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LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 88 

Responding Witness: S. Bradford Rives 

Q-88. Please provide LG&E’s authorized and earned return on common equity for 
electric and gas operations over the past ten years. Please show the figures used 
in calculating the earned return on common equity for each year, including all 
adjustments to net income and/or common equity,. Please provide copies of all 
associated work papers and source documents. Please provide copies of the 
source documents, work papers, and data in both hard copy and electronic 
(Microsoft Excel) formats, with all data and formulas intact. 

A-88. In the Company’s last rate case (Case No. 2003-00433) the Commission found 
that LG&E’s required return on equity falls within a range of 10% and 11% with 
a midpoint of 10.5%. Prior to that proceeding, LG&E’s authorized ROE. was 
1 1.5% as indicated in the Commission’s Order dated January 7, 2000 in Case No. 
98-426. 

Please see the Company’s response filed August 12, 2008 to PSC-I Question No. 
38 for the earned return on equity for 2003-2007 and the Company’s response 
filed January 16, 2004 to Question No. 38 of the Commission’s First Data 
Request dated December 19, 2003 in Case No 2003-00433 for the earned return 
on equity for 1998-2002 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 89 

Responding Witness: William E. Avera 

Q-89. Please provide copies o f  the work papers used by Dr., Avera in preparing his 
testimony and schedules. 

A-89. Copies of Dr. Avera’s work papers are provided on CD. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 90 

Responding Witness: William E. Avera 

Q-90. Please provide copies of the publications cited in the testimony 

A-90. Please refer to the response to Question No 89 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 91 

Responding Witness: William E. Avera 

Q-91. With reference to page 3 ,  lines 7-10, please indicate (1) whether Dr. Avera’ return 
on equity recommendation pertains to the electric utility operations, the gas utility 
operations; (2) if the response to (1) is both, please provide copies of all studies 
performed which evaluate the riskiness of electric versus gas utilities; and (i) if 
the response to (1) is both, please provide copies of all studies performed which 
evaluate the riskiness of electric versus gas operations of LG&E. 

A-91. Dr. Avera’s recommended ROE for LG&E pertains to both its electric and gas 
utility operations. Dr. Avera’s recommendations were not based on studies of the 
relative risk of gas versus electric utilities. Rather, as discussed at length in his 
testimony, Dr. Avera evaluated a fair ROE for LG&E by reference to a proxy 
group of risk-comparable utilities that provide both electric and gas distribution 
utility service, as does LG&E. In addition, Dr. Avera also evaluated investors’ 
required return for firms in the non-utility sector of the economy. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 92 

Responding Witness: William E. Avera 

Q-92. With reference to page 24, lines 8-21, please (1) indicate the justification for each 
of the screens applied to the electric utilities in the Value Line Investment Survey, 
(2) the companies eliminated from the group from each of the screens, and ( 3 )  the 
reasons that each of the companies were eliminated. 

A-92. The accepted approach to increase confidence in the results of the DCF model and 
other quantitative methods used to estimate the cost of equity is to apply them to a 
proxy group of publicly traded companies that investors regard as risk 
comparable. The rationale underlying the specific risk indicators referenced by 
Dr. Avera was discussed at pages 23 through 25 of his testimony. Please refer to 
Dr. Avera’s work papers provided in response to Question No. 89, which includes 
the details underlying Dr. Avera’s application of his screening criteria. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 93 

Responding Witness: William E. Avera 

Q-93. With reference to page 25, lines 1-24, please provide the individual data for the 
companies in the proxy group which were used to assess the riskiness of the proxy 
group relative to LG&E 

A-93. The requested information is included in Dr Avera’s work papers provided in 
response to Question No 89. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 94 

Responding Witness: William E. Avera 

4-94" Please provide a copy of page 28 of the testimony which is missing. 

A-94. A copy of page 28 of Dr Avera's direct testimony is attached 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 95 

Responding Witness: William E. Avera 

Q-95. With reference to page 33, lines 6-18, and Schedule WEA-I, please provide the 
methodology used to eliminate the low and high DCF cost of estimates. Please 
show all calculations. 

A-95. The rationale underlying Dr. Avera’s exclusion of extreme low- and high-end 
outliers was fully articulated in his testimony at pages 32 through 34. As 
discussed there, Dr. Avera compared the individual cost of equity estimates with 
observable bond yields, and against the balance of the DCF results, in order to 
screen for extreme low- and high-end results. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 96 

Responding Witness: William E. Avera 

Q-96. With reference to page 36, lines 1-15, and Schedule WEA-3, please ( I )  indicate 
the,justification for each ofthe screens applied to the companies in the Value Line 
Investmenl Survey in establishing the comparable risk proxy group, (2) the 
companies eliminated from the group from each of the screens, and ( 3 )  the 
reasons that each of the companies were eliminated. 

A-96. Please refer to the response to Question No. 92. Because Dr., Avera applied his 
screening criteria based on Value Line risk indicators interactively using Value 
Line’s proprietary stock screening software, he does not have a listing of all firms 
in the Value Line universe that did not meet his screening criteria. 

The economic and regulatory standards underlying a fair rate of return on equity 
hold that the allowed return reflect investors’ expectations for other firms of 
comparable risk. Because utilities such as LG&E must compete for capital, not 
just with other utilities, but also with firms in the unregulated sector of the 
economy, Dr. Avera evaluated cost of equity estimates for the Non-Utility Proxy 
Group. Any differences in investment risk attributable to regulation should 
already be reflected in ob,jective measures, such as the credit ratings and Value 
Line risk indicators referenced by Dr. Avera. Nevertheless, Dr. Avera explicitly 
selected a lower-risk group of nonutility firms to address any concern that 
differences in regulation would lead investors to conclude that non-utility firms 
with comparable risk measures would still be considered more risky. 
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Avera 

LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 97 

Responding Witness: William E. Avera 

Q-97 With reference to page 39, lines 13-25, and Schedule WEA-5, please provide 
copies of all source documents, workpapers, and data used in the DCF analysis 
applied to the S&P 500 Please provide the data and work papers in both hard 
copy and electronic formats (Microsoft Excel), with all data and formulas intact 
With reference to pages 41-42 and Schedule WEA-7, please (1) list ail regulatory 
cases (by name, docket number, and filing date) in which Dr Avera has provided 
rate of return testimony and employed his Expected Earnings Approach to 
estimating the cost of equity capital, (2) indicate all cases (by name, docket 
number, and date), other than those cited, in which a regulatory commission has 
explicitly adopted Dr Avera’s Expected Earnings Approach to estimating the cost 
of equity capital in arriving at an overall rate of return, and (3) provide copies o i  
the ‘Rate of Return’ section of the Commission’s decisions for all cases in which 
a regulatory commission has adopted the Dr Avera’s Expected Earnings 
Approach. Please provide copies of all empirical studies performed that compare 
the business, financial, and investment risk of LG&E to the companies in the (1) 
Utility Proxy Group, and (2) the Non-Utility Proxy Group 

With respect to Schedule WEA-5, the requested information is included in Dr 
Avera’s work papers provided in response to Question No 89 Please refer to the 
Excel spreadsheet provided in response to Question No 98 for the requested 
electronic format of the data and formulas. 

A-97 

With respect to Schedule WEA-7, Dr. Avera has submitted testimony in 270 
proceedings and does not maintain a database to identify the specific approaches 
and methods applied in each case involving rate of return on equity 
Nevertheless, Dr. Avera has consistently noted that the opportunity to earn returns 
comparable with those offered by firms of similar risk is a fundamental economic 
and regulatory principle underlying a fair rate of return on equity in those 
instances where Dr. Avera has not presented the expected earnings approach 
applied directly to the proxy companies used to estimate the cost of equity, he has 
nevertheless considered earned returns on equity as a check of reasonableness in 
his evaluation and recommendations 



Response to AG-1 Question No. 97 

Avera 

Dr. Avera does not have in his possession copies of all Commission orders in 
each proceeding in which he has testified. Regulators have customarily 
considered the results of alternative approaches in determining allowed returns 
and it is widely recognized that no single method can be regarded as a panacea; 
all approaches having their own advantages and shortcomings., For example, 
“Utility Regulatory Policy in the US.  and Canada, 1995-1996,” National 
Association of Regulatory Utility Commissioners (December 1996), reported that 
19 U.S,, regulatory jurisdictions specifically consider earned rates of return, while 
26 regulatory ,jurisdictions ascribe to no specific method for setting allowed 
ROES, with the results of all approaches being considered. Similarly, “The Cost 
of Capital - A Practitioner’s Guide,” prepared for the Society of Utility and 
Regulatory Financial Analysts, noted that reference to comparable earned rates of 
return was “the granddaddy of cost of equity methods” and concluded that the 
method “is easily understood and is firmly anchored in regulatory tradition (Le., 
Bluefield and u)., 
Dr. Avera’s testimony, and the Commission decisions in each of the cases in 
which he has testified is publicly available from the respective regulatory 
,jurisdictions. A listing of Dr. Avera’s regulatory testimony, including the utility, 
,jurisdiction, case number, and date is also attached, attached, along with copies of 
the source materials referenced above. 
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Avera WILLIAM E. AVERA 

SUMMARY OF TESTIMONY BEFORE REGULATORY AGENCIES 

- 
No. Utility Case Agency Docket Date Nature of Testimony 

1. El Paso Electric Company Texas PUC 522 Mar-78 Residential Rate Structure 

2. Texas Power & Light Company Texas PUC 15 1 7 Mar-78 Rate Design 

3 Lower Colorado River Authority Texas PUC 1521 Mar-78 Rate Design 

4. Dallas Power & Light Company Texas PUC 1526 Mar-78 Rate Design - - . -  
1528 Apr-78 Rate of Return 5. Gulf States Utilities Texas PUC 

6. Continental Telephone Texas PUC 1529 Mar-78 Rate of Return 

7. Southwestern Bell Telephone Texas PUC 1704 May-78 Rate of Return 

8. Texas Electric Service Co., Texas Texas PUC 1517, 1813, Feb-79 Fuel Cost Refunds and Fuel 

Company 

Power & Light Co., Dallas Power 1903 Adjustment Clauses 
& Light Co. 

Company 
9. Houston Lighting & Power Texas PUC 2001 Sep-78 Rate ofReturn 

10. Kimble Electric Cooperative Texas PUC 2380 Mar-79 Rate of Return 

11 I Lower Colorado River Authority Texas PUC 2503 Jun-79 Rate of Return 

12. Southwestern Bell Telephone Texas PUC 3340 Sep-80 Rate of Return 

13. Kansas Gas &Electric Company Kansas CC 128139-U May-81 Rate ofReturn 

Company 

14. City of Austin Electric 
Department 

City of Austin -- Jun-81 PIJRPA Rate Design 
Standards 

~ 

15 Tarrant County Water Control and Texas Water None Sep-81 Equity Contributions 
Improvement District No 1 Commission 

16 Connecticut Light & Power Connecticut 810602 & Sep-81 Rate Structure 
Company, Hartford Electric Light DPUC 810604 
Company 

17. Delmarva Power & Light 
Company 

Delaware PSC 81-12 Oct-81 Relative Customer Class Risk 

18. Chemical Express Carriers Texas RRC 024777ZZT Dec-81 Rate Design 
_ _ _ ~ ~  
19. Owentown Gas Company Texas RRC 2720 Jan-82 Historical Transactions and 

Regulatory Policy 

20 Guadalupe Valley Electric 
Cooperative 

Texas PUC 45 16 Aug-82 Relative Customer Class Risk 

21. Kansas Gas & Electric Company Kansas CC 134792-U Aug-82 Rate of Return 



Attachment to Response to AG -1 Question No. 97 
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Avera William E. Avera 
Summary of Testimony Before Regulatory Agencies 

(Continued) 

No. Utility Case Agency Docket Date Nature of Testimony 

22. Cinncinati Gas & Electric Ohio PUC 82-485-EL- Jan-8.3 CWIP Inclusion in Rate Base 
Comuanv AIR 

~~ 

23 GencomInc FCC Various Dec-83 Rate Comparisons 

24 Public Service of Oklahoma Oklahoma CC 28665 Jan-84 Avoided Costs for QFs 

25 Public Service of Oklahoma Oklahoma CC 28754 Apr-84 Avoided Costs for QFs 

26. Texas-New Mexico Power Texas PUC 5568 Apr-84 Relative Customer Class Risk 
Company 

27. Kansas Gas & Electric Company Kansas CC 84-KG&E- Oct-84 Rate of Return and Effects of 
197-R; Jun-85 Regulation on Securities 

142098-U 

28. Southwestern Bell Telephone FCC 84-800 Nov-84 Risk Premium Cost of Equity 

29. Southwestern Public Service Texas PUC 6055 Mar-85 PURA NO1 Regulatory 

30. Kansas City Power & Light Missouri PSC ER-85-128; Aug-85 Comparative Costs of 

Company Formula 

Company Policy 

Company ER-85-185 Nuclear Plants 

3 1 Southwestern Electric Power Texas PUC 6242 Oct-85 Avoided Energy Costs 
Company 

32. Westar Transmission Company Texas RRC 5787 Nov-85 Rate Design 

33. City of Austin Electric Texas PUC 6560 Jan-86 Cost-Based Rates and 
Department Relative Customer Class Risk 

34. Southwestern Bell Telephone Missouri PSC TR-86-84 Mar-86 Risk Premium Cost of Equity 
Company 

35 Enstar Natural Gas Company Alaska PUC U-68-8 Apr-86 Regulatory Treatment of 
Settlement Payments 

36. Kansas Gas & Electric Company FERC ER-85-461- Apr-86 Regulatory Policy 
001, et al. Surrounding Nuclear Plant 

Cost 

37. Houston Lighting & Power Texas PUC 5994 May-86 Avoided Energy Costs and 
Company Jun-86 Capacity Value of Non-firm 

Jul-86 QF Energy 

38. Southwestern Electric Power Texas PUC 661 1 Aug-86 Avoided Energy Costs 

39. Celanese Chemical Company, Texas RRC 5848 et ai. Aug-86 Regulatory Policy Re: BTU 

Company 

InC. Nov-86 Refunds 
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Avera William E. Avera 
Summary of Testimony Before Regulatory Agencies 

(Continued) 

No. Utility Case Agency Docket Date Nature of Testimony 

40. Houston Lighting & Powei 
Company 

Texas PUC 7044 Nov-86 Interim Rate Relief and 
.Jan-87 Pricing of Firm and Non-firni 
Feb-87 Energy 
Mar-87 

41 Brazos River Authority Texas Water RC-020 .Jan-87 Regulatory Policy Re: 
Commission Contracts 

42. El Paso Ekctric Company Texas PUC 7460 Jul-87 Nuclear Plant Capacity 
Treatment 

43. West Texas Utilities Company Texas PUC 7510 Aug-87 Customer Class Risk 

44. Lower Colorado River Authority Texas PUC 8032 Jun-88 Revenue Requirements 

45. City of Austin Electric 
DeDartment 

Austin City 
Council 

_ _  Jun-88 Cost-Based Rates and 
Relative Customer Class Risk 

46. Southwestern Bell Teleohone Missouri PSC TC-89-14 Nov-88 Risk Premium Cost of Eauitv 
Company 

. ,  
and Divisional Cost of 
Capital 

47. Houston Lighting & Power 
Company 

Texas PUC 8046 Jan-89 Limitation of Liability 
Qct-89 
Mar-90 

48. Southwestern Bell Telephone Texas PUC 8585 May-89 FIT, Risk Premium Cost of 
Company Nov-89 Equity, and Stipulation 

Mar-90 

49. Kansas Gas & Electric Company Kansas CC 84-KG&E- Oct-89 Financial Impacts of 
197-R; Intervenor Proposals 

142098-U 

50 Southwestern Bell Telephone FCC 89-624 Feb-90 Rate of Return on Equity 

51 North Carolina Power N Carolina E-22, Sub May-90 Rate of Return on Equity 

52. Burlington Northern Railroad ICC 40224 Jun-90 Coal Transportation Rates 

Company Apr-90 

Uti1 Comm 314 NOV-90 

53. Lower Colorado River Authority Texas PUC 9427 Aug-90 Debt Service Coverage 

54. Brazos River Authority Texas Water 8169-M Aug-90 Contract Rates 

55. Texas-New Mexico Power Texas PUC 9491 Sep-90 Avoided Cost Policy and 

Sep-90 

Commission Dec-90 

Company History 
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Avera William E. Avera 
Summary of Testimony Before Regulatory Agencies 

(Continued) 

No. Utility Case Agency Docket Date Nature of Testimony 

56. Southern Bell Telephone S. Carolina 90-626-C Dec-90 Rate oflieturn on Equity 
Company PSC 

57. Public Service Co of Colorado Colorado PUC 91s-091EG Jan-91 Rate of Return on Equity 
~~ 

58 Southwestern Bell Telephone Oklahoma CC PUD 00662 Mar-91 Rate of Return and Incentive 
Company 000837 Sep-91 Regulation Plans 

Sep-91 
Sep-91 

59. Cincinnati Gas & Electric Ohio PUC 91-410-EL- Apr-91 Rate of Return on Equity 
Company AIR 

60. City of Fort Worth Water Texas Water 8291-A; Apr-91 Regulatory Policy 
Department Commission 8748-A 

61 I El Paso Electric Company Texas PUC 9945 May-91 Regulatory Historv 
~ 

62 Public Service Co of Colorado Colorado PUC 90F-226E May-91 Rate of Return on Equity 

63 Southwestern Bell Telephone Texas PUC 10382; Sep-91 Incentive Regulation Plan 

64. Virginia Electric and Power Virginia Corp PUE-910047 Oct-91 Rate of Return on Equity 

65 State Farm Fire and Casualty, and Texas Board of 1845 Nov-91 Regulatory Policy 

Company 10381 Oct-91 

Company Comm Jan-92 

Dec-91 
Dec-91 

Automobile Insurance Company Insurance 

Dec-91 

1846 

66. Texas-New Mexico Power Texas PUC 10200 Dec-91 Avoided Cost Policy and 
Company Historv 

~ 

67 Allegheny Generating Company FERC ER92-242- Apr-92 Rate of Return on Equity 
000 May-92 

68 Southwestern Bell Telephone Arkansas PSC 91-204-U Apt-92 Incentive Regulation Plans 
Company 

69 Virginia Electric and Power Virginia Corp. PUE-920041 May-92 Rate ofReturn on Equity 

70 The Potomac Edison Company Maryland PSC 8469 Jul-92 Rate of Return on Equity 

71 North Carolina Power N Carolina E-22, Sub Jul-92 Rate of Return on Equity 

Company Comm Mar-93 

Dec-92 

Uti1 Comm. 333 .Jan-93 

72. West Penn Power Company Pennsylvania R-0092- Aug-92 Rate of Return on Equity 
PUC 2378 Dec-92 



Attachment to Response to AG -1 Question No. 97 
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Avers William E. Avera 
Summary of Testimony Before Regulatory Agencies 

(Continued) 

No. Utility Case Agency Docket Date Nature of Testimony 

73. U,.S. Telephone Association FCC 92-133 Sep-92 Rate of Return Represcription 
Policy 

74. Cincinnati Gas & Electric 
Company 

Ohio PUC 92-146.3- Sep-92 Rate of Return on Equity 
GA-AIR; 

92-1464-EL- 
AIR 

75. Southwestern Electric Power 
Company 

Texas PUC 9655 Sep-92 Settlement - Avoided Costs 

76. Texas Automobile Insurance Plan Texas Board of 1932 Jan-93 Cost-based Rates 
Insurance Feb-93 

77. Public Service Co. of Colorado Colorado PUC 93s-001EG Jan-9.3 Rate of Return on Equity 
Jun-93 

78. Southwestern Bell Telephone Missouri PSC TO-93-192; Feb-93 Incentive Regulation and 
TC-93-224 May-93 Rate of Return on Equity Company 

Jun-93 

79 Entergy/Gulf Stales Utilities Texas PUC 11292 Feb-93 Reasonableness of Purchase 
Price 

80. AGT Limited Canadian 
Radio-Tel. & 
Tel. Comm. 

Apr-93 Rate of Return on Equity 
Aug-93 

81. The Potomac Edison Company Virginia COT. PUE-930033 Apr-93 Rate of Return on Equity 
Comm. 

82. Southwestern Bell Telephone Arkansas PSC 92-260-U Jun-93 Incentive Regulation and 
Company Sep-93 Rate of Retum on Equity 

8.3. Pond Branch Telephone Company S. Carolina 93-750-C Feb-94 Rate of Return 
PSC 

84. West Penn Power Company Pennsylvania R-0094- Mar-94 Rate of Retum on Equity 
PUC 2986 Aug-94 

85 The Potomac Edison Company West Virginia 94-0027-E-T Apr-94 Rate of Return on Equity 

86 Monongahela Power Company West Virginia 94-0035-E- Apr-94 Rate of Return on Equity 

87. The Potomac Edison Company Maryland PSC 8652 Apr-94 Rate of Return on Equity 

PSC Aug-94 

PSC 42T Aug-94 

88. Texas Utilities Electric Company Texas PUC 1 3  100 Jun-94 Competitive and 
Aug-94 Developmental Rates 



Attachment to Response to AG -1 Question No. 97 
Page 6 of 23 

Avera William E. Avera 
Summary of Testimony Before Regulatory Agencies 

(Continued) 

No. Utility Case Agency Docket Date Nature of Testimony 

89. El Paso Electric Company Texas PUC 12700 Jun-94 Interruptible Rates 

90 The Potomac Edison Company Virginia CC PIE-94005 Jun-94 Rate of Return on Equity 
NOV-94 

~ 

91. Idaho Power Company Idaho PUC IPC-E-94-5 .Jun-94 Rate of Return on Equity 
Dec-94 

~ 

92. Chevron Pipe Line Company ICC 40131 Jun-94 Rate of Return 

93. Houston Lighting and Power Texas PUC 12065 Jul-94 Federal Income Tax and 
Company Regulatory Policy 

94. Allegheny Generating Company FERC EL.94-24- Sep-94 Rate of Return on Equity 

95. The Potomac Edison Company FERC EL95-39- Oct-94 Rate of Return on Equity 

96. AGT Limited Canadian 94-58 Jan-95 Rate ofRetum on Equity 

000 

000 

Radio-Tel. & Policy 
Tel. Comm. 

