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Please state your name, position and business address.

My name is Victor A. Staffieri. I am the Chairman of the Board, Chief Executive
Officer and President of Louisville Gas and Electric Company (“LG&E” or
“Company”), and an employee of E.ON .S, Services, Inc. My business address is
220 West Main Street, Louisville, Kentucky 40202.

Please describe your employment history, education and civic involvement.

I joined LG&E Energy in March 1992 as Senior Vice President, General Counsel,
and Corporate Secretary. Since then, I have served in a number of positions at LG&E
Energy (now E.ON U.S. LLC), LG&E, and KU. [ assumed my current position on
May 1, 2001. Descriptions of my employment history, educational background,
professional appearances and civic involvement are contained in the Appendix
attached hereto.

Have you testified before this Commission on other occasions?

Yes. 1 have testified before this Commission several times in connection with
LG&E’s and KU’s base rate filings and the transactions involving the change of
control over their ownership. I testified before this Commission in Case No. 2003-
00433, In the Matter of' An Adjustment of the Gas and Electric Rates, Terms and
Conditions of Louisville Gas and Electric Company and in Case No. 2003-00434, In
the Matter of An Adjustment of the FElectric Rates, Terms and Conditions of
Kentucky Utilities Company. 1 also testified before this Commission in Case No.
2001-104, In the Matter of: Joint Application of E.ON AG, Powergen plc, LG&E
Energy Corp., Louisville Gas and Electric Company and Kentucky Ultilities Company

For Approval of an Acquisition. Prior to that, [ testified in Case No. 2000-095, In the
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Matter of* Joint Application of Powergen plc, LG&E Energy Corp., Louisville Gas
and Electric Company and Kentucky Utilities Company For Approval of a Merger. 1
also testified in Case Nos. 98-426 and 98-474, concerning the Applications of LG&E
and KU, respectively, for approval of an alternative method of regulation. Finally, I
testified in Case No. 97-300 concerning the merger of KU Energy Corporation into
LG&E Energy, and the resulting change in the ownership and control of LG&E and
KU.

Please identify the other witnesses offering direct testimony on behalf of the

Company in this case, and generally describe the subject matter of each such

testimony.

LG&E is offering direct testimony from the following witnesses:

. Paul Thompson, Senior Vice President - Energy Services — Mr. Thompson
will describe, from a generation and transmission function perspective, certain
efficiency initiatives the Company has undertaken over the last several years
to manage the increasing costs of doing business, and explain the investments
in and construction of generation and transmission facilities which support the
need for the proposed adjustment in base rates at this time;

. Chris Hermann, Senior Vice President — Energy Delivery — Mr. Hermann will
describe how LG&E has been able to effectively manage costs while
providing reliable, safe service for our retail operations and electric and gas
distribution businesses, and will explain the investments in and construction
of distribution electric and gas facilities which support the need for the

proposed adjustment in base rates at this time;
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S. Bradford Rives, Chief Financial Officer — Mr. Rives will describe why the
financial condition of the Company requires the requested increase in base
rates, present the financial exhibits to LG&E’s application, discuss the
Company’s accounting records, describe the calculation of LG&E’s adjusted
net operating income for the twelve month period ended April 30, 2008,
support the different valuations of the Company’s property, and support
certain reference schedules supporting the Company’s application;

Valerie L. Scott, Controller — Ms. Scott will support certain pro forma
adjustments to the Company’s operating income for the twelve months ended
April 30, 2008, demonstrate that those adjustments are known and measurable
and, therefore, reasonable, and support certain reference schedules supporting
the Company’s application;

Shannon Charnas, Director of Utility Accounting and Reporting — Ms.
Charnas will support certain pro forma adjustments to the Company’s
operating income for the twelve months ended April 30, 2008, demonstrate
that those adjustments are known and measurable and, therefore, reasonable,
and support certain reference schedules supporting the Company’s
application;

William E. Avera, President, FINCAP, Inc. — Mr. Avera will present the
results of his analysis which shows that the equity for the proxy groups of
utilities and non-utility companies is on the order of 10.9 percent to 12.7

percent and his recommendation that the Commission adopt an 11.25%
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allowed return on equity (“ROE™) for both LG&E’s electric and gas
operations;

Lonnie Bellar, Vice President — State Regulation and Rates — Mr. Bellar will
support certain exhibits required by the Commission’s regulations, including
the tariffs with the propose changes in rates, terms and conditions, identify the
revenue effect of the proposed rates, present the Company’s recommendation
for the allocation of the proposed increase in revenues among the customer
classes, and will support certain pro forma adjustments to the Company’s
operating income for the twelve months ended April 30, 2008;

Clay Murphy, Director ~ Gas Management, Planning and Supply — Mr.
Murphy will discuss the increasingly competitive nature of the natural gas
industry and some of LG&E’s competitive challenges, address certain specific
changes that LG&E is proposing to its natural gas transportation services and
certain sales services, describe the services that LG&E proposes to modify,
and discuss those proposed modifications;

W. Steven Seelye, Principal and Senior Consultant, The Prime Group, LLC -
Mr. Seelye will support certain pro forma adjustments to the Company’s
operating income for the twelve months ended April 30, 2008, demonstrate
that those adjustments are known, measurable and reasonable, support certain
reference schedules supporting the Company’s application, and present the
results of his cost-of-service study;

Robert M. Conroy, Director - Rates — Mr. Conroy will describe and support

certain exhibits which are required by the Commission’s regulations, explain



10

11

12

13

14

15

16

17

18

19

20

21

23

certain proposed pro forma adjustments, and discuss and explain various
electric and gas rate and tariff changes the Company proposes; and

e Butch Cockerill, Director - Revenue Collections — Mr. Cockerill will describe
and support the proposed revisions to the Company’s terms and conditions for
furnishing electric and gas services, discuss the proposed changes to some of
the Company’s non-recurring charges, and review several of the Company’s
successful programs, including its Demand-Side Management and energy
efficiency programs, real-time pricing pilot programs, and its efforts to assist
its low income customers.

What is the purpose of your testimony?

I will provide an overview in general terms of the reasons why LG&E is proposing to

adjust its base rates at this time. In doing so, 1 will describe some of the significant

changes that have occurred since LG&E last requested an increase in base rates, and

will describe why the Company’s investments in facilities to provide service to

custorners require an increase in base rates. Finally, I will discuss LG&E’s ongoing

commitment to the environment, the community and low income customers.

What steps has LG&E taken to control its costs since its last request for a base

rate increase?

LG&E has made every effort to offset or absorb increased costs since seeking its last

electric and gas base rate increases in 2004. As discussed in the testimonies of Mr.

Thompson and Mr. Hermann, LG&E continuously seeks ways to create efficiencies

and, in turn, optimize savings in the face of additional capital expenditures and other

rising costs. LG&E has a long track record of operating very efficiently and avoiding
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price increases as the first method of managing the Company’s business. In addition,
as described in Mr. Rives’s testimony, we are providing all of the actual savings
associated with the merger between LG&E and KU and our Value Delivery Team
initiative. We are very proud of the fact that our rates are among the lowest in the
nation.

Please describe LG&E’s proposed increase in base rates.

LG&E is requesting a 1.9%, or $15.1 million year, increase in its electric base rates,
and a 4.5%, or $29.8 million a year, increase in its gas base rates. The impact of the
proposed change in base rates on a typical monthly residential electric bill is an
increase of 4.4%, or approximately $3.30, for a customer using 1,000 kWh of
electricity. The impact of the proposed change in base rates on a typical monthly
residential gas bill is an increase of 5.5%, or approximately $7.40, for a customer
using 70 Ccf of gas. Eliminating the VDT and merger surcredit mechanisms, along
with the proposed changes in base rates, together, will result in a typical monthly
residential electric bill increasing by 6.7%, or approximately $4.90, and the typical
monthly residential gas bill increasing by 6.1%, or approximately $8.20, using the
same amounts of electricity and gas.

The testimonies of Mr. Rives, Ms. Scott, Ms. Charnas, Mr. Seelye, Mr.
Conroy and Mr. Bellar provide a detailed explanation of the calculation of LG&E’s
revenue requirement. The testimony of Mr. Avera supports LG&E’s proposed rate of
return on equity through an extensive cost of capital analysis. The testimonies of

these witnesses demonstrate that LG&E is not presently earning a fair and reasonable
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return and present a fair, just and reasonable recommendation for the increase in base
rates.
Has LG&E made significant investments in facilities to serve its customers since
its last rate case?
Yes. To ensure reliability of service to native load, LG&E has, among other things,
made substantial investments in its utility infrastructure during the last several years,
including transmission and distribution systems and electric generation. For example,
as discussed in detail in the testimony of Mr. Thompson, the Company is spending
approximately $160 million constructing a coal-fired power plant in Trimble County,
Kentucky. As a result of these types of investments, since September 30, 2003, the
end of the test year used in Case No. 2003-00433, LG&E has increased its net
investment in plant for electric operations by over $142 million, and increased its net
investment in plant for gas operations by over $108 million.
If LG&E’s requested rate adjustment becomes effective, will customers still
receive a good value for the service received?
Absolutely. We do not take lightly the effect of any increase on our customers, but
this needed increase will ensure that our customers continue receiving a high level of
service while still enjoying among the lowest rates in the nation. Moreover, it will
allow our customers to enjoy 100% of the savings generated from the merger between
LG&E and KU.

Consistent with LG&E’s long-standing focus on outstanding customer
service, in 2007, J.DD. Power & Associates, an international marketing firm, ranked

LG&E, and its sister utility KU, first in the Midwest among investor-owned utilities
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in overall satisfaction among residential electric customers. Those rankings are not
arbitrarily assigned — they are based on thousands of interviews with customers
throughout the couniry in several categories. To win, a company has to earn high
rankings in such key areas as price/value, power quality and reliability, billing and
payment, customer service and overall company image.

For 2008, LG&E and KU remain the highest ranking investor-owned utilities
in the nation and continued to be ranked in the top-five Midsize Midwest utilities.
Please describe LG&E’s commitment to the environment and its efforts in that

regard.

LG&E is committed to preserving and protecting the environment. Over the years,
the Company has spent hundreds of millions of dollars to reduce pollution by
implementing emission control measures and other environmental-friendly practices.

More than two years ago, as Chairman and Chief Executive Qfficer of E.ON
U.S. LLC, I said what few in this industry had publicly said at that time: "There is
credible science suggesting that greenhouse gases resulting from human activities are
influencing changes in the Earth's climate." At that same time, E.ON U.S. LLC,
which is of course the parent company of LG&E, contributed $1.5 million to the
University of Kentucky for the purpose of funding research on how to reduce carbon
dioxide emissions from power plants, and announced a three-year partnership with
the University of Kentucky’s Center for Applied Energy Research to examine
technology that separates and captures carbon dioxide from power plants.

LG&E and KU have also jointly agreed to provide $200,000 per year for ten
years to the Carbon Management Research Group, a partnership between academia,
state government and the private sector, and also will jointly provide up to $1.8

million in funding over two years to the Kentucky Consortium of Carbon Storage,

8
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which will study the feasibility of geologic storage in the Commonwealth of carbon

dioxide from Kentucky coal-fired generation.

Further, and as discussed in more detail in the testimony of Mr. Thompson,
LG&E and KU have made a significant pledge of $25 million to the FutureGen
project, which is a public-private partnership to design, build, and operate the world’s
first coal-fueled, near-zero emissions power plant.

Please describe LG&E’s commitment to the community.

We are proud of our employees, who give freely of their time and talents by actively
volunteering on nonprofit boards, in classrooms, on Little League fields, and in soup
kitchens throughout our service territory, to improve the quality of life in the
communities where they work and live. L,G&E and KU maintain a firm commitment
to the community by contributing resources, talent and ideas that support community
heritage and economic growth.

In addition, the LG&E Energy Foundation was established in 1994 as a self-
sufficient, non-profit business entity with the goal of contributing to the communities
we serve by supporting education, diversity initiatives, the environment, and health &
safety programs. Since its inception, the LG&E Energy Foundation has awarded
more than $20 million in grants in order to proactively support philanthropic
initiatives to strengthen communities across the Commonwealth. Not one dollar of
these donations is paid by our customers. Instead, the gifts are funded solely by our
shareholders.

What steps has LG&E taken to assist low-income customers with their energy

bills?
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Caring about people and being a good neighbor are much more than corporate
obligations to E.ON U.S. LLC. Over the years, LG&E has developed a number of
programs to assist our low-income customers. Several of these programs are
administered by way of long standing partnerships between the Company and
independent non-profit organizations throughout our service territory. In the
testimony of Mr. Hermann, he describes Community Winterhelp, the Project Warm
initiative and our partnering efforts with the Community Action Partnership.
Additionally, Mr. Hermann describes our Home Energy Assistance program and our
WeCare energy efficiency program.

Do you have any final comments?

In closing, let me reiterate that LG&E’s commitment to provide low-cost, reliable
service to its customers is as strong as ever. Although no utility enjoys implementing
rate increases, we take great pride in our commitment to our customers. The rate
adjustments LG&E has proposed in this case are necessary, and will allow LG&E to
continue to live up to the standard of excellence the Company and its customers
expect.

Does this complete your testimony?

Yes, it does.

400001 129265/504502.8
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VERIFICATION

COMMONWEALTH OF KENTUCKY )
COUNTY OF JEFFERSON ; o

The undersigned, Victor A. Staffieri, being duly swom, deposes and says he is Chairman
of the Board, Chief Executive Officer and President of Louisville Gas and Electric Company,
and an employee of E.ON U.S. Services, Inc., that he has personal knowledge of the matters set

forth in the foregoing testimony, and the answers contained therein are true and correct to the

best of his information, knowledge and belief.

VICTOR A. STAFFIERI

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

this &jﬁ day of July, 2008.

Do \ @@ (SEAL)

Notary Public{) {)

My Commission Expires:

[ovembre. 9, l/o
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APPENDIX

Victor A. Staffieri

Chairman, Chief Executive Officer and President
EONU.S. LLC

Mr. Staffieri is Chairman, CEO and President of Louisville (zas and Electric Company,
Kentucky Utilities Company and E.ON U.S. LLC. E.ON U.S. LLC’s parent company,
E.ON AG, is the world’s largest investor-owned electricity and gas company. Mr.
Staffieri is also one of the nine members of E.ON AG’s Top Executive Council.

Civic Activities
Boards

Metro United Way — Board of Directors — 1998 — 2001; Chairman Metro Campaign 2002
Leadership Louisville — Board of Directors — June 2006 — Present
Louisville Area Chamber of Commerce - Board of Directors -- 1994-1997; 2000-2003;
Chairman 1997
MidAmerica Bancorp — Board of Directors —~ 2600 - 2002
Muhammad Ali Center — Board of Directors — 2003 - 2006
Kentucky Country Day — Board of Directors — 1996 - 2002
Bellarmine University — Board of Trustees — 1995 - 1998, 2000 - 2006
Executive Committee — 1997 - 1998
Finance Committee — 1995 - 1997, 2000 - 2003
Strategic Planning Committee — 1997

Industry Affiliations

Edison Electric Institute, Washington, DC - Board of Directors -- June 2001 - Present
Electric Power Research Institute, Palo Alto, CA - Board of Directors -- May 2001 -
April 2002

Other

Louisville Area Chamber of Commerce -- African-American Affairs Committee -- 1996-
1997

Louisville Area Chamber of Commerce -- Vice Chairman, Finance and Administration
Steering Committee -- 1995

Jefferson County/Louisville Area Chamber of Commerce Family Business Partnership
Co-Chair — 1996-1997

The National Conference - Dinner Chair -- 1997

Chairman of the Coordination Council for Economic Development Activities

-- Regional Economic Development Strategy -- 1997

Metro United Way - Cabinet Member -- 1995 and 2000 Campaigns



Education

Fordham University School of Law, J.D. -- 1980
Yale University, B.A. — 1977

Previous Positions

LG&E Energy LLC, Louisville KY

March 1999 - April 2001 -- President and Chief Operating Officer

May 1997 - February 1999 -- Chief Financial Officer

December 1995 - May 1997 -- President, Distribution Services Division

December 1993 - May 1997 -- President, Louisville Gas and Electric Company

December 1992 - December 1993 -- Senior Vice President - Public Policy, and
General Counsel

March 1992 - November 1992 -- Senior Vice President, General Counsel and
Corporate Secretary

Long Island Lighting Company, Hicksville, NY
1989-1992 - General Counsel and Secretary
1988-1989 -- Deputy General Counsel
1986-1988 -- Assistant GGeneral Counsel
1985-1986 -- Managing Attorney
19841985 -- Senior Attorney
1980-1984 -- Attorney
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Please state your name, position and business address.

