statement of my education and work experience is attached to this 

testimony as Appendix A. 

Have you previously testified before this Commission? 

Yes. I have testified several times, including Case Nos. 2004-00426’ and 2006- 

00206*, I W s  most recent Environmental Cost Recovery applications. 

Are you sponsoring any exhibits? 

Yes, I am sponsoring the following five exhibits: 

(1) 

(2) 

Q. 

A. 

Q. 

A. 

Exhibit KWB- 1 is an illustration ofthe “ratable restoration” methodology; 

Exhibit KWB-2 contains the estimated construction expenditures for Trimble 

County Unit 2 (“TC2”); 

Exhibit KWB-3 contains copies of applicable pages from Commission’s 

Order in Case No. 2003-00434; 

Exhibit KWB-4 shows the current and proposed revisions to ES Forms 2.00 

and 2.10; and 

Exhibit KWB-5 is the proposed rate base treatment of the ECR rate base in the 

next base rate case. 

( 3 )  

(4) 

(5) 

’ i n  the Matter of. The Applicafion ofKentucky Utilities Companyfor a Certpcate ofPuhlic Convenience and Necessity to 
Construcr Flue Gas Desu[furization Systems and Approval of its 2004 Compliance Plan for Recovery by Environmental 
Surcharge. 
In the Matter of. The Application ofKentucky Utilitier Company for a Certpcate ofPuhlic Convenience and Necessity lo 
Construct a Selective Catalytic Reduction System and Approval of ifs 2006 Compliance Plan for Recovery hy 
Environmental Surcharge. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe how ICU will provide its customers the 

benefit, consistent with tax law, of its portion of the $125 inillion advanced coal 

project investment tax credit (“‘05 EPA ITC”) that it and LG&E have been allocated 

under the provisions of the Energy Policy Act of 2005 (see 26 U.S.C. $48A) for their 

investment in Trimble County Unit 2 (“TC2”). (The testimony of KU witness Ronald 

L. Miller discusses the credit itself and how the Companies obtained it.) I will also 

discuss a related ratemaking matter that arises from the recognition of the ‘05 EPA 

ITC in both the environmental surcharge and base rates to ensure no double counting 

ofthe credit. Finally I will present revised ES Forms 2.00 and 2.10 for approval. 

What is KU’s portion of the $125 million in ‘05 EPA ITC? 

Because Illinois Municipal Electric Agency and Indiana Municipal Power Agency 

will not receive any portion of the ‘05 EPA ITC, KU and LG&E will be allocated the 

credit in proportion to their respective ownership interests in TC2. Thus, assuming 

the facility qualifies for the maximum credit allocated, KU’s portion of the ‘05 EPA 

ITC will be 81 percent of $l25,000,000, which is $101,250,000. 

What ratemaking methodology will KU use with regard to its portion of the ‘05 

EPA ITC? 

KU will use its long-standing method of adjusting rate base by its pro rata share of the 

unamortized balance of the ‘05 EPA ITC. In so doing, KU’s revenue requirement 

associated with its investment in TC2 will be lower than it otherwise would be due to 

the award of the ’05 EPA ITC. Thus, KU’s customers will benefit by paying lower 

rates. This is sometimes referred to as the “ratable restoration” method since it 

3 
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reduces the utilities rate base by the amount of the credit and then restores the rate 

base as the credit is amortized over the life of the asset. An illustration of this 

methodology is attached hereto as Exhibit KWB-I . 

Are there any additional tax implications associated with the ’05 EPA ITC that 

will impact rates? 

Yes. The Energy Policy Act of 2005 provided that the ’05 EPA ITC would serve to 

reduce the tax basis in the underlying asset for the recipient. This serves to lower 

KU’s tax deductions for depreciation over the life of the asset and thus increase its 

income tax expense and its cost of service (see columns 9 and 10 in Exhibit KWB-I). 

How will KU implement the “ratable restoration” method? 

As qualifying expenditures are incurred, I<U increases its construction work-in- 

progress (“CWIP”) balance. Likewise, as KU earns the ’05 EPA ITC for those 

qualifying expenditures, it will increase its deferred investment tax credit balance. 