97. Southwestern Bell Telephone Texas PUC 13282 Feb-95 CCN Policy 

98. Monongahela Power Company Ohio PUC 94-1918-EL- Feb-95 Rate of Return on Equity 
Company 

AIR 

99 Duke Power Company FERC EL95-0 Feb-95 Rate of Return on Equity 

100. Farmers Telephone Cooperative, South Carolina 94-024-C Mar-95 Rate of Return 

101. Southern Company Services, Inc FERC EL94-85-0 Mar-95 Rate of Return on Equity 

InC. PSC 

102. Burlington Northern Railroad ICC 41 191 May-95 Market Dominance 

103. Burlington Northern and Santa Fe ICC Finance Jun-95 Merger Impact on 
Railroads 32549 Competition 

104. Southern New England Telephone Connecticut 95-03-01 Jun-95 Rate of Return on Equity 
DPUC 

(SEALED) Aug-95 

105 West Texas Utilities Company Texas PUC 13.369 Jul-95 Regulatory Policy 

106. Calaveras Telephone Company California 95-12-075 Dec-95 Rate of Return 
PUC Sep-96 

107. California-Oregon Telephone Co California 95-12-073 Dec-95 Rate of Return 
PUC Seu-96 
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Avera William E. Avera 
Summary of Testimony Before Regulatory Agencies 

(Continued) 

No. Utility Case Agency Docket Date Nature of Testimony 

108 Ducor Telephone Company California 95-12-076 Dec-95 Rate ofReturn 
PUC Sep-96 

109. Foresthill Telephone Co. California 95-12-078 Dec-95 Rate of Return 
PUC Sep-96 

110. Sierra Telephone Company, Inc. California 95-12-077 Dec-95 Rate of Return 
PUC Sep-96 

__ 
11 1. Southwestern Bell Telephone Texas PUC 14659 Jan-96 Rate of Return 

Comaanv 

112. Southern Company Services, Inc FERC ER95-1468- Jan-96 Rate of Return on Equity 
000 

113. Duke Power Company FERC ER95-760- Feb-96 Rate of Return on Equity 

114 Allegheny Power Service Corp FERC ER96-58- Feb-96 Rate of Return on Equity 

115 Duke Power Company FERC EL95-3 1 - Mar-96 Rate of Return on Equity 

116. Allegheny Generating Company FERC EL96-33- Apr-96 Rate of Return on Equity 

000 

000 

000 May-96 

000 

117 Southern Company Services, Inc. FERC ER95-1468- Jul-96 Rate of Return on Equity 

118 Southwestern Bell Telephone 16189, et al. Sep-96 Rate of Return 

119. Southwestern Bell Telephone Missouri PSC TO-97-40 Sep-96 Rate of Return 

000 

Texas PUC 
Company 

Company Sep-96 TO-07-67 

120. Southwestern Bell Telephone Arkansas PSC 96-2574 Sep-96 Rate ofReturn 
Companv 

121 Southwestern Bell Telephone Oklahoma CC PUD 960 Sep-96 Rate of Return 

122 General Telephone of the Texas PUC 16300 Oct-96 Rate ofReturn 

Company 000 21 8 Sep-96 

Southwest 16335 

123. Southwestern Bell Telephone Kansas CC 97-SCCC- Nov-96 Rate of Return 

124 Southern Company Services, Inc 

Company 167-ARB 

FERC ER96-1794- Nov-96 Rate of Return on Equity 
000 
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125. General Telephone ofthe Texas PUC 16402 Nov-96 Rate of Return 

126 General Telephone of the Texas PUC 16473 Nov-96 Rate of Return 

Southwest 

Southwest 16476 

127. Southwestern Bell Telephone Arkansas PSC 96-395-U Dec-96 Rate of Return 

128. Southwestem Bell Telephone Kansas CC 97-AT&T- Dec-96 Rate of Return 

129. El Paso Electric Company New Mexico 2722 Mar-97 Rate of Return 

130. Telus Communications, Inc. Canadian PN 97-1 1 Jun-97 Rate of Return on Equity 

Company Jan-97 

Company 290-ARB Jan-97 

PUC Jun-98 

Radio-Tel. & 
Tel. Comm 

13 1 West Perm Power Company Pennsylvania R-0097- Aug-97 Rate of Return on Equity and 

132. Southwestern Bell Telephone Oklahoma CC PUD 970 Aug-97 Rate of Return 

133 Connecticut Light and Power Connecticut 97-05-12 Sep-97 Rate of Return on Equity 

PUC 3981 Competition 

Company 000 213 

Company DPUC Oct-97 
-~ ~ 

134 Southwestern Bell Telephone Texas PUC 16189, et al Sep-97 Rate of Return 
Company 

135. DQE, APS,  and AYP Sub, Inc. Pennsylvania A-1 101; Sep-97 Rate of Return on Equity 
PUC 50F-0015 

~~ 

136 FirstEnergy Corporation FERC ER97-412- Oct-97 Rate of Return on Equity 
000; ER97- Jun-98 

413-000 

1.37., Southwestern Bell Telephone Oklahoma CC PUD 970 Nov-97 Rate of Return 
Company 000 442 

1.38. Maui Electric Company Hawaii PUC 97-0346 Dec-97 Diversification and Cost of 
Capital 

139.. Hawaii Electric Light Company Hawaii PUC 97-0420 Mar-98 Diversification and Cost of 
Capital 

140. Duke Energy Moss Landing, LLC FERC ER98-2668- Apr-98 Rate of Return on Equity 
000 

141" Duke Energy Oakland, LLC FERC ER98-2669- Apr-98 Rate of Return on Equity 
000 
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142. Southwestern Bell Telephone Kansas CC 97-SCCC- Jun-98 Rate of Return 

143. The Potomac Edison Company Maryland PSC 8738 lun-98 Rate of Return on Equity 

144 Allegheny Power Service Corp ER98-2048- Jun-98 Rate of Return on Equity 

Company 149-GIT 

Mar-99 

FERC 
000 

145 Union Pacific Railroad STB 32160 Jul-98 Regulatory Policy 

146 The Washington Water Power Idaho PUC 

147. Interstate Access Carriers FCC CC Docket Jan-99 Rate of Return Policy 

WWP-E-98- Dec-98 Rate of Return 
Company 11 May-99 

98-166 Mar-99 
Apr-99 

148. FirstEnergy Corporation FERC ER99-2609- Apr-99 Rate ofReturn on Equity 
000 

149. Union Pacific Railroad 

150. Nevada Bell Telephone Company Nevada PUC 98-6004 May-99 Cost of Capital Study 

151. Monongahela Power Company & West Virginia 98-0453-E- Jul-99 Rate of Return on Equity 

152. Avista Corp. Washington UE-99- Oct-99 Cost of Capital 

STB Fin Doc No. May-99 Regulatory Policy 
33126 Jun-99 

Jan-00 

Potomac Edison Company PSC GI 

IJTC 1606; UG- May-00 
99-1106 

153. Hawaii Electric Light Company Hawaii PUC 99-0207 Oct-99 Diversification and Cost of 
.Jun-99 Capital 

154. Dayton Power & Light Company Ohio PUC 99-1687-EL,- Dec-99 Rate of Return on Equity 
ETP 

155. Southern New England Bell Connecticut 00-01-02 Apr-00 Cost of Capital 
DPUC 

156. El Paso Electric Company New Mexico 3170 Jun-00 Rate of Return on Equity 
PUC 

157. Wisconsin Bell Telephone Co. Wisconsin 6720-T1- Jun-00 Cost of Capital 
PSC 161 Feb-01 

158. Ameritech-Illinois Illinois CC 98-0252 Jul-00 Economy and Risk 
Dec-00 
Jan-01 
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159. American Transmission Co., L.L.C FERC ER00-3316- Jul-00 Cost of Capital 
000 