My name is Paul W. Thompson. I am the Senior Vice President, Energy Services of
Louisville Gas and Electric Company (“LG&E”™) and Kentucky Utilities Company
(“KU”)(collectively, the “Companies™), and an employee of E.ON U.S. Services, Inc.
My business address is 220 West Main Street, Louisville, Kentucky 40202.

Please describe your educational and professional background.

I received a Bachelor of Science degree in Mechanical Engineering from the
Massachusetts Institute of Technology in 1979 and a Master of DBusiness
Administration from the University of Chicago in Finance and Accounting in 1981.
Before joining LG&E Energy (now E.ON U.S.) in 1991, I acquired eleven years of
experience in the oil, gas and energy-related industries in positions of financial
managemeni, general management and sales. A complete statement of my work
experience and education is contained in the Appendix attached hereto.

Please describe your duties and responsibilities as Senior Vice President, Energy
Services.

I am responsible for both regulated and unregulated power generation functions,
regulated electric transmission, and regulated and unregulated fuels and energy
marketing activities. For purposes of this testimony, I will refer to the above
regulated functions collectively as “Energy Services.”

Have you previously testified before this Commission?

Yes. I testified in the merger proceedings of LG&E and KU before the Kentucky
Pubtlic Service Commission in Case No. 1997-0300, In the Matter of Application of

Louisville Gas and Electric Company and Kentucky Ultilities Company for Approval
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of a Merger under KRS 278 020. 1 also testified in LG&E’s 2003 rate application,
Case No. 2003-0433, In re the Matter of: An Adjustment of the Gas and Electric
Rates, Terms and Conditions of Louisville Gas and Electric Company, and KU’s
2003 rate application, Case No. 2003-0434, In re the Matter of: An Adjustment of the
Flectric Rates, Terms and Conditions of Kentucky Utilities Company. In addition, |
filed testimony in the Commmission’s investigation of LG&E’s and KU’s membership
in the Midwest Independent Transmission System Operator, Inc., In the Matter of:
Investigation into the Membership of Louisville Gas and Electric Company and
Kentucky Utilities Company in the Midwest Independent Transmission System
Operator, Inc., Case No. 2003-0266.
Please provide an overview of your testimony, and comment on the Companies’
request for a base rate increase in their cases.
In this testimony, I will describe certain notable efficiency initiatives that Energy
Services has undertaken over the last several years to manage the increasing costs of
doing business, while at the same time preserving service reliability and workforce
safety. LG&E and KU have always strived to offer their customers an exceptional
value in electric service by striking a balance between two key attributes: low price
and high reliability. The Companies’ success in achieving this balance to date is a
credit to their innovation and initiative.

The innovative steps taken to this point, however, are no longer sufficient to
offset the increasing cost of meeting the Companies’ service obligations and
commitments, particularly now that the Companies are engaged in the process of

constructing a new generation unit, Trimble County Unit No. 2. As demonstrated in
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my testimony and the testimonies of S, Bradford Rives and Lonnie Bellar, LG&E and
KU are at a point where they must implement a base rate increase to reflect fully the
costs of providing reliable service to their customers, thereby allowing them to
maintain the optimum balance between price and reliability.
In general, what is Energy Services’ major corporate objective?
Energy Services has three major, and overlapping, objectives: (i) to maximize the
performance and investment life of the Companies’ electric generation and
transmission assets; (ii) to maintain sound operating and maintenance practices that
promote reliable operations, high efficiency, and a safe working environment; and
(iii) to continue to provide high value electric service to LG&E and KU customers.
Please describe LG&E’s generation and transmission systems.
LG&E’s generation system consists primarily of three coal-fired generating stations —
Cane Run, Mill Creek, and Trimble County. All of these stations are equipped with
scrubbers to reduce sulfur dioxide, allowing the units to burn lower-cost, higher-
sulfur content coal. LG&E also owns and operates multiple natural gas-fired
combustion turbines, which supplement the system during peak periods, and the Ohio
Falls hydroelectric station, which provides baseload supply, subject to river flow
constraints.

LG&E owns and operates approximately 3,100 MW of generating capacity
with a net book value of approximately $1.2 billion. The Company serves
approximately 401,000 electricity customers over a transmission and distribution

network extending approximately 700 square miles in 8 surrounding counties.
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LG&E’s transmission plant covers approximately 900 circuit miles, and has a net
book value of approximately $120 million.
Please describe KU’s generation and transmissien systems.
KU’s power generating system consists primarily of four generating stations ~ Ghent
in Carroll County, Tyrone in Woodford County, E.W. Brown in Mercer County and
Green River in Muhlenberg County. By the end of 2010, scrubbers will be in place
on all KU coal-fired units with the exception of the much smaller Green River 3 and 4
and Tyrone 3 units. KU also owns and operates multiple natural gas fired-
combustion turbines, which supplement the system during peak periods, and a
hydroelectric generating station at Dix Dam, located next to the Dix System Control
Center.

KU owns and operates approximately 4,400 MW of generating capacity with
a net book value of approximately $1.1 billion. The Company serves approximately
505,000 electricity customers over a transmission and distribution network extending
across 77 counties in Kentucky. KU’s transmission plant covers approximately 4,300
circuit miles, and has a net book value of approximately $200 million.

The Companies provide their customers with some of the lowest-cost energy
in the nation.
Are the generation and transmission systems of LG&E and KU jointly operated
since the LG&E and KU merger?
Yes. Since 1998, the generation and transmission systems of LG&E and KU have
been jointly operated as one system. The joint dispatch of the generation units on

both systems allows the companies to achieve operating efficiencies. And, as a result
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of the merger, we have been able to implement joint integrated resource planning and
forecasting for new generation and transmission facilities.

Please describe any additions the Companies are currently making or are
planning to make to their generation fleet and transmission systems.

On December 17, 2004, LG&E and KU 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-art, super-critical, pulverized coal-fired generating unit that will
employ the latest technology to achieve extraordinary efficiency and low
environmental impact. It is currently scheduled for completion in 2010, and once
completed, TC2 will have a nameplate generation capacity of 750 MW, of which the
Companies will own 75%, or approximately 563 MW. LG&E will be entitled to 19%
or approximately 107 MW, and KU will be entitled to 81% or approximately 456
MW.

The Companies are building significant additional transmission facilities in
conjunction with the TC2 project. The Companies have begun construction on a 345
kV transmission line, approximately 42 miles in length, running from LG&E’s Mill
Creek Generating Station (“Mill Creek Station™) through Jefferson County, Bullitt
County, Meade County and Hardin County to KU’s Hardin County Substation near
Elizabethtown, Kentucky. LG&E will own that portion of the line beginning at the
Mill Creek Station and running to the east boundary of the Fort Knox Military
Reservation, and KU will own the remainder of the proposed line from the east

boundary of the Fort Knox Military Reservation to the Hardin County Substation.



10

11

12

13

14

15

16

17

18

19

20

21

22

The Companies will also construct upgrades and replacements of transmission
facilities in Franklin, Anderson and Woodford Counties (owned by KU}, as well as a
new 345 kV transmission line approximately 2.6 miles long, of which approximately
1.0 mile will be located in Kentucky and 1.6 miles will be located in Indiana (owned
by LG&E). The line will run from TC2 and will interconnect with an existing 345
kV transmission line near Marble Hill, Indiana.

What is the status of the Companies’ Power Supply Agreement with Electric
Energy, Inc.?

As LG&E and KU notified the Commission by letter dated December 22, 2005,' the
Companies’ long-standing Power Supply Agreement (“PSA™) with Electric Energy,
Inc. (“EEI”) ended as of January 1, 2006. Until that time, EEI had provided the
Companies with approximately 200 MW of relatively low cost-based capacity and
energy. EEI elected to pursue market-based pricing beginning in 2006, however,
which caused it to no longer be a cost-effective source of capacity or energy for the
Companies. The loss of EEl as a source of low-cost supply has increased the
Companies’ need for TC2 and other cost-effective means of meeting the demand and
energy needs of our customers.

Has anything occurred to change the need for TC2?

No. The original TC2 certificate of convenience and necessity was based on the same
forecast used in the 2005 Integrated Resource Plan (“IRP”). Compared to the 2005
IRP, the current combined Companies’ sales forecast for the 2008 — 2012 period has

been reduced by an average of 202 GWh per year, or 0.5 percent. Comparing the

' In the Matter of The 2005 Integrated Resource Plan of Louisville Gas and Electric Company and Kentucky
Liilities Company, Case No. 2005-00162, Letter from Kent W Blake to Elizabeth O'Donnell (Dec 22, 2005).
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same time periods, the current combined Companies’ peak demand forecast has been
reduced by an average of 104 MW per year, or 1.4 percent. The anticipated growth in
sales during this period is lower by only 0.4 percent, while the anticipated growth in
peak demand during this period is also lower by only 0.4 percent. Through 2022, the
average annual reduction in sales is greater (1,630 GWh), as is the average annual
reduction in peak demand (345 MW). The differences are primarily driven by the
disparity in growth rates throughout the forecast period. With respect to both energy
sales and current peak demand, the downward revisions in the 2008 IRP forecast are
driven primarily by projected slower growth in large commercial/industrial sales and
residential use per customer, which, at least with respect to energy sales, stems from
projected efficiency gains resulting from the Energy Independence and Security Act
of 2007. The 2008 IRP incorporates the impact of the new lighting and appliance
efficiency standards on electricity energy sales and peak demand. Thus, while there
has been a nominal decrease in projected demand and energy, the need for TC2
certainly still exists.

Are there any other noteworthy trends or events impacting the Companies’
generation or transmission systems?

Yes. Tightening environmental constraints could require both LG&E and KU to
retire generation units sooner than expected. Retiring such units creates the need for
LG&E and KU to find additional generation more rapidly than would otherwise be
the case, and provides additional impetus to introduce innovative energy efficiency

programs to help reduce demand growth and energy consumption, as I discuss at

greater length herein.
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What efforts has Energy Services undertaken since the Companies’ last base
rate case to create efficiencies and manage costs?
Energy Services has undertaken a number of initiatives over the last several years
aimed at managing costs. One such effort has been to reduce the risk of gas
transportation cost shocks for the Companies’ Trimble County combustion turbines.
The Companies have mitigated this risk by purchasing longer-term firm interstate
pipeline transportation capacity.

Energy Services has also taken steps to enhance efficiencies and productivity.
These Initiatives, which focus largely on asset management, employ improved system
analysis techniques, best practices, and technological advances designed to optimize
the performance of the Companies’ assets and eliminate costly duplication and
improve efficiencies in operations and administration.
Please describe what is meant by the phrase “asset management.”
As used by Energy Services, the term ‘“asset management” refers broadly to a
business discipline for managing the lifecycle of long-term generation and
transmission assets, and to maximize the performance of these assets, from both an
efficiency and reliability perspective, in the most cost-effective manner possibie,
Can you offer some specific examples of the Companies’ asset management
initiatives for their generation systems?
Yes. On the generation side, Energy Services has implemented a system-wide
initiative to enhance long-term boiler circuit availability and, in turn, generating unit
performance. Among other things, this initiative is designed to promote more rapid

detection of, and more accurate analysis of, boiler circuit failures and failure trends,
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with the aim of significantly reducing boiler-related availability losses. In addition,
LG&E and KU have expanded the use of digital control technology (Distributed
Control Systems or DCS) across parts of its generation fleet, allowing the Companies
to more accurately control the interrelated operation of various generating unit
components and the coordination of various processes integral to power production.
This technology not only improves operational efficiencies, but also enhances the
real-time diagnostic capabilities of the Companies’ operating and maintenance staff.

LG&E and KU also continue to transition from a more rigid, time-based
preventive maintenance approach to a predictive, reliability-centered maintenance
process for their generation assets, allowing the Companies to efficiently prioritize
and allocate maintenance activities and resources consistent with the actual needs of
their equipment. Under the Companies’ reliability-based maintenance model,
equipment within a generating unit (motors, pumps, etc.) is routinely tested to
measure equipment performance. If such tests (e.g., vibration and lubricating
analyses on rotating equipment) show performance degradation warranting repair,
repairs can be made timely and efficiently, as both the equipment and the problem are
effectively isolated through the testing process. Should testing reveal more minor
performance variations, tests can be undertaken on a more frequent basis, facilitating
the timely discovery of equipment problems warranting repair and, in turn, mitigating
the risk of major repair or outage-related costs.

It should be noted, however, that even using this more reasonable
maintenance approach does not guarantee that maintenance costs will not rise over

time. For example, LG&E and KU moved from using a purely time-based
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maintenance regime for its CTs to using a wear-based maintenance schedule, the
main determinants of which are start and run times. Even using this approach,
though, O&M and capital maintenance costs rose in 2007 to maintain these CTs.
Such costs are likely to continue to rise over time as the Companies increasingly rely
on CTs to meet demand.

Enhancements to purchasing and procurement practices have been undertaken
to better leverage the types of work being performed during planned outages, and the
amount of work that can be packaged into one uniform contract across the fleet,
whether it be for outage contract labor or materials. Despite this effort and others,
however, costs are rising at a rate greater than general inflation, for both labor and
materials, driven by large increases in energy prices, international demand for
materials such as steel, aluminum, and copper, and a national spike in the cost of
utility construction labor. For example, between January 1, 2004, and January 1,
2007, the cost of constructing steam generating units increased by 25 percent, which
is more than triple the rate of inflation over the same time period. Similarly, the cost
of transmission plant investments increased by almost 30 percent between 2004 and
2007, or nearly four times the annual inflation rate over that time period.

It also bears mentioning that both LG&E and KU continue to optimize their
generation assets through off-system sales. To that end, when market conditions
permit, the Companies sell their surplus energy to other utilities. Thus, while the
Companies continue to utilize best practices with respect to their operations, they are
also able to implement prudent economic strategies to manage their assets with a high

degree of efficacy.
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Can you offer some specific examples of the Companies’ asset management
initiatives for their transmission systems?

In terms of transmission operational improvements, LG&E and KU have been using
thermal-based transmission line ratings, as opposed to seasonal (static) ratings, to
measure line capability. The use of thermal-based line ratings has, in my judgment,
resulted in a measurable increase in the productivity of the Companies’ assets. One
indication of the enhanced productivity is the significant decrease in the number of
Transmission Line Loading Relief (“TLR”) directives called on the Companies’
systems by their regional transmission grid operator since the Companies’ adoption of
a thermal-based rating approach.

Further, Energy Services has increased its use of telemetry equipment, which
allows dispatch centers to operate and monitor substation equipment remotely and on
a real-time basis. Not only has this initiative created workforce efficiencies, it
likewise has enhanced the system’s reliability by affording dispatch centers additional
continuous monitoring capabilities.

In addition to the asset mapagement initiatives you just described, have the
Companies undertaken other operational or work process-related initiatives
aimed at achieving efficiencies and managing costs?

Yes. In addition to the benefits of joint system dispatch and planning (commencing
with the LG&E and KU merger), the Companies increased their employee training
and capabilities with respect to both their generation and transmission functions,
thereby improving productivity. This has allowed the use of practices such as “multi-

skilling” (e g., training employees to undertake a combination of power plant and
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scrubber operations), and the sharing of special services or expertise among plants
across the fleet (e g., turbine overhaul specialists and continuous emission monitor
testing services). LG&E and KU have increased the attention and resources directed
to new training, particularly with respect to transmission employees, as an aging
workforce has required a steady stream of new employees to take the places of those
retiring.