The CWIP balance and deferred investment tax credit balance would both impact 

KU’s capitalization and would thus be considered in calculating KU’s net operating 

income found reasonable in future base rate cases. 

Has KU used this method in the past to share with customers the benefits from 

other forms of investment tax credit? 

Yes. In 1972, KU made an irrevocable election under then-extant 26 U.S.C. $46(f)(l) 

that continues, through the current 26 U.S.C. $50(d)(2), to require that KU reduce its 

rate base by its share of the credit. Since then, KU’s customers have shared in the 

benefit of the earlier investment tax credits available under the Revenue Act of 1971 

4 
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(P.L. 92-178) by paying rates that were effectively reduced by the adjustment to KU’s 

rate base. 

Additionally, prior to the implementation of the Final Order in Case No, 93- 

435 (KU’s original ECR plan), KU excluded from ECR rate base the unamortized 

portion of prior investment tax credits that were associated with projects included in 

the original ECR approved project list. (Following implementation of the Final 

Order, the investment tax credit adjustment to ECR rate base was eliminated because 

the credits were associated with assets that were removed from ECR recovery due to 

their original in-service dates.) 

Has the Cornmission historically approved this method of rate treatment for 

investment tax credits for KU? 

Yes. The Commission has historically and consistently approved this method for I<U 

rate treatment of investment tax credits. As early as 1981, in Case No. 8177 (a KU 

rate case), the Commission recognized that the appropriate treatment for an 

investment tax credit for KU was to reduce rate base by the amount of the  redi it.^ 

Just a year and a half later in a separate KU rate case (Case No. 8624), the 

Commission approvingly recalled Case No. 8 177, stating, “The 3 percent investment 

tax credits were included as a reduction to the rate base in Case 8177,” and again 

included the investment tax credits at issue as a reduction to rate haw4  In KU’s latest 

rate case, Case No. 2003-00434, the Commission again recognized that investment 

In the Matter of General Adjustnient ofElecfric Rates of Kenfucky Utilities Company, Case No. 8177, Order at 

In the Matter of General Adjuslmenf of Electric Rates of Kentucky Utilities Company, Case No. 8624, Order at 

I 

10-11 (September 11, 1981). 

3 (March 18, 1983). 
4 
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tax credits were appropriately removed from rate base.’ A copy of the applicable 

pages is attached hereto as Exhibit KWB-3. This rate treatment of KU’s investment 

tax credits is, therefore, both required by federal law and long-recognized by the 

Commission. 

How does KU’s elected treatment of investment tax credits compare with the ode 

LG&E has elected? 

Where KU made its election under 26 U.S.C. 5 46(f)(l), LG&E made its election 

under former 26 U.S.C. 3 46(f)(2). This method is sometimes referred to as the 

“ratable flow through method” as a utility’s cost of service in a given year is reduced 

by the amount of the investment tax credits it amortizes in that year. In lieu of 

receiving the benefit of the credit directly via the amortization of said credit, KU 

customers receive the benefit of a lower cost of capital by having rate base reduced 

by the unamortized investment tax credit balance. 

Could KU use the rate treatment available to LG&E concerning the ’05 EPA 

ITC? 

No. Just as LG&E could not use KU’s rate treatment, KU could not use LG&E’s rate 

treatment as both elections are irrevocable. As discussed in Mr. Miller’s testimony, 

KU cannot change its 26 U.S.C. 5 46(f)(l) election, nor can it otherwise depart from 

its elected rate making treatment, without losing the credit itself. 

Should a portion of KU’s share of the ‘05 EPA ITC be included in the 

calculation of KU’s environmental surcharge? 

’ In the Matter of an Adjustment of the Electric Rates> Terms, and Conditions of Kentucky Utilities Company, 
Case No. 2003-00434, Order at 15 (June 30,2004). 
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A. 

Q. 

A. 

Yes. On December 22, 2006, the Commission issued its Order in Case No. 2006- 

00206, approving EU’s application for recovery through its ES tariff, among other 

projects the ECR-eligible portion of KU’s investment in TC2 (Project No. 23). To 

the extent Project No. 23 is being recovered through the ECR, KU’s environmental 

rate base will be reduced by the unamortized balance of the investment tax credits it 

receives. To the extent Project No. 23 is being recovered through base rates, the same 

benefit will instead be provided through base rates. Regardless of the rate mechanism 

utilized, customers of KU will receive the benefits of the ’05 EPA ITC through the 

reduction in rate base. 