160. Ameritech-Indiana Indiana URC 40849, Sep-00 Cost of Capital 
40785-51 & 

41058 

161 I Burlington Northern Santa Fe, 
Inc. 

STB 42054 Mar-01 Implications of Deregulation 
& Coal Plant IJtilization 

~~~ 

162 Avista Corp Washington UE-010395 Mar-01 Power Cost Deferral and Cost 
UTC of Equity 

163 Rural Telephone Co Kansas CC 01-RRLT- Apr-01 Cost of Capital 

164 El Paso Electric Co New Mexico 3606 Apr-01 Rate of Return on Equity 

165 Southwestern Bell Telephone Co Missouri PSC TO-2001- Apr-01 Cost of Capital 

083-AUD 

PRC 

45 5 

166. Southwestern Bell Telephone Co. Missouri PSC TO-2001- Jun-01 Cost of Capital 
438 Nov-01 

167. Commonwealth Edison Co. FERC ER01-2992- Aug-01 Rate ofReturn on Equity 
000 

168. Craw-Kan Telephone Cooperative Kansas CC 01-CRKT- Oct-01 Cost of Capital 

169 TransConnect, LLC FERC RT01-15- Nov-01 Rate ofReturn on Equity 

713-AUD 

0000 
~~ 

170. Midwest IS0 FERC ER02-485- Nov-01 Rate of Return on Equity 
000 Mar-02 

171. Avista Coy .  Washington UE-011595 Dec-01 Cost of Capital 
UTC 

172. Southwestern Bell Telephone Co. Missouri PSC TO-2002- Dec-01 Cost of Capital 

173. Kerman Telephone Company California 0201004 Jan-02 Cost ofCapital 

222 

PUC Feb-03 

174 Flonda Power & Light Co 

175 Ameritech Indiana Indiana URC 4061 I-S1 Feb-02 Cost of Capital 

176. Southwestern Bell Telephone Co. Texas PUC 25188 Mar-02 Cost of Capital 

Florida PSC 001 148-E1 Jan-02 Rate of Return on Equity 
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177. Citizens Communications Co Arizona CC E-01032C- Mar-02 Power Cost Deferral and 
00-075 1 Mar-02 Regulatory Policy 

178. Blue Valley Telephone Company Kansas CC 02-BLVT- Jul-02 Cost of Capital 
377-AUD 

179. Florida Power & Light Co. Florida PSC 020262-EI, Jul-02 Financial Impact of 
020263-El Sep-02 Purchased Power 

180. S&T Telephone Cooperative. Kansas CC 02-S&TT- Jul-02 Cost of Capital 
390-AUn 

181., SBC Pacific Bell California 01-02-024, Oct-02 Cost of Capital 
PlJC et al. Feb-03 

Mar-03 

182. Southwestern Bell Telephone Texas PUC 25834 Nov-02 Cost of Capital 

183. SBC Illinois Illinois CC 02-0864 Dec-02 Cost of Capital 
Jan-04 
Mar-04 

184. International Transmission Co FERC EC03-40- Dec-02 Rate of Return on Equity 
000 

185. Kansas Gas Service Kansas CC 03-KGSG- Jan-03 Cost of Capital 
602-RTS Aug-03 

186. Westar Energy, Inc Kansas CC 01-WSRE- Feb-03 Impact of Restructuring Plan 
949-GIE on Financial Integrity 

187. Avista Corporation Oregon PUC UG-I 5.3 Apr-03 Rate of Return on Equity 

188. SBC Michigan Michigan PSC U-13531 May-03 Cost of Capital 
Mar-04 

189. Humboldt Telephone Co Nevada PUC 03-701 1 Jul-03 Cost of Capital 
Oct-03 

190. SBC Indiana Indiana URC 42393 Jul-03 Cost of Capital 
Sep-03 

191. El Paso Electric Co. New Mexico 03--UT Jul-03 Rate of Return on Equity 
PRC 

192. Northeast Utilities Service Co. FERC ER03-1247- Aug-03 Rate of Return on Equity 
000 

193 Sierra Pacific Resources 
Operating Cos. 

FERC ER03-1328- Sep-0.3 Rate of Return on Equity 
000 
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194. Idaho Power Company IPC-E-03-13 Oct-03 Rate of Return on Equity 

195. Nevada Power Co. Nevada PUC 03-10002 Oct-03 Rate of Return on Equity 

196. Sierra Pacific Power Co. Nevada PUC 03-12002 Oct-03 Rate of Return on Equity 

197. The Allegheny Power System FERC ER04-156- Oct-03 Rate of Return on Equity and 
Operating Companies, ef ul. (PJM 000 Cost/Benefit of Incentives 
Interconnection Transmission 
Owners) 

Idaho PUC 
Mar-04 

.Jan-04 

Mar-04 

198. Bangor Hydro-Electric Company, FERC ER04-157- Nov-03 Rate ofRetum on Equity 
et al. (New England Transmission 000 Oct-04 
Owners) Dec-04 

Jan-05 
Dec-06 

199. SBC Texas Texas PUC 28600 Dec-03 Cost of Capital 

200. SBC Communications, Inc. FCC WC 03-173 .Jan-04 Cost of Capital Methodology 

201. Avista Corp. Idaho PUC AW-E-04- Feb-04 Rate of Return on Equity 

Jan-04 

01; AW-G-  JuI-04 
04-01 

202., Florida Power & Light Co. 

20.3. SBC Wisconsin Wisconsin 6720-71-1 87 Mar-04 Cost of Capital 

204. SBC Ohio Ohio PSC 02-1280-TP- Mar-04 Cost of Capital 

205. Avista Carp. Washington UG-041515 Aug-04 Rate oFRetum on Equity 

206. Sierra Pacific Resource Operating FERC ER05-14- Sep-04 Rate ofRetum on Equity 

207. PACFICORP Utah PSC 04-035-30 Oct-04 Financial Impacts of 

208. Hawaii Electric Company Hawaii PUC 04-01 13 Nov-04 Diversification and Cost of 

209. SBC Arkansas Arkansas PSC 04-1094 Nov-04 Cost of Capital 

Florida PSC 040206-EU Mar-04 Financial Impact of 
Purchased Power 

PSC JuI-04 

UNC 

UTC 

Cos. 000 

Purchased Power 

Capital 

May-05 
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210. KanOkla Telephone Association, Kansas CC 05-KOKT- Nov-04 Cost of Capital 
Inc. 060-AUD 

21 1. Oklahoma Natural Gas Co. Oklahoma CC PUD Jan-05 Cost of Capital 
200400610 .Jun-05 

212. Baltimore Gas and Electric Co., et FERC ER-05-515- Jan-05 Rate of Return on Equity 
al. 000 

213. Florida Power & L,ight Co. Florida PSC 041291-E1 Mar-05 Stom Cost Recovery and 
Rate orReturn on Equity 

214. Avista Corp Washington UE-050482 Mar-05 Rate of Return on Equity 
IJTC UG-050483 Sep-05 

215. Florida Power & Light Co. Florida PSC 050045-E1 Mar-05 Rate of Return on Equity 
JuI-05 

216 Baltimore Gas and Electric Co Maryland PSC 9036 May-05 Rate ofRetum on Equity 
Sep-05 
Sep-05 

2 17. Westar Energy, Inc. FERC ER05-925- May-05 Rate of Return on Equity 

2 f 8. Westar Energy, Inc. Kansas CC 05-WSE- May-05 Rate of Return on Equity 

000 

981-RTS Oct-05 
Oct-05 

219. The United Illuminating Co. Connecticut 05-06-04 Jul-05 Rate of Return on Equity 

220. Idaho Power Co. IPC-E-05-28 Oct-05 Rate of Return on Equity 

DPUC 

Idaho PUC 

221. PACIFICORP Utah PSC 0.3-035-14 Sep-05 Financial Impacts of 

222. Arizona Public Service Co. Arizona CC E-01345A- Nov-05 Rate ofReturn on Equity 

Purchased Power 

05-0816 Jan-06 
Sep-06 

Apr-07 
223. Idaho Power Co. FERC ER06-787 Mar-06 Rate of  Return on Equity 

224. CenturyTel Missouri PSC TO-2006- Mar-06 UNE Cost Studies & 

225. MidAmerican Energy Co. FERC ER-96-719 Apr-06 Rate of Return on Equity 

226. Kansas Gas Service Kansas CC 06-KGSG- May-06 Cost of Capital 

0299 Mar-06 Regulatory Policy 

ER05-59 

1209-RTS Oct-06 
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227 Hawaii Electric Light Company, Hawaii PUC 05-0315 May-06 Diversification and Cost of 

228 Duke Power Company L.LC 

InC Capital 

FERC ER06-1040 May-06 Rate of Return on Equity 

229. Black Hills Power, Inc. South Dakota EL06-019 Jun-06 Rate ofReturn on Equity 

230. Pacific Gas & Electric Company FERC ER06-1325 JuI-06 Rate of Return on Equity 

PUC 

231 I CPL. Retail Energy, LP Texas PUC 32758 Aug-06 Customer Credits and 
Regulatory Policy 

232. Monongahela Power Co. & West Virginia 06-09604- Sep-06 Rate of Return on Equity 
Potoniac Edison Co. PSC 421 Feb-07 

233. Hawaii Electric Company, Inc. Hawaii PUC 2006-0.386 Dec-06 Diversification and Cost of 
Cauital 

234. State Farm Lloyds Texas Dept of 454-06- Jan-07 Cost of Capital and Financial 
Insurance 31 76°F Mar-07 Integrity 

235. Maui Electric Company, Ltd. Hawaii PUC 2006-0387 Feb-07 Diversification and Cost of 
Capital 

236. Trans-Allegheny Interstate Line FERC ER07-562 Feb-07 Rate of Return on Equity 
co .  NOV-07 

237. Baltimore Gas and Electric Co. FERC ER07-576 Feb-07 Rate ofReturn on Equity 

238. Cheyenne Light, Fuel and Power Wyoming PSC 20003-90- Feb-07 Rate of Return on Equity 
Co. ER-7 

30005-1 12- 
GR-7 

239. Commonwealth Edison Co. FERC ER07-583 Mar-07 Rate of Return on Equity 

240. Oncor Electric Delivery Company Texas PUC 34077 Apr-07 Public Interest Determination 
Sep-07 for Merger 

Dec-07 
Oct-07 

241. Avista C o p .  Washington UE-070804 Apr-07 Rate of Return on Equity 

242. Idaho Power Co. IPC-E-07-8 May-07 Rate of Return on Equity 

243. Pacific Gas & Electric Co. California 07-05-008 May-07 Rate of Return on Equity 

244. American Electric Power Cos. ER07-1069 June-07 Rate of Return on Equity 

245. Arizona Public Service Co. FERC ER07-1142 Jul-07 Rate of Return on Eouitv 

UTC UG-070805 

Idaho PUC 
Jan-08 

PUC Sep-07 

FERC 
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246 Pacific Gas & Electric Co FERC ER07-1213 Jul-07 Rate of Return on Equity 

247 Georgia Power Company Georgia PSC 24506U Jul-07 AFUDC and Rate of Return 

248 Pepco Holdings, Inc et a1 FERC ER08-10 Sep-07 Rate of Return on Equity 

249. Avisla Corp Oregon PUC UG-181 Oct-07 Rate ofReturn on Equity 

on Internal Funds 

250. Florida Power & Light Co Florida PSC 070001-E1 Oct-07 Replacement Power Costs 
from Nuclear Outage 

251. Oklahoma Gas and Electric Co. FERC ER08-281 Nov-07 Rate of Return on Equity 

252. Pacific Gas & Electric Co. FERC ER08-267 Nov-07 Rate ofReturn on Equity 
- 
253. Xcel Energy Services, Inc. FERC ER08-313 Dec-07 Rate ofReturn on Equity 

254 Potomac-Appalachian FERC ER08-386 Dec-07 Rate ofReturn on Equity 
Transmission Highline, LLC 

~~ 

255. Westar Energy, Inc FERC EL.08-3 1 Dec-07 Rate of Return on Equity 

256 Indiana Michiean Power Co IURC 43306 Jan-08 Rate of Return on Eauitv 

257. Public Service Co. of Colorado FERC ER08-527 Feb-08 Rate of Return on Equity 

258. Niagara Mohawk Power 
Company 

FERC ER08-552 Feb-08 Rate of Return on Equity 

259. Avista Corp Washington UE-080416 Mar-08 Rate of Return on Equity 
UTC UG-08042 7 

260. Arizona Public Service Co Arizona CC E-01 345A- Mar-08 Rate of Return on Equity 
08-0172 May-08 

261. Avista Cop. Idaho PUC E-08-01 Mar-08 Rate of Return on Equity 
G-08-01 

262. Southwestern Public Service Co. FERC ER08-749 Mar-08 Rate of Return on Equity 

263. Pepco Holdings, Inc. et a1 FERC ER08-686 Mar-08 Rate ofReturn on Equity 

264. Florida Power & Light Co Florida PSC 080001-E1 May-08 Replacement Power Costs 
from Nuclear Outage 

265. Aquila, Inc RPU-08-03 May-08 Rate of Return on Equity 

266. Idaho Power Co. IPC-E-08-10 Jun-08 Rate of Return on Equity 

267. American Electric Power Cos. FERC ER08-1329 Jul-08 Rate of Return on Equity 

268. Black HillsKolorado Gas Utility Colorado PUC 08s-290G JuI-08 Rate of Return on Equity 

269 Pacific Gas & Electric Co FERC ER08-1318 Jul-08 Rate of Return on Equity 

Iowa UB 

Idaho PUC 

Company, LP 
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270. The United Illuminating Co. Connecticut 08-07-04 Aug-08 Rate of Return on Equity 
DPUC 
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AGENCY AUTHORITY OVER RATE OF RETlJRN 
FOOTNOTES 

Non.ullllty tnveslment dollars are always excluded lrom rJle base Where non.,tililily inveslmenl 1s cornparalively 
small. mpi(a1 rattos are no1 adiusled When non-ulilrli i i l v e ~ l n w l i  1s iargc WE LISURIIY remove wn-vl l l i ly  iilve61rnenl 
hom equity 
commission lavots no single method nul ralner lhal Vinich Vroouces lne most :easonanle resu11i 
11 may use any method 11 aewes especialP, in Ow case 01 ii smiiil Corwanj 
No Commtssrun regulalion of eleclric ui gas ~liltlie5 
DCF is preterieo but the Department approves 01her rnelhods ivlmh checX Ins DCF resul! m b .  scread analysts preferred 

DCF is prgbired; Other rnelhods am considered 
Nostngle melhod. however discounted casn llow 15 Irequenlly used 
DWcounlwl cash flow IS used mosl allen bul task premium rnclhod use.1 8 1 ~ 3  Dclerniined case by case 

Never an ssue twlore ltiis agency 
Qencyprelers OCF nu1 any melhod prEsenled 15 cnnsiilT.~Po 
Cornmisson dld no1 respond l o  request 10, update tnlormatm Ihli. dalJ ma) no1 be cirrrenl 
OCF has been the prclencd method blrl 81s iesulls are gf?nerillly ClleCXrO ~ w t l t l  aII1Fr methods Such 85 llsk prembum 
and CAPM 
Commission lavms no single metnod QUI rather lhal Which erodurm tolls lhal ore ]us1 and reasonable 

by a Slighl margin Financial CilnditiOn 01 ut1111y also givc con- >I d erat4on 

DCF has been the prelerred rnelliod bill 115 result5 ShUUld be chechi?a >vllh DihW rTtelhOCJ5 
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THE COST OF CAPITAL- 

A PRACTITIONER’S GUIDE 
BY 

DAVID C .  PARCELL 

PREPARED FOR TJ3E SOCIETY OF UTILITY 
AND REGULATORY FINANCIAL ANALYSTS 

1997 EDITION 

Author’s Note: This manual has been prepared as  an educational 
reference on cost of capital concepts. Its purpose is to  describe 
a broad array of cost of capital models and techniques. No cost 
of equity model or other concept i s  recommended or emphasized, nor 
is any procedure for employing any model recommended. Furthermore, 
no opinions or preferences are expressed by either the author or the 
Society of Utility And Regulatory Financial Analysts. 
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CHAPTER 7 

COMPARABLE EARNINGS 

Tile cmperablc: earni:ign m r t h o d  is t h e  "grandaddy' of cost sf 

equi.cy methods. as i t  is deiived f r m  tile "corresponding risk" 

siandard of cne Uluetield ana cases. This method is based 

upor. the c?co:imic concept of "0pport:mity cost '( As rtoLed 

pieviuti:;ly the cost af capital is an opportunity cost: the 

piospectivc reiiiin available to iiivesLors from alternative 

investments of similar risk I t ,  i n  :he opinion of those who save 

and coImit capital, t h e  propect.ive rc%i.,urn from a given investment 

is nor equal to that available from other investments of similar 

risk, the aveilable capital will tend io be shifted to the 

alternative investments. Throush this mechanism, opportunity-cost- 

driven pricing s:cnals direct capital l o  i t s  most productive uses; 

r h u s ,  a free enteiprise sysiem promctes an efficient allocation of 

scarce rescurces 

The esrabljshed legal standards are consistent with the 

opportunity csst principle. The two Supreme Court cases mofit 

frequently c i c c d  (Biuefield and E o x t  hold [.hat, the Leturn to the 

equic;' owfiei-s bi! sutficient c o  inai.ntain the credit of the 

enterprise and contidence in its financial integrjty; to permit the 

enterprise :c attract required additional capi.ta1 on reasonable 

terms; and to provide the enterprise and its investors an earnings 

opportunity commensurate with the returns available on investments 

in other enierprises having coirespor:ding risks. 
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T h e s e  t n r r t  i n f e r i c l a t e d  c r i t e r i a  c o n s t i t u t e  a succ inc t  

scs:ement of t h e  o p f o r t c n l t j  cost p i i i i c i p l e  An e x p e c t e d  r e t u r n  on 

e q u i t : ~  e q u a l  t o  t h a t  which caii be r e a i i z e d  o n  a l c e i n a ~ i v e  

i n v e s t m e n t s  of  corresI j indi i - .g  r i s k  w i l l ,  i n  t u r n ,  be s u f f i c i e n t  t o  

assure  c o n i d e n c e  i n  t h e  f i n a n c i a l  i n t e g r i t y  of t h e  e n t e r p r i s e ,  t o  

nLa;ntain i t s  c r e d i t ,  and  t o  p e r m i t  i t  t o  a : t r a c t  new c a p i t a l  on 

reasonab1.r  t e x m s  

The  compai-able e a r n i n g s  method i s  d e s i g n e d  t o  measure the 

r e t u r n s  e x p e c t e d  t o  be ea rned  un t h e  o r i g i n a l  cost .  bcok value of 

s i m i l a r  r i . s k  e n t e r p r i s e s  T h u s ,  t h i s  method p r o v i d e s  a d i r ec t  

measure  of t h e  f a l r  r e t u r n ,  s i n c e  i t  t r a n s l a t e s  i n t o  p r a c t i c e  the 

c o m p e t i t i v e  p r i n c i p l e  ;Ipon which r e g u l a t i o n  rests 

?he comparable e a r n i n g s  method n o r m a l l y  examines the 

e x p e r i e n c e d  arid;or p r o i e c t , e d  r e r u r n s  on book. common e q u i t y  The 

l o g i c  fox r e t u r n s  on book equ i ty  follaws f rom t h e  u s e  ,af o r ig ina l  

cost r a t e  base r e g u l a t i o n  for  p u b l i c  u t i l i t i e s  which uses a 

u t i l i t y ' s  book common e q u i t y  t o  d e t e r m i n e  t h e  cost o f  c a p i t a l  

T h i s  cost of  c a p i t a l  is, i n  t u r n .  \:sed a s  t h e  f a i r  r a t e  of re turn  

which is t h e n  a p p l i e d  ( m u l t , i p i i e d l  t o  t h e  book v a l u e  0'; r a t e  base 

t o  L s t a b l i s l i  t h e  dollar l e v e l  of c a p i t a l  costs  t o  be recovered  by 

t.he u t i l i t y .  ? h i s  techni .que  is t h u s  c o n s i s t e n t  w i t h  t h e  r a t e  base 

methodology u s e d  t o  set u t i i i t y  ra tes  

7 - 2  
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I 
I t  1.5 naint,ained that t!le cornpalable earnings standard is easy 

io calculate and the amount ci subjective judgment required is 

minimal The method avoids several of the subjective factors 

invclved i n  othei cost  of capital methodologies For example, the 

DCF nerhnrl requires the derrrmination of the growth r a t e  

co-templared by inveStGrs, which is A subjective factor The CAPM 

requires the specification of several expectational variables, such 

as market return ana  beta I n  contrasL, the comparable earnings 

approach makes use of simple readily available accounting data 

In addition. this method is easily understood and is firmly 

anchored in regulatory tradition (i e , Bluefield a n d  -1. The 

metkoa  1s nct infiuenced by the regulatory process t,o the same 

extent as market-based methods such a6 DCF and CAPM. The base to 

which the comparable earnings standard is applicable is the 

utility's book common equity. which is much less vulnerable to 

regulatory influences than stock price which is the base to which 

the market-based standards are applied Stock price can be 

;nfl&:rnced by the actions of regulators 

The rationale €or the comparable earnings technique is aptly 

stated by Morin (1994, 4 0 6 )  : 

"Although the Comparable Earnings test does 
not square well with economic theory, the 
approach is nevertheless meritorious. If the 
basic purpose of comparable earnings is to set 
a fair return rather than determine the true 
economic return, then the argument is 

7 - 3  



Aver3 

a cadeniic I f  regulators consi.der a fair 