In addition, similar to other utilities, Energy Services has continued to use
independent contractors, or a variable workforce, to perform maintenance and repairs
on both its transmission and generation systems. The nature of a variable workforce
(specialized and working only when needed) is particularly well-suited to the various
needs of Energy Services.

LG&E and KU also place a strong emphasis on promoting a safe working
environment for its employees and contractors as they implement the work processes
aimed at generating efficiencies. In this regard, the Companies work diligently to
develop policies and practices focusing on safety in the workplace.

How has the reliability of LG&FE’s and KU’s generation systems fared over the
last several years?

LG&E’s and KU’s generation systems as a whole have been highly reliable
historically, as evidenced both by capacity factor trends and actual system reliability
performance, measured through systematic benchmarking. In the latter regard,
Energy Services’ weighted average Equivalent Forced Outage Rate (“EFOR”), a
measure commonly used in the industry to gauge the reliability of coal-fired

generating units, has historically remained quite low. LG&E’s and KU’s EFOR
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between 2004 and 2007 averaged 5.2% and 5.0%, respectively, compared to a
national average of 6.5% during the same period. The Companies’ EFORs can be
attributed to the capital investments made in areas such as boiler circuitry and boiler
and turbine controls, as well as continually improving maintenance practices.

Please describe the Companies’ capacity factor trend over the last several years.
LG&E’s and KU’s internal analyses show a relatively consistent upward trend in the
steam capacity factor of the Companies’ coal-fired baseload generating units since
1991, LG&E’s capacity factor averaged 71% over the period 1999 through 2003, and
that average increased to 78% over the period 2004 through 2007. KU’s capacity
factor averaged 65% over the period 1999 through 2003, and increased to 66% over
the period 2004 through 2007. KU’s capacity factor will grow further once the
remainder of the scrubbers (to reduce sulfur dioxide) are in place, as its units will be
better positioned to be dispatched in closer proximity to the LG&E units, which are
already fully scrubbed for sulfur dioxide.

Would you explain in more detail how LG&E and KU benchmark the reliability
of their generation assets to others in the industry?

LG&E and KU perform reliability (as measured by EFOR) benchmarking on an
individual unit basis, and then capacity-weight the unit benchmarks to construct a
combined system metric. The benchmarking exercise is essentially a two-step
process. First, LG&E and KU establish a “target” performance quartile for each unit,
based on an appropriate balance of reliability and cost. For example, LG&E and KU
have historically targeted second quartile performance for their older and relatively

less efficient units such ag KU’s Tyrone and Green River facilities and LG&E’s Cane
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Run facility. It does not make economic sense to target top quartile performance for
these units, given the incremental costs necessary to achieve such status.

Once LG&E and KU establish target performance quartiles, they compare
each unit’s rolling three-year EFOR to the rolling three-year EFORSs of similarly sized
coal units within the North American Electric Reliability Council’'s (“NERC”)
Reliability First Corporation (“RFC™) region. The Companies use three-year EFORs
because they minimize the impact of multi-year unit overhauls on cycle performance.
It is reasonable to use NERC’s RFC region as a basis for comparison because the
units in that region are similar to LG&E’s and KU’s units with respect to design, fuel,
installation, vintage and environmental controls. LG&E and KU rely on EFOR data
reported by other utilities to NERC.

How does the EFOR of Energy Services’ combined system generally compare to
those of the benchmark groups described above?

The combined system EFOR compares favorably. In fact, based on a comparison to
all coal-fired baseload units nationwide, the Companies’ overall system EFOR (the
capacity weighted average EFOR of all coal-fired generating units) consistently
achieves top quartile and second quartile performance. A comparison of the
combined system EFOR to the more limited group of comparable units (the second
benchmark group described above) shows that the overall system EFOR consistently
achieves at least second quartile performance, and is trending towards top quartile
performance levels.

Have the Companies invested any capital in their generation systems for

reliability purpeses over the last several years?
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Yes. The most significant of the Companies’ ongoing generation investments is TC2.
The Companies currently project KU will have spent approximately $670 million,
and LG&E approximately $160 million, when TC2 is complete and ready for
commercial operation. When completed, TC2 will have been constructed at cost of
$1,500 per kW, making TC2 a leader in terms of dollars per kW installed among
other plants currently under construction in the United States.

Investments in existing power plants have helped with the improvement in
reliability and capacity factor. Over the period 2004 through 2007, capital spending
for generation projects, excluding TC2 and Environmental Cost Recovery, averaged
$36 million and $37 million for LG&E and KU, respectively. In addition, over the
past four years, LG&E has spent approximately $17 million on boiler tube projects,
with KU spending approximately $3 million on such projects. On system controls
projects, LG&E has spent approximately $6 million, while KU has spent
approximately $22 million.

Looking to the future, the Companies are planning to meet additional
anticipated demand with an additional base load unit, which the Companies included
in their 2008 Integrated Resource Plan.

The Companies do not plan to rely solely on securing additional generating
capacity to meet future demand. As the Commission is aware, the Commission
approved the new and comprehensive suite of demand-side management and energy
efficiency programs for which the Companies sought approval in Case No. 2007-
00319, the implementation of which should reduce demand and energy usage. Also,

the Companies have begun putting in place responsive pricing pilot programs for
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residential and commercial customers that may help reduce peak demand by using
energy pricing to encourage customers to shift energy usage to lower-demand periods
whenever possible. The Companies will report to the Commission regularly
concerning these pilot programs.

What efforts are the Companies making in the arena of clean coal and
renewable generation?

Concerning clean coal, LG&E and KU have made a significant pledge to the
FutureGen project. FutureGen is a public-private partnership to design, build, and
operate the world’s first coal-fueled, near-zero emissions power plant, at an estimated
net project cost of $1.5 billion. The commercial-scale plant will prove the technical
and economic feasibility of producing low-cost electricity and hydrogen from coal
while nearly eliminating emissions. It will also support testing and
commercialization of technologies focused on generating clean power, capturing and
permanently storing carbon dioxide, and producing hydrogen. In the process,
FutureGen will create unique opportunities for scientific exploration, education, and
stakeholder engagement. Al investments by LG&E and KU in FutureGen are treated
as below-the-line costs.

In addition to clean coal, the Companies plan on refurbishing KU’s Dix Dam
facility at an estimated cost of $21 million, and are renovating LG&E’s Ohio Falls
hydroelectric units at a total estimated cost of $130 million. We have completed
renovating two of the Ohio Falls units and will renovate the remaining six units as

well. The Ohio Falls project is the largest hydroelectric rehabilitation and renovation
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project currently underway in the Federal Electric Regulatory Commission’s
(“FERC”) jurisdiction.

With respect to renewable energy, and as part of their 2008 IRP, the
Companies are undertaking a comprehensive teview of generation technology
options. To that end, in July of 2007, LG&E and KU announced a Request for
Proposal for long-term supply of capacity and energy powered by renewable fuel
resources. The Companies have completed an initial screening of the offers received
based primarily on the standing of the respondent and the stage of development of
project(s) providing the renewable resource, and have entered into more detailed
discussions of cost and reliability terms with the short-listed developers.

What have LG&E and KU done to ensure the effective and efficient use and
disposal of generation byproducts?

The Companies have made provision for adequate ash storage facilities at their
generating stations, and have also arranged for the beneficial reuse of gypsum and ash
whenever economically feasible. Trimble County, Mill Creek and Ghent all have
agreements to off-load gypsum, and Mill Creek has completed a three year plan to
move ash from the generating site to a beneficial reuse location. The Companies will
continue to examine new and economically reasonable means of beneficially reusing
generation byproducts.

Turning to transmission, how has the reliability of the Companies’ transmission
systems fared over the last several years?

The Companies’ transmission systems remain highly reliable, though much has

changed on the transmission landscape since the Companies’ last base rate case.
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Most notably, the Companies fully ended their membership in the Midwest
Independent Transmission System Operator, Inc. (“MISO”) on September 1, 2006.
Until then, MISO had acted as the Companies’ NERC-certified reliability
coordinator. Since then, the Tennessee Valley Authority (“TVA”) has filled that role,
and the Southwest Power Pool, Inc. (“SPP”) has administered the Companies’ Open
Access Transmission Tariff in accord with relevant federal regulations, including,
most recently, FERC Order No. 890-A. Under the stewardship of TVA, SPP, and the
Companies, the Companies’ transmission systems have remained highly reliable and
compliant with all relevant open-access requirements. Moreover, the Companies
have substantially lowered their transmission-related costs under TVA and SPP. In
that regard, for the last 18 months prior to ending their relationship with MISQO,
LG&E and KU incurred MISO-related costs of $92.9 million. For the first 18 months
after the termination of the MISO relationship, the two utilities incurred costs of $9.7
million for comparable services.

In addition to those more proximate changes, the federal Energy Policy Act of
2005 (“EPAct 2005™) brought about significant regional and national transmission
reliability management and oversight changes. For example, as part of restructuring
the former NERC reliability councils, the reliability council to which the Companies
belonged, the East Central Area Reliability Council (“ECAR”™), ceased to exist at the
end of 2005, when ECAR merged with two other reliability councils to become the
aforementioned Reliability First Corporation (“RFC™), effective as of January 1,
2006, RFC is a Regional Entity under the new EPAct 2005 regime, which falls under

the purview of the NERC successor, the North American Electric Reliability Corp.
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(“New NERC”). New NERC is the Electric Reliability Organization under EPAct
2005 and is subject to federal and Canadian government audits. New NERC is
responsible for setting transmission reliability criteria in the U.S. and requires
mandatory compliance with the Reliability Standards as approved and established for
electric utilities by FERC effective June 18, 2007. Thus far, FERC has approved over
90 Mandatory Reliability Standards established by NERC. Compliance with these
standards includes plans for each region and utility that assures reliability of
electricity across the national grid. LG&E and KU continue to evaluate and assess
their internal processes and practices in order achieve a high level of consistency with
the newly established Reliability Standards. One understandable byproduct of the
Companies’ compliance efforts has been an increase in spend directed at transmission
reliability practices.

Do the Companies utilize any internal measures to evaluate reliability?

Yes. Apart from its commitment to meet the reliability criteria established by New
NERC, Energy Services tracks the average duration of service interruptions related to
transmission. Because LG&E’s and KU’s transmission systems are integrated, the
Companies track performance on a combined company basis. The Companies use
this measure to gauge and trend their performance over time.

Have the Companies made any capital or other investments in their transmission
systems over the last several years?

Yes. Over the past four years, LG&E and KU have invested more than $32 million
and $52 million, respectively, to preserve the reliability of their transmission systems.

Once TC2 is in service, KU will have invested approximately $78 million in the
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transmission at that unit, with LG&E investing approximately $14 million. In
addition, KU, which has a much larger transmission system than LG&E, spent
approximately $10 million on vegetation management from 2004 — 2007, while
LG&E spent almost $2 million over that period.

The Companies have spent approximately $26 million to put in place the
Simpsonville Transmission Control and Data Center, a joint transmission dispatch
center which will aid in the more efficient coordination of the Companies’ combined
transmission systems and will also serve as a back-up IT data site for the Companies.
You indicated earlier that LG&E and KU have a strong interest in promoting a
safe working environment for their workforces. Please discuss the Companies’
safety performance in the areas of generation and transmission.

The Companies have worked extremely hard to develop a higher level of trust and
partnering among our employees and contractors to reduce injuries in the workplace.
We have also performed better and more consistent hazard assessments to prevent the
occurrence of injuries. The combined recordable injury incident rate (“RIIR™) per
200,000 work hours for LG&E and KU employees (combined to include the impact
of employees who support both companies) was 3.72 in the year 2003, 1.93 in 2006,
1.86 in 2007, and 1.54 for 2008 to date. For contractors, the RIIR was 5.48 in 2003,
1.88 in 2006, 1.95 in 2007, and 2.18 for 2008 to date.

Does Energy Services use of independent contractors compromise the
Companies’ commitment to safety in any way?

Absolutely not. Based upon data available from 2006 regarding current contractor

injury trends, our contractors have a safety rating that beats the national benchmark
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by nearly 68%. Although we are pleased with that performance, there is always room
for improvement and we will continue to focus on safety for our entire workforce.

One of the ways the Companies are helping to ensure the safety of its
workforce is through their drug testing program. While approximately 10% of the
employee population is randomly tested for drugs and alcohol on an annual basis, an
average of 50% of the regular contractors stationed at each plant are randomly tested
each year, and an average of 10% of the contractors on the TC2, Ghent Scrubber and
Brown Scrubber sites are randomly {ested each month.

Regrettably, and despite our best efforts to prevent against the occurrence of
such events, the Companies suffered three contractor fatalities in 2007 from work
related to the construction of generation and transmission systems. Though LG&E
and KU recognize the dangerous nature of constructing these systems and that all
hazards cannot be totally eliminated, it is imperative that we take any and all
measures to prevent against these occurrences. To that end, and as discussed by Chris
Hermann from the distribution side of the Companies, we have implemented a new
Safety Governance Council that will improve on our existing safety measures and
help to mitigate against injuries and accidents in the workforce.

Do you have any closing thoughts?

Yes. As I stated at the outset of this testimony, Energy Services’ mission is
predicated on three fundamental and overlapping objectives: (1) maximizing the
performance and investment life of the Companies’ electric generation and
transmission assets; (ii) maintaining sound operating and maintenance practices that

promote both reliable and efficient operations and a safe working environment; and
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(iii) providing high-value electric service to the Companies’ customers. Through the
various initiatives described above and the commitment and dedication of its
employees, Energy Services has achieved these objectives in the face of mounting
cost pressures. Nonetheless, in my professional judgment the Companies cannot
continue to meet these goals without the ability to adequately recover their costs. A
base rate increase now will allow LG&E and KU to continue to provide the reliable

service its customers have grown to expect, at rates that will continue to rank among

the lowest in the nation.

Does this conclude your testimony?

Yes.
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Louisville Gas and Electric Company, Louisville, KY
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1989 - 1990 - John Zink Company, Tulsa, OK
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Vice Chairman
1986 - 1988 — Hydro-Sonic Systems, Dallas, TX
General Manager
1986 ~ 1986 (July) — Ft. Collins Pipe, Dallas, TX, General Manager
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Please state your name, position and business address.

My name is Chris Hermann. [ am Senior Vice President — Energy Delivery for
Louisville Gas and Electric Company (“LG&E” or “the Company”), and am
employed by E.ON U.S. Services, Inc., a service company subsidiary wholly-owned
by E.ON U.S, LLC (*E.ON U.8.”). My business address is 220 West Main Street,
Louisville, Kentucky 40202,

Please describe your educational and professional background.

I received a B.S. degree in Mechanical Engineering from the University of Louisville
in 1970. I joined LG&E that same year. In 1978, I began working as the Plant
Manager for the LG&E Cane Run generating station. I held a number of other
positions before assuming my current duties in 2003. A complete statement of my
work experience and education is contained in Appendix A attached hereto.

Please describe your duties and responsibilities as Senior Vice President -
Energy Delivery and the mission of the Energy Delivery division.

As Senior Vice President - Energy Delivery, 1 am responsible for retail operations as
well as the gas and electric distribution functions for LG&E and Kentucky Utilities
Company (“KU”) (collectively the “Companies™), also known as “Energy Delivery.”
Our mission is simple. We strive to provide safe, reliable, cost-effective service to
Our custorners.

Have you previously appeared before this Commission?

Yes. | have appeared before this Commission in informal conferences and
participated in the merger proceedings of LG&E and KU before the Commission in
Case No. 97-300, In the Matter of: Joint Application of Louisville Gas and Electric

Company and Kentucky Utilities Company for Approval of a Merger. 1 also testified
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in LG&E’s 2003 rate application, Case No. 2003-0433, In re the Matter of: An
Adjustment of the Gas and Electric Rates, Terms and Conditions of Louisville Gas
and Electric Company, and KU’s 2003 rate application, Case No. 2003-0434, /n re
the Matter of An Adjustment of the Electric Rates, Terms and Conditions of

Kentucky Utilities Company.