What portion of KU’s ’05 EPA ITC balance will be associated with Project No. 

23 and thus potentially credited to customers through the ECR mechanism? 

The Commission approved the recovery of this project (Project No. 23) as part of 

IW’s Environmental Surcharge Compliance Plan in its December 22, 2006 Order in  

Case No. 2006-00206. The environmental pollution control equipment represents 

approximately 23% of the “qualified investment” in TC2 as discussed by Mr. Miller. 

Therefore, the inclusion of this pro rata allocation of the credit should result in 

approximately twenty-three percent of the ’05 EPA ITC being allocated to KU’s 

environmental surcharge rate base. Attached hereto as Exhibit KWB-2 is a chart 

showing the actual expenditures for 2006 and the remaining estimated construction 

expenditures (including all “qualified investment”) for TC2 through the expected in- 

service date of 2010, including the pollution control equipment that is approved for 

recovery through KU’s environmental surcharge and the pro rata amount of the ’05 

EPA ITC associated with that investment. The illustrative example in Exhibit KWB- 
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1 also distinguishes between the portions of the '05 EPA ITC associated with 

environmental expenditures and those associated with the balance of plant as the 

benefits of each could be provided through different rate mechanisms and because the 

depreciable lives of the underlying assets are different. The reductions in rate base for 

the '05 EPA ITC must be ratably restored over the regulatory life of the air quality 

control system portion of TC2, which presently is set at 28.8 years, and could be 

provided to customers through a combination of the ECR mechanism and base rates. 

The reductions in rate base for the balance of the 'OS EPA ITC must be ratably 

restored over the regulatory life of the balance of the plant, which is presently set at 

41.5 years, and will be provided to customers through base rates. 

Are there any modifications to the ECR forms to accommodate accounting for 

the '05 EPA ITC in the monthly filings? 

Yes. Attached as Exhibit KWB-4 is the current version and proposed revisions to ES 

Forms 2.00 and 2.10 to account for the '05 EPA ITC I<U proposes to include in the 

environmental surcharge calculations. In Case No. 2006-00206 I<U simplified the 

forms to remove items not being utilized and to achieve consistency between the 

LG&E and I<U filings. At that time the rows and columns on ES Forms 2.00 and 

2.10 relating to ITC were not being utilized and were subsequently removed. 

However, with LG&E and I<U being awarded the 'OS EPA ITC for TC2, those rows 

and columns will be needed to account for the '05 EPA ITC related to TC2. As such, 

KU is proposing to add back the related rows and columns on ES Forms 2.00 and 

2.10. 
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Will the benefit of the ‘05 EPA ITC be fully accounted for in KU’s general and 

environmental surcharge rate bases? 

Yes. KU’s ‘05 EPA ITC will be fully accounted for between IW’s general and 

environmental surcharge rate bases and thus between KU’s electric base rates and 

IW’s ECR charges. As I discussed above, a pro rata share of the overall reduction in 

rate base due to the credit will be allocated to IW’s environmental surcharge rate 

base. Careful allocation of the credit between the rate bases ensures that there will be 

no double-counting of any kind, and thus no over- or under-recovery. 

How does KU propose to ensure that no double counting of the credit arises 

from the recognition of the ‘05 EPA ITC in both the environmental surcharge 

and base rates? 

KU proposes to exclude the ECR rate base from Kentucky jurisdictional rate base, 

and to determine the percentage of Kentucky jurisdictional rate base (excluding ECR) 

to total company rate base when allocating capitalization in the next electric base rate 

case. Since the ECR revenue requirement is derived by the rate base methodology, 

this proposal provides consisteiicy between ICentucky jurisdictional rate base and 

capitalization, as well as ensuring that the ECR rate base not recovered in base rates is 

excluded from the determination of base rates. KU has used this same inetbodology 

for many years to allocate the appropriate amount of capital to I<entucky and Virginia 

retail jurisdictions and wholesale jurisdictions. Exhibit KWB-5 attached hereto 

illustrates this proposal. 
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In addition, consistent with prior Commission practice KU proposes to 

exclude ECR revenues and expenses not recovered in base rates in the next electric 

base rate case. 