seturn as one that equals the book rates or 
return earned by comparable risk firms rather 
than one Lhat js equal to the cost of capitai 
of such firms, t he  Comparable Earnings Cesr i.s 
relevant This notion oE fairness. rooted in 
the traditional legalistic interpretation of 
the language, vaiidates the Comparable 
Earnings test " 

Use of Book Rsturm 

The ratio return on common equity i s  computed as follow: 

NIAC (7.11 ROE - - 
CE 

where: ROE = ietuin on equlty 

NlAC = net income avaiiabie l o r  common equlty (atre, 

preferred dividends\ 

CE 5 common stockhoiders equity 

The return on equity ratio is OfLen regarded as the primary 

summary measure in traditional ratio analysis (Penman, 1991, 2 3 3 )  

Furthermore, a study by Ulock (1964. 1161 notes: 

"Return on equity appears as a direct 
influence on the price-earnings ratio, re- 
emerges as a major  cause of growth and is seen 
as a consistent pattern with earnings 
stability Even payout is controlled by 
expectations of profitability " 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 98 

Responding Witness: William E. Avern 

Q-98. Please provide copies of the source documents, work papers, and underlying data 
used in the development of Schedules WEA-I, WEA-2, WEA-3, WEA-4, WEA- 
5, WEA-6, WEA-7, and WEA-8. Please provide the data and work papers in both 
hard copy and electronic formats (Microsoft Excel), with all data and formulas 
intact. 

A-98. Please refer to the response to Question No. 89. An electronic copy of Dr. 
Avera’s analyses is provided on CD. Hard copies are not being provided due to 
the volume of data requested. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 99 

Responding Witness: William E. Avera 

Q-99 Please provide electronic copies (Microsoft Excel) of Schedules WEA-1, WEA-2, 
WEA-3, WEA-4, WEA-5, WEA-6, WEA-7, WEA-8, and WEA-9 Please leave 
all data and formulas intact 

A-99. Please refer to the response to Question No 98 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 100 

Responding Witness: S. Bradford Rives 

Q-100. With reference to page 19, line 15, please provide a copy of the S&P document 

A-100. Please see response to PSC-2 Question No 107(a) 





Response to AG-1 Question No. 101 
Page 1 of 2 

Rives 
LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 101 

Responding Witness: S. Bradford Rives 

Q-101. With reference to pages 18-23 and Exhibit 2, please (1) provide copies of the 
data, source documents, and work papers used to develop the capital structure 
for the electric and gas operations of the company in Exhibit 2; (2) show the 
details and magnitude of all adjustments that were made to the capitalization as 
of April 30, 2008; (3) provide the monthly amounts of short-term debt used in 
arriving at the short-term debt in the capital structure; (4) provide the monthly 
cash flow and capitalization amounts, including all actual and pro forma 
financings Please provide copies of the source documents, work papers, and 
data in both hard copy and electronic (Microsoft Excel) formats, with all data 
and formulas intact 

A-101. (1) See attached. The requested information is being provided on CD 

(2) See attached adjustments to capitalization: 
a) Reacquired Bonds (item (3) on page 1, Exhibit 2) were reacquired 

during March and April 2008. Short term debt was used to finance the 
repurchases. The adjustment is to reduce the short term debt and 
increase the long term debt to “true-up” the actual long term debt 
amount. See attachment ( I ) ,  page 2 within. 

b) Trimble County Inventories (item (3) on page 2, Exhibit 2) is a reduction 
of the inventory costs related to Trimble County IJnit 1. IMEA and 
IMPA own a total of 25% of the facility. The reduction is for their 
portion of the inventory. 

c) Investment in OVEC (item (4) on page 2, Exhibit 2) is the 4.9% 
investment in OVEC (see Ohio Valley Electric Corporation provided in 
attachment (1) page 1 within). 

d) JDIC (Job Development Investment Tax Credit) (item (5) on page 2, 
Exhibit 2) is the unamortized balance of tax credits preceding 1985 

e) Advanced Coal Investment Tax Credit (item (6) on page 2, Exhibit 2) is 
a 15% credit received on eligible construction expenditures on Trimble 
County 2. 



Response to AG-1 Question No. 101 

Rives 
Page 2 of 2 

Item 
JDIC (electric) 
JDIC (gas) 
Advanced Coal Investment 

Amount 
$31,721,091 

1,094,255 

Tax Credit 

The adjustments d) and e) above are shown as a single line item on the 
balance sheet (see Investment Tax Credit provided in aflachment ( I ) ,  page 
1 within). 

( 3 )  See attachment to response to item (4) within 

(4) See attached for actual financings. There are no pro forma financings. 

13,279,626 
Total $46,094,972 
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Attacliment to Response to AG-1 Question No. lOl(1) 
Page 2 of 2 

Rives 

POllYllon Conlml Bonds- 
S ~ l l e ~  Y .  2000 A JC 
Senos Z.2000 ATC 
SoncnPA-ZOO1 A IC 
Sallo~ BB . 2001 A JC 
Smes CC 2001 A TC 
Series DO 2001 B JC 
SemsEE-2001 BTC 
SellasFF ZOOZATC 
SsdosGG-ZOO3AJC 
Series HH. 2005 A JC 
JCZOOlA$3lM 
JCZOOlB $35 2M 
JuOOlA$GOM - 
Tal.lExfamrl Deb1 
Catted sonar 

LOUISVILLE GAS AND ELECTRIC COMPWY 
ANALYSIS OFTWE EMBEODEOCDSTOFCAPITALAT 

April 30.2008 

LONG-TERM DEBT 

NOICL Payable Io Fldalla Corn 
Noleg Payablo lo Fldclia Cam 
Nola% Payable lo FldeL Corn 
No186 Payable lo FIdBL, Corn 
Noler Payable lo FldelW Corn 
Noler Payabla 10 Flddtl Corn 
Mandalollly Rcdeernabls Pmlomd S10rk 

Tow1 M o m I  Dobl 
15B15Sencr 

7 87500% " 
2 81000% " 
2 02800% 
3 220110% " 
322000% ' 
3 24000% " 
3 24000?5 " 
382300% " 
841500% ' 
2 55000% ' 
2 53000% 
2 53000% 
4 800005: 

25 000 000 
0 1  335 000 
I O  I04000 
22 500000 
21 500 000 
35 000 000 
35 000 000 
4l6~5000 

120000000 
40 000 000 1 
31 000000 I 

15200000 1 

80 000 DO0 

5711.304.000 

1000 150 
2 305 081 

265 331 
121 500 
085500 

1 134 000 , 1311 000 
1 501 523 
11211200 
1020000 

704 100 
890 580 

2 780 000 

21.G53.545 

23.004 
38.280 
I0.836 
0.878 

10.T40 
10 044 
10.844 
38.840 

111.1Il 

41 102 

325.Wl 

01.024 
143,700 

l l L 2 4  
85.400 
4'1.058 
48.884 
55 812 

100 308 
83.413 
20.811 
26.050 

8.501 
283,lOB 2 

1,120,545 

2.013.810 0 20 
2.541.881 3 0 0  

285 101 2 02 
01 1.800 3.0, 

3 511 

., 15" DO0 4.550,ooo 4 550 

911% 70000000 4 186000 4.W8.000 5 080 

12% 117000.000 2888.400 2.008COO 5 120 

5 310.000 5310 5 310.000 
1 082 500 4 130 i 082 500 

4 032.400 4,032.400 8 030 

55% 100.000.000 
3 1 %  100,000.000 
31% 25000.000 

DJ:i 00 000 000 

4.431 4.431 0 
410.0"0.0011 Z , . l l i ( i . lOO 4,431 21.853.137 I 2.2 . 5 0750% 

T O b  0811,3041.00" 50.7,7.800 325,881 - 0 1.124.002 52,180.520 1-1 



Attachment to Response to AG-1 Question No. lOl(4) 
Page 1 of 32 

Rives 

LOUISVILLE GAS AND ELECTRIC COMPANY 
Common Equity Cash Flow 
Test Year 

Dividends Paid - 06/2007 
Equity Contributions - 12/2007 
Dividends Paid - 03/2008 
Total 

Total Common 
Equity Cash Flow 
$ (30,000,000) 

20,000.000 
(40,000,000) 

$ (50,000,000) 



ACTION OF THE BQARD OF DIRECTORS 
OF 

LOUISVILLE GAS AND ELECTRIC COMPANY 
TAKEN BY WRITTEN CONSENT 

June 7,2007 

Pursuant to the provisions of Seclion 2718 8-210 of the Kentucky Business Corporation 
Act, the Board of Directors of Louisville Gas and Electric Company, a Kentucky corporation (the 
“Company”), hereby adopt the following resolutions by unanimous written consent in lieu of a 
special meeting and consent lo the actions contemplated thereby: 

REVISED BILATERAL LINES OF CREDIT STRUCTURE 

WHEREAS, on January 11, 2007, this Board previously granted authority to 
extend or renew bilateral revolving lines of credit facilities in a total amount not to 
exceed $185 million with various external financial institutions lo be used for 
general corporate purposes, which bilateral lines of credit have been the subject 
of successive annual Board approvals since approximately May, 2004; and 

WHEREAS, discussions with financial markets representatives and financial 
institutions indicale that a modified structure is appropriate Tor the facilities, 
including (i) reducing the aggregate Company total authorized amount to $125 
million, (ii) establishing facilities in total authorized amount of $35 million at 
Kentucky Utilities Company, an affiliate, and (iii) structuring the facilities for an 
approximate 5 year term, With individual borrowings having borrowings of less 
than 1 year (collectively. the “Modified Bilateral Lines of Credit“); and 

WHEREAS, the Company desires to implement the Modified Bilateral Lines of 
Credit during June 2007, which will become effective on or aboul the explralion 
of Ihe current facilities; and 

WHEREAS. il is deemed advisable and in the best interest of the Company lo 
grant approval aulhorily regarding the Modified Bilateral Lines of Credit. 

NOW, THEREFORE, BE IT RESOLVED, that the Company is hereby authorized 
to eslablish appropriate Modified Bilateral Lines of Credit facilities, in an amount 
not to exceed $125 million; and 

FURTHER RESOLVED. that Ihe appropriate officers of the Company be, and 
each of them hereby is, authorized and directed, for and on behalf of the 
Company to take such actions to enter into the Modified Bilateral Lines of Credit 
and execute and deliver loan agreements, credit agreements, notes. guarantees 
and such other agreements and documents. as the Chief Executive Officer, 
President, Chief Financial OHicer, any Vice President. Treasurer end Controller 
of the Company, shall. in their discretion, deem necessary, appropriate or 
advisable to consummale the transactions contemplated by these resoiutions, 
with the taking of such actions and the execution of such agreements or 



documents conclusively to evidence the authorization thereof by the Board of 
Directors; and 

FURTHER RESOLVED, that the appropriale officers of the Company be, and 
each of them hereby is, authorized and directed to prepare, execute and deliver 
such applications, filings, or notices to governmental, commercial or financial 
entities as they may deem necessary or advisable in connection with the 
Modified Bilateral Lines of Credit, including but not limited to, submissions to 
federal and state reguiatoiy agencies: and 

FURTHER RESOLVED, that all actions heretofore or hereafter taken by any 
officer of the Company in connection with the transactions contemplated by these 
resolutions be, and they hereby are, approved, ralified and confirmed in all 
respecls 

DECLARATION OF COMMON S O C K  DIVIDEND 

RESOLVED, Ihat a dividend is hereby declared on the Common Slock of the 
Company equal to $30 million, payable on June 20, 2007 out of the Company’s 
retained income to E.ON 1J.S. LLC, the holder of record of such Common SIock 
as of the close of business on June 20, 2007 

WITNESS the signatures of the undersigned, who are all of the directors of 
Louisville Gas and Eleclric Company as of the date first written above 

I____. 

Viclor A Staffieri 

Chris Hermann 

JohnR McCall 

S Bradford Rives 

Paui W Thomoson 



Common Stock Dividend . Declared June. Payable J i m  20,2007 

Class 

Common Stock - $30 million declared 

Accounl438003 . Common Stock Div Declaied 
Account 238200 ~ CS Div Payable 

Total 
Shares DividendlSh Dividend 

30,000.000.00 
30.ooo.000 ao 



IKCO>IINC IXIEllhL. bIOKt. \  'I I (hSFI I  

2U,OO(!.cloO ao I ? 1 I l l r U i S S  O i l 2 2 1  160755 2r?,0u0,u00 (11) 0 OD o on <7 ____- RE TYPE BOOK IN C'ATE:i22:G7 Tll~:1E.1132 E T  
TRN:2C'07:221OfllG07eC1 SNDR REF 80785U043 
E-ERSIICE REI.'. 
RELATED REF 
DXlG:E ON LJ S SERVICES IVC 220 W MAIN STREET LOUISVILLE 
K Y  40707 lJSA ID 
O R G W  ID. 
IUS @K:ECS-ELEClROI4IC COMMERCE SYST ID:ECSA 
SNC! HK: IO 
ENF LOLJISVICI E GAS 8 ELECTRIC CO FINANCIAL ACCOUNl IWG & 
EFPORTING P 0 BOX 32030 220 W hlAlN $T 9TH EL LOLJISVILLE KY 
flC552 ID (133752089133 
EIdF t iK: IO: 

PA.YI*'IEFIT DETAILS: 
1111-- "_ 

$01 iten1s: I 20 o w  ooo uii TOTAL z u  oou.olrn olr 

T O l X  CREDITS 

20 O M  OJO IQU c "I 1181115 L 20 000 000 OC, 



From: 
Sent: 
To: 
cc: 
Subjecr: 

Caiiahan dare? 
Tdesdav Decetnaer 18 2007 4 11 PI:\ 
Dlckson. Glor a; Schmid:. Sandy, Sizemore, Tina; ihleuter Fred 
I...leIis Heather, Bus.1. Tom; Keliy. Mini --.. 

, \-- 

In my meeting with Healner :his afternoon. we ciscussed some of Ihe unusual t ransact io~ thal will be coming 
through in Noveiirber, InClIJdlng the equi!y tonlribulions from EUS lo LG&E and KU lo: $20M each Healher 
brought Io my attention tnal :he ;as1 $55'4 KU equily conlribulion. in September, was made using an incorrect 
prodGct cooe, which caused i: lo map lo SAP incorracliy 

"Addilions in Scope"(XY0) was used. rather Ihan "Increase in Capita!" (X36) Please note lhal 
"addltions/dis~osais in  scope- prodlJCl codes are very Darticular l o  mergers, acquisitions. and sales of business 
entilies and should not ~ t ?  used lo: nornal day Io day trai>saclloris 

Gloria or Sandy (please cooroinate) .. From J128-0110-0907, please make IhE !oilowing correcting joiirnal enlry in 
December: 

DR 0110710015590015590211001000006990000 55,000,000 00 
CR 01103.36015530015590211001000006990000 55,000.000 00 

Sandy a c-3 d T- oi the ilew equily conlributions in December. please make (he follow!ng enlries for your 

->.E,.. 
company (LGSE and KlJ '_I_----- 

0100 703006250006250131092000006990000 20,000,000 00 
20,000,000 00 

DR 01107030'5590015590 131092.000006990000 20.000.000 00 
20.000,OOO 00 

--,-. 
0I00736006250006250211001000006990000 

-\ 
<e 

CR 0110 3360'559@015590.:!11001 00000699~0000 

Fred - The correclio- needed above. cairsed me lo look into how we booked the ENGT squily contribution back in 
June A correcting enlry is needed ir l  December on ENGT as follorvs 

DR 0537.710000537000537211001000006990000 2,000,000.00 
CR 2 .ooo.ooo. 00 0537,736 000537 000537 21 1001 0000 069g,OOOO 

Please make the above enlries prior to Ihe end of Day 1. Januav 2. ZOOS, so loat we won't have any discrepancies when I 
do the SAP-SEM IC Recoi?cilialion at the end 01 Day 1, ior year-end, I1 you would shoo: me an email when your eniries 
are posted. i would appreciate i t  Let me know I! yoti hade any qUeStiOnS 

Have a good evening! 

Knmr Cnllnlrnit 
Senior Accounting Analysl 
(502) 627~4327 
Karen Callahan@@On-lJS corn 
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Wiedmar, John 

From: Arbough. Dan 

Sent: Tuesday. December 1 i 2007 12.45 Plvl 

To: Wiedniar. John 

Subject: 

Signed By: dan arbough@!:eon-us coin 

-._I- . . . __ - . . . . .. . 

RE Eciiily Coniribui’oils . 12-2:-C7 

520 million Lo each 01 KU and LS&E IS coi:ec: 

Dan 

Wan, 

For suppofing documenlalion lo lne disbursemenl reqJesl we ape prepzrlng please confirm itla1 we need to make equliy 
conlribulions from E ON U S of $20 million 10 LG&E and 520 rwllion to KU 

Thanks 



EQUITY CONTRIBUTIONS 
TO 

LOUISVILLE GAS ANTELECTRIC COhlPANY - AND 
KENTUCKY UTILITIES COMPANY 

WHEREAS, the Conipany is the sole shareholder of Louisville Gas and Electric 
Company ("LGBE~) and Kentucky Utilities Company CKU") and deems i t  
advisable and in lhe best interests of the Company, LGBE and KU thal it 
contribute up to approximately $20 million and $155 million a5 equity to LGBE 
and KIJ, respflctively, in conneclion with the capital. financial or operating needs 
of LGBE and KU during 2007 (the 'Contributions"j 

NOW, THEREFORE, BE IT RESOLVED, that the Board of Directors hereby 
authorizes the Conlributions, rvhich conlributions may be made in the amounts 
and al the times determined by nppropriate officers of the Company consistent 
wilh these resolu!ions and may be in sucn Iorms as de!ermined by the officers of 
the Company consistenl wilh sound business practice; and 

FURTHER RESOLVED. thal the appropriate officers be, and each of (hem 
hereby is, authorized in the name and on behalf 01 the Company and under its 
seal or orhewise, to lake of cause lo be taken a!l such aclions and to execute 
and deliver or cause to bc execuled and delivered all such documents, 
certificates and agreements as sum otficers may deem necessary, advisable or 
appropriate in connection with the Contributions and the transactions 
conlemplaled hereby. and to incur all such fees and expenses as shall be 
necessary, a5visable ot appropriate in their judgment in order Ihe carry inlo effect 
the purpose and intent of any and all of the foregoing resolutions; and 

FURTHER RESOLVED, lhat any acts of the ofiicers of this Company and of any 
person or persons designated and authorized to so acI by an officer of thls 
Company, which acts would have been authorized by the foregoing resolutions 
except that such ac:s were taken prior to the adoption of such resolutions, are 
heroby severally falifisd. confirmed. approved and adopted as acts in the name 
of and on behalf of this Company 

PENSION PLAN,CONTRIBUTIONS 

WHEREAS, Ihc Company, LGBE and KU propose to make up to approximately 
$:12 miliion in contributions lo pension plans relating to employees of the 
Company cr its subsidiaries during 2007, in the  following approximate amounts 
respectively: the Company $43 milmn. LG8E $56 million and K1J $13 million 
(collectively. the "Pension Contributions"); and 

WHEREAS. the Pensioc Ccrtrihutions may take the form o! cash, noles. 
securities ot Other assel5 and will ircrease the fundinG status of the various 
pension plans lo ie.ie!s which Dromole cetlaif. actuarial, legal, regulalory and tax 

2 



WITNESS the s ipa I .ms of !he Wdersi$ned rihc are ail of Ihe directors of E ON U S 
LLC R S  ci tbe dale ci-st w i 3 e n  abo-ve 

Chris He t*- ann 





Uaok of America 
f..Oii u s LLC 

I.GE i k l a i l  

ourcoix ~ I O N E Y  TIL\\SSI.F.H I ) L R I T  
.I(, ,M?J O < W  CD Ci1000C'G0'JO 003i0192i36 

WIRE 1YPE:WIRE CJLJT DATE:O83320 Tl'.E:15.19 ET 
TRN:20DB032@00192736 SERVICE REF:003026 
GNI;:GS.=G lD:4161467 9NF 6K:NORTHERN TRUST COMPAhY 