Description of Energy Delivery Operations and Purpoese of Testimony

Please describe LG&E’s electric and gas distribution businesses.

LG&E’s electric distribution business serves approximately 401,000 electric
customers in Jefferson County and 8 surrounding counties. The electric distribution
assets we manage include over 90 substations (of which 27 are shared with the
transmission system) and over 3,900 miles of overhead and about 2,300 miles of
underground electric lines. LG&E’s service area covers approximately 700 square
miles. Our electricity is primarily produced by our coal-fired generating stations
which are discussed in greater detail in the testimony of Mr. Paul Thompson.
LG&E’s gas distribution business serves approximately 326,000 gas customers in
Jefferson County and 16 surrounding counties. The gas distribution assets we
manage include approximately 4,200 miles of gas distribution pipe, over 380 miles of
transmission pipe, and five underground gas storage fields.

Will you please describe how the Energy Delivery division operates and
maintains the distribution networks that serve LG&E’s customers?

In general, we oversee the delivery of electricity and gas to our customers by
constructing, operating and maintaining the electric and gas distribution
infrastructure. We take appropriate actions to ensure safety and to restore service to

our customers in the event of outages, emergencies, or damage to our distribution
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systems. We also provide retail and customer service functions to our residential,
commercial, and industrial customers.

The cornerstone of our retail and distribution operations continues to be our
commitment to the safe and reliable provision of service to our customers in a cost-
effective manner. We continue to strive to achieve high levels of customer service
through both traditional and innovative programs and methods.

What is the purpose of your testimony?

My testimony will describe how LG&E has been able to accomplish its goals related
to providing safe, reliable and cost-effective energy services for our retail operations
and electric and gas distribution business, while continuing to provide high levels of
customer service. | will also briefly explain some of the reasons we need rate relief
as it relates to my areas of responsibility.

Why is LG&E now seeking a base rate increase?

From an energy delivery standpoint, LG&E’s aging infrastructure, coupled with the
rise in energy and equipment costs, challenges LG&E’s ability to both reinforce
existing infrastructure and extend new systems that will benefit LG&E’s customers
without also compromising LG&E’s ability to earn an adequate return on our
investment. For example, since the last rate case, LG&E has invested approximately
$212 million in electric distribution facilities and about $146 million in gas
distribution facilities, which includes approximately $78 million in gas main
replacement.

Safetv and Reliability

Please discuss Energy Delivery’s commitment to safety.
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Energy Delivery is committed to the health and safety of its employees, business
partners and the public. Over the last several years, Energy Delivery employees and
contractors have continued to reduce the already low number of recordable injuries
and lost-time incidents. We believe these achievements and reductions are
attributable to LG&E’s demonstrable commitment to safety through its “No
Compromise” plan. The “No Compromise” plan was initiated in 2001 for employees
and business partners. It clearly states that safety is LG&E’s business priority and
core value and that absolutely no other operating priority should come before it. The
plan begins with a top-down commitment and is based on modifying behaviors and
attitudes in order to create an ownership and safety culture within our workforce. In
order to ensure that the plan is operating as it should, we utilize such programs as
random field audits, safety tailgates, and quarterly safety meetings. These efforts
have resulted in Energy Delivery’s employees achieving a 0.63 year-to-date
recordable injury rate, which is well below the utility employee industry average of
4.0, and even below the Edison Electric Institute Top Performer designation of 1.67.
In addition, LG&E holds its contractors to the same high standard that it does
its employees. By making safety a focus of its relationships with its contractors
through the Contractor Performance Management program, Energy Delivery’s
contractors have achieved a 1.79 year-to-date recordable injury rate, which compares
well against the industry average of 6.30 for utility contractors. Moreover, Energy
Delivery’s management team has heightened its presence in the field by increasing
formal field safety and quality audits. These policies and practices are supplemented

with safety summits to promote the sharing of best practices with respect to safety.
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Can you identify some of the measurable improvements that LG&E has
achieved with respect to safety, and any awards evidencing such improvements?
In 2007, Energy Delivery had an employee recordable injury rate of 0.81, which is
82% lower than our rate in 2004. Similarly, our 2007 contractor recordable injury
rate was 1.63, which is an improvement of 94% compared to our 2004 rate. In 2007,
E.ON U.S., comprised of LG&E and KU, was ranked first in the Edison Electric
Institute Safety Survey for lost-work-day cases and days away, restricted or
transferred rates, amongst combined utilities of similar size. As a result of our
efforts, Energy Delivery has received a number of safety awards over the past few
years, which are listed in Appendix B.

What is LG&E doing to build on these successes?

In 2007, E.ON U.S. implemented a Corporate Safety Governance Council. The
Council is a standing advisory team comprised of five executive-level officers,
including myself, that is dedicated to continuing the Companies’ top-down
commitment to safety by utilizing a companywide collaborative approach to promote
and provide leadership support for the adoption of best practice initiatives throughout
the Companies.

The Council meets on a quarterly basis, or more often as needed, to actively
address safety issues and discuss strategies for addressing such issues. In addition to
providing leadership, the Council’s obiectives include: providing a formal
mechanism for the thorough exchange of safety information and ideas at the highest
level of the organization; ensuring optimum application of safety processes and
elimination of process redundancies; and, ensuring contractors and business partners

have processes in place to promote adherence to safety practices and procedures that
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meet or exceed our own standards. The Council is supported by a Council Working
Group, which consists of safety managers and leaders from the Companies’ various
operations. The Council Working Group meets on a quarterly basis, or more
frequently as needed, to conduct and provide evaluations, research and
recommendations for Council leadership review, and to assist with the adoption of
best safety practices within the Companies. One of the many initiatives of the
working group is to hold cross-functional sessions outlining current high level safety
issues and to recommend how, when and where to implement appropriate safety
improvements company-wide.

Energy Delivery also has a Contractor Safety Council, which is comprised of
some of our larger contractors, as well as Energy Delivery personnel. The Contractor
Council meets quarterly to discuss safety issues and helps set the agenda for quarterly
meetings attended by all of Energy Delivery’s contractors, wherein performance from
the prior quarter is discussed along with the strategies for addressing safety issues.

In your testimony in LG&E’s last rate case, you mentioned that LG&E and KU
were about to implement a new Outage Management System. Has that taken
place yei?

Yes. In 2005, we implemented a new Outage Management System in order to
improve crew management and dispatch functions during outages by tracking
incoming calls to assist in quickly identifying system protective devices (e.g., fuses)
that have operated, thus improving dispatch efficiency.

How has LG&E performed in the area of electric reliability?

LG&E measures distribution reliability by utilizing performance metrics such as the

Customer Average Interruption Duration Index (“CAIDI™). CAIDI is the product of



10

11

12

13

14

15

16

17

I8

19

20

21

22

23

24

two measurements known as SAIDI (System Average Interruption Duration Index)
and SAIFI (System Average Interruption Frequency Index). SAIDI is defined as the
average electric service interruption duration in minutes per customer for the
specified period and system. SAIFI is defined as the average electric service
interruption frequency per customer for the specified period and system. CAIDI,
which combines these two measurements, is defined as the average electric service
interruption duration per interrupted customer for the specified period and system.
LG&E’s measures in 2003 indicated an upward trend in duration and frequency of
interruptions. In response, we increased our investment in reliability, including our
new outage management system, and are now beginning to see improvements.
Are there any other actions LG&E takes to ensure reliability?
Yes. On December 12, 2006, the Commission initiated an investigation of, among
other things, the vegetation management practices related to electric utility
distribution systems in Kentucky. Consistent with LG&E’s existing vegetation
management program, LG&E prepared and filed its vegetation management plan on
December 19, 2007, LG&E’s Distribution Vegetation Management Program
encompasses 3,900 miles of right of way maintenance. The program is centralized
and managed by a Forestry Manager and two Company Utility Arborists. Al
arborists are certified by the International Society of Arboriculture. In addition, the
Company employs four professional tree contractor companies. Utility line clearing
is undertaken to maintain an acceptable level of safety, reliability of service, and
access to LG&E’s facilities for maintenance and repair.

LG&E’s plan, as submitted to the Commission on behalf of both L.G&E and

KU, includes the application of a flexible multi-cycle strategy to address growth and
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tree density which will vary across the service area. One of the objectives of the plan
1s to maintain a proactive trim cycle while balancing the reactive needs of high
maintenance circuits.

Are there any particular challenges for safety and reliability specific to LG&E’s
gas business?

Yes. With regard to LG&E’s gas business, LG&E has installed 361 miles of
distribution main as part of its large scale main replacement effort, including 159
miles since LG&E’s last gas rate case. The main replacement program helps ensure
continved safety, improved reliability, enhanced operating efficiencies, and lower
operating costs. There are 254 miles yet to replaced.

LG&E’s gas transmission business is also required to comply with the
Pipeline Safety Improvement Act of 2002. In that regard, LG&E is required to
establish integrity management programs that include the continual assessment of the
integrity of pipeline segments located in High Consequence Areas ("HCAs™). As a
result of this requirement, LG&E has identified all HCAs along its gas transmission
lines, conducted risk amalyses of its pipeline segments, and completed pipeline
integrity assessments on 50% of its highest risk segments. In addition, LG&E must
comply with federal directives associated with the Pipeline Safety Act of 2006.
These directives will require natural gas distribution operators to implement a system-
wide integrity management program based upon seven key elements. These elements
are anticipated to include developing a written plan, knowing the infrastructure,
identifying threats, prioritizing and assessing risks, implementing mitigation

measures, reviewing effectiveness, and reporting performance.
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Efforts to Achieve Efficiencies

In your testimony in LG&E’s last rate case, you discussed a technology called
GEMINI, which LG&E and KU were about to implement as a part of its asset
management initiatives. Has GEMINI been successful?

Yes. Since the last rate case, LG&E and KU completed the implementation of the
Geospatial Enterprise Management Integration Network Initiative (“GEMINI”) in
December 2004. GEMINI consists of a Work Management System, Graphical
Design Tool, Geospatial Information System, and the aforementioned Outage
Management System. The work management system tracks the workflow of all
customer-driven and planned work activities starting with project initiation,
estimation, approvals, scheduling, and ending with field completion. The graphical
design tool provides a framework for consistent design which is then automatically
inserted in the Geospatial Information System as the distribution infrastructure
changes.

Each Operation and Crew Center now utilizes the same suite of applications
which allows Energy Delivery to use a more centralized approach in the management
of work and resources.

Please generally deseribe LG&E’s initiatives and technologies aimed at cost
management.

Over the past few years, LG&E has continued to undertake a number of initiatives,
such as our Scheduling and Planning strategy and our Contractor Performance
Management initiative, designed to manage costs by increasing efficiencies and

achieving synergies, without compromising safety, reliability or customer service.



10

11

12

13

14

15

16

17

18

19

20

21

22
23

IV.

The Scheduling and Planning strategy is made possible by the GEMINI
system, and is a simple yet effective way LG&E and KU manage their work force.
The Scheduling and Planning organization was established in late 2004 and consists
of six individuals who have a varied background in the gas and electric distribution
business. For planned work initiatives greater than $25,000, the Scheduling and
Planning organization maintains an overall construction schedule and assigns work
crews between 11 operation centers based on scheduled in-service dates established
by customers and our Asset Management organization. The Scheduling and Planning
group also measures operational performance, all within a monthly reporting structure
to Energy Delivery management. In effect, our Scheduling and Planning strategy
allows us to look across the expanse of our territory and efficiently deploy our
expenditures in the right places.

The previously mentioned Contractor Performance Management Program also
allows us to more efficiently manage our contractors through improved oversight. As
part of this program, LG&E establishes measurements and controls designed to
improve the productivity, safety, and quality of the work performed by our
contractors, establishes targets for unit measure of the work to be performed, and
provides contractors with reviews and feedback on their performance. Many of
LLG&E's Contractor Performance Management processes incorporate the use of
incentive mechanisms to increase productivity without diminishing reliability or
safety.

Customer Service and Focus

Describe LG&E’s customer satisfaction levels.

10
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In recent years, LG&E has continued to be nationally recognized for its sirong
customer focus and outstanding customer service. In 2004, 2005, 2006 and 2007,
J1.D. Power and Associates ranked LG&E Energy (both LG&E and KU), which
became known as E.ON U.S. in 2006, first in the Midwest in its residential survey of
the nation’s largest electric utilities. E.ON U.S. also ranked first in the Midwest in
customer satisfaction in J.D. Power’s 2007 survey of midsize business electric
customers.

The J1.D. Power electric studies focus on customer service, power quality and
reliability, company image, price/value and billing. Although the methodology
employed by JL.D. Power in conducting and reporting its surveys changed in 2008,
LG&E and KU were still ranked number two and three, respectively, among mid-
sized utilities in the Midwest, and were the highest ranking investor-owned utilities in
the nation.

Please describe some of the customer service-oriented programs and imitiatives.

Since its last rate case, LG&E has initiated a number of programs and efforts aimed at
providing a high level of service to our customers. Chief among these are our Energy
Efficiency Programs, the Responsive Pricing and Smart Metering Pilot Program, the
Green Energy Program, and Carbon on the Bill. The Companies have also launched
the Customer Commitment Advisory Forum to encourage on-going dialogue between
the Companies and the entities that provide assistance to our customers most in need.
The Companies have also renewed the Home Energy Assistance Program that was
established at the time of the last rate case and have a community partnership
program that distributes Low Income Heating Assistance Program funds to families

who qualify for assistance. In addition, LOG&E works with Project Warm, an
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independent non-profit organization that draws on volunteers from the community to
“weatherize” the homes of individuals in our service area. Overlaying those specific
initiatives, the Companies are in the process of implementing a new Customer Care
Solution system (“CCS”), a comprehensive business system that will operate as the
foundation for all wide-ranging interactions with customers.

Please describe CCS and the benefits LG&E and its customers can expect from
the new system.

CCS is a hardware and software solution that essentially serves as the central source
and warehouse for all customer-related information. As such, CCS will support the
wide array of LG&E's customer-interfacing processes. These include customer
interaction in the call centers and business offices, customer self-service over the
web, service orders, billing and revenue related finance activities, as well as the
reporting associated with these activities. [Each of these categories includes
numerous functions and processes that will allow LG&E to provide improved
interactions with the customers. The system was described to an extent in 2007 in
Case No. 2007-00410. The CCS project addresses hundreds of business processes
collectively in the areas mentioned above, allowing for efficient operation under a
common solution. The implementation of this systemn will require approximately 100
interfaces to existing internal and external systems used by the Companies.
Replacing a core CIS system which dates to the early 1990°s at LG&E, this system
will provide more capability for contemporary rate design and enhanced customer
self-services functions. This project is a multi-year initiative and is expected to be

implemented in 2009. The comprehensive system will provide the foundation for the
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continued provision of high-quality customer service to LG&E's customers for 2009
and beyond.

Please describe the Energy Efficiency Programs.

Since the last rate case, the Companies have operated several energy efficiency
programs under the Demand-Side Management Program Plan for 2000 through 2007.
The plan included programs for Demand Conservation Load Control, Residential and
Commercial Energy Audits, and WeCare Low Income Weatherization. On July 19,
2007, the Companies filed an Application seeking approval to establish a new Energy
Efficiency Program Plan (also known as a Demand-Side Management or “DSM”
filing) for 2008 through 2014. The Commission approved the Application in March
2008, The application included enhancement of the existing programs and
implementation of several new programs. Many of the programs help to reduce peak
demand, enabling us to use our power plants more efficiently and delay the addition
of new ones, which, in turn, benefits all of our electric customers. The Demand
Conservation Load Control program alone has already allowed the Companies to
reduce peak demand by 110 MW and perpetually avoid the construction of a
combustion turbine of that size. Appendix C provides a description of each program.
The total annual budget of the new set of programs is approximately $26 million - a
significant increase over the previous annual budgets of approximately $10 million.
These programs, which are currently under development, are expected to reduce the
need for additional generation capacity in the future, with implementation occurring
over the balance of 2008.