What is KU requesting from the Commission in this proceeding? 

ICU requests that the Commission issue an order: (1) authorizing the inclusion in the 

calculation o€ the environmental surcharge of that portion of ICU’s advanced coal 

project investment tax credit that is related to projects approved for recovery through 

the environmental surcharge; (2) approving the revised ES Forms 2.00 and 2.10; and 

(3) declaring the proposed rate base and capitalization treatments of the 2005 Energy 

Policy Act Investment Tax Credit and the proposed allocation of Kentucky 

jurisdictional rate base to be the appropriate ratemalting methods for the 

determination of base rates. 

Docs this conclude your testimony? 

Yes, it does. 
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E.ON AG Executive Pool, 200512006 
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2004 (Oct) - 2007 (Apr) - Director, State Regulation and Rates 
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Exhibit KWB-3 
Page 1 of 1 

Blake 

Based upon the previous findings, we have determined KU's pro forma Kentucky 

jurisdictional rate base for rate-making purposes as of September 30, 2003 to be as 

follows: 

Total Utility Plant in Service 
Add: 

Materials & Supplies 
Prepayments 
Emission Allowances 
Cash Working Capital Allowance 

Subtotal 
Deduct: 

Accumulated Depreciation 
Customer Advances 
Accumulated Deferred Income Taxes 
SFAS 109 Accumulated Deferred Income Taxes 
Investment Tax Credit (prior law) 

Subtotal 

$2,898,076,555 

57,926,039 
2,935,464 

59,742 
49,8531452 

$ 110,774,697 

1,374,772,984 
1,455,980 

244,469,347 
(17,891,956) 

5,453,260 
$1,608,259,615 

Pro Forma Electric Rate Base $1.400.591,637 

Reproduction Cost Rate Base 

KU presented a total company reproduction cost rate base of $3,160,720,995, 

and a Kentucky jurisdictional reproduction cost rate base of $2,752,873,919.' The costs 

were determined principally by indexing the surviving plant and equity using the Handy- 

Whitman Index of Public Utility Construction Costs and the Consumer Price Index.' The 

Commission has given consideration to the proposed reproduction cost rate base, but 

finds that using KU's historic cost for rate base is appropriate and consistent with 

precedents for KU and other utilities in Kentucky. 

' Rives Direct Testimony, Rives Exhibit 4 

Rives Direct Testimony at 24. 
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Exhibit KWB-4 
Page 1 of 4 

Blake 

A. MESF for two imonths prior to Expense Month 
6. Net Jurisdictional E(m) for two months prior to Expenso Month 
C. Environmental Surcharge Revenue, current inonth (from ES Form 3.00) 
 times 0.3%) 
E. Oveil(Undei) Recovery due to Timing Differences ((D + C) - B) 

~ 

Current Form rpprovcd December 21,2006 in Case No. 2006-00206 
ES FORM 2.00 

KENTUCKY UTILITIES COMPANY 
ENVIRONMENTAL SURCHARGE REPORT 

Revenue Rcquircments of Eiiviroiimrntnl Compliance Costs 
For the Expense Month of 

Determination of Environmental Coinpliancc Rate Bnsc 

I 

Pollution Control Deferred IncameTaxes I 

Environmental Compiiance Rate Base 
Subtotal 

Dctermiitation of Pollution Control Opwnting Expenses 

Enviroinentai 
Compliance Plan 

Monthly Operations & Maintenance Expense 
Monthly Depreciation &Amortization Expense 
Monthly Taxes Other Than Iiicome Taxes 



Exhibit KWB4 
Page 2 of 4 

Blake 

Rwiscd 
ES FORM 2.00 

KENTUCKY UTILITIES COMPANY 
ENVIRONMENTAL SURCHARGE REPORT 

Rcvenue Reqiiiremcnls of Environmcntnl Camptinnec Costs 
For the Expense Month of 

Determination of Environmental Compliance Rate Base 

"l".".". 
Environmental Compliance Rate Base I 

Dctcrmination or Pollution Control Operating Expcnses 

I Envmnontai 

Proceeds From By-Produet and Allorvmce SRICE 
I I To1al 1 

True-up Adjustmen ~t: OverIUntter Recovery of Monthly SurclrarCo Doc to "imine Dirfcrmees 
' 4onth 

iioi lo Expense Month 
'om ES Form 3.00) 

(rrase nevciwes, ES Form 3.00 times 0.3%) 
^^ 
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Please state your name, position and business address. 