ID 07:030152 PMT DET:l9260867 FFC E ON US LLC ACC 
1 liiE5-033662 IHBCODE CGE-LJTP BATCH 3838 

WIRE TYPE:%'IRE OlJT DATE080323 TIME1031 ET 
TRN 2G0!!032003i155.?d SERVICE REF:flO14?8 
QNF:COKINOS N A l U W L  GAS COMPAN ID544775330 
BNF 8*: .1PMORGAN CHASE BANK NA ID:OZlODC021 

4 (r:i 625 CfJ o0I?0wouou 00J10115134 

PE:J  ET a071170473 ACCT 107680 IACCIFOR F~JHTHEH CRE 
3.515 SLY1 2: 00~6GUOODO CWJ70II5541 

W!RE TYPE:Vs'IRE CUT DATE:360320 TIME.lOO1 ET 
TRN:Z00803200011554 1 SERV;CE REF:001365 
~tti:CO:.l~COPHIL,LIPS COMPANY 13 E95207951 BNF RK:J P 
1 . ~ ~ t i ~ i 4  CHASE AND co 1Do:moco13 PMT o ~ ~ : a 0 7 6 7 0 4 7  
d 

3,@55.951 09 ( l~~o(iu.3oo~l 003iOIlSJJ7 
\\'IRE TfPE W R E  OL!T DATE:380320 Tlh!I:lOO? ET 
TRti:2CiG83320OC1155447 SERc'lCE REF:Mj1376 
H N t  i fMS GAS T W S M I S S I O N  lD:30538258 EMF 6K:ClTl 
BAhK t4 A lC:021000089 PMT DET:807870479 

W R E  TYPE:WIRE OUT UATE:O90320 TlME:1617 ET 
TRN 7008037000252163 SERVICE REF:OO4476 
BNF:PJM INTERCONNECTION LLC ID:80135898% 6NF 6K:P 
NC @ANK NA ID:C31237607 PhlT DET1926816J 3-6-08 S 
TAXMENT 

VJlRE TYPEWRE OUT OATE:080320 flEAE:1001 ET 
TRt~:.2O09032000i >5542 SERVICE REF.OO"~365 
6NF:CONSTEI.b\TI3N ENEXGY COhlMO 10:0019190s?78 
B N i  QrCMANUFACTLIRERS AND TRADE ID:fl22000~>46 
Ph'T DET.807870475 

'NIRE TYPE:WIRE OUT DATE:080320 TIME:1001 ET 
TR1.1:20080320M)115543 SERVICE fiEF:G01366 
0NF:CROUNSE CORP ID:0000112135 BNF 6K:REGIONS BANK 
1U:O620G5690 Ph!T DET:80787W76 

756,Sbl 00 ooooO~ouULI OWi0252 I61 

221.195 Gil  o~onuo~iwo o(137O11554: 

Z ( i21611 OuOOWOOuO DlJ)?DIIJ!43 

__. 
TOTAL j 2 . 2 ~ 1 3 . o S 2  71 I O !  l lem: i 

OLITCOIfiC IXTERNI. hlO>EV'I'RNSFR 
40 OLV CLVJ UU OOWOOOOUO @0?70115544 

L !RE N P E  900% OUT OATE:080320 TIME:1001 E i  
iRN:2008032C00115%4 RELATED REF:007070477 
8N: E ON U S L i C  ID 003752102075 

R e p n  Cmalod: 03(3112008 10:32 CST 
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ACTION OF THE BOARD OF DIRECTORS 
OF 

LOUISVILLE GAS AND ELECTRIC COMPANY 
TAKEN BY WRITTEN CONSENT 

IN LIEU OF AN ANNUAL MEETING 

March 18, 2008 
i 

Pursuant to the  provisions of Seclion 2718 8-210 of the Kentucky Business Corporation 
Act Ihe Board of Directors of Louisville Gas and Electric Company. a Kentucky corporalion (the 
"Company' or "LG&E'j. hereby adopt the following resolutions and consent to the actions 
contemplated thereby in lieu of a special meeting 

ELECTION OF OFFICERS 

RESOLVED, that each of the following persons be appointed to Ihe office of the 
Company set out below cpposile hi5 or her name, to hold such office until Ihe 
next annua! meeting c.! the Board of Directors excepl as olherwise provided in 
the By-laws and Io have all those duties and powers permitted by law, or by the 
Articles of Incorporation or by the By-laws. or as othenvise appropriate 

Victor A Siaffieri 

Daniel K Arbough 
Michael S Beer 
Lonnie E t3ellar 
Kent W Biaku 
D Ralph Bowling 
Laura M Douglas 

Chris tiermann 
R , W  Chip Keeling 
John R McCali 

John P Malloy 
Dorolhy E O'Brien 

Paula H Poltiriger 
S Bradford Rives 
Valerie L Scoll 
George R Siemens 
David Sinclair 
Paul Gregory Thomas 
Paul W Thompson 
John N Voyles. Jr 
Wendy C Welsh 

Chairman 01 the Board. Chief Executive Officer 
and President 

Treasurer 
Vice Presidenl - Federal Regulation and Policy 
Vice President -Stale Regulation and Rates 
Vice President - Corporate Planning and Development 
Vice President - Power Operations - WKE 
Vice President - Corporate Responsibility and 

Senior Vice President - Energy Delivery 
Vice President -Communications 
Executive Vice President, General Counsel. 

Corporate Secretary and Chief Compliance Officer 
Vice President - Energy Delivery - Retail Business 
Vice President and Deputy General Counsel, 

Senior Vice President - Human Resources 
Chief Financial OHicer 
Controller 
Vice President - External Affairs 
Vice President - Energy Marketing 
Vice President - Energy Delivery - Distribution Operations 
Senlor Vice President - Energy Sewices 
Vice Presidenl - Regulated Generation 
Senior Vice Presidenl - Information Technology 

Community Affairs 

Legal and Environmenlal Affairs 



ESTABLISHMENT OF BANK ACCOUNTS 
AND 

APPOINTMENT OF AGENTS 

RESOLVED. that any MO officers, one of which shall be either Ihe Treasurer or 
the Chief Financial Officer of (he Company be, and they hereby are, authorized 
and directed. for ana on behalf of the Company, to take any and all actions that 
they may deem necessary or advisable in order to establish or terminate any 
bank, savings, trust and securities safekeeping and olher banking or investment 
accounts, from lime to lime. for the efficient conduct of lhe Company's business; 
and the Board of Directors hereby adopts the form of any and all resolutions 
required by any such banks, savings and loan associations or financial 
institutions to be adop:ed in conneclion Iherewith; and 

FURTHER RESOLVED. that the officers of the Company be. and each of them 
acting alone hereby is, authorized and directed, lor and on behalf of the 
Ccmpariy. lo take any and all actions lhat he may deem necessary or advisable 
regarding appmlments of routine agents, allorneys-in.facl and olher 
represenlalives from lime to time. for the efficient conduck of the Company's 
business; and the Board of Directors hereby adopts the form of any and all 
resolutions required by any third parties or entities to be adopted in conneclion 
with the (i) eslablishment. amendment, maintenance or termination of such 
activities and/or (ii) the designation of offscers. employees, represenlalives or 
agents of lhe Company authorized Io effecl lransactions (including relating lo  
banking, savings. inves!ment and financia' accounts) relaling thereto: and 

FURTHER RESOLVED, that. in connection herewith, the Secretary of the 
Company is hereby perrnifled lo file a copy of each resolution required by any 
third parly or entity with the minutes of the Company and is hereby aulhoriued, 
empowered and directed to provide to any third party or enlity, a certified copy of 
such resolutions and to execule and deliver any further documents as may be 
reasonably required by such party or entity 

. 

APPOINTMENT OF INDEPENDENT AUDITORS 

RESOLVED, tha: PricewatemouseCoopers LLP IS hereby appointed to perform 
an audit of the accounts of the Company from the date of Ihe last audited report, 
said audit to cover the period from January 1, 2008 to December 31. 2008, 
inclusive 

RATIFICATION OF ACTS 

RESOLVED, thal any actions taken by any of Ihe officers and directors of the 
Company since the last Annual Meeling of the Company's directors which are 
within Ihe aulhority conferred hereby, are hereby. ratified. confirmed and 
approved 



DECL R TlON OF COMMON STOCK DIVIDEND 

i J , ,  
RESOLVED, thal a diy%eno I S  hereby declared on the Common Stock of the 
Company equal to $40 miillon payable or1 March 20. 2008 out 01 the Company's 
retained income lo E ON U S LLC. the holder of record of such Common Stock 
a s  oi :he close of business on March 18, 2008 

FURTHER RESOLVED. thal the Treasurer 01 the Company be and is hereby 
authorized to pay these dividends by check or otherwise and to take all 
necessary steps lherefore 

WITNESS the signalures of the undersigned who are all o l  the directors of 
?ouisville G a s  and Elect:ic Company a s  of 

Chris &rrh nn 

0 McCall 

S Bradlord Rives 

i 



m
m

"
 



Attachment to Response to AG-1 Question No. lOl(4) 
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Rives 

Money Pool Statements - May 2007 
POOL I LGE 

Date 

Beginning Balance 
0510 1/07 
05/02/07 
05/03/07 
05/04/07 
05/05/07 
05/06/07 
05/07/07 
05/08/07 
05/09/07 
05/10/07 
05/11/07 
05/12/07 
05/13/07 
05/14/07 
05/15/07 
05/16/07 
05/17/07 
05/18/07 
05/19/07 
05/20/07 
05/21/07 
05/22/07 
05/23/07 
05/24/07 
05/25/07 
05/26/07 
05/27/07 
05/28/07 
05/29/07 
05/30/07 
05/3 1/07 

Debit Credit 

2,275,000 00 
2,990,000 00 

7,160,000 00 
3,550,000 00 

5,975,000 00 
2,895.000 00 
1,740,000 00 
2,690,000 00 

630,000 00 

670,000 00 
4,450,000 00 
4,160,000 00 

2.200,000 00 
46,010,000 00 

8,425,000.00 
580.000 00 

7,355,000 00 
3,195,000 00 

10,690.000.00 

1,370,000 00 
2,165,000 00 
2,255,000 00 

69,255,000.00 54,375,000.00 

Balance 

($21,033,000.,00) 
($ I8.758,OOO.OO) 
($15,768.000 00) 
($19,318,000.00) 
($12,158,000.00) 
($12,158.000.00) 
($12,158,000 00) 
($6,183,000 .OO) 
($3,288,000 ,OO) 
($1.548,000,00) 
$1,142.000.00 
$1,972,000 00 
$1,972,000.,00 
$1,972,000 00 
$2,642,000 00 
$7,092,000 00 

$1 1,252,000.00 
($34,758,000.00) 
($32,558,000.00) 
($32,558.000.00) 
($32,558,000 00) 
($40,983,000 .OO) 
($4 1,563,000.00) 
($34,208.000 00) 
($31,013,000 ,OO) 
($4 1.703,000.~00) 
($41,703,000.,00) 
($41,703.000 00) 
($41,703,000 00) 
($40,333,000 .OO) 
($38,168,000.00) 
($35,913.000.00) 

AVG 
Debt 
Rate 

5 2600% 
5.,2600% 
5.2600% 
5.2600% 
5 2600% 
5.,2600% 
5.2600% 
5.2600% 
5 2600% 
5.2600% 
5.2600% 
5.,2600% 
5.2600% 
5.2600% 
5.2600% 
5.2600% 
5.2 6 0 0 % 
5.2600% 
5.2600% 
5 2600% 
5.2600% 
5.,2600% 
5,,2600% 
5 2600% 
5.,2600% 
5.2600% 
5.,2600% 
5 2600% 
5 2600% 
5.2600% 
5.,2600% 

Interest 

($2,740.75) 
($2,303.86) 
($2.822.,57) 
($1.776.42) 
($1,776 42) 
($1.776.42) 

($903.4 1) 
($480.41) 
($226,18) 
$166 86 
$288.13 
$288., 13 
$288.13 
$386.03 

$1,03622 
$1,644.04 

($5.078.53) 
($4.757.09) 
($4,757.09) 
($4,757.09) 
($5.988.07) 
($6.072.82) 

($4,531.34) 
($6,09327) 
($6.093.,27) 
($6,093.27) 
($6,093.27) 

($5,576.77) 
($5,247,,29) 

($4,998.17) 

($5,893 .lo) 

5.2600% (92,739.36) 



Attachment to Response to AG-1 Question No. 101(4) 
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Rives 

Money Pool Statements - J u n e  2007 
POOL - LGE 

Date Debit Credit 

Beginning Balance 
06/0 1/07 2,390,000 00 
06/02/07 
06/03/07 
06/04/07 
06/05/07 
06/06/07 
06/07/07 
06/08/07 
06/09/07 
06/ 10/07 
06/1 1/07 
06/12/07 
06/13/07 
06/14/07 
06/15/07 
06/16/07 
06/ 17/07 
06/18/07 
06/19/07 
06/20/07 
06/23 1 /07 
06/22/07 
06/23/07 
06/24/07 
06/25/07 
06/26/07 
06/27/07 
06/28/07 
06/29/07 
06/30/07 

927,000 00 
6,130,000 00 
3,430,000.00 
4,260,000 00 

105,000 00 

970,000 00 
3,600,000 00 

3,272,000 00 
3,000.000.00 

3,aoo,oo0.00 

160,000 00 
33,815,000 00 
27,918,000 00 

6,470.000 00 
1,235,000 00 

28,385,000 00 
3,950,000 00 
3.1 12,000 00 
3,120,000 00 
2,974,000 00 

Balance 

($35,913.000.00) 
($33,523,000.00) 
($33,523.000.00) 
($33,523.000,00) 
($32,596,000 00) 
($26,466,000 ,OO) 
($23,036,000.00) 
($1 8,776.000.00) 
($18,671 .OOO.,OO) 
($18,671,000.00) 
($18,671,000 00) 
($17,701 .OOO.,OO) 
($14,10 1 .OOO.,OO) 

($7,829,000.00) 
($4.829,000.,00) 
($4,829.000.00) 
($4,829.000.00) 
($4,989.000.00) 

($38,804,000 ,OO) 
($66,722,000.00) 
($65,487.000.00) 
($71,957,000,00) 
($71,957,000 ,OO) 
($71.957.000.,00) 

($100,342,000.00) 
($96,392,000.00) 
($93,280,000.00) 
($90:160,000 ,OO) 
($87,1 86,000.,00) 
($87,186.000.00) 

($1 1,101,000.00) 

AVG 
Debt 
Rate 

5,2600% 
5.2600% 
5.2600% 
5.,2600% 
5.2600% 
5 2600% 
5 2600% 
5.2600% 
5.2600% 
5,2600% 
5.2600% 
5.2600% 
52600% 
5.2600% 
5.,2600% 
5,,2600% 
5 2600% 
5 2600% 
5.2600% 
5.,2600% 
5,2600% 
5.2600% 
5.2600% 
5.2600% 
5.2600% 
5 2600% 
5.2600% 
5.2600% 
5.,2600% 
5.,2600% 

Interest 

($4,898.08) 
($4,696 08) 
($4.898.,08) 
($4,762.64) 
($3,866.98) 
($3.365.82) 
($2,743 38) 
($2,728,04) 
($2,728.04) 
($2,728.04) 
($2.566.31) 
($2,060 31) 
($1,621.98) 
($1,143.90) 

($705.57) 
($705,57) 
($705.57) 
($728.95) 

($5,669.70) 

($9.568.38) 
($10.513 72) 
($10.51 3,72) 
($10,513.,72) 
($14,661,08) 
($14.083 94) 
($13,629 24) 
($13,173.38) 
($12,738.84) 
($12,738.84) 

($9,748.83) 

96,748,000.00 45,475,000.00 5.2600% (185,428.,73) 
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Rives 

Money Pool Statements -July 2007 
POOL ~ LGE 

Date 

Beginning Balance 

Debit Credit 

07/01/07 
07/02/07 
07/03/07 
07/04/07 
07/05/07 
07/06/07 
07/07/07 
07/08/07 
07/09/07 
0711 0107 
0711 1/07 
07/12/07 
0711 3/07 
07/14/07 
07/15/07 
071 16/07 
0711 7/07 
07/18/07 
07/19/07 
07/20/07 
07/21/07 
07/22/07 
07/23/07 
07/24/07 
07/25/07 
07/26/07 
07/27/07 
07/28/07 
07/29/07 
07/30/07 
0713 1/07 

1 ~ 120,000 00 
3,390,000 00 

4,165.000 00 
4,775,000 00 

950,000 00 
6,370,000 00 
3,275,000 00 
2,550,000 00 
4,090,000 00 

895.000 00 
6,195,000 00 

1,590,000 00 
26,l 10.000.00 

1,855,000 00 

10,920,000.00 

26,145,000 00 
6,350,000 00 

4,348,000 00 
1,448,000 00 

1,933,000.00 
360.000.00 

66,620.000.00 52,214,000.00 

Balance 

($87;186,000.00) 
($87,166,000.00) 
($86,066.000 00) 
($82.676.000 00) 
($62,676,000.00) 
($7831 1,000.00) 
($73,736,000.00) 
($73,736,000.00) 
($73.736,000.,00) 
($72,786.000.00) 
($66,416,000 00) 
($63,141,000.00) 
($60,59 1,000.00) 
($56,501,000.00) 
($56,50 1,000 00) 
($5630 1,000.00) 
($55.606,000.~00) 

($51 ,OO~l.OOO.OO) 
($77,111.000.00) 
($78.966,000.,00) 
($78.966.000.00) 
($78,966.000 00) 
($69.886.000.00) 
($83,536.000.00) 

($109,681 .OOO..OO) 
($105,333.000 00) 
($103,885,000.00) 
($103,885,000.00) 
($103,885.000.,00) 
($101,952,000.00) 
($10'1,592,000.00) 

($49,4 1 1.000.00) 

AVG 
Debt 
Rate 

5.,2800% 
5.2800% 
5.2800% 
5.2800% 
5.2800% 
5 2800% 
5 2800% 
5.2 8 0 0 % 
5 2800% 
5 2800% 
5.2800% 
5.,2800% 
5.2800% 
5,2800% 
5.2800% 
5.2800% 
5.2800% 
5.2800% 
5 2800% 
5.2800% 
5.2800% 
5.,2800% 
5 2800% 
5.2800% 
5.2800% 
5 2800% 
5 2800% 
5.2800% 
5.2800% 
5 2800% 
5 2800% 

Interest 

($12.787,28) 
($12,623.01) 
($12.125.81) 
($12.125,81) 
($1 1 3  14.95) 
($10.814.61) 
($10.814,61) 
($10,814.61) 
($10,675.28) 
($9,741 .,01) 
($9,260 68) 
($8.886.68) 
($8,286.81) 
($8,286.81) 
($8.286.81) 
($6,155 55) 
($7,246.95) 
($7,480.15) 

($11.309.61) 
($1 1,581 68) 
($1 1.581,68) 
($1 1,581.68) 
($13,183.28) 
($12,251 95) 
($16,086.,55) 

($15,236 47) 
($15,236,47) 
($15,236,47) 
(5 14,952.96) 
($14.900,16) 

($1 5,448.,84) 

5.2800% (358,515.22) 
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Rives 

Money Pool Statements -August 2007 
POOL - LGE 

Date Debit Credit 

Beginning Balance 
08/01/07 2,250,000 00 
08/02/07 12.240.000 00 
08/03/07 

. .  
975.000.00 

08/04/07 
08/05/07 
08/06/07 
08/07/07 
08/08/07 
08/09/07 
08/10/07 
08/1 1/07 
081 12/07 
06/13/07 
08/14/07 
08/1 5/07 
081 16/07 
081 17/07 
08/18\07 
06/19/07 
08/20/07 
08/21/07 
08/22/07 
08/23/07 
08/24/07 
08/25/07 
08/26/07 
08/27/07 
08/28/07 
08/29/07 
08/30/07 
08/31/07 

1,570,000 00 
2,945,000.00 
5,303,000.00 
3,820,000.00 
1,635,000 00 

2,935,000 00 
3,295,000 00 

4,860,000 00 
9,670.000.00 

13,585,000 00 

1.928.000 00 
6,575,000 00 

3.584.000 00 
6,390,000 00 

1,163,000 00 

24,995,000 00 

265.000.00 
3,206,000 00 

10.834.000.00 
7,270,000.00 

56,068,000.00 75,225.000.00 

Balance 

($10 1,592.000.00) 
($99,342,000 00) 

($86,127.000.,00) 
($86,127,000.00) 
($863 27,000,OO) 
($84,557,000 00) 
($81 ,612,000.00) 
($76,309.000.00) 
($72.489.000.00) 
($70,854,000.00) 
($70,854.000.00) 
($70,854.000.00) 
($67.9 19,000.00) 
($64,624,000 00) 
($74,294,000 ,OO) 
($69,434,000 ,OO) 
($83.01 9,000.00) 
($83,019,000~00) 
($83.0 19,000.00) 

($74,516,000.00) 
($80,906,000.00) 
($77,322.000.00) 
($78,485,000.00) 
($78,485,000.00) 
($78,485,000 ,OO) 

($1 03,480.000.~00) 
($100.274.000.00) 
($100.539.000.00) 
($89,705,000 00) 
($82,435,000 .OO) 

($87,102,000~00) 

($81,091,000.00) 

AVG 
Debt 
Rate 

5.2400% 
5.2400% 
5 2400% 
5.2400% 
5.2400% 
5.2400% 
5.2400% 
5.2400% 
5.2400% 
5.,2400% 
5.2400% 
5.2400% 
5.2400% 
5.2400% 
5.,2400% 
5.,2400% 
5,2400% 
5.2400% 
5.,2400% 
5.2400% 
5.,2400% 
5,2400% 
5 2400% 
5 2400% 
5.,2400% 
5.,2400% 
5.,2400% 
5.,2400% 
5.2400% 
5.2400% 
5.2400% 

Interest 

($14,459.78) 
($12.678.18) 
($12,536.26) 
($12,536.26) 
($1 2.536.,26) 
($12,307.74) 

($11;107,20) 
($1 0,551 ., 18) 
($.10,313.19) 
($.10,3 13.19) 
($10,313.19) 
($9.885.99) 
(59.406.38) 

($10,8 13.90) 
($10,106.50) 
($12,083.88) 
($12,083 88) 
($1 2,083.,88) 
($1 1.803.,25) 
($10,846.22) 
($1 1,776,32) 
($1 1,254 65) 
($1 1,423.,93) 
($1 1,423.,93) 
($1 1,423.93) 
($15,062.09) 
($14,595,44) 
($14,634.01) 
($1 ($13,057.06) 1,998.,87) 

($1 1,879 08) 

5.2400% (367,295.62) 
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Rives 

Money Pool Statements  -September  2007 
post. - LGE 

Date Debit 

Beginning Balance 
09/0 1 /07 
09/02/07 
09/03/07 
09/04/07 
09/05/07 
09/06/07 
09/07/07 
09/08/07 
09/09/07 
09/10/07 
09/11/07 
09/12/07 
09/ 1 3/07 
09/14/07 
09/15/07 
09/16/07 
09/17/07 
09/18/07 
09/19/07 
09/20/07 
09/21/07 
09/22/07 
09/23/07 
09/24/07 
09/25/07 
09/26/07 
09/27/07 
09/28/07 

09/30/07 
09/29107 

Credit 

2,100,000.00 
2,292,000 00 
3,510,000 00 
1,550,000 00 

2,130,000.00 
3,890,000 00 
3,415,000 00 
7,490,000.00 
3,700,000 00 

587,000 00 
3,660,000 .OO 
2,525,000.00 

12,78 1,000.00 
2,120,000 00 

6,032,000 00 
26,746,000 00 
17,065,000.00 

1,925,000 00 
4,006,000 00 

Balance 

($82,435,000 .OO) 
($82,435,000.00) 
($82,435,000.,00) 
($82,435,000.00) 
($84,535,000 00) 
($82243.000 00) 
($78,733,000 ,OO) 
($77,183,000.,00) 
($77,183,000.,00) 
($77,183,000,00) 
($75,053,000 00) 
($71,163,000 00) 
($67,748.000.00) 
($60,258,000.00) 
($56,558,000.00) 
($56,558,000.00) 
($56.558.000 00) 
($57,145.000.00) 
($53,485.000.00) 
($50,960,000.00) 
($63,741,000.00) 
($61 ,621,000.00) 
($61,621,000.00) 
($61,621,000 00) 
($67,653,000 ,OO) 
($94,399,000.,00) 

($11 1,464,000.00) 
($109.539.000.~00) 
($1 05,533,000.00) 
($105,533,000 00) 
($105,533,000 00) 

AVG 
Debt 
Rate 

5.6200% 
5.6200% 
5.,6200% 
5.6200% 
5.6200% 
5.6200% 
5.,6200% 
5.6200% 
5.6200% 
5.6200% 
5.6200% 
5.6200% 
5.6200% 
5.6200% 
5.6200% 
5.6200% 
5.620046 
5.,6200% 
5.6200% 
5.6200% 
5.6200% 
5.6200% 
5.6200% 
5.6200% 
5,6200% 
5.6200% 
5 6200% 
5 8200% 
5,6200% 
5.6200% 

Interest 

($1 2,869.02) 
($12,869.02) 
($12,869,02) 
($13.1 96.85) 
($12,839.05) 

($12.049.12) 
($.12,049.12) 
($12,049 12) 
($1 1,716 61) 
($1 1,109,34) 
($10.576.22) 