Please describe the Responsive Pricing and Smart Metering Pilot Program.
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On March 21, 2007, LG&E submitted an application to the KPSC to establish a
Responsive Pricing and Smart Metering Pilot Program (“RPP™) as a DSM program in
Case No. 2007-00117. On July 12, 2007, the Commission approved the three-year
pilot program as filed. The program allows a total of 2,000 customers served under
Residential and General Service Rates to participate, at a total cost of $1.9 million
over the three years. This program combines the use of Smart Meters, Programmable
Thermostats, In-Home Energy Use Displays, and a Time of Use Rate (with critical
peak component) to provide customers greater control of their energy usage, and thus
their energy bills. As an example, the in-home equipment can be programmed to
automatically reduce the cooling set point on the thermostat and turn off the water
heater during high and critical price periods. L.G&E will track consumption patterns
over the three years to correlate consumption pattern changes with the various tools
provided and report its findings to the Commission on an annual basis. Program
implementation began in January 2008 and will continue through December 2010.
Please describe the program known as “Carbon on the Bill.”

Since July 2007, customer bills began containing a notation of the estimated amount
of carbon dioxide emissions associated with each customer’s consumption. This
information is coupled with monthly tips on what actions customers can take to
reduce their carbon footprint. This helps give customers greater awareness of and
control over the impact of their energy usage on the environment. To our knowledge,
LG&E and KU are the first utilities in the nation to provide this information to
customers on their bills.

Please describe the Customer Commitment Advisory Forum.
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The Companies, in an effort to improve customer satisfaction within a particular
customer segment, launched the E.ON U.S. Customer Commitment Advisory Forum
to provide a forum for discussion for the Companies and the low-income advocate
stakeholders. This forum is intended to promote open, meaningful dialogue and to
ultimately provide input and guidance to the Companies regarding strategies, policies
and practices that relate to the provision of electric and gas service to customers in
need and their families. Three meetings have been held since September of 2007, and
a fourth meeting is scheduled for later this year. Topics discussed to date include
Customer Identification, Heating Season assistance, low-income customer
weatherization programs, budget billing, expectations regarding winter gas prices,
and other topics.

Please describe the Green Energy Program.

In February of 2007, the Companies submitted an application to the Commission to
establish a Green Energy Program. The program, which allows customers to
contribute funds to be used for the purchase of Renewable Energy Certificates, or
Green Tags, was approved by the Commission on May 31, 2007. The program
allows customers to  voluntarily contribute funds in $5  blocks
(residential/commercial) or $13 blocks (industrial) for the Companies to purchase
Green Tags from qualified renewable resources. The Green Tags are sourced first
from the Mother Ann Lee Hydroelectric power station at Lock & Dam Number 7 on
the Kentucky River, then from other qualified hydroelectric, landfill gas, or wind
resources in Kentucky and surrounding states. The Green-E certified program is

designed to be revenue neutral, with 75% of all revenues received being expended to
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purchase Green Tags and 25% of all revenues being expended on promotion aimed at
increasing participation in the program.

Please deseribe the Home Energy Assistance Program aimed at assisting low-
income customers.

The Home Energy Assistance (“HEA™) program that was established following the
last rate case expired in September 2007. In order to continue the provision of
assistance to low-income customers, the Companies filed an Application to renew the
HEA program. The Commission approved the Application on July 30, 2007 in Case
No. 2007-00337. In this program, LG&E collects 10 cents per residential meter per
month to support the provision of hardship assistance to low income customers. In
addition, LG&E participates in Community Winterhelp, a non-profit corporation
made up of Community Ministries, which also provides assistance to low income
individuals during the winter heating season.

Please describe Project Warm and the Community Action Partnership.

Project Warm is an independent non-profit organization that draws on volunteers
from the community, especially LG&E, to “weatherize” the homes of low-income,
elderly and disabled persons in our service area. Each fall, LG&E partners with
Project Warm to stage the “Project Warm Blitz,” a series of volunteer weatherization
events for elderly and disabled customers. Over 250 LG&E employees and their
family members participate in the Blitz annually. Our weatherization activities also
include free workshops where customers are taught how to weatherize their own
homes and receive free weatherization kits. For convenience, these workshops are

also held at schools and community centers in close proximity to our low income

customers.
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The Community Action Partnership (“CAP”) distributes Low Income Heating
Assistance Program (“LIHEAP”) funds to families who qualify for such assistance.
For several years, we have partnered with CAP to ensure that our business processes
are streamlined and do not impede our low income customers’ efforts to apply any
LIHEAP funds they receive to their outstanding utility bills.

Conclusion

Can you briefly summarize your testimony?

Yes. LG&E and KU have implemented a number of programs and initiatives
designed to provide safe and reliable service and to ensure that our customers
continue 10 receive service they have come to expect and deserve. However, as
explained by Mr. S. Bradford Rives in his testimony, LG&E’s current rates do not
provide sufficient revenue to recover the costs incurred to allow for a reasonable
return on investment. As a result, we are seeking an increase in our base gas and
electric rates.

Does this conclude your testimony?

Yes.
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APPENDIX A

Chris Hermann
Senior Vice President - Energy Delivery
EONUS.LLC

Current Major Accountabilities
Effectively leads organizations and individuals that manage:

Business strategies, plans, and budgets that are consistent with the company’s
philosophy and financial targets, as well as with E.ON requirements.

Core operating processes designed to achieve financial and best practice targets.

Natural gas and electric distribution operations functions focused on new customer
connections, network enhancement, and network operation and maintenance.

Service restoration and emergency operations that minimize adverse customer impact.

Customer Service functions including metering, customer call centers, marketing,
revenue collection, economic development, and business offices.

Assets so as to maximize investment,

Service provision that exceeds customer expectations and results in excellent customer
satisfaction.

Uniform material and construction standards to achieve maximum cost and process
efficiencies.

The Operating Services organization, including real estate, right of way, and facilities
management, in addition to offices services and critical security operations.
Assets and the operation of interests in the Argentine gas businesses.

Internationai Electric Distribution and Gas Transmission Best Practice for E.ON
worldwide.

Previous Accountabilities
In previous positions, Chris has been responsible for these key areas:

Generation ¢ Plant Construction
Transmission o Load Dispatch
Fuel Procurement e Engineering Services

Off-System Sales » Business Integration



Key Strengths
e {Comprehensive knowledge of energy industry operations and issues.

e Strategic planning expertise.

e Strong commercial orientation and associated skills.
e Powerful leadership and change agent capabilities.
¢ Sound financial and management skills.

e Analytical and judgmental expertise.

e Extraordinary interpersonal skills demonstrated by positive working relationships with
employees, peers and international audiences.

Previous Company Positions
E.ON US, Louisville, KY
December 2000 ~ February 2003: Senior Vice President, Distribution
Operations
Louisviile Gas and Electric, Louisville, KY
January 2000 ~ December 2000: Vice President, Supply and Logistics
May 1999 — December 1999: Vice President, Business Integration
June 1998 — April 1999: Vice President, Power Generation and General
Services
May 1997 -- May 1998: Vice President, Business Integration
1993 - May 1997: Vice President and General Manager, Wholesale Electric
Business
1992 - 1993: General Manager, Wholesale Electric
1990 — 1991: General Manager, Power Production
1984 — 1990; Manager of Administration, Power Production
1978 — 1984: Plant Manager, Cane Run

Present Civic Activities

University of Louisville Speed Scientific School
Board of Industrial Advisors: 1992
Chairing Board Sub-Committee

Lutheran Family Services
Board of Directors: current

Kentucky State Park Foundation
Board of Directors: current

Metro United Way
Campaign Cabinet: current

Previous Civic Activities
Louisville Orchestra Development Committee: 2001, 2002, 2003
Technology Network of Louisville
Executive Committee Member: 2002, 2003
Founding Member: 2001
Board Member: 2001, 2002



Fund for the Arts Corporate Campaign: 2002
Advanced Technology Council
Board Member: 1999
President: 2000
Leadership Louisville Class of 1994
Bingham Fellows Class of 2000
LG&E Employees Credit Union, Chairman of the Board: 1984 - 1992

University of Louisville Speed Scientific School, Elected Chairman of the Board of
Advisors: 1993 - 1994, 2002

Friends of Scouting Campaign, Vice Chair

Lincoln Heritage Council of Boy Scouts, Explorer Post Sponsor: 1997 - 1998
United Way, Variety of positions

Volunteers of America, Major Gifts Vice Chair: 1999, 2000, 2001

Junior Achievement, Variety of positions

Professional/Trade Memberships
Southern Gas Association Board Member
American (Gas Association Board Member
American Gas Association Safety Task Force Board Member
American Management Association
American Gas Association Executive Committee (January—December 2008)
American Society of Mechanical Engineers
Association for Quality Participation

Previous Professional/Trade Memberships
OVEC [Ohio Valley Electric Corporation], Board of Directors and Executive
Committee
EEI {Edison Electric Institute] Generation Subject Area Comimittee, National Chair
EEI Prime Movers Committee
EEI Power Supply Technical Task Force
EEI Engineering, Operating, and Standards Executive Advisory Committee
ECAR [East Central Area Reliability Group] Executive Board and Executive Board
Working Group

Education
University of Louisville, B.S. in Mechanical Engineering: 1970
Duke University, Program for Management Development: 1991
Harvard University, Program on Negotiations: 1994
Edison Electric Institute, Program on Senior Middle Management: 1995-1996
E.ON Academy Executive Program, Leading Corporate Transformation: 2003



APPENDIX B

2007 Energy Delivery Safety Awards

Royal Society for the Prevention of Accidents Awards
Distribution Operations, Retail Business and Retail Metering
American Gas Association DART Award

American (3as Association top performer in employee safety
Edison Electric Institute Safety Achievement Award
Danville/Lexington Substation Construction and Maintenance
Edison Electric Institute Safety Achievement Award

Central Substation Construction and Maintenance

Southern Gas Association Safety Achievement Award
Center storage area

Southern Gas Association Safety Achievement Award

Gas Distribution and Maintenance

Kentucky Governor’s Health and Safety Award

Pineville Substation Construction and Maintenance

Kentucky Gas Association Accident Prevention Award



APPENDIX C

E.ON U.S. Energy Efficiency Programs

Program

Comment

"Demand Conservation”
Load Control Program

This program provides for the installation of a switch on
air conditioning units or water heaters that permits
LG&E/KU to cycle that load to manage demand at peak
times. For participating, the customer receives either a $20
credit per year or a programmable thermostat. Program
enrollment exceeds 115,000 at present and provides ~110
MW of peak demand savings.

Residential Energy Audits

This program provides energy audits for residential
customers to identify areas for reduction of wasted energy.

Commercial Energy Audits

This program provides energy audits for commercial
customers to identify areas for reduction of wasted energy.

“WeCare” Low Income
‘Weatherization

This program provides for energy improvements at the
homes of qualified low income customers.

Efficient Lighting Program

Working with manufacturers or retailers, this program will
provide incentives to put Compact Fluorescent Light
("CFL") bulbs into the residential market. Promotion of
other forms of efficient lighting 1s included. Several
million CFLs are contemplated over the first few years.

HVAC Diagnostics/ Tune-
Up

The program will offer central air conditioning or heat
pump diagnostics at a subsidized cost. Customers needing
remediation could choose to have an “approved” dealer
make repairs at a reduced cost. The program would focus
on over- or under- refrigerant charge and air flow
restrictions.

Residential New
Construction

The Company will encourage builders to develop homes
that meet the Energy Star standards. Homes must pass
plan reviews and on-site inspections to ensure compliance.

Dealer Referral Network

This program will provide customers with a list of energy
efficiency dealers who agree to meet certain minimum
standards, such as insurance and bonding, but would also
agree to perform services according to manufacturer and
industry standards and requirements.

Public Information and
Education

This program will educate the public, including school
students, about energy efficiency.

Program Development and
Administration

This program will allow LG&E/KU to invest in energy
efficiency program design that is not easily assigned to an
individual program noted above, including research—e.g.
new technologies for metering, control systems, etc.
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Please state your name, position and business address.

My name is S. Bradford Rives. | am the Chief Financial Officer for Louisville Gas
and Electric Company (“LG&E™) and an employee of E.ON U.S. Services, Inc.,
which provides services to LG&E and Kentucky Utilities Company (“KU”). My
business address is 220 West Main Street, Louisville, Kentucky. A statement of my
professional history and education is attached as an appendix hereto.

Have you previously testified before this Commission?

Yes. [ have previously testified before this Commission in rate proceedings,
administrative investigations and environmental surcharge proceedings.

What is the purpose of your testimony?

The purpose of my testimony is to describe why the financial condition of L.G&E
requires the requested increase in base rates, present the Financial Exhibits to
LG&E’s application, review LG&E’s accounting records, describe the calculation of
LG&E’s adjusted net operating income for the twelve month period ended April 30,
2008, and support the different valuations of LG&E’s property.

LG&E’s Current Financial Condition

How would you describe LG&E’s present financial circumstances?

As pointed out in the testimonies of Victor A. Staffieri, Paul Thompson and Chris
Hermann, LG&E'’s operational performance remains strong, but, as my testimony
will demonstrate, its financial condition has declined due to its continuous investment
in facilities to serve customers. Even with ongoing initiatives to control costs and
improve efficient operations described by Messrs. Thompson and Hermann, LG&E’s
financial results for the twelve-month period ending April 30, 2008, are below a

reasonable level.
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It is essential that LG&E achieve and maintain a strong financial condition to
allow it to continue to invest in facilities to provide safe, reliable service to its
customers. Despite LG&E’s initiatives to control costs and improve its already-
efficient operations, LG&E’s revenues must be adjusted to reflect its increasing cost
of providing service in order to effectively meet its service obligations both now and
in the future. LG&E’s current financial condition is not in the best interest of its
shareholders or its customers. Approval of this rate increase s necessary to improve
the Company’s financial health.

Has LG&E'’s investment in electric utility plant increased since September 30,
2003, the test period used by the Commission in Case No. 2003-00433?

Yes. The following chart shows LG&E’s investment in net electric utility plant has
increased by approximately $142 million since September 30, 2003:

Net Electric Utility Plant

September 30, 2003 April 30, 2008 Increase
Electric utility plant $3,232,386,289 $3,701,271,095 $468,884,806
Accumulated depreciation $1.339.452.661 $1.665.933.085 $326.480.424
Net electric utility plant $1.892.933.628 $2.035.338,010 $142.404.382

Has LG&E’s investment in gas utility plant increased since September 30, 2003,
the test period used by the Commission in Case No. 2003-00433?
The following chart shows LG&E’s investment in net gas utility plant has increased

by approximately $108 million since September 30, 2003:
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Net Gas Utility Plant

September 30, 2003 April 30, 2008 Increase
Gas utility plant $519,793,206 $677,615,221 $157,822,015
Accumulated depreciation $183,372.937 $232.848.566 $49.475.629
Net gas utility plant $336,420,269 $444.766.655 $108.346,386

Is LG&E presently earning a fair, just and reasonable return on its investment
in electric or gas operations?
No. Based on the analyses presented in William E. Avera’s testimony, the cost of
equity for the proxy groups of utilities and non-utility companies is on the order of
10.9 percent to 12.7 percent. He has recommended the Commission adopt an 11.25
percent allowed return on equity (“ROE™) for LG&E’s electric and gas operations.
These equity returns are necessary for the Company to regain and preserve its
financial health. LG&E’s actual electric and gas returns, however, fell short of Mr.
Avera’s recommendation. For the twelve months ended April 30, 2008, LG&E’s
electric operations earned an adjusted return on equity of 10.23 percent, well below
the recommended 11.25 percent ROE, and an adjusted return on capital of 7.82
percent. More starkly, for the twelve months ended April 30, 2008, LG&E’s gas
operations earned a return on equity of only 2.95 percent and a return on capital of
4.00 percent, far short of any reasonable financial measure.