My name is Ronald L. Miller. I am the Director of Corporate Tax for E.ON U S .  

Services Inc., which provides services to Louisville Gas and Electric Company 

(“LG&E”) and ICentucky Utilities Company (“ICU”) (collectively, “the Companies”). 

My business address is 220 West Main Street, Louisville, Kentucky 40202. A 

complete statement of my education and work expericnce is attached to this testimony 

as Appendix A. 

Have you previously testified before this Commission? 

While I have sponsored responses to data requests for the Companies in a number of 

proceedings, including the 2004 rate cases, I have not submitted written testimony or 

testified in a hearing. 

What are the purposes of your testimony? 

Thc purposes of my testimony are: (1) to describe the investment tax credit at issue in 

this proceeding and to summarize the process by which KU obtained it; (2) to 

describe the tax accounting treatment of the credit; and (3) to state the consequences 

of not following the rate treatment for the tax credit required by federal law. 

Are you sponsoring all of the Exhibits to KU’s Application in this proceeding? 

Yes, I am sponsoring all of the Exhibits to the Application: 

Internal Revenue Service Notice 2006-24 (KU Application Exhibit 1) 

ICU’s U S .  Department of Energy Application (without attachments) (ICU 

Application Exhibit 2) 

KU’s U.S. Internal Revenue Service (“IRS”) Application (without Exhibit 1 - 

U S .  Department of Energy Application) (ICU Application Exhibit 3) 
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IRS certification letter (KU Application Exhibit 4) 

IRS letter accepting ICU’s IRS Application (I<U Application Exhibit 5) 

KU-IRS Closing Agreement (KU Application Exhibit 6) 

Please describe the investment tax credit KU has obtained. 

The federal Energy Policy Act of 2005 created several investment tax credits 

designed to spur the development and construction of certain kinds of generation 

facilities. One such credit is the Qualifying Advanced Coal Project Credit (see 26 

U.S.C. 5 48A) (“‘05 EPA ITC”), which allows the Secretary of the Treasury to grant 

up to $1.3 billion in tax credits to advanced coal projects, $800 million for integrated 

gasification combined-cycle projects and $500 inillion for projects using other 

advanced coal-based generation technologies. The Companies applied for and were 

allocated up to $125 inillion in tax credits for the design and construction of Trimble 

County Unit No. 2 (“TC2”), which qualifies as an “advanced coal-based generation 

technology” project . 

What criteria did Trimble County Unit No. 2 have to meet to qualify as an 

“advanced coal-based generation technology” project? 

The Qualifying Advanced Coal Project Credit statute (26 U.S.C. 3 48A) sets out two 

key categories of criteria for eligibility to receive an advanced coal-based generation 

technology credit: high-efficiency and low-emissions. Thus, a clean but inefficient 

unit would not qualify, nor would a highly efficient unit that fails to meet stringent 

environmental standards. Specifically, to qualify a project must: (1) have a “design 

net heat rate of 8530 BtdkWh (40 percent efficiency)”; and (2) be designed to 

remove 99v0 of sulfur dioxide and 90% ofmercury, and emit no more than 0.07 Ibs of 
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nitrous oxide and 0.015 Ibs of particulate matter per MMBtu. (26 U.S.C. 5 48A(f).) 

The qualifying advanced coal project also must meet these general criteria: have a 

nameplate rating of 400 Mw or greater, use at least 75% coal for fuel, have 50% or 

more electrical power output, and be located at one site. 

How did KU obtain the ‘05 EPA ITC? 