($9.406.94) 
($8.829.,33) 
($8.829.,33) 
($8,829.33) 
($8,920.97) 
($8,349.60) 
($7,955.42) 
($9,950 68) 
($9.61 9.,72) 
($9.6 19,72) 
($9.6 19.,72) 

($10,561.39) 
($14.736.73) 
($17,400 77) 
($17,100.26) 
($16,474.87) 
($16,474.87) 
($16.474 87) 

($12,291 “10) 

65,311,000.00 42,213,000.~00 5.6200% (355,638.1 1) 
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Rives 

Money Pool Statements - October 2007 
POOL - LGE 

Date Debit Credit 

Beginning Balance 
1010 1/07 
10/02/07 
10/03/07 
10/04/07 
10/05/07 
10/06/07 
10/07/07 
10/08/07 
10/09/07 
10/10/07 
1011 1/07 
IO/ 12/07 
10/13/07 
10/14/07 
101 15/07 
10/16/07 
10/17/07 
1 O/ 18/07 
101 19/07 
10/20/07 
10/21/07 
10/22/07 
10/23/07 
10/24/07 
10/25/07 
10/26/07 
10/27/07 
10/28/07 
10/29/07 
10/30/07 
10/31/07 

5,470,000 00 
5,255.000 00 
1,675.000 00 

14,523.000 00 
1,805,000.00 

1,034,000 00 

6,304.000 00 
2,300.000 00 

10,218,000 00 

1 1,467,000 00 
5,027.000 00 
3,055,000 00 

4,918,000 00 
14,635,000 00 

9,053,000 00 
7,295,000 00 
2.335.000 00 

525.000 00 
41,000,000 00 

2.165.000 00 

2395.000 00 
4,520,000 00 

81,625,000.00 75,550.000.00 

Balance 

($105,533,000 00) 
($1  11,003,000 00) 
($105,748.000.00) 
($104,073,000.00) 
($89,550,000.00) 
($87,745,000 .OO) 
($87,745,000 ,OO) 
($87,745.000.,00) 
($87,745.000.00) 
($86,711,000.00) 
($76,493,000 00) 
($70,189.000.00) 
($67,869,000.00) 
($67,889,000.00) 
($67,889,000.,00) 
($79.356,000.,00) 
($74,329,000.00) 
($71,273.000.00) 
($85,908.000.00) 
($80,990.000.~00) 
($80,990,000.00) 
($80,990,000 00) 
($90,043,000 00) 
($82,748.000 ,OO) 
($80.4 13,000.00) 

($121,413,000.00) 
($120.888,000 00) 
($120.888,000 00) 
($120,888,000 00) 

(5 1 1 1,608,000~00) 

($1 18,723.000.00) 
($1  14,203,000.,00) 

AVG 
Debt 
Rate 

5.0500% 
5.0500% 
5.0500% 
5.0500% 
5.0500% 
5.0500% 
5.0500% 
5.0500% 
5 I 0 5 0 0 % 
5 0 5 0 0 % 
5,0500% 
5.0500% 
5.0500% 
5.0500% 
5.0500% 
5.0500% 
5.,0500% 
5.0500% 
5..0500% 
5,.0500% 
5,0500'~ 
5.0500% 
5.,0500% 
5.0500% 
5 0500% 
5 0500% 
5.0500% 
5 0500% 
5.,0500% 
5.0500% 
5.0500% 

Interest 

($15.57.1 25) 
($14.834.09) 
($.14.599.13) 
($.12.56 1.88) 
($12,308.67) 
($12,308.67) 
($12,308.67) 
($12,308.67) 
($.12.,163.63) 
($10,730.27) 
($9,845.96) 
($9,523.32) 
($9,523.32) 
($9,523.32) 

($1 1 :13 1.88) 
($.10.426.7 1 ) 

($12,050.98) 
($1 1,36 1 ., 10) 
($1 1,361 I 10) 
($1 1,36 1 10) 
($1 2,631.03) 
($11.607.71) 
($1 1,280.16) 
($17,03 1.55) 
($16,957.90) 
($1 6,957.,90) 
($16.957.90) 
($.16.654.20) 
($16,020.14) 
($15,656.12) 

($9,998.02) 

5.0500% (397.556.35) 
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Money Pool Statements - November 2007 
POOL - LGE 

Date Debit Credit 

Beginning Balance 
1 110 1/07 
11/02/07 
11/03/07 
11/04/07 
11/05/07 
11 /06/07 
I 1/07/07 
11/08/07 
11/09/07 
11/10/07 
1111 1/07 
1 11 12/07 
11/13/07 
11/14/07 
11/15/07 
11/16/07 
11/17/07 
11/18/07 
11/19/07 
11/20/07 
11/21/07 
11/22/07 
11/23/07 
11/24/07 
11/25/07 
11/26/07 
11/27/07 
11/26/07 
11/29/07 
11/30/07 

180,000 00 
6,100,000 00 

7,909,000 00 
1,340.000.00 
4,480.000 00 
3,633,000 00 

3,305,000 00 

887.000.00 
7,240,000 00 

4,495,000 00 
4,205.000 00 

27,100.000.00 

29,100,000 00 
3,680,000.00 

33,755,000 00 
3,376,000 00 
1,271.000.00 

3,017,000 00 

63,890,000.00 85,383,000.00 

2,200,000 00 

Balance 

($1 11,608,000.,00) 
($1 11,788,000.00) 
($103,688,000 00) 
($103,688,000.00) 
($103,688.000.~00) 

($95,779,000 00) 
($94,439,000 .OO) 
($89,959,000.00) 
($86,326.000.00) 

($89,631 ,000.,00) 
($89.631.000.00) 
($89,631.000,00) 
($88,744,000 00) 
($81,504,000.00) 
($85.709.000.,00) 
($8 1.2~l4.000.00) 
($81,214,000 00) 
($81214,000 00) 

($108.314,000.~00) 
($104,634,000.,00) 
($1 33,734,000.00) 
($133,734,000.00) 
($1 33,734,000 .OO) 
($133,734.000.00) 
($133,734,000.00) 
($99,979,000.00) 
($96,603,000 00) 
($95,332.000.00) 
($93,132.000.00) 
($90,1 15,000 00) 

(21,493,000.00) 

($89,631 .ooo.ao) 

AVG 
Debt 
Rate 

4 7200% 
4,7200% 
4.,7200% 
4 7200% 
4.7200% 
4.7200% 
4.,7200% 
4 7200% 
4 7200% 
4.,7200% 
4 7200% 

4 7200% 
4.7200% 
4.7200% 
4.7200% 
4 7200% 
4 7200% 
4 7200% 
4 7200% 
4.,7200% 
4.,7200% 
4.7200% 
4.7200% 
4.7200% 
4.7200% 
4.7200% 
4.7200% 
4.7200% 
4.7200% 

4.72aooh 

Interest 

($14,656.65) 
($13,594.65) 
($1 3,594.65) 
($1 3,594.,65) 
($12.557.69) 
($12,382,00) 
($1 1,794.,62) 
($1 1,318.30) 
($1 1.751.62) 
($11,751.62) 
($11,751.62) 
($1 1,751 .,62) 
($11,635.32) 
($10,686 08) 
($1 1,237 40) 
($ 10,648.06) 
($10,648.06) 
($10,648.06) 
($1 4.20 1.17) 
($1 3,718.68) 
($17,534.01) 
($1 7,534.01) 
($17.534.,01) 
($17,534.01) 

($13,108.36) 
($12,665.73) 
($1 2,499.,08) 
($12,210.64) 
($.l 1.815,06) 

($17,534 01) 

4.7200% (393,891.46) 
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Money Pool Statements  -December  2007 
PoaL - LGE 

Date 

Beginning Balance 
12/0 1 /07 

Debit Credit 

12/02/07 
12/03/07 
12/04/07 
12/05/07 
12/06/07 
12/07/07 
12/08/07 
12/09/07 
12/10/07 
12/11/07 
1211 2/07 
12/13/07 
12/14/07 
121 15/07 
12/16/07 
12/17/07 
12/18/07 
12/19/07 
12/20/07 
12/2 1/07 
12/22/07 
12/23/07 
12/24/07 
12/25/07 
12/26/07 
12/27/07 
12/28/07 
12/29/07 
12/30/07 
12/31/07 

665,000 00 
547.000 00 

18,700,000 00 
5,589,000.00 

2,235,000 00 

2,940,000 00 
1,455,000 00 
4,348,000 00 

3,329,000 00 
2,220,000.00 

1,760,000 00 
3,313,800 00 
3,223,000 00 

29,220,000 00 
6,600,000.00 

3.906,000.,00 
2,145,000.00 
2,100,000.00 

1,500,000 00 

41,961,000.00 53,834,800.00 

Balance 

($90,115,000~00) 
($90,115,000.00) 
($90,115,000.~00) 
($89,450.000.00) 
($88.903.000.00) 
($70,203.000.00) 
($64,614,000.00) 
($66,849,000.00) 
($66,849,000.00) 
($66,849,000 .OO) 
($63.909.000.~00) 
($62,454,000.,00) 
($58,106,000.00) 
($55,886,000 00) 
($52.557.000.00) 
($52.557.000.00) 
($52.557,000.,00) 
($50,797,000.,00) 
($47,483,200,00) 
($44,260,200 00) 
($73,480,200.,00) 
($80.080,200.~00) 
($80,080,200.00) 
($80,080,200.00) 
($80,080,200.00) 
($80,080,200.00) 
($83,986.200.00) 
($8 1 .E4 1,200.,00) 
($79,741,200.00) 
($79,741,200.00) 
($79,741,200.00) 
($7824 1,200.00) 

AVG 
Debt 
Rate 

4.,7500% 
4.7500% 
4.7500% 
4.7500% 
4.7500% 
4.7500% 
4.7500% 
4.7500% 
4 7500% 
4.,7500% 
4.7500% 
4.7500% 
4.7500% 
4.7500% 
4.7500% 
4.,7500% 
4.7500% 
4 7500% 
4 7500% 
4.,7500% 
4.,7500% 
4.7500% 
4.7500% 
4.7500% 
4.,7500% 
4.7500% 
4 7500% 
4,7500% 
4.7500% 
4.7500% 
4.7500% 

Interest 

($1 1,890 17) 
($11,890.17) 
($1 1,802.43) 
($1 1,730.26) 

($9.262.90) 
($8.525.46) 
($8,820 35) 
($8.820.35) 
($8,820.35) 
($8,43244) 
($8.240.46) 
($7,666.,76) 
($7.373.85) 
($6,934.60) 
($6,934.60) 
($6.934 60) 
($6.702.38) 
($6,265,14) 
($5,839.,89) 
($9,695.,30) 

($10.566.14) 
($10.566.14) 
($10.566.14) 
($10,566.14) 
($10,566.14) 
($1 1,081.51) 
($10,798.49) 
($10,521 41) 
($10,521 41) 
($10,521 41) 
($10,323 49) 

4.7500% (289,180.88) 
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Money Pool Statements -January 2008 
POOL - L.GE 

Date 

Beginning Balance 
0 1 /01/08 
0 1 /02/08 
01/03/08 
01/04/08 
0 1 /05/08 
01/06/08 
0 1/07/08 
01/08/08 
0 1 /09/08 
01/10/08 
01/11/08 
0 1/ 12/08 
011 13/08 
01/ 14/08 
0 111 5/08 
0 1 /16/08 
01/17/08 
01/18/08 
0 1 /19/08 
0 1 /20/08 
0 1/2 1/08 
01/22/08 
0 1/23/08 
0 1/24/08 
0 1 /25/08 
01/26/08 
0 1 /27/08 
01/28/08 
01/29/08 
0 1 /30/08 
0 1 /31/08 

Debit Credit 

1,700,000 00 
9,575,000 00 
8,950,000 00 

3,030,000 00 
2,013,000 00 
3,830,000 00 
2,845,000.00 

336.000 00 

4,505,000.00 

9,030,000.00 
8,590,000 00 
1,920.000 00 

8,000,000.00 

63,460.000.00 
13,275,000 00 
6,590,000 00 

24.012.000 00 

6,223,000 00 
2,530,000 00 
6,840,000 00 

10,780,000 00 

95,472,000.00 100,562,000 00 

Balance 

($78.24 1,200 00) 
($78,24 1,200.00) 
($78,541,200.00) 
($66,966,200.00) 
($58,016,200.00) 
($58,016,200 00) 
($58,0 16.200.00) 
($54.986.200.00) 
($52.973.200.00) 
($49,143,200 00) 
($46,298.200 00) 
($45,962.200.,00) 
($45,962.200.00) 
($45,962,200.,00) 
($4 1,457,200,OO) 
($49,457,200.00) 
($40,427,200 .OO) 
($33,837.200.,00) 
($3 1,917.200.,00) 
($31,917,200 00) 
($31,917,200 00) 
($31.9 17,200 .OO) 
($95,377.200.00) 

($75,512,200.00) 
($99,524.200.00) 
($99,524.200.00) 
($99.524.200.00) 
($93,301,200.00) 
($90,771.200.00) 
($83,931,200.00) 
($73,151 200.00) 

(5,090,000.00) 

($82.1 02,200.00) 

AVG 
Debt 
Rate 

4 9800% 
4.9800% 
4.,9800% 
4.,9800% 
4.,9800% 
4.9800% 
4 9800% 
4.9800% 
4.,9800% 
4.,9800% 
4,9800% 
4.9800% 
4,,9800% 
4 9800% 
4 9800% 
4.9800% 
4.9800% 
4.9800% 
4 9800% 
4.9800% 
4.9800% 
4.9800% 
4.9800% 
4.9800% 
4,9800% 
4 9800% 
4 9800% 
4 9800% 
4.9800% 
4.9800% 
4.9800% 

interest 

($10,823.37) 
($10,588 20) 
($9263.66) 
($8.025.57) 
($8,025.57) 
($8,025.57) 
($7,806.42) 
($7,327.96) 
($6.798.14) 
($6.404.,58) 
($6.358.10) 
($6.358.10) 
($6,358 10) 
($5,734,91) 
($6,841 .,58) 
($5,592.,43) 
($4.680.81) 
($4.4 15.21) 
($4,415 21) 
($4,415 21) 
($4,415.21) 

($13,193.,85) 

($10.445.85) 
($13.767,.51) 
($13,767 51) 
($.13,787.51) 
($12,906.67) 
($12,556.68) 
($1 1,610.48) 
($10.1 19.25) 

($1 1,357.47) 

4.9800% (265,966.69) 
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Money Pool Statements - February 2008 
POOL I LGE 

Date 

Beginning Balance 
02/01/08 
02/02/08 
02/03/08 
02/04/08 
02/04/08 
02/05/08 
02/06/08 
02/07/08 
02/08/08 
02/09/08 
0211 0108 
02/11/08 
02/12/08 
02/13/08 
02/14/08 
02/15/08 
02/16/08 
021 17/08 
02/18/08 
021 39/08 
02/20/08 
02/21/08 
02/22/08 
02/23/08 
02/24/08 
02/25/08 
02/26/08 
02/27/08 
02/28/08 
02/29/08 

Debit Credit 

9,395,000 00 

750,000 00 
4,890,000 00 
4,520,000 00 
6,150,000 00 
7,470,000 00 
3,258,000 00 

1,445,000 00 

12,615,000 00 
5,025,000 00 

3,120,000 00 

7,000,000 00 

13,740,000.00 
28,705,000.00 

13,420,000.00 

24,135,000 00 
8,182,000 00 
7,325,000 00 
3,937.000 00 

660.000 00 

69,380,000.00 96,342,000.00 

Balance 

($73,151,200 00) 
($63,756,200.,00) 
($63,756,200.00) 
($63,756,200 00) 
($63,006,200 00) 
($58.1 16,200.00) 
($53.596.200.00) 
($47,446,200.00) 
($39,976.200.00) 
($36.7 18.200.,00) 
($36.7 18,200.00) 
($36,718,200 00) 
($35,273,200 ,OO) 
($35,273,200 .OO) 
($22,658,200.00) 
($1 7,633,200.00) 
($20,753,200.00) 
($20.753.200.00) 
($20,753,200.00) 
($20,753,200.00) 
($13,753,200 00) 
($42,458,200.00) 
($28.71 8,200.,00) 
($42,138.200.,00) 
($42,138,200.,00) 
($42,138,200.00) 
($66,273,200 ,OO) 
($58.1 11.200.,00) 
($50,786,200.,00) 
($46,849.200.00) 
($46,189,200 00) 

(26,962,000.00) 

AVO 
Debt 
Rate 

3 0800% 
3,0800% 
3.,0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3 0800% 
3.0800% 
3.,0800% 
3.,0800% 
3.0800% 
3 0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.,0800% 
3.0800% 
3,0800% 
3 ,0800% 
3,0800% 
3.,0800% 
3.0800% 
3.0800% 

Interest 

($5,454.70) 
($5,454.70) 
($5,454.70) 

w o o  
($4,972.16) 
($4,585.,45) 
($4,059.29) 
($3,420 19) 
($3,141 45) 

($3,141.,49) 
($3,017.82) 
($3.017.82) 
($1.938.53) 
($1,508.62) 

($3,14 1 .,45) 

($1,775.55) 
($1,775 55) 
($1,775 55) 
($1.775.55) 
($1,178.,66) 
($3,632 53) 
($2,457 00) 
($3,605.16) 
($3,605:16) 
($3,605.,16) 
($5,670.,04) 
($4,971.74) 
($4,345.04) 
($4,008 2 1) 
($3,951 74) 

3.0800% (100,438.97) 
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Money Pool Statements - March 2008 
POOL - LGE 

Date Debit 

Beginning Balance 
03/0 1/08 
03/02/08 
03/03/08 
03/04/08 
03/05/08 
03/06/08 
03/07/08 
03/08/08 
03/09/08 
03/10/08 
03/11/08 
031 12/06 
031 13/08 
031 14/08 
03/15/08 
03/16/08 
03/17/08 
03/18/08 
03/19/08 
03/20/08 
03/21/08 
03/22/08 
03/23/08 
03/24/08 
03/25/08 
03/26/08 
03/27/08 
03/28/08 
03/29/08 
03/30/08 
03/3 1/06 

Credit 

8,885,000 00 
4,747,000 00 
6,760,000 00 

1 1,220,000 00 
9,) 10,000 00 

3,988,000 00 

8,900,000 00 
2,500.000.00 

435,000 00 

275,000 00 

10,415,000 00 
3,465,000 00 
6.8 13,000 00 

102,000,000 00 40,000,000 00 

40,000.000.00 14,820,000 00 
18,353,000.00 

6,303,000 00 
1.1 15,000 00 

17.8 15,000 00 

2,130,000.00 

Balance 

($46,189,200 00) 
($46,189,200.00) 
($46,189,200.00) 
($37,304.200.,00) 
($32,557,200 00) 
($25,797,200.00) 
($14,577,200.00) 
($5,467,200.00) 
($5,467.200.00) 
($5,467,200.00) 
($1,479,200.00) 
($1,754,200,00) 
$5;145,800.,00 
$7.645.800.,00 
$8.080.800.~00 
$8,080,800 00 
$8,080,800.00 
($2,334,200 ,OO) 
$1,130.800.~00 
$7.943.800.00 

($54.056.200.00) 
($54,056,200 00) 
($54,056,200 00) 
($54,056,200 ,OO) 
($79,236,200 00) 
($97,589.200.,00) 
($91,286.200,00) 
($92,401200 00) 

($1 10,216,200.00) 
($1 10,216,200.00) 
($1 10.216.200.00) 
($108,086,200.00) 

AVG 
Debt 
Rate 

3,0800% 
3.,0800% 
3.0800% 
3 0800% 
3 0800% 
3.0800% 
3.0800% 
3,,0800% 
3,0800% 
3 0800% 
3 0800% 
3,0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3.0800% 
3,0800% 
3.0800% 
3.0800% 
3.0800% 
3,0800% 
3 0800% 
3.0800% 

Interest 

($3.951.,74) 
($3,951.74) 
($3;191 58) 
($2.785 45) 
($2.207.09) 
($1,247.16) 

($467.,75) 
($467.75) 
($467.75) 
($126.55) 
($150.08) 
$440.25 
$654 14 
$691.36 
$69 1.36 
$691.36 
($199.70) 

$96.75 
$679 64 

($4,624 81) 
($4,624 8.1) 
($4,624 81) 
($4,624.8.1 ) 
($6,779.10) 
($8.349.30) 
($781 0.,04) 
($7,905.44) 
($9,429 61) 
($9,429.6 1 ) 
($9,429 61)  
($9,247.37) 

189,973,000.00 128.076,OOO.OO 61,897.000.00 3.0800% (102,148.80) 
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Money Pool Statements -April 2008 
POOL - LGE 

Date 

Beginning Balance 
0410 1 /08 
04/02/08 
04/03/08 
04/04/08 
04/05/08 
04/06/08 
04/07/08 
04/08/08 
04/08/08 
04/09/08 
04/ 10/08 
04/1 1/08 
04/12/08 
04/13/08 
04/14/08 
04/15/08 
04/16/08 
04/ 1 7/08 
04/18/08 
04/19/08 
04/20/08 
04/2 1 /OB 
04/22/08 
04/23/08 
04/24/08 
04/25/08 
04/26/08 
04/27/08 
04/28/08 
04/29/08 
04/30/08 

Debit Credit 

.. 
3,040,000 00 
3,800,000 00 

58,650,000 00 66,200,000 00 
66.200.000 00 3,620,000 00 

4,613,000 00 
2,615,000 00 

11 7,000 00 
6,265,000.00 
2,767,000 00 
2,117,00000 

1,242,000 00 
690.000 00 

8,119,000 00 
6,220.000.00 

2.340.000 00 

707,000 00 

5.890.000 00 
3,195,000 00 

11,805.000 00 

32,435,000 00 

175,000 00 
1,266,000 00 
3,267,000 00 

172,672,000.00 122,683,000.00 

Balance 

($1 08.086,200.,00) 
($1 05,046,200,OO) 
($101,246,200 ,OO) 
($93.696,200.,00) 

($156,276,200, DO) 
($156,276,200 00) 
($1 58.276,200.,00) 
($151,663.200.00) 
($149,048.200.00) 
($148,931 200.00) 
($142,666,200.00) 
($1 39,899,200.00) 
($1 37,782.200.00) 
($1 37,782,200.00) 
($137,782,200 00) 
($139,024,200 00) 
($1 38,334,200.00) 
($132.215.200.~00) 
($~125,995.200.00) 
($128,335,200,00) 
($128,335,200 00) 
($128,335,200 ,OO) 
($127,628,200.00) 
($139,433.200.00) 
($133,543,200 00) 
($130,348,200 .OO) 
($162,783,200.00) 
($1 62,783.200.00) 
($162,783,200.00) 
($162,608,200 00) 
($161,342.200.00) 
($1 58,075200 ,OO) 

49,989,000.00 

AVO 
Debt 
Rate 

2.6300% 
2.6300% 
2.6300% 
2.6300% 
2.6300% 
2.6300% 
2 6300% 
2 6300% 
2.6300% 
2.6300% 
2.6300% 
2.6300% 
2.6300% 
2.6300% 
2.6300% 
2.,6300% 
2,6300% 
2.8300% 
2.6300% 
2.6300% 
2.6300% 
2.6300% 
2.6300% 
2.6300% 
2.6300% 
2.6300% 
2.6300% 
2.6300% 
2 6300% 
2 6300% 
2.6300% 

interest 

($7,674.21) 
($7,396 60) 
($6,845.,03) 

($1 1.4 16.,84) 
($1 1,416 84) 
($1 1,4 16.84) 
($1 1,079.84) 

$O.,OO 
($10.880.25) 
($10,422 56) 
($10,220 41) 
($10,065,76) 
($10,065.76) 
($10.065.76) 
($10,156 49) 
($10,106 ,OB) 
($9,659.05) 
($9,204.65) 
($9,375.,60) 
($9,375.,60) 
($9,375.60) 
($9.323.95) 

(510,186 37) 
($9,756.07) 
($9,522.66) 

($1 1.892.22) 
($11.892,22) 
($,11,892 22) 
($.l 1,879.,43) 
($1 1,786.,94) 
($1 1,548,,27) 

2.6300% (305,900.12) 
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Existing 
Coupon 

Louisville Gas 8 Electric ComDany 
Series HH Variable 40,000,000 Ambac February 1,2035 
2007A Variable 35,200,000 Ambac June 1,2033 

June 1,2033 20078 Variable 31.000.000 Ambac 
Total - LGBE 106,200,000 

Bond 
Conversion Date 

3/24/2008 
4/4/2008 
4/4/2008 



Sitemore, Tina 

From: 
Sent: 
To: 
Subject: 

Dickson. Gloria 
'Tuesday, December 04.2007 5:19 PM 
Sizemore. Tina 
FW Ficlelia Loan l o  LGBE 

From: V W r s a r ,  h i in 
Sent:  
To: Dickson. Gloria 
cc: Anderson, Rtionrfa 
SubjQd: 

Thursday, November 29, IW? 10:06 AM 

W: Fidcha Loan to LG&E 

Allached are the delails of !he $47 million L.G&E borrowing of 11/26/07 Rhonda will lonvard a copy of the loan agreement 
to you when the signed copy is returned to us from Fidelia The $50 million borrowing from Fidelia which you referred to 
was for E ON LJ S and was also made on 11/26/07 I assume that you only need lo be informed of Sorrowings by the 
utilities Let me know if !ha! is no1 coirect 

From: Wiedmar. lohn 

TO: 'Morse, Uai?e'; 'fidelia wrp@verizon.nel' 
cc: 

Subject: Fidelia Loan to LG&E 

Sent: Tuesday, November 20, 2007 10:07 &'I 

'tioba.Heintzcn@eon corn'; 'Wunrfcrli, BarbKa'; Rives, Brad: Fendlq, lohn; Amah, oan; ~aucy, Diane; Newion, Gretcher; 
Dickson, Gloria; Garrett. Chris; Petre, Alex; Horne, Eliion 

h 

On November 261h, LGBE will borrow a $47 million 15 year inlercompany loan from Fidelia Delails of the loan are 
provided below: 

Principal: $47.000.000 
Malurily Date: November 26, 2022 
lnteresl Payment Dates: May 26th and November 26lh of each year 
Interesl Rate: Fixed ai 5 72% (30 yr lreasury rale of 4 09% + spread of 1 63%) 
llnsecured loan 1 
Please le! me know if you need addilionai information 



Attachment 10 Response IO AG Qwst io i i  I O l ( 4 )  

Rives 
~ a g t  ;: 0132 

I D a y  Flnai 2 4  l)ay Flart I - 
S n ~ o u l l l  Cortomcr Ul"k I ni inedl;l IC r Rrlcrcncc Rcfcrencc hrailubilil> - ... - 

CILEDIT " o k l l ~ ~  
11.U00.0OG M 00000000w OGj701563:3 4 i J i i J  000 OCI 0 00 u uu 

E TYPE:WIRE IN DATE: 071126TlME 1151 ET 
TRN:20071126001!iG343 SEO:0711260120801001459 
0RIG:FIDELIA 2751 CENTERVILLE lD.FlDELIACORPORATl 
SND RK:U S BANK N A ID:D9100C022 PMT DET:0711260 
12080 LOUISVILLE GAS ELECTRC CO W2OD71126UA3005 

WIRE TYPE:WIRE IN DATE 071125 TIME:'l149 ET 
TRN:2007112600155313 SE0:07112601i@49/001283 
0RIG:LOUISVILLE GAS AND ELECTR 10000000492724505 
SND 6K U S BANK I< A lD:042100175 PMT DET:D/l i 2EO 