It is important to keep in mind that these test-year adjusted earned return
figures are overstated because they include pro forma adjustments to eliminate the
LG&E/KU Merger Surcredit Rider (“MSR™) and Value Delivery Team (“VDT”)

surcredit mechanisms. These mechanisms in fact were in effect during the test year,
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but are now or will be terminated going forward. If these surcredits continued (which
they would if LG&E did not seek new base rates in this proceeding), the adjusted
earned return on equity for LG&E’s electric operations would be only 8.94 percent,
and the ROE for LG&E’s gas operations would be only 2.46 percent, far below Mr.
Avera’s recommended ROE. Therefore, although the VDT surcredit will expire upon
the filing of LG&E’s application in this proceeding' and the merger surcredit will
expire when LG&E’s new base rates go into effect,” the fully “pro formed” earned
ROEs for LG&E'’s electric and gas operations do not completely portray the full
extent of LG&E’s current need to seek and obtain new base rates for both its electric

and gas operations.

PSC Financial Exhibits

Are you supporting the information required by Commission regulation 807
KAR 5:001, Section 6 — Financial Exhibit?

Yes. The Financial Exhibit required by this regulation was filed with LG&E’s
Application in this case and includes the required financial information for the twelve
months ended April 30, 2008.

Are you supporting the information required by Commission regulation 807
KAR 5:001, Section 10(6)(2)-(v) — The Historical Test Period?

Yes. 1 am sponsoring the following Schedules for the corresponding Filing

Requirements:
e Description of Adjustments Section 10(6)(a) Tab 20
o Testimony (Revenues > $1.0 mm) Section 10(6)(b) Tab 21

' Pursuant to the settlement agreement approved by the Commission in Case No. 2005-00352.
? Pursuant to the settlement agreement approved by the Commission in Case No. 2007-00362.
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e Testimony (Revenues < $1.0 mm) Section 10(6)(c) Tab 22
e Revenue Requirements Determination  Section 10(6)(h) Tab 27

e Reconcile Rate Base & Capitalization  Section 10(6)(3) Tab 28

e Annual Auditor’s Opinion(s) Section 10(6)(k) Tab 30
e Stock or Bond Prospectuses Section 10(6)(p) Tab 35
e Annual Reports to Shareholders Section 10(6)(q) Tab 36

e SEC Reports (10Ks, 10Qs and 8Ks) Section 10(6)(s) Tab 38

Accounting Records

Are the accounting records of LG&E kept in accordance with the Uniform
System of Accounts prescribed by the Federal Energy Regulatory Commission
and adopted by the Kentucky Public Service Commission?

Yes. The records are kept in accordance with the Uniform System of Accounts
prescribed for electric and gas public utilities.

Does LG&E file monthly and annual operating reports presenting financial
results with the Kentucky Public Service Commission?

Yes. They are also provided in LG&E’s Application in Filing Requirements Tabs 32
and 37 and are supported by the testimony of Valerie L. Scott in this case.

Is an audit of the financial statements of LG&E performed annually by
independent public accountants?

Yes. PricewaterhouseCoopers audits LG&E’s financial statements annually. The

most recent opinion of our external auditor is provided in Filing Requirements Tab

30.
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Net Operating Income

Please describe Rives Exhibit 1 and ifs purpose.

Rives Exhibit 1 shows separately eleciric and gas operating revenues, operating
expenses and net operating income per books for the twelve months ended April 30,
2008. Because the historical test year is used instead of a forecasted test year, it is
necessary that the historical test year be adjusted to reflect changes in revenues and
expenses that can be expected to occur during the period the proposed rates will be
effective. This Exhibit sets forth adjustments for known and measurable changes, and
eliminates unrepresentative conditions in order to “pro form” or make the test year
suitable for use in determining the deficiency of current electric and gas revenues.
This Exhibit also includes adjustments to remove the effects of other rate mechanisms
in order to limit the deficiency determination to base revenues. A further description
of, and support for, each adjustment is contained in supporting Reference Schedules

1.00 through 1.41 of this Exhibit.

Electric Operations

Briefly describe the nature of the pro forma adjustments you have made to
LG&E’s electric operations for the test year ended April 30, 2008 shown on
Rives Exhibit 1.
For the electric operations as reflected in the twelve month period ended April 30,
2008, LG&E has made adjustments which:

a) Eliminate the effect of unbilled revenues (Reference Schedule 1.00),

b) Remove the impact of items included in other rate mechanisms

(Reference Schedules 1.01, 1.02, 1.03, 1.05, 1.09 and 1.10),
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c) Annualize year-end facts and circumstances and adjust for other known
and measurable changes to revenues and expenses (Reference Schedules
1.04, 1.06, 1.07, 1.12, 1.14, 1.15, 1.16, 1.21, 1.27, 1.30, 1.31, 1.32, and
1.35),
d) Adjust for other excludable unusual, non-recurring, or out-of-period items
in the test year (Reference Schedules 1.08, 1.11, 1.17, 1.18, 1.19, 1.20,
1.22,1.23,1.24, 1.25, 1.26, 1.28, 1.29, 1.33 and 1.34), and
e) Adjust for federal and state income tax expenses for these pro-forma
adjustments (Reference Schedules 1.39 — 1.41).
Please explain the adjustment to operating revenues shown in Reference
Schedule 1.00 of Exhibit 1.
This adjustment has been made to eliminate the effect of unbilled revenues. It is
consistent with a similar adjustment in the revenue requirements analysis performed
and found reasonable by the Commission in s June 30, 2004 Order in the
Company’s most recent base rate case, Case No. 2003-00433. This adjustment was
prepared by Lonnie E. Bellar and is discussed in his testimony.
Please explain the adjustment to operating revenues shown in Reference
Schedule 1.01 of Exhibit 1.
The adjustment has been made to eliminate the merger surcredit mechanism as
directed by the Commission’s June 26, 2008 Order in Case No. 2007-00562. This
adjustment was prepared by Mr. Bellar and is discussed in his testimony.
Please explain the adjustment to operating revenues and expenses shown in

Reference Schedule 1.02 of Exhibit 1.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

The adjustment has been made to eliminate the VDT surcredit mechanism as directed
by the Commission’s March 24, 2006 Order in Case No. 2005-00352. This
adjustment was prepared by Mr. Bellar and is discussed in his testimony.

Please explain the adjustment to operating revenues and expenses shown in
Reference Schedule 1.03 of Exhibit 1.

This adjustment has been made to account for the timing mismatch in fuel cost
expenses and revenues under the Fuel Adjustment Clause (“FAC™) for the twelve
months ended April 30, 2008. It is consistent with a similar adjustment in the
revenue requirements analysis performed and found reasonable by the Commission in
its June 30, 2004 Order in the Company’s most recent base rate case, Case No. 2003-
00433. This adjustment was prepared by Robert M. Conroy and is discussed in his
testimony.

Please explain the adjustment to operating revenues shown in Reference
Schedule 1.04 of Exhibit 1.

Reference Schedule 1.04 presents the adjustment necessary to annualize the full
twelve months of the test year for the “roll-in” or incorporation of FAC revenues as
directed by the Commission’s October 31, 2007 Order in Case No. 2006-00510. 1tis
consistent with a similar adjustment in the revenue requirements analysis performed
and found reasonable by the Commission in its June 30, 2004 Order in the
Company’s most recent base rate case, Case No. 2003-00433. This adjustment was
prepared by Mr. Conroy and is discussed in his testimony.

Please explain the adjustment to operating revenues and expenses shown in

Reference Schedule 1.85 of Exhibit 1.
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This adjustment removes Environmental Cost Recovery mechanism (“ECR™)
revenues and expenses from net operating income because those revenues and
expenses are addressed by a separate rate mechanism. It is consistent with a similar
adjustment in the revenue requirements analysis performed and found reasonable by
the Commission in its June 30, 2004 Order in the Company’s most recent base rate
case, Case No. 2003-00433. This adjustment was prepared by Mr. Conroy and is
discussed in his testimony.

Please explain the adjustment to operating revenues and expenses shown in
Reference Schedule 1.06 of Exhibit 1.

This adjustment has been made to reflect a full year of the ECR incorporation into
base rates or “roll-in” as required in the Commission’s March 28, 2008 Order in Case
No. 2007-00380. It is consistent with a similar adjustment in the revenue
requirements analysis performed and found reasonable by the Commission in its June
30, 2004 Order in the Company’s most recent base rate case, Case No. 2003-00433.
This adjustment was prepared by Mr. Conroy and is discussed in his testimony.
Please explain the adjustment to operafing revenues shown in Reference
Schedule 1.07 of Exhibit 1.

This adjustment includes the environmental compliance costs associated with off-
system sales revenues. This adjustment is made in accordance with the methodology
approved by the Commission in its June 1, 2000 Order in Case No. 98-426. It is also
consistent with the Commission’s determination in Case No. 94-332 that LG&E
should assign eligible environmental compliance costs attributable to off-system sales

that are otherwise eligible for environmental surcharge recovery. Furthermore, it is
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consistent with a similar adjustment in the revenue requirements analysis performed
and found reasonable by the Commission in its June 30, 2004 Order in the
Company’s most recent base rate case, Case No. 2003-00433. This adjustment was
prepared by Mr. Conroy and is discussed in his testimony.

Please explain the adjustment fo operating revenues and expenses shown in
Reference Schedule 1.08 of Exhibit 1.

This adjustment has been made to eliminate electric brokered sales revenues and
expenses as directed by the Commission in Case No. 98-426. It is consistent with a
similar adjustment in the revenue requirements analysis performed and found
reasonable by the Commission in its June 30, 2004 Order in the Company’s most
recent base rate case, Case No. 2003-00433. This adjustment was prepared by
Shannon L. Charnas and is discussed in her testimony.

Please explain the adjustment to operating revenues shown in Reference
Schedule 1.09 of Exhibit 1.

This adjustment is necessary to eliminate accrued revenues associated with the ECR,
MSR, VDT, FAC, and Gas Supply Clause (“GSC”) rate mechanisms. It is consistent
with a similar adjustment in the revenue requirements analysis performed and found
reasonable by the Commission in its June 30, 2004 Crder in the Company’s most
recent base rate case, Case No. 2003-00433. This adjustment was prepared by Ms.
Charnas and 1s discussed in her testimony.

Please explain the adjustment to operating revenues and expenses shown in

Reference Schedule 1.10 of Exhibit 1.
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This adjustment has been made to remove the impact of the revenues and expenses
associated with L.G&E’s demand-side management mechanism from the test year
revenues and expenses. It is consistent with a similar adjustment in the revenue
requirements analysis performed and found reasonable by the Commission in its June
30, 2004 Order in the Company’s most recent base rate case, Case No. 2003-00433.
The impact of rate mechanisms, like the demand-side management mechanism,
should be removed from the test year revenues when assessing the adequacy of base
rates. This adjustment was prepared by Ms. Charnas and is discussed in her
testimony.

Please explain the adjustment to operating revenues shown in Reference
Schedule 1.11 of Exhibit 1.

This adjustment has been made to reflect weather normalized electric sales margins.
This adjustment was prepared by W. Steven Seelye and is discussed in his testimony.
Please explain the adjustment to operating revenues and expenses shown in
Reference Schedule 1.12 of Exhibit 1.

This adjustment has been made to annualize revenues based on actual customers at
April 30, 2008. It is consistent with a similar adjustment in the revenue requirements
analysis performed and found reasonable by the Commission in its June 30, 2004
Order in the Company’s most recent base rate case, Case No. 2003-00433. This
adjustment was prepared by Mr. Seelye and is discussed in his testimony.

Please explain the adjustment to operating expenses shown in Reference

Schedule 1.14 of Exhibit 1.
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This adjustment has been made to reflect annualized depreciation expenses under the
new rates proposed in this case as applied to plant-in-service as of April 30, 2008.
The calculation of the adjustment was prepared by Ms. Charnas and is discussed in
her testimony. The proposed new rates are based on a depreciation study conducted
by Gannett Fleming, Inc., in Case No. 2007-00564, In the Maiter of: Application of
Louisville Gas and Flectric Company to File Depreciation Study. The justification
for these new rates is set forth in John Spanos’s testimony in Case No. 2007-00564.
On July 9, 2008, L.G&E filed a motion with the Commission requesting an order
consolidating the record in In the Marter of An Adjustment of the Gas and Electric
Rates, Terms and Conditions of Louisville Gas and FElectric Company, Case No.
2008-00252, with the record in In the Matter of: Application of Louisville Gas and
Electric Company to File Depreciation Study, Case No. 2007-00564.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.15 of Exhibit 1.

This adjustment has been made to reflect increases in labor and labor-related costs as
applied to the twelve months ended April 30, 2008 and includes specific adjustments
for labor, payroll taxes and LG&E’s 401(k) match. It is consistent with a similar
adjustment in the revenue requirements analysis performed and found reasonable by
the Commission in its June 30, 2004 Order in the Company’s most recent base rate
case, Case No. 2003-00433, and in Case No. 2000-00080. This adjustment was
prepared by Ms, Scott and is discussed in her testimony.

Please explain the adjustment to operating expenses shown in Reference

Schedule 1.16 of Exhibit 1.
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This adjustment is necessary to annualize pension and post-retirement medical benefit
expenses. It is consistent with a similar adjustment in the revenue requirements
analysis performed and found reasonable by the Commission in its June 30, 2004
Order in the Company’s most recent base rate case, Case No. 2003-00433, and in
Case No. 2000-00080. This adjustment was prepared by Ms. Scott and is discussed
in her testimony.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.17 of Exhibit 1.

This adjustment has been made to reflect the appropriate amount of post-employment
benefits in the test year. This adjustment was prepared by Ms. Scott and is discussed
m her testimony.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.18 of Exhibit 1.

This adjustment has been made to reflect a normalized level of storm damage
expenses. It is consistent with a similar adjustment in the revenue requirements
analysis performed and found reasonable by the Commission in its June 30, 2004
Order in the Company’s most recent base rate case, Case No. 2003-00433. This
adjustment was prepared by Ms. Charnas and is discussed in her testimony.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.19 of Exhibit 1.

This adjustment is made to normalize the expense levels in Account 925 “Injuries and

?

Damages.” It is consistent with a similar adjustment in the revenue requirements

analysis performed and found reasonable by the Commission in its June 30, 2004

13
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Order in the Company’s most recent base rate case, Case No. 2003-00433. This
adjustment was prepared by Ms. Charnas and is discussed in her testimony.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.20 of Exhibit 1.

This adjustment eliminates advertising expenses pursuant to 807 KAR 5:016 that are
primarily institutional and promotional in nature. It is consistent with a similar
adjustment in the revenue requirements analysis performed and found reasonable by
the Commission in its June 30, 2004 Order in the Company’s most recent base rate
case, Case No. 2003-00433. This adjustment was prepared by Ms. Charnas, and is
discussed in her testimony.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.21 of Exhibit 1.

This adjustment removes amortization of Earnings Sharing Mechanism (“ESM”)
audit expenses, which is consistent with a similar adjustment in the revenue
requirements analysis performed and found reasonable by the Commission in its June
30, 2004 Order in the Company’s most recent base rate case, Case No. 2003-00433.
This adjustment was prepared by Ms. Charnas and is discussed in her testimony.
Please explain the adjustment to operating expenses shown in Reference
Schedule 1.22 of Exhibit 1.

The adjustment removes out-of-period operation and maintenance expenses
associated with the FERC assessment fee, which 1s necessary to reflect properly the
annual FERC assessment fee operation and maintenance expenses. This adjustment

was prepared by Ms. Charnas and 1s discussed in her testimony.
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Please explain the adjustment to operating expenses shown in Reference
Schedule 1.23 of Exhibit 1.

This adjustment is made for the Midwest Independent Transmission System Operator,
Inc. (“MISO”) exit regulatory asset and Schedule 10 regulatory liability. In its May
31, 2006 Order in Case No. 2003-00266, the Commission authorized LG&E and KU
to establish for accounting purposes both a regulatory asset for the MISO exit fee and
a regulatory liability upon exiting MISO for the revenues associated with Schedule 10
charges included in existing rates. This adjustment was prepared by Ms. Scott and is
discussed in her testimony.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.24 of Exhibit 1.