On March 13, 2006, the U.S. Internal Revenue Service issued Internal Revenue 

Service Notice 2006-24 (“Notice”), which “establishe[d] the qualifying advanced coal 

project program under 5 48A(d) of the Internal Revenue Code.” Among other things, 

the Notice set out the procedures for applying for the ‘05 EPA ITC. (A copy of 

Internal Revenue Service Notice 2006-24 is attached to KU’s Application as Exhibit 

1.) On June 28, 2006, ICU and LG&E jointly filed an application with the U.S. 

Departinent of Energy (“DOE”) to obtain the credit. In their application, the 

Companies described in detail TC2’s design, and particularly why it meets the 

requiremeriLs discussed above (among others). (A copy of the DOE application ’ is 
attached to KU’s Application as Exhibit 2.) On September 27, 2006, the Companies 

submitted an application for the credit to the U.S. Internal Revenue Service (“IRS”), 

along with additional certification documents that, following the IRS’s approval of 

the application, would allow the Companies to begin claiming the tax credits as 

qualified progress expenditures are made. (A copy of the IRS application (without its 

Exhibit 1 attachment)’ is attached to KU’s Application as Exhibit 3.) On October 27, 

2006, the IRS notified the Companies that the TC2 project received DOE certification. 

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

Exhibit 1 to the IRS Application is the DOE Application referenccd in this filing as Exhihit 2. 
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(A copy of the IRS certification letter is attached to KU’s Application as Exhibit 4.) 

On November 29,2006, the IRS informed the Companies that it too had accepted the 

Project’s application and had allocated a total advanced coal prqject credit of $125 

million. (A copy of the decision is attached to KU’s Application as Exhibit 5.) On 

March 22, 2007, the IRS executed a Closing Agreement required in connection with 

realizing the $125 million tax credit. (A copy of the Closing Agreement is attached to 

KU’s Application as Exhibit 6.) The Companies received the Closing Agreement 

from the IRS on April 9,2007. 

What additional steps arc required in obtaining the credit? 

The project must meet certain certification requirements within two years of being 

allocated the ’05 EPA ITC. This “certification” is granted by the IRS and determines 

whether all applicable environmental permits have been obtained as well as whether a 

binding contract has been entered for the main steam turbine. KU has completed 

these two steps and has requested “certification” by the IRS. 

According to the IRS, at this time, the request for “certification” of the TC2 

generation facility (e.g., evidence that all permits have been obtained, major contracts 

completed, etc.) is under review and consideration at the Houston IRS Field Office 

for appropriate action. While this step must be completed within two years of being 

allocated the credit, it does not prohibit the Company from claiming qualified 

progress expenditures at this time. The approval of the certification application is not 

expected to be an issue because TC2 is already under construction. 

What expenditures are eligible for the credits? 
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The relevant part of the ’05 EPA ITC statute provides that any property that is part of 

an advanced coal-based generation project is “eligible property,” the basis of which is 

a qualified investment upon which a 15?40 credit may be claimed. (See 26 U.S.C. § 

48A(a)(2), (b)(l) & (c)(3).) The statute further provides that the default time for 

claiming such credits is when the eligible property is placed in service for tax 

purposes; however, the law also makes provision for “qualified progress 

expenditures” that allow the credits to be claimed in the years that the Companies 

make expenditures for certain “eligible property.” (See 26 U.S.C. § 48A(b)(l) & (3).) 

The Companies anticipate that nearly all of their expenditures will be “qualified 

progress expenditures,” meaning that the Companies will be able to claim their 15% 

credit for the tax years in which they make the expenditures. The credit allocated to 

the Companies is limited to a total of $125 million. 

The Companies currently believe they will be able to claim the full $125 

As supplied to the IRS, below is what the Companies anticipate million credit. 

spending for the major components of building Trimble County Unit No 2: 

Steam Generator $108,800,000 
Steam Turbine 47,000,000 
Air Quality Control System Package 220,200,000 
SCR 24,400,000 
Ash Nandling 18,400,000 
Other Pollution Control Costs 42,000,000 
Balance Of Project and Construction 579,700,000 
Development Costs 15,500,000 
Total Capital Project Budget $1,056,000,000 
Less IMEAiIMPA 25% ownership (264,000,000) 
Total Transmission 84,000,000 

Total Capital $988,000.000 
Capitalized Interest 112.000,000 
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The Companies believe the $988 million of capital costs detailed above should meet 

the criteria of “qualified investment.” Fifteen percent of $988 million is 

approximately $148 million; therefore, the Companies will in all liltelihood be able to 

take full advantage of their $125 million allocation of tax credits. 