118dQ IHBCODE LGE LGE 

WIRE TYPE:WIRE IN DATE: 071 126 TIME:125d ET 
TRN:2W7112600!78881 SEQ.19E000033OJ01351504 
0RIG:DYNEGY POWER MARKETING IN IO:C00005527E51 
SND PK:JPMORGAN CHASE BANK N A 1D:OOOZ PMT DET:C 
AP OF 07t1112G 2776086 

WIRE TYPE:WIRE 11.1 DATE: 071 126TIME:1157 ET 
TRN:2007 1126W158611 SEC):046130033020133628t 
DRIG 1.OUISVILLE GAS AND LIGHT SND BKJPMORGAN CHAS 
E BANK N A ID 0002 PMT DETWRE OF 07/11/26 IHBCO 
DE-LGE-LGE 

1,2')(1.uou 00 U!JUUMIOiUX1 003101 5J1 I 3  I ,290.on0.00 0 OD 0 DU 

111,665 34 1)0000000Oo 003'16I76X81 I 1  1.685 34 0 00 0 00 

P,?.UOD oo 0 Ow 0 0 G 0 00 00370156MI I2.UOO 0 3  OW 0 00 

- 
TOTAL 48::93.865 34 U of kerns: II C8.493.685 34 

IR'C0VTIP;G INTERVL MONEYIItNSF'R 

36.161 34 WOWOOOGO 00370161655 36.761 34 0 00 0 03 
WIRE TYPEBOOK IN DATE071126T!ME:1207 ET 
TRN:200711260U161655 SNGR REF WM138 115607 
0RIG:AEMOPERATING __._.__"__ - -. 

TOTAL 36.761 34 E of llemg: I 36,761 34 
TOTAL CREDITS 

46,530,616 68 I/ of lierns' 5 48,230.64b 6b 

Detail Debllr 
---_I_ 

Ininwdlate I Day Floal 2C Day Float Customcr Bank 
Refrrrnrr Rcrcrencc Avrllrbilll) - 

Rcplrl Created E) Tina SIZEmro Page 1 Repan CreJlrQ 1210%2007 07 40 CST 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 102 

Responding Witness: S. Bradford Rives 

4-102. With reference to pages 21-27 and Exhibit 2, please provide the quarterly 
capitalization amounts and ratios, including and excluding short-term debt, for 
the past three years for LG&E. Please provide the data in both hard copy and 
electronic (Microsoft Excel) formats, with all data and formulas intact. 

See attached. The requested information is being provided on CD. A-102. 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 103 

Responding Witness: S. Bradford Rives 

4-103 With reference to pages 21-27 and Exhibit 2, please provide (1) all data, work 
papers, source documents, and calculations used in computing the short-term 
and long-term cost rates; (2) all details (issue date, debt amounts, underwriter, 
underwriting spread, SEC filings, etc ) associated with all actual and pro forma 
financings used in determining the Company’s short-term and long-term debt 
cost rates; and (3) the methodology, computations, and associated work papers 
used to compute the debt cost rates for pro forma long-term financings and for 
short-term debt Please provide the data in both hard copy and electronic 
(Microsoft Excel) formats, with all data and formulas intact 

A-103 (1) See attachment to response to QuestionNo lOl(1) 

(2) See attached 

(3) There are no pro forma financings 



Louisville Gas & Electric Company 

Long Term Debt 
Pallutlon Conlml Bands. 
S e l i e s Y - Z O O O A J C  
Sedw 2.2000 A TC 
Serie~AA-2001 A.IC 
Series BB - 2001 A J C  
Series CC .ZOO1 A TC 
Series 00.2001 B J C  
SCI CI EE .20C1 B TC 
Sericr FF . 2002 A TC 
S c i , o  GG .20U3 E .C 

Sedes HH .ZOO5 A JC 

Series HH - 2005 A JC 
.IC2007A 531M 

.IC2007A 531M 
JC2007B 535 2M 

JC2007B 535.2M 
JC2007A $SUM 
Total External Deb1 

Note5 Payable lo Fldella Corp 
N o t e s  Payable $0 Fldelia Corp 
Notes Payable Io Fldella Corn 
Notes Payable ID Fldella Carp 
Notes Payable ID Fidelia Carp 
Notes Payable lo Fldelia Corn 
Tolal Internal Debt 

Total Long Term Debt 

Short Term Debt 
Payable l o  Aarociated Company (Money Pool) 

&I&& 

511912000 5 

9111l2001 
31612002 
31612002 

312212002 

a1112000 

312212002 
10/1512002 
1112012003 

411 312005 

4113l2005 
4/26/2007 

412612007 
412612007 

Attachment to Response to AG-I Question No. 10.3(2) 
Page 1 of 1 

Rives 

Debt Amount Undenvrilei Undcrwrilino Soread 
25.000.000 00 Morgan Stanley 0 59% 
83,335.000 00 J P  Morgan and Goldman 0 50% 
10.104.000 00 Morgan Stanley 0 50% 
22.500.000 00 UBS Piline Webber 0 40% 
27.500.000 00 UBS Paine Webber 0 40% 
35.000.000 00 UBS Paine Webber 0 40% 
35 000.000 00 UBS Pains Webber 0 40% 
41.665.000 00 UBS Paine Webber 0 35% 

128.000.000 OD Morgan Stanley. 0 35% 
Wachovia. .lP Moman 
Bank 0fArnct ica  

40.000.000 00 Goldman. uas Paine 0 3546 
Webber 

(40.000.000 00) 
31 000 000 00 JP Morgan1 Morgan 0 35% 

(31 00000000) 
Slanley 

35 200 000 00 JP Morgan I Morgan 0 35% 
Stanley 

412612007 (35 200 000 00) 
412512007 60,000,000 00 Ciligiaup I LaSvlle 

$ 468,104,00000 

4 30 2003 5 100 000 000 01 
6'15 2003 10000000000 
1 1512C31 2500000000 
4 13 2007 7OUOOOOOOO 
411312007 6 8 0 0 0 0 0 0 0 0  

1 112612007 47,000.000.00 
5 410.000.000.00 

5 878,104.000.00 

NIA S 158,075,200.00 

0 50% 

NIA 
NIA 
NIA 
NIA 
NIA 
NIA 
NIA 
NIA 
NIA 

NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 
NIA 
NIA 
NIA 
NIA 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 104 

Responding Witness: William Steven Seelye 

Q-104. Please provide a fully executable computerized copy of the LG&E electric class 
cost of service study in Microsoft Excel format. In this response provide all 
linked files 

A-104. See response to PSC-2 Question No. 48 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 105 

Responding Witness: William Steven Seelye 

Q-105. Please provide all industry manuals, academic articles, text books, and other 
authoritative sources supporting and discussing the “Modified Base- 
Intermediate-Peak” methodology utilized by Mr. Seelye. This request does not 
seek reference to the traditional Base-Intermediate-Peak method discussed for 
example, in the NARIJC Electric Cost Allocation Manual, but rather the 
“modified” approach utilized by Mr. Seelye. 

A-105. Mr. Seelye is unaware of any manuals, academic articles, text books, or other 
sources that discuss the modified BIP methodology., The methodology was 
developed by LG&E in the early 1980s and has been accepted by the 
Commission in a number of rate cases as a guide for setting rates. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 106 

Responding Witness: William Steven Seelye 

Q-106. Please explain and provide all workpapers and spreadsheets showing the 
determination of the separation of electric Production plant between Base 
(33.58%); Intermediate (39.97%), and Peak (26.45%) implicit in LG&E Seelye 
Exhibit 26, page 1. In this response, explain the relevance or relationship with 
LG&E Seelye Exhibit 25. Please provide in hard copy as well as in Microsoft 
readable electronic format (preferably Microsoft Excel). 

See the response to PSC- 2 Question No. 48 for the spreadsheet showing the 
determination of the separation of Production plant between Base (33.58%); 
Intermediate (39.97%), and Peak (26.45%) implicit in Seelye Exhibit 26, page 
I .  Seelye Exhibit 25 was used to time differentiate fixed costs in the cost of 
service study, and is incorporated as a functional vector on page 1 et seq. of 
Seelye Exhibit 26. A hardcopy of the BIP worksheet is included in Seelye 
Exhibit 25. 

A-106. 





2Response to Question No. 107 
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Seelye 

LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 107 

Responding Witness: William Steven Seelye 

Q-107. With regard to Mr. Seelye’s LG&E direct testimony, pages 66 and 68, Mr. 
Seelye refers to his electric class cost of service study as “time differentiated”: 
a. please explain and identify exactly the time periods that are differentiated, 

what costs are differentiated by time periods, and provide each time period’s 
allocated costs; 

b. the 12-CP allocates costs based on 12 monthly peak demands,, Does MI. 
Seelye consider the 12-CP method to be a time differentiated cost allocation 
methodology?; 

c. Would Mr. Seelye consider an allocation method that allocates annual 
demand-related costs to classes based on the combined sum of the single 
Winter Peak and single Summer Peak demands to be time differentiated?; 
and, 

d. please define “time differentiated cost of service study” as used in standard 
industry practice. 

a. The summer peak period is defined as weekdays from 1O:OO a.m to 9:OO 
p.m., Eastern Standard Time. The winter peak period is defined as 
weekdays from 8:00 a.m. to 1O:OO p.m“, Eastern Standard Time. The off- 
peak period is defined as all other hours. Fixed production costs are 
assigned as summer peak period costs, winter peak period costs, or as non 
time differentiated. 

b. Although Mr. Seelye has not encountered such a methodology, it may he 
possible to develop a time differentiated cost of service study that 
incorporates a 12-CP approach. 

c. Although Mr. Seelye has not encountered such a methodology, it may be 
possible to develop a time differentiated cost of service study that allocates 
annual demand-related costs to classes based on the combined sum of the 
single Winter Peak and single Summer Peak demands. 

d. A time differentiated cost of service study is a methodology that assigns a 
portion of a utility’s costs to two or more costing periods. Although some 

A-107. 
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Seelye 

methodologies are more appropriate than others, Mr Seelye is unaware of 
there being a universally accepted methodology for preparing a time- 
differentiated cost of service study 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 108 

Responding Witness: William Steven Seelye 

Q-108. Please provide a detailed explanation or definition of each external and internal 
allocation and functionalization factor utilized in MI Seelye’s LG&E electric 
class cost of service studies. 

A-108. External and internal functional vectors are fully described on pages 43 through 
45 of Seelye Exhibit 26 External and internal allocation vectors are fully 
described on pages 52 through 60 of Seelye Exhibit 27. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 109 

Responding Witness: William Steven Seelye 

Q-109 Please provide all workpapers, source documents, and electronic spreadsheets 
showing the development of each external allocator (including functionaiization 
factors) utilized in Mr Seelye’s LG&E electric class cost of service study In 
this response, provide the source for all data and the bases for any weightings 
Please provide in hard copy as well as in Microsoft readable electronic format 
(preferably Microsoft Excel). 

See the response to PSC-2 Question No 48 The requested information is being 
provided on CD Hardcopies are not being provided due to the volume of data 
requested 

A-109. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 110 

Responding Witness: Shannon L. Charnas / William Steven Seelye 

Q-110. For each KU and LG&E generating unit owned individually, jointly, or 
partially, please provide the following: 
a. names of owners (and ownership percentages), 
b. type and fuels, 
c. total nameplate (rated) capacity (MW), 
d. total and individual company gross investment at 4/30/08, 
e. total and individual company depreciation reserve at 4/30/08, 
f. total and individual company annual test year depreciation expense, 
g. gross KWH produced during the test year, and, 
h., net (less station use) KWH produced during the test year. 

See attached,. The requested information is being provided on CD A-1 10. 
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Response to AG-1 Question No. 111 
Page 1 of 2 

Conroy / Seelye 

LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 11 1 

Responding Witness: Robert M. Conroy /William Steven Seelye 

Q-111, Please provide the combined KU and LG&E generating order of dispatch by 
unit and basis for this order of dispatch. 

Please see the dispatch merit order listed below. The dispatch merit order 
provided is based on unit assumptions at full load considering fuel and variable 
costs. Actual dispatch merit order is determined dynamically in the Energy 
Management System (EMS) based on heat rate curves and operating parameters 
for each unit 

A-111 



Response to AG-1 Question No. 111 
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Conroy / Seelye 

TRIMBLE 1 
SMITH 2 
MILL CREEK 3 
MILL CREEK 4 
SMITH 1 
MILL CREEK 1 
MILL CREEK 2 
GHENT 1 
CANE RUN 6 
GHENT 4 
GHENT 3 
CANE RUN 5 
CANE RlJN 4 
BROWN 2 
BROWN 3 
BROWN 1 
GHENT 2 
GR RIVER 4 
TYRONE 3 
GR RIVER 3 
TRIMBLE 5 
TRIMBLE 6 
TRIMBLE 7 
TRIMBLE 8 
TRIMBLE 9 
TRIMBLE 10 
BROWN 6 
BROWN 7 
DYNEGY CT 
BROWN 8 
BROWN 9 
BROWN 10 
BROWN 11 
BROWN 5 
PADDYS RUN 13 
PADDYS RUN 11 
CANE RUN 11 
PADDYS RUN 12 
ZORN 1 
HAEFLING 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 112 

Responding Witness: Robert M. Conroy I William Steven Seelye 

Q-112 For each KU and LG&E generating unit, please provide hourly gross and net 
output (peak or average MW or MWH) for the period 5/1/07 through 4/30/08 
Please provide in hardcopy as well as in Microsoft readable electronic format 
(preferably Microsoft Excel) 

Please see the Microsoft Access database on the attached CD for the requested 
information, which is being provided pursuant to a Petition for Confidential 
Protection Hardcopies are not being provided due to the volume of data 
requested 

A-1 12 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 113 

Responding Witness: Robert M. Conroy I William Steven Seelye 

Q-1 I 3  Please provide separately, KU and LG&E’s hourly purchased power (MWH) by 
source for the period 5/1/07 through 4/30/08. In this response, exclude LG&E 
purchases from KU, and KIJ purchases from LG&E. Please provide in 
hardcopy as well as in Microsoft readable electronic format (preferably 
Microsoft Excel) 

A-1 1.3. See the response to Question No. 112. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 114 

Responding Witness: Robert M. Conroy I William Steven Seelye 

Q-114. Please provide hourly electric sales from KU to LG&E for the period 5/1/07 
through 4/30/07. Please provide in hardcopy as well as in Microsoft readable 
electronic format (preferably Microsoft Excel). 

See the response to QuestionNo. 112 A-1 14. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 115 

Responding Witness: Robert M. Conroy /William Steven Seelye 

Q-115. Please provide hourly electric sales from LG&E to KIJ for the period 5/1/07 
through 4/30/08. Please provide in hardcopy as well as in Microsoft readable 
electronic format (preferably Microsoft Excel). 

See the response to Question No. 112 A-1 15. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of' the Attorney General 
Dated August 27,2008 

Question No. 116 

Responding Witness: Robert M. Conroy / William Steven Seelye 

4-116. For each hour during the period 5/1/07 through 4/30/08, please provide the 
following: 
a. total combined KU and LG&E system load (MW), 
b. KU and LG&E total load (MW) separately, 
c. KIJ native load (MW) (define native load), 
d. LG&E native load (MW) (define native load), 
e. KU non-native load (MW), and, 
f. LG&E non-native load (MW). 
Please provide in hardcopy as well as in Microsoft readable electronic format 
(preferably Microsoft Excel). 

See the response to Question No. 112. Part (b) is not available. Part (e) and (f) 
are for the combined system. Native load reflects requirements load served by 
the Companies for which resources are planned, consistent with Integrated 
Resource Planning. 

A-1 16. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 117 

Responding Witness: Robert M. Conroy /William Steven Seelye 

Q-117. For each KU and LG&E generating unit, please provide all scheduled (planned) 
outages (dates, time, and duration) by unit for the period 5/1/07 through 
4/3 0/08 I 

A-1 17. Please see the attachment for the period requested, consistent with information 
provided in the Company’s Fuel Adjustment Clause proceedings Note that all 
scheduled (planned) outages are indicated by an “S” and include both planned 
and maintenance outages. All forced (unscheduled) outages are indicated by an 
“F“, 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of'the Attorney General 
Dated August 27,2008 

Question No. 118 

Responding Witness: Robert M. Conroy /William Steven Seelye 

Q-118. For each KU and LG&E generating unit, please provide all forced 
(unscheduled) outages (dates, time, and duration) by unit for the period 5/1/07 
through 4/30/08. 

See the response to Question No. 1 17. A-1 18. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 119 

Responding Witness: Robert M. Conroy /William Steven Seelye 

Q-119 Please identify and explain any events or circumstance occurring during the test 
year that materially (significantly) altered the normal (typical) economic 
dispatch of LG&E’s and KU’s electric Production resources (if any) 

Besides the scheduled and forced outages identified in response to Question No 
117 and Question No. 118, the Company is unaware of any events or 
circumstances occurring during the test year that materially altered the 
economic dispatch of the generation resources 

A-1 19 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 120 

Responding Witness: Robert M. Conroy /William Steven Seelye 

4-120. For each KU and LG&E generating unit, please provide average annual fuel 
cos1 per KWH and average annual variable running costs (lambda) for the 
period 5/1/07 through 4/30/08. Note: If this exact period is unavailable, the 
most recent available 12-month period may be used (specify time period) 

Hourly system lambda data for the test year are included in an Excel 
spreadsheet provided on CD Because KU and LG&E’s generation resources 
(as well OMU resources) are jointly dispatched, the system lambda data cannot 
be separated between KIJ and LG&E resources Lambda data does not exist by 
generating unit 

Estimated hourly fuel and total energy costs (fuel and variable operation and 
maintenance expenses) by unit and for the total system are included in an 
Access data base provided on CD pursuant to a Petition for Confidential 
Protection 

A-120. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 121 

Responding Witness: William Steven Seelye 

Q-121. Please provide a copy of the most recent LG&E line-loss study, or KU and 
LG&E combined, as available. 