This adjustment is to amortize East Kentucky Power Cooperative, Inc. (“EKPC™)
transmission settlement charges consistently with the treatment of other MISO exit
costs. The adjustment was prepared by Mr. Bellar and Ms. Scott and is discussed in
their testimonies. Ms. Scott notes that LG&E has requested in this proceeding that the
Commission authorize the Company to establish a regulatory asset for the costs of the
EKPC transmission depancaking settlement agreement.

Please explain the adjustment to operating revenues and expenses shown in
Reference Schedule 1.25 of Exhibit 1.

This adjustment is to reflect the reallocation of Ohio Valley Electric Corporation
(“OVEC™) demand charges between LG&E and KU, This adjustment was prepared

by Ms. Scott and is discussed in her testimony.
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Please explain the adjustment to operating revenues and expenses shown in
Reference Schedule 1.26 of Exhibit 1.

This adjustment is made to remove Illinois Municipal Electric Agency/Indiana
Municipal Power Agency (“IMEA/IMPA™) reactive power credits. This adjustment
was prepared by Mr. Bellar and is discussed in his testimony.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.27 of Exhibit 1.

This adjustment is necessary to include amortization of the expenses incurred in
conjunction with this base rate case. It is consistent with a similar adjustment in the
revenue requirements analysis performed and found reasonable by the Commission in
its June 30, 2004 Order in the Company’s most recent base rate case, Case No. 2003-
00433, and in Case No. 2000-00080. This adjustment was prepared by Ms. Charnas
and is discussed in her testimony.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.28 of Exhibit 1.

This adjustment is necessary to adjust for the out-of-period expense impact of a
capital lease associated with the operation of Cane Run and Mill Creek generation
stations. This adjustment was prepared by Ms. Charnas and is discussed in her

testimony.

Please explain the adjustment to operating expenses shown in Reference

Schedule 1.29 of Exhibit 1.
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This adjustment is to reflect properly expenses for Information Technology (“IT™)
prepaid maintenance contracts in the test year. This adjustment was prepared by Ms.
Charnas and is discussed in her testimony.
Please explain the adjustment to operating expenses shown in Reference
Schedule 1.30 of Exhibit 1.
This adjustment is necessary to reflect a postage rate increase. This adjustment was
prepared by Ms. Charnas and is discussed in her testimony.
Please explain the adjustment to operating expenses shown in Reference
Schedule 1.31 of Exhibit 1.
This adjustment is necessary to reflect the annualized cost of vehicle fuel, which
continues to rise dramatically. This adjustment was prepared by Ms. Charnas and is
discussed in her testimony.
Please explain the adjustment to operating expenses shown in Reference
Schedule 1.32 of Exhibit 1.
This adjustment is necessary to reflect the cost of the letter of credit bank fees
associated with the new credit facilities the Company will require. The new facilities
are necessary because certain of the Company’s debt that is currently in the auction
rate mode is facing higher interest rates as the result of the financial difficulties of
bond insurance companies. The Commission approved the refinancing of the tax-
exempt bonds in Case No. 2008-00131.

The adjustment assumes bonds totaling $211,335,000 will be backed by letters
of credit. These fees are based on a proposal from a bank willing to provide a portion

of these facilities under current market conditions. These fees will be on-going
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expenses paid quarterly for as long as the letters of credit remain outstanding. The
current expectation is that letters of credit will remain outstanding for the duration of
the pollution control bonds once they are reissued. The Company anticipates
updating these costs as the facilities are put in place during this proceeding.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.33 of Exhibit 1.

This adjustment is made to adjust property tax expenses for non-recurring credits
during the test year. This adjustment was prepared by Ms. Scott and is discussed in
her testimony.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.34 of Exhibit 1,

This adjustment is to remove out-of-period use tax expenses. This adjustment was
prepared by Ms. Scott and is discussed in her testimony.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.35 of Exhibit 1.

This adjustment is made for railcar property tax expenses. This adjustment was
prepared by Ms. Charnas and is discussed in her testimony.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.39 of Exhibit 1.

This adjustment is for federal and state income taxes corresponding to the base
revenue and expense adjustments discussed above. It is consistent with a similar
adjustment in the revenue requirements analysis performed and found reasonable by

the Commission in its June 30, 2004 Order in the Company’s most recent base rate
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case, Case No. 2003-00433, and in Case No. 2000-00080. This adjustiment was
prepared by Ms. Scott and is discussed in her testimony.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.40 of Exhibit 1.

This adjustment is for federal and state income taxes corresponding to the
annualization and adjustment of year-end interest expense. The Commission has
traditionally recognized the income tax effects of adjustments to interest expense
through an interest synchronization adjustment. It is consistent with a similar
adjustment in the revenue requirements analysis performed and found reasonable by
the Commission in its June 30, 2004 Order in the Company’s most recent base rate
case, Case No. 2003-00433, and in Case No. 2000-00080. This adjustment was
prepared by Ms. Scott and is discussed in her testimony.

Please explain the adjustment to operating expenses shown in Reference
Schedule 1.41 of Exhibit 1.

This adjustment is for income tax true-ups and adjustments made during the test year
that relate to prior periods and is in accordance with the Commission’s approval of
this type of adjustment in the Company’s most recent base rate case, Case No. 2003-

00433. This adjustment was prepared by Ms. Scott and is discussed in her testimony.

Gas Operations

Briefly describe the nature of the pro forma adjustments you have made to
LG&E’s gas operations for the test year ended April 30, 2008, shown on Rives

Exhibit 1.

For the gas operations as reflected in the twelve month period ended April 30, 2008,

LG&E has made adjustments which:
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a) Eliminate the effect of unbilled revenues (Reference Schedule 1.00),
b) Remove the impact of items included in other rate mechanisms
(Reference Schedules 1.02, 1.09, 1.10 and 1.36),
c) Annualize year-end facts and circumstances and adjust for other
known and measurable changes to revenues and expenses (Reference
Schedules 1.12, 1.14, 1.15, 1.16, 1.27, 1.30, 1.31 and 1.32),
d) Adjust for other excludable unusual, non-recurring, or out-of-period
items in the test year (Reference Schedules 1.13, 1.17, 1.19, 1.20,
1.29,1.34,1.37 and 1.38), and
e) Adjust for federal and state income tax expenses for these pro-forma
adjustments (Reference Schedules 1.39 —1.41).
Please explain the adjustments to operating revenues and expenses shown in
Reference Schedules 1.00, 1.02, 1.09, 1.10, 1.12, 1.14, 1.15, 1.16, 1.17, 1.19, 1.20,
1.27,1.29, 1.30, 1.31, 1.32, 1.34, 1.39, 1.40 and 1.41 of Exhibit 1.
These adjustments are for the same items and reasons previously described in my
testimony for the electric rates. They will be discussed by the witnesses previously
mentioned in my testimony for each adjustment.
Please explain the adjustment to gas operating revenues shown in Reference
Schedule 1.13 of Exhibit 1.
This adjustment has been made to adjust for a customer’s rate switching. This
adjustment was prepared by Mr. Bellar and is discussed in his testimony.
Please explain the adjustment to operating revenues and expenses shown in

Reference Schedule 1.36 of Exhibit 1.
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This adjustment has been made to eliminate the effect of gas supply cost recoveries
and gas supply expenses for the test year ended April 30, 2008. This adjustment is
consistent with the methodology utilized in Case No. 2003-060433 was prepared by
Mr. Conroy and is discussed in his testimony.

Please explain the adjustment to operating revenues shown in Reference
Schedule 1.37 of Exhibit 1.

This adjustment is to temperature-normalize gas revenues during the test year, and is
in accordance with the same kind of adjustment LG&E submitted in support of its
application in Case No. 2003-000433. This adjustment was prepared by Mr. Seelye

and is discussed in his testimony.

Please explain the adjustment to operating revenues shown in Reference
Schedule 1.38 of Exhibit 1.

This adjustment is necessary to account for the revenues LG&E’s gas operations
receives from its special contract for Firm Gas Sales and Firm Transportation to KU’s
and LG&E’s electric operations. The Commission approved this contract in its April
11, 2008 Order in Case No. 2007-00449. This adjustment was prepared by Mr.

Seelye and is discussed in his testimony.

Capitalization and Weighted Average Cost of Capital

Please explain the capital structure of LG&E.
As | have expressed in previous testimony before the Commission in Case No. 2003-
00433, LG&E is firmly committed to maintaining the financial strength of the

Company. The Company has a target capital structure of the midpoint of the range
for “A” rated utilities published by Standard and Poor’s.

What is the current target capital structure?
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LG&E’s current capital structure is established in accordance with the criteria set by
Standard and Poor’s, an independent credit rating agency. Standard and Poor’s issued
guidelines for utility capital structures in an article entitled “Utility Financial Targets
Are Revised” dated June 18, 1999. The debt to total capital range established by
Standard and Poor’s is 43 percent to 49.5 percent for A rated utilities with a business
position of 4. Prior to Standard and Poor’s discontinuance of the business position
ranking measure, LG&E was ranked with a business position of 4. This indicates an
acceptable range for the equity component of capital of 50.5 percent to 57 percent.
More recently, Standard and Poor’s has adopted a business risk/financial risk matrix
structure in an article entitled “US. Utilities Ratings Analysis Now Portrayed in the
S&P Corporate Ratings Matrix” dated November 30, 2007. The Company’s
financial risk profile is Intermediate for which Standard and Poor’s suggests a
maximum debt to total capital of 50 percent to remain in this category. Based on
these criteria, the Company is targeting an adjusted equity to total capital ratio
(including imputed debt for purchased power) of 52 percent. As shown on Rives
Exhibit 2, the overall jurisdictional adjusted equity component of capital (not
including the purchased power adjustment) is 52.48 percent, as of April 30, 2008.
Including the imputed debt from long-term purchased power agreements of $48.7
million, the equity component of capital is 51.35 percent, as of April 30, 2008.

What impact do leng-term purchased power agreements have in determining the
Company’s target capital structure?

The Company treats the purchased power agreements as debt in determining the

target capital structure because the rating agencies require such obligations to be
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treated as fixed obligations equivalent to debt. LG&E has a long-term purchased
power contract with Qhio Valley Electric Corporation. Although this contract is
attractively priced, the rating agencies consider payments under this contract to be
debt equivalents in establishing the ratings. Standard and Poor’s recently released
review of LG&E noted that it has imputed $48.7 million of debt equivalent to LG&E
for 2006. 1f this adjustment is made to the capital structure shown in Rives Exhibit 2,
LG&E’s debt to total capitalization ratio increases to 48.65 percent - just below the
maximum debt in the range published by Standard and Poor’s. This indicates an
equity component of capital of 51.35 percent at the low end of the Standard and
Poor’s guideline range. Disregarding the impact of the purchased power agreements
could limit the Company’s future access to attractively priced debt capital.

Have you prepared an exhibit showing LG&E’s capitalization as of April 30,
2008?

Yes. Exhibit 2, page 1 shows LG&E’s capitalization at April 30, 2008, for electric
and pas operations. Page 2 of Exhibit 2 presents the specific adjustments to
capitalization included in column 7, page 1 of Exhibit 2.

Can you explain what is contained in Rives Exhibit 2?

Yes. Rives Exhibit 2 shows the calculation of LG&E’s adjusted capitalization for gas
and electric operations as of April 30, 2008, as well as the weighted average cost of
capital to apply to the adjusted capitalization. As indicated on Exhibit 2, the
requested rate of return on electric and gas capitalization as of Apri 30, 2008, is 8.35
percent, based on the proposed 11.25 percent return on common equity.

Please explain the calculation of the adjusted capitalization on Rives Exhibit 2.
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Column 1, page 1 of Rives Exhibit 2 contains the components of capitalization as
recorded on the Company’s books and records as of the end of the test year, April 30,
2008. Column 2, page 1 of Rives Exhibit 2 calculates the relative capitalization
percentages of each component of capitalization to the total capitalization (e.g., line 1,
column 1 divided by line 4, column 1 equals line 1, columnn 2). Column 3 of page 1
adjusts the short- and long-term capital amounts by the amounts of bonds the
Company reacquired but did not retire. The Company expects to have issued these
bonds inio the market before the end of calendar year 2008. Column 4 of page 1 is
the sum of columns ! and 3. Column 5 of page 1 contains the allocation factors to
split total capitalization between LG&E’s electric operations and gas operations.
(These factors were calculated based on electric and gas net original cost rate base as
shown on Rives Exhibit 3.) Column 6 calculates the relative electric and gas
capitalization components by multiplying column 4 by the factors in column 5.

Will you please explain the adjustments to capitalization contained in column 3,
page 1 of 2 of Rives Exhibit 2?7

Yes. In order to obtain lower interest rates on selected variable rate pollution control
debt, L.G&E used bond insurance and an auction mechanism periodicaily to reset the
debt’s variable interest rates. Recently, the bond insurance companies insuring
selected L.G&E variable interest rate pollution control bonds have experienced credit
downgrades. The credit downgrades have resulted from the bond insurers’
diversification into insuring riskier types of debt, such as securities backed by sub
prime home mortgages. In some cases, the downgrades have resulted in failed

auctions, which result in the interest rate being set at a higher rate pursuant to the
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terms of the indenture. Due to the state of the auction bond market, LG&E is
converting from auction mode interest rates to fixed rates, or another variable mode
utilizing additional liquidity or credit support facilities. The Commission has
approved the refinancing of the tax-exempt bonds in Case No. 2008-00131.

This adjustment is necessary to reflect the reacquired but not retired bonds
that are presently recorded as short term debt, but which will become long term debt
later this year when they are reissued.

Will you explain the adjustments to capitalization contained in column 7, page 1
of 2 of Rives Exhibit 2?

Yes. The adjustments in column 7, page 1 of Rives Exhibit 2 are shown in detail in
columns 3 through 6 on page 2 of Rives Exhibit 2. The adjustments in columns 3
through 6 of page 2 of 2 remove the 25 percent portion of Trimble County Unit No. 1
inventories that represent IMEA’s and IMPA’s portions of these assets, remove
LG&E’s equity investment in Ohio Valley Electric Corporation, add the Job
Development Investment Tax Credit and the Qualifying Advanced Coal Project
Program Credit (“Advanced Coal Investment Tax Credit”), consistent with the
adjustments approved by the Commission in Case No. 2003-00433. Column 7, page
2 of Rives Exhibit 2 summarizes the total capitalization adjustments by adding the
separate adjustments listed in columns 3 through 6. This amount is then carried over
to column 7, page 1. Finally, column 8, page 1 calculates adjusted capitalization by
adding the capitalization adjustments in column 7 to column 6.

Please explain the adjustment shown in column 6 of page 2 of 2 of Rives Exhibit

2 for the Advanced Coal Investment Tax Credit.
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As approved in the Commission’s order in Case No. 2007-00179, it is proper for
LG&E to include in its capitalization the amount of the Advanced Coal Investment
Tax Credit it received in connection with construction costs of eligible assets for
Trimble County Unit 22 The increase in capitalization associated with the
investment tax credits LG&E has received is shown in column 6 of page 2 of 2 of

Rives Exhibit 2.

Does Rives Exhibit 2 contain an adjustment to capitalization to remove the ECR
amounts?

Yes. Column 6 of page 1 of 2 reflects the removal of ECR investment from
capitalization through the use of the Rate Base Percentage (which includes an ECR
rate base adjustment) in column 5 applied to the Adjusted Total Company
Capitalization in column 4. Through this adjustment, the appropriate amount of
environmental surcharge assets is removed from the Company’s capitalization
through the balanced and well-established rate-base allocation method shown on
Rives Exhibit 3. This approach is explained on pages 29 through 32 of my testimony.
Please explain how the weighted average cost of capital is calculated on Rives
Exhibit 2.