How will KU account for its portion of the ’05 EPA ITC? 

KU will record (separately or as part of other periodic tax entries) on its financial 

statements: (1) a debit in FERC Account No. 236 - Taxes Accrued and a credit in 

FERC Account No. 409 - Federal Income Tax Expense; and (2) a debit in FERC 

Account No. 411.4 - Investment Tax Credit Adjustments and a credit in FERC 

Account No. 255 - Accumulated Deferred Investment Tax Credit. I W  recorded 

entries in December 2006 with respect to the progress expenditure credits claimed in 

that year, and will continue to record entries through 2010, (projected in service date) 

for a total of $101,250,000 based on current estimates. (Because Illinois Municipal 

Electric Agency and Indiana Municipal Power Agency will not receive any portion of 

the ‘05 EPA ITC, KU and LG&E will share the credit in proportion to their respective 

ownership interests in TC2. Thus, IW’s pro rata share of the ‘05 EPA ITC will be 81 

percent of $125,000,000, which is $101,250,000.) 

KU will also record on its balance sheet a debit to FERC Account No. 255 - 

Accumulated Deferred Investment Tax Credit, and a corresponding credit on its 

income statement to FERC Account No. 420 - Amortization of Investment Tax 

Credit. These amortization entries will begin when the unit goes into service for tax 

purposes (prqjected to be 2010) and will continue over the regulatory life of the unit. 
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The air quality control system and balance of the plant are currently estimated to 

have regulatory lives of 28.8 and 41.5 years, respectively. 

Why will KU normalize its ’05 EPA ITC as described above? 

ICU has a long-standing election under federal normalization rules, which is 

irrevocable, that requires KU to normalize the credit in the manner I have described 

above. ICU made the election pursuant to former 26 U.S.C. 5 46(f) in 1972 and has 

since that time consistently normalized all investment tax credits pursuant to the 

method it elected. Although 26 U.S.C. 5 46(0 has since been repealed, it continues to 

apply to new investment tax credits such as the ’05 EPA ITC through current 26 

U.S.C. 5 50(d)(2)3. Moreover, the IRS also explicitly stated in its March 13, 2006 

Internal Revenue Service Notice 2006-24, “The at-risk rules in 5 49 and the recapture 

and other special rules in 5 50 apply to the qualifying advanced coal project credit.” 

Thus, 26 U.S.C. 5 50(d) applies to this credit, and ICU is required to continue to 

normalize such credits in its traditional fashion. 

How long has KU followed this method of normalization? 

Since 1972, KU has consistently followed this method of normalization when 

accounting for the investment tax credit and, as explained in Mr. Blake’s testimony, 

in each of its base rate cases. 

In 2006, ICU amortized $1,082,000 to the below-the-line FERC Account No. 

420 for prior Investment Tax Credit amounts. On December 3 1,2006, KU had on its 

balance sheet (excluding Investment Tax Credit for TC2 of $12 million) $1,024,000 

26 U.S.C. 5 50(d) states: “Certain Rules Made Applicable-For purposes of this subpart, rules similar to the 
rules of tlie following provisions (as in effect of the day before the datc of tlie enactinent of tlie Rcvenue 
Reconciliation Act of 1990) shall apply: (2) Section 46(f) (relating to limitation in case of ceilain regulated 
companies).” 

3 
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left to amortize. 

Investment Tax Credit amounts will end in 2009. 

If the Commission determined not to allow KU to normalize the ’05 EPA ITC 

according to KU’s previously elected method, what would be the consequence? 

We believe the Internal Revenue Code (“IRC”) on this issue is clear in that if KU 

does not normalize the credit in the manner I<U elected in 1972, I<U would lose the 

ability to claim the credit. If at any future time the Commission determines not to 

allow KU to continue to normalize the credit, again KU would lose the ability to 

claim any more of the credit, and the part I<U had claimed would be subject to 

recapture. (See former 26 U.S.C. 3 46(Q(l).) Such an event would also require 

“backing out” relevant accounting entries and could result in I<U having to pay 

generally applicable tax penalties and interest on the recaptured amount. 

What is the impact of the ’05 EPA ITC on KU’s depreciable tax basis of the 

property? 

IRC Section 50(c) requires the tax basis of the property to be reduced by the amount 

of the credit. Loss of depreciable tax basis will result in unfavorable permanent book 

versus tax differences over the life of the plant equal to the amount of the credit times 

the applicable tax rate, or approximately $35,437,500 ($101,250,000 X 35%). The 

resulting periodic incremental tax expense will begin at the time the unit is placed in 

service and will continue over the regulatory life of the unit. Additionally, other 

temporary book/tax differences will result from accelerated depreciation and other 

book versus tax depreciatiodamortization methods. (See Exhibit KWB-I to Kent W. 

Blake’s testimony.) 

Based on current regulatory lives the amortization on these 
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Is KU guaranteed to receive the full amount of the ’OS EPA ITC? 

No. The Company has signed a closing agreement with the Internal Revenue Service 

outlining various criteria required to receive the tax credit including “certification” by 

the IRS of the ’05 EPA ITC project within two years, completion of the facility 

within five years of certification, and meeting fuel specifications. A proportionate 

reduction of the credit is also required if the gross TC2 nameplate generation of at 

least 833.6 megawatts is not met. 

In addition to the ICU-IRS Closing Agreement criteria, credit is potentially 

forfeited to the extent that tax exempt financing is obtained for the p r ~ j e c t . ~  For 

example, if $10,000,000 of tax exempt bond financing is obtained, ICU’s basis for 

purposes of computing the ’05 EPA ITC is reduced by $10,000,000, resulting in the 

potential loss of $1,500,000 of credit. To the extent that tax exempt financing is 

available on TC2, the Company will compare the financing benefits with the benefits 

from the tax credit and determine the best decision for KU. Criteria for this decision 

would include a comparison of the present value of each benefit as well as the ability 

to benefit from both. Based on present cost estimates of TC2, it is possible to obtain 

tax exempt financing on a portion of TC2 and still realize the maximum advanced 

coal credit. 

Does this conclude your testimony? Q. 

20 A. Yes, it does 

26 U.S.C. 5 48A(b)(2) states, “Rules similar to section 48(a)(4) [26 U.S.C. 5 48(a)(4)] shall apply for purposes 
of this section.” In turn, 26 U.S.C. 5 48(a)(4) requires the reduction in credit-eligible basis for tax-exempt- 
financed amounts of advanced coal project credit projects such as TC2. 
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APPENDIX A 

Ronald L. Miller 

Director, Corporate Tax and Payroll 
E.ON U.S. Services Inc. 
220 West Main Street 
P. 0. Box 32010 
Louisville, Kentucky 40202 
(502) 627-2687 

Education 

Eastern Kentucky University, B.B.A., major in Accounting, 1979 
Certified Public Accountant, Kentucky, 198 1 
University of Louisville - The Effective Executive, 1996 
Multiple Tax Executives Institute & other TaxiAccountiiig Educational Programs 

Positions Held 

E.ON US Services Inc. (LG&E Energy Corp.), Louisvillc, Kentucky 
2001 (Jun) - Present - Director, Corporate Tax and Payroll 
1998 (Jun) - 2001 (Jun) - Director, Corporate Accounting and Tax 
1994 (Jul) - 1998 (Jun) - Director, Corporate Tax 
1994 (Jan) - 1994 (Jul) - Corporate Tax Administrator 
1992 (Feb) - 1993 (Dec) - Corporate Tax Coordinator 

National City Bank, Louisville, Kentucky 
1984 - 1992 - Vice President, Corporate Treasury Officer and Manager- 
Tax and General Accounting 

Ernst and Young CPA’s (f.k.a. Ernst and Whinney, CPA’s) 
1983 - 1984 - Audit Supervisor 
1981 - 1983 - Audit Senior 
1979 - 1981 - Audit Staff 
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