Column 9 (Adjusted Capital Structure), page 1 of Rives Exhibit 2 calculates the
respective capitalization percentages for the components of adjusted capitalization
(e.g., line 1, column 8 divided by line 4, column 8 equals line 1, column 9). Column
10 (Annual Cost Rate) includes the embedded costs of the components of capital,

including the proposed return on equity. The annual rate used for Short Term Debt is

¥ In the Matter of Application of Louisville Gas and Electric Company for an Order Authorizing Inclusion of
Investment Tax Credits in Calculation of Environmental Surcharge and Declaring Appropriate Rate-Making
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the actual rate as of April 30, 2008. The annual cost rate for Long Term Debt is the
embedded cost of the outstanding pollution control bonds, including reacquired but
not retired bonds, and inter-company loans outstanding as of April 30, 2008. The
inter-company loans were first approved by the Commission in its April 30, 2003
Order in Case No. 2003-00058. The Commission has subsequently approved the
Company’s requests for additional inter-company loans in numerous financing cases.
The cost of equity is the amount recommended by Mr. Avera and supported in his
testimony. Column 11 then calculates the weighted average cost of capital by
multiplying column 9 by column 10, resulting in 8.35 percent for both electric and

gas operations.

Property Valuation

What are the property valuation measures to be considered by the Commission
for ratemaking purposes?

Section 278.290 of the Kentucky Revised Statutes requires the Commission to give
due consideration to three quantifiable values: original cost, cost of reproduction as a
going concern and capital structure. The Commission is also required to consider the
history and development of the utility and its property and other elements of value
long recognized for ratemaking purposes.

Have you prepared an exhibit showing LG&E’s net original cost rate base as of
April 30, 2008?

Yes. Page 1 of Rives Exhibit 3 shows LG&E’s net original cost rate base at April 30,
2008, using a similar format to the one LG&E has used in prior rate cases. Page 2 of

Rives Exhibit 3 shows the calculation of the allowance for cash working capital. The

Methods for Base Rates, Case No. 2007-00179, Order (September 7, 2007).
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45-day (1/8) methodology was used in computing the allowance for cash working

capital,

Q. Please explain rows 9 through 13 of Rives Exhibit 3 concerning asset retirement

obligation assets, liabilities, and accumulated depreciation.

A. In Case No. 2003-00426, the Commission issued an order on December 23, 2003,

approving a stipulation between LG&E and the intervenors in that proceeding, which
stipulation requested the Commission’s approval for the following:

1) Approves the regulatory assets and lhabilities associated with
adopting SFAS No. 143 and going forward;

2) Eliminates the impact on net operating income in the 2003
ESM annual filing caused by adopting SFAS No. 143;

3) To the extent accumulated depreciation related to the cost of
removal is recorded in regulatory assets or regulatory
liabilities, such amounts will be reclassified to accumulated

depreciation for rate-making purposes of calculating rate base;
and

4) The ARO [Asset Retirement Obligation] assets, related
ARO asset accumulated depreciation, ARQO liabilities, and
remaining regulatory assets associated with the adoption of
SFAS No. 143 will be excluded from rate base.*
In LG&E’s most recent base rate case, Case No. 2003-00433, LG&E excluded ARO

assets from rate base.” The Commission approved the exclusion in its June 30, 2004

Order in that proceeding.®

* In the Matter of Application of Louisville Gas and Electric Company for an Order Approving an Accounting
Adjustment to be Included in Earnings Sharing Mechanism Calewlations for 2003, Case No. 2003-00426, Order
at 3 {December 23, 2003).

5 In the Matter of an Adjustment of the Electric Rates, Terms, and Conditions of Louisville Gas and Electric
Company, Case No. 2003-00433, LG&E Response No. 39 to Commission Staff’s Third Set of Data Requests
(March 11, 2004).

® In the Matter of an Adjustment of the Electric Rates, Terms, and Conditions of Louisville Gas and Electric
Company, Case No. 2003-00433, Order at 21 (June 30, 2004).
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Consistent with the approach described by the Commission’s orders cited
above and its past approach to ARO assets in its most recent base rate case, in this
application LG&E is excluding the ARO-related assets, liabilities, and accumulated
depreciation from rate base, as shown in rows 9 through 13 of Exhibit 3.

Please explain the addition to rate base made at row 21 of Rives Exhibit 3
concerning the Mill Creek Ash Dredging Regulatory Asset.

In Case No. 2004-00421, the Commission issued an order on June 20, 2005,
approving the amortization over four years of a $6 million ash removal project to
extend the useful life of the Mill Creek ash pond.” The Commission order further
stated: “Because the Commission finds that the ash transfer costs should be treated
like a capital expenditure, we also find a return on those costs is reasonable and will
include the unamortized balance of the deferred costs in the environmental Rate
Base.”™ LG&E therefore includes in row 21 of page 1 of 2 of Exhibit 3 an addition to
rate base associated with the regulatory asset for the Mill Creek Ash Pond dredging.
Please explain the adjustments made to the original cost rate base in columns 3
through 6 of Exhibit 3.

Column 3 of Exhibit 3 is the entirety of LG&E’s ECR rate base as of April 30, 2008.
In order to remove LG&E’s ECR rate base from its overall electric rate base shown in
column 2, the difference between amount shown in column 3 (Total ECR) and the
amount in column 4 (ECR Roll-In) is calculated to arrive at the amount in column 5
(Net ECR). Because some of the ECR rate base amounts are incorporated or “rolied

into” base rates per the Commission’s March 28, 2008 Order in Case No. 2007-

T In the Matter of the Application of Louisville Gas and Electric Company for Approval of Its 2004 Compliance
Plan for Recovery by Environmental Surcharge, Case No. 2004-00421, Order at 9-10 (June 20, 2005).
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00380, those amounts in column 4, “ECR Roll-In” are subtracted from the Total ECR
amount in column 2 to yield the amount in column 5, Net ECR. The amount in
column 5 (Net ECR) is then subtracted from the amount in column 2 (Total Electric)
to arrive at the amount in column 6 (Base Electric). The ECR base electric and gas
Net Original Cost Rate Base percentages are shown on line 24 under column 5 (0.59
percent for Net ECR), column 6 (79.94 percent for Base Electric) and column 7
(19.47 percent for Gas). These electric and gas percentages appear in column 5 on
Exhibit 2, page 1 of 2, and are applied to Adjusted Total Company Capitalization in
column 4 on Exhibit 2 to produce the amounts in column 6 on Exhibit 2,
Capitalization.

Is this allocation consistent with the adjustment to capitalization to reflect the
exclusion of the environmental surcharge in Case Nos. 1998-426 and 2003-
004337

While the methodology is different, the allocation is consistent with the purpose and
goal of the Commission adjustment in those cases, which was “to remove the effects
of a stand-alone cost recovery mechanism from the determination of LG&E’s base
rate revenue requirements.” LG&E is addressing this issue in this proceeding in
accord with the Commission’s final order in Case No. 2007-00179.'° In that order,
the Commission denied LG&E’s request to establish rate base allocation of
capitalization as the correct method of allocating capitalization between ECR and

non-ECR rate base, stating (1) that it was not reasonable in that proceeding (a non-

2 Id at 10,
? Case No. 1998-426, Order at 3 (June 1, 2000)
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base-rate proceeding) to establish base rate methodologies and (2) that LG&E had not
shown that the Commission’s historical method of allocating capitalization was
unreasonable. As I discuss below, LG&E’s proposed methodology is reasonable, and
the Commission’s historical methodology is not; the Commission should, therefore,
adopt and establish LG&E’s proposed rate base allocation of capitalization as the
appropriate methodology for allocating capitalization in LG&E’s current and future
base rate cases.

Is the allocation of the capitalization based on the rate base allocation
methodology to reflect the exclusion of the environmental surcharge assets a
more reasonable method than the adjustment to capitalization in Case Nos.
1998-426 and 2003-00433?

Yes. First, using the rate base allocation methodology to remove the ECR
capitalization from total capitalization rather than the Case No. 1998-426 method
avoids understating the capitalization supporting the appropriate amount of electric
rate base. Deferred income taxes are well-established reductions in the calculation of
rate base and are always included in the calculation of the ECR rate base. The
recovery of deferred taxes from customers effectively reduces LG&E’s capitalization
to fund ECR projects from the level it would be without them. The Case No. 1998-
426 approach, however, overlooks the impact of deferred taxes on reducing the
overall amount of ECR capitalization in the adjustment used to remove ECR

capitalization in the determination of base revenue requirements.

' In the Matter of Application of Louisville Gas and Electric Company for an Order Authorizing Inclusion of
Ivestment Tax Credits in Calculation of Environmental Surcharge and Declaring Appropriate Ratemaking
Methods for Base Rates, Case No. 2007-00179, Order at 9-10 (Sept. 7, 2007),
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Tab 28 to LG&E’s Application contains the Reconciliation of Capitalization
And Rate Base (“Reconciliation”). Lines 1 through 14 of the Reconciliation calculate
capitalization as filed in this case and indicate the allocation of such capitalization
among ECR, Base Electric, and Gas. Lines 16 through 39 list the adjustments
necessary to reconcile from Capitalization to Rate Base in total and for each of the
components shown. Finally, Line 41 lists total Rate Base and each of its components.

As shown in the Reconciliation, LG&E’s accumulated deferred income taxes
are not reconciling items between capitalization and rate base. This is so because
they reduce capitalization and rate base. Thus, excluding these taxes, as was done
using the Case No. 98-426 approach, creates an inflated ECR capitalization that does
not exist and that is not considered in determining ECR revenues, and in effect
establishes a lower than actual cost of doing business.

Second, the allocation of capitalization using the rate base methodology is
simple, straightforward, and accurate, and produces a rteasonable result. The
Commission has used this methodology to allocate the capital supporting retail base
rates in LG&E’s and KU’s rate cases for years. LG&E has used this methodology to
allocate the appropriate amount of capital between electric and gas operations for
years. LG&E’s sister company, KU, has used this same methodology for many years
to allocate the appropriate amount of capital to Kentucky and Virginia retail
jurisdictions and wholesale jurisdictions. Allocating the capital supporting ECR rate
base from the Company’s overall capitalization using the rate base allocation
methodology is consistent with the use of this allocation methodology to allocate the

appropriate amount of capital supporting electric and gas operations for base rate
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purposes, or allocating capitalization to the Kentucky jurisdiction for base rate
making purposes. Not including the ECR rate base as part of the determination of the
rate base allocation percentages is inconsistent with this well-established ratemaking
method.

In sum, it is appropriate to deduct accumulated deferred income taxes when
calculating ECR rate base, as is done in ECR filings (see Exhibit 3). The calculation
of relative rate base percentages on Exhibit 3 correctly deducts accumulated deferred
income tax. By using the rate base percentages shown at the bottom of page 1 of
Exhibit 3 to allocate capitalization, LG&E has allocated the correct amount of the
ECR capitalization from total capitalization and reflected accurately the amount of
capitalization supporting the rate base associated with electric retail rates.

Have you prepared a schedule showing an adjustment to LG&E’s capitalization
reflecting the methodology in Case No. 1998-00426 to remove the effects of the
ECR?

Yes. Appendix B of my testimony contains this information. LG&E has provided
the calculation as an informational matter, but does not believe it is reasonable
because it does not accurately allocate the capitalization between base rates and the
ECR rate base. 1t treats deferred taxes inconsistently for rate base purposes and
capitalization purposes. As | previously stated, deferred taxes impact rate base and
capitalization in the same manner and, therefore, must be treated consistently.

Have you prepared an exhibit showing LG&E’s pro forma rate base as of April

30, 2008?
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Yes. Exhibit 4 shows LG&E’s pro forma rate base as of April 30, 2008, This exhibit
also contains the adjustments [ previously described in connection with Exhibit 3
concerning the asset retirement obligation items and the Mill Creek Ash Dredging
Regulatory Asset.

Have you prepared an exhibit showing LG&E’s estimated net reproduction cost
rate base as of April 30, 2008?

Yes. The estimated net reproduction cost rate base at April 30, 2008, is shown on
Rives Exhibit 5. The calculation of the reproduction cost of plant less depreciation
used in developing the reproduction cost rate base shown in Exhibit 5 was calculated
under my supervision and is shown on Rives Exhibit 6.

Please explain Rives Exhibit 6.

Rives Exhibit 6 shows LG&E’s estimated reproduction (or current) cost of utility
plant and the appropriate accumulated depreciation on the reproduction cost of utility
as of April 30, 2008. The net estimated reproduction cost at April 30, 2008, is
approximately $2.2 billion greater than the net original historical cost as recorded on
LG&E’s books, $1.7 billion for electric and $0.4 billion for gas. The current 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.

Have you prepared an exhibit showing the calculation of the actual and
proposed rate of return on net original cost rate base, pro forma rate base, and

reproduction cost rate base for the twelve months ended April 30, 2008?
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Yes. Rives Exhibit 7 shows the actual electric rate of return earned for the twelve
months ended April 30, 2008, was 8.00 percent on net original cost rate base, 8.08
percent on the electric pro forma rate base, and 4.04 percent on reproduction cost rate
base. Using the adjusted net operating income from Rives Exhibit I and the revenue
increase in the application, results in a requested rate of return of 8.22 percent on net
original cost rate base, 8.30 percent on the electric pro forma rate base, and 4.16
percent on reproduction cost rate base.

Rives Exhibit 7 also shows the actual gas raie of return earned for the twelve
months ended April 30, 2008, was 4.38 percent on net original cost rate base, 4.41
percent on the gas pro forma rate base, and 2.27 percent on reproduction cost rate
base. Using the adjusted net operating income from Rives Exhibit 1 and the revenue
increase in the application, results in a requested rate of return of 8.06 percent on net
original cost rate base, 8.12 percent on the gas pro forma rate base, and 4.18 percent
on reproduction cost rate base.

Have you prepared an exhibit showing the calculation of the overall revenue
deficiency at April 30, 2008 for LG&E?

Yes. Rives Exhibit 8, page 1 of 2 shows the calculation of the revenue deficiency for
electric operations at April 30, 2008, to be $15,140,615. Rives Exhibit 8, page 2 of 2
shows the calculation of the revenue deficiency for gas operations at April 30, 2008
to be $29,783,588. The overall revenue deficiency for LG&E is $44,924,203.

Have you prepared an exhibit showing the calculation of the electric and gas rate

of return en common equity at April 30, 2008 for LG&E?
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A. Yes. Exhibit 9 page 1 of 2 shows the rate of return for LG&E’s electric operations
for the twelve months ended April 30, 2008 is 7.82 percent on capitalization,
including 10.23 percent on common equity. Page 2 of 2 of Exhibit 9 shows the rate
of return for LG&E’s gas operations for the twelve months ended April 30, 2008 is
4.00 percent on capitalization, including 2.95 percent on common equity.

What is LG&E’s recommendation for the Commission in this proceeding?

A Louisville Gas and Electric Company recommends that the Commission approve the

recovery of the revenue deficiency of $15,140,615 for electric operations and the
revenue deficiency of $29,783,588 for gas operations through the proposed changes

in electric and gas base rates in this application.

Q. Does this conclude your testimony?

A, Yes.

400001 129265/504550 11

36



[ 1]

Exhibit i

Sponsoring Witness: Rives

Page 1 of 3
LOUISVILLE GAS AND ELECTRIC COMPANY
Adjustments to Electric and Gas Operating Revenues, Operating Expenses and Net Operating Income
For the Twelve Months Ended Apeil 30, 2008
Electric Department Gas Department
Net Net
Reference Cperating Operating Operating Operating Operating OCperating
Schedule Revenues Expenses Income Revenues Expenses Income
(1} 2) (3} {4} (5) (63 h

. Amount per hooks 932,384,516 787,392,382 5144992134 392,391,112 373,070,824 $19,320,288
. Adjustments for known changes and to climinate uarepresentative conditrons:
. Adjustment to elirunate unbilled revenues 1.00 (TA5,000) - (785,000 {1,203,000% - (1,203,000
. Adjustment to climmate Merger Surcredit 1.01 19.476,242 - 19.476,242 - - -
. Adjustnent to eliminale Value Delivery Surcredit 1.02 7.375,580 - 7.375,580 1,903,311 - i,903,311
. To adjust mismatch i fuel cost recovery 1.03 (30,610,186} (50,792,206} 182,040 - - -
. To adjust base rates and FAC to reflect a full year of the FAC roil-in 1.04 31,805 - 31,803 - - -
. Adjustment to eliminate Environmental Surcharge revenu