See response to PSC-2 Question No. 48 A-121. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 122 

Responding Witness: William Steven Seelye 

Q-122 Please specifically explain and define how LG&E distinguishes between 
primary and secondary voltage; e g., voltage level 

A-122. Primary and secondary voltages are shown on the proposed P S C Electric No 
7, Original Sheet No. 99, as provided in Tab 8, Volume I of the Statutory 
Notice, Application, Financial Exhibit, Table of' Contents, Filing Requirements 
filed with the Commission on July 29,2008 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 123 

Responding Witness: William Steven Seelye 

4-123. Please provide a copy of the most recent LG&E electric class load study 
including all supporting tables, schedules, and data. 

The requested information is being provided on CD A-I23 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 124 

Responding Witness: William Steven Seelye 

Q-124. Please provide all workpapers, analyses, calculations, etc. supporting all LG&E 
class demands (loads) utilized in the electric class cost of service studies. In this 
response, please explain and indicate how class demands were specifically 
determined or estimated. Include all definitions of demand utilized, e&, CP, 
NCP and sum of individual customers. Please provide in hard copy as well as 
in Microsoft readable electronic format (preferably Microsoft Excel). 

The requested information is being provided on CD. Hard copies are not being 
provided due to the volume of the data requested. 

LG&E’s class load profiles were developed based on interval data from its load 
research survey. Simple and stratified random sampling techniques were 
utilized to develop class load profiles for the majority of the residential and 
commercial classes. Census samples were utilized to develop class load profiles 
for most of the industrial classes. 

A-124. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 125 

Responding Witness: William Steven Seelye 

Q-125. For each LG&E substation, please provide hourly demands (maximum load) for 
the period 5/1/07 through 4/30/08 Please provide in hard copy as well as in 
Microsoft readable electronic format (preferably Microsoft Excel) 

A-125. The requested information is being provided on CD Hard copies are not being 
provided due to the volume of the data requested. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 126 

Responding Witness: William Steven Seelye 

Q-126. For each LG&E substation dedicated to specific native load customer(s) or non- 
native load customer(s), please identify each substation and the type of 
dedicated customer served by the substation; Le., rate schedules, customer 
name, and non-jurisdictional/jurisdictional. 

A-126. None of LG&E’s substations are dedicated to specific customers. The table 
below provides the requested information for LG&E substations currently 
serving single customers. 

SublD Plan Plan Description JurisdictionailNonJurisdictional 
FD TRI 693 Elec Lg Industrial Pri TOD LP-TOD Jurisdictional 
FD TR2 693 Elec Lg Industrial Pri TOD LP-TOD Jurisdictional 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 127 

Responding Witness: Shannon L. Charnas I William Steven Seelye 

4-127. Please explain in detail and itemize individual “Property Taxes” and “Other 
Taxes” included in LG&E Seelye Exhibit 27 page 25 

A-127. Property Taxes and Other Taxes included the following: 

Property Taxes $1 1,303,454 

Other Taxes 
Unemployment $ 139,602 
FICA 5,044,641 
PSC Fee 1,251,998 
Miscellaneous (36,239) 
Total $ 6,400,002 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 128 

Responding Witness: William Steven Seelye 

Q-I28 Please explain what “Merger Surcredit Amortization” represents on LG&E 
Seelye Exhibit 27, page 37, as well as the detailed basis for class assignment 

The Merger Surcredit Amortization is the amortization of a lump-sum payment 
made to certain customers in lieu of monthly surcredit payments 

A-128. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 129 

Responding Witness: Shannon L. Charnas I William Steven Seelye 

Please provide details for “Miscellaneous Service Revenues” totaling $863,121 
on LG&E Seelye Exhibit 27, page .37. 

The following is a breakdown of Miscellaneous Service Revenue: 

Q-129. 

A-129. 

Other Service Revenue $ 39,949 
Reconnection Charges 721,890 
Temporary Service 101,282 
Total $ 863.121 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 130 

Responding Witness: Shannon L. Charnas / William Steven Seelye 

Q-130. Please provide details for “Rent From Electric Property” totaling $3,037,655 on 
LG&E Seelye Exhibit 27, page 37. 

A-130. The following is a breakdown of Rent From Electric Property: 

CATV Attachment $ 388,997 
Other Rent-Electric Property 2,419,826 
Rent from Fiber Optics 228,832 
Total $3,037,655 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 131 

Responding Witness: William Steven Seelye 

Q-13 1. Please explain how interruptible (curtailment rider) customers’ demands and 
energy usage are reflected in the LG&E electric class cost of service study 

Interruptible customers’ actual energy usages were used to develop the energy 
allocation factors. The customers’ summer CP demands were adjusted to reflect 
levels that would have occurred had the customers not been interrupted The 
customers’ winter CP demands were unadjusted. 

A-131 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of tlie Attorney General 
Dated August 27,2008 

Question No. 132 

Responding Witness: Shannon L. Charnas / William Steven Seelye 

4-132. With regard to LG&E electric Curtailment Service Rider 1 (“CSRI”), please 
provide the following amounts by rate schedule, separated between Primary and 
Transmission, for each month of tlie test year: 
a. number of customers, 
b. total firm contract demand, 
c. total contract curtailment load, 
d. total billing demand, 
e. total demand credits, 
f total non-compliance charges by month, and, 
g. listing of date, time, duration, and estimated MW curtailment. 
Please provide in hard copy as well as in Microsoft readable electronic format 
(preferably Microsoft Excel), 

A-132. a-f. See attached 

g. See attached 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 133 

Responding Witness: Shannon L. Charnas / William Steven Seelye 

Q-133. With regard to LG&E electric Curtailment Service Rider 2 ("'), please 
provide the following amounts by rate schedule, separated between Primary and 
Transmission, for each month of the test year: 
a. number of customers, 
b. total firm contract demand, 
c. total contract curtailment load, 
d. total billing demand, 
e. total demand credits, 
f. total non-compliance charges by month, and, 
g. listing of date, time, duration, and estimated MW curtailment 
Please provide in hard copy as well as in Microsoft readable electronic format 
(preferably Microsoft Excel). 

A-133. a-g The Company did not have any customers subject to the Curtailment 
Service Rider 2 within the test year. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 134 

Responding Witness: Shannon L. Chnrnas / William Steven Seelye 

Q-134. With regard to LG&E electric Curtailment Service Rider 3 (“CSR3”), please 
provide the following amounts by rate schedule, separated between Primary and 
Transmission, for each month ofthe test year: 
a. number ofcustomers, 
h. total firm contract demand, 
c. total contract curtailment load, 
d. total hilling demand, 
e. total demand credits, 
f. total non-compliance charges, and, 
g. listing of date, time, duration, and estimated MW curtailment. 

Please provide in hard copy as well as in Microsoft readable electronic format 
(preferably Microsoft Excel). 

A-134. a-g. The Company did not have any customers subject to the Curtailment 
Service Rider 3 within the test year. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 135 

Responding Witness: William Steven Seelye 

4-135. With regards to Interruptible Credits shown in LG&E Seelye Exhibit 27, page 
37 through 39: 
a. please explain what the <$6,266,793> of the “Specific Assignment of 

Interruptible Credit” represents and provide all workpapers showing the 
determination of this amount; 

b. please explain and provide all workpapers, spreadsheets, source documents, 
and analyses showing how the “specific assignments” were made to 
individual classes; and, 

c. please explain the basis and provide all workpapers and spreadsheets 
showing how the allocation of Interruptible Credits were made, e.g., the 
development of allocation vector “INTCRE.” 

The $6,266,793 “Curtailable Service Rider Avoided Cost” represents the 
avoided cost associated with interruptible service. The workpapers are 
provided in the response to PSC-2 Question No. 48. 

b. The specific assignments were made by multiplying the curtailable load by 
the avoided costs. This calculation is shown in the cost of service study 
provided in the response to PSC-2 Question No. 48. 

c. The “INTCRE” allocation factor represents the sum of the winter and 
summer fixed production plant. This calculation is shown in the cost of 
service study provided in the response to PSC-2 Question No. 48. 

A-1 35. a. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 136 

Responding Witness: William Steven Seelye 

Q-136. Please provide LG&E distribution transformer investment and number of units 
separated between primary and secondary voltage 

A-1 36. LG&E’s records do not record transformer investment separated between 
primary and secondary voltages. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 137 

Responding Witness: William Steven Seelye 

Q-137 Please provide a list of LG&E distribution transformers by type and capacity 
that are currently being installed, separated by primary system and secondary 
system 

LG&E’s records do not record distribution transformers separated between 
primary and secondary voltages. 

A-1 37 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 138 

Responding Witness: William Steven Seelye 

Q-138. Please provide a list of LG&E distribution overhead conductor types and sizes 
currently being installed (typical), separated by primary system and secondary 
system. 

See response to PSC-2 Question No. 48. A-1 38. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated Angnst 27,2008 

Question No. 139 

Responding Witness: William Steven Seelye 

Q-139. Please explain why Mr. Seelye combined all distribution conductors (primary 
and secondary) for LG&E classification purposes. 

A-139. Mr. Seelye did not combine all distribution conductors for LG&E classification 
purposes. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 140 

Responding Witness: William Steven Seelye 

4-140. Please provide the number of LG&E electric customer bills by rate schedule 
during the test year with annual energy usage less than 500 KWH. 

The requested information is not available in a readily reproducible form The 
production of this information would require extensive computer programming 
to compile historical billing cycle data from the Company’s customer 
information system 

A-140 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 141 

Responding Witness: William Steven Seelye 

4-14] Please explain why Mr. Seelye believes it is appropriate to classify the 
following LG&E plant as partially customer-related (as opposed to 100% 
demand-related): 
a secondary conductors, 
b primary conductors, and, 
c line transformers 

A-141. Primary conductor, secondary conductor, and a line transformer are required to 
serve a customer regardless of the demand that the customer places on the 
system. 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 142 

Responding Witness: Chris Hermann / William Steven Seelye 

Q-142. Please provide LG&E’s practices manual (or policies) regarding the size and 
type of installation for: 
a distribution Poles, 
b Secondary Overhead conductors, 
c. Primary Overhead conductors, 
d. Secondary Underground conductors, 
e. Primary Underground conductors, and, 
f. Line Transformers 

A-142. The selection and installation of poles, conductors and transformers for any 
given application is based on project specific parameters such as span lengths, 
terrain, mechanical loading, electrical loading, service quality metrics (voltage, 
flicker, power factor, etc.), NESC code requirements, Kentucky Administrative 
Regulations and anticipation of future needs. Common material and equipment 
selection is optimized through equipment specifications and limited to material 
approved for use to reduce cost and to ensure consistency, safety and reliability 
Information to guide the proper selection, application and installation of poles, 
conductors and transformers can be found incorporated in various different 
resources targeted to the separate functional areas of engineering, design and 
construction including: 

(EDP) LG&E Engineering Data and Engineering Practices Manual 
(LDCM) LG&E Line Design and Construction Manual 
(JS) LG&E and KU Joint Standards 
(DPG) Electric Distribution System Planning Guidelines, 
Methodologies and Standards Manual 
Application software and other technical reference material, documents 
and tools, (such as Alcoa SAG 10, spreadsheets for sizing residential 
transformers and secondary, etc.) are utilized as needed to properly size 
poles, conductors and transformers 



Response to AG-1 Question No. 142 
Page 2 of 3 

Hermann / Scelye 

a. Attached are documents related to LG&E’s practices manual (or policies) 
regarding the size and type of installation for distribution poles: 

(JS) 
(.IS) 

04 01 02 - General Requirements for Wood Poles 
04 01 06 -Typical Pole Weights and Dimensions 

b. Attached are documents related to LG&E’s practices manual (or policies) 
regarding the size and type of installation for secondary overhead conductors: 

(EDP) 
(EDP) 
Limit 
(EDP) 

Sec 4, pg A I  -Conductor (wire) Ampacity, Thermal Limit 
Sec 4, pg A2-A4 - Conductor KVA Capacity, Thermal 

Sec 2, pg N I X 3  - Secondary and Service Sizing (OH) 

c. Attached are documents related to LG&E’s practices manual (or policies) 
regarding the size and type of installation for primary overhead conductors: 

(LDCM) 10 01 10 - Configuration for Aerial Cable Construction 
(also applicable to KU) 
(LDCM) 10 01 12 - Configuration for Crossarm Construction (also 
applicable to KIJ) 
(EDP) Sec 3, pg 11-14 - Conductor Sizing (wire), Economic 
Loading 
(DPG) Sec 3.5 -Overhead Wire Ampacity Ratings 
(EDP) Sec 4, pg A1 -Conductor (wire) Ampacity, Thermal Limit 
(EDP) Sec 4, pg A2-A4 - Conductor KVA Capacity, Thermal 
Limit 

d. Attached are documents related to LG&E’s practices manual (or policies) 
regarding the size and type of installation for secondary underground 
conductors: 

(EDP) 
Loading 
(EDP) 

Sec 3, pg 11-14 - Conductor Sizing (wire), Economic 

Sec 2, pg N4 - Maximum Secondary Length (URD) 

e. Attached are documents related to LG&E’s practices manual (or policies) 
regarding the size and type of installation for primary underground conductors: 

(DPG) Sec 3.4 - Underground Cable Ampacity Ratings 

f. LG&E does not have a published document that specifies the size or type of line 
transformers to be used because optimum size and type is dependent on widely 
varying factors relating to individual service requirements,. Engineers and 
designers use expected maximum and sustained customer demands, service 
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voltage drops (steady state and instantaneous), anticipated future load growth, 
and customer voltage requirements to optimize transformer selection. 
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Pol$ 
W.P.-cu 

2743 
3694 
4968 
6674 
0986 
10,476 
17,021 
26,050 

- 

4968 
6718 

Bare 
3.D.-CU. 

2743 
3694 
4968 
6674 

----_ 

8906 
10,476 

18,187 
28,080 

4968 

gpe "A" 
C.W. 

3024 
3888 

5184 

__ 

3672 2635 I 

10,476 1 $0,476 
18,lw 18,252 

.C.S.R. __- 

7344 

12,312 

20 t 952 

i .  C. A.R. 
~ 

6048 
6100 
Sa,?& 
2 d . w  

, 2 St./? 

Spacer 
Cable 

3370 
4666 
6091 

9396 
16,135 

wlnd, velocity 

. 
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I EKINEERINC DATA ZLECTRIC DISTRIBUTION 

KVA Capacity a t  14.4 KV 

h e m a l  Limit i n  WA* 

Poly 
r. P. -cu. -- 
3175 
3694 
5750 
7725 
10,400 
12,125 

19,700 
30,150 

30,150 

Bore 
[, D. -CU, 
3175 
3694 

5750 
7725 
10,400 

12,125 
18,187 
32 500 

'ype "A' 
C.W. 
3500 
4500 
6000 

3050 
4250 

5750 
7775 

10,476 
21,000 

Bare 
+ D . - A l ,  _.-_-. 

5750 

10,476 
21,125 

.C.S.R, I__. 

8500 

14,250 
24,250 

.C.A.R 
_II 

7000 

9375 
1&.?5Q 
24,125 

- 
3paber 
Cable 

3900 

5400 
7050 

10,875 
18,675 

--- 

Baaad on 25 degraea C Ambient air, 50 degrees C r l e e ,  2ft . /sec.  wind velocity 
md 75 degrees C conductor temperature. 

-- 

ID 
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ENCXflEERINC PRACTICES - E L E T R I C  DISTRIBUTION 

N A X I W M  SECONDARY LZE!CTKS kiTH b!C'I'OR ON END OF SECONJXRY 240V 16 Cu. Sar .  



9. E N C I f i ~ R I N C  PRACTKES - ELEETRIC DISTHIflU'l'ltJN 
CO 

Ikrimum KVA Cesign Paage 
Amperes - ~ 

LeGig-n 240V 16 

50 abyr' e - 12 

05 Iv 13 ~ 20 

125 2 !  - 70 
208 # 31 - 50 

- /  

----- e5 

125 140 "*--- 

208 $10 ----- 
125 0 ~ 30 

175 31 - 42 

3 5  4? - 56 

37'3 57 - e5 

630 90 - 151 

740 152 - l7C 
126'3 179 - 302 

240V 36 

0 - 20 

?? - 35 

36 - 5' 

53 ~ e7 

---_- 
--I-- 

----_ 
(? .- 52 

53 - 7? 

7'1 - 9e 

99 - 154 

155 - 26? 

262 - 30e 

309 - 524 

480V 3fi 

r, " lOI!  

105 - 146 

147 - 1?6 
157 - 2C8 

309 - 5211 

51'5 .- Cl6 

t i 7  - Lc4E 

%r;er conductors bril l  be naces6ary fo r  long  se rv ices  acd where i c r u s h  
e-rren? f ro& l a r g e  motors w u l d  result in excess ive  vo l t age  drop. 

1. larczr s i z e  s e r v i c e  should be considered i f  a s u b s t a n t i a l  l cad  inc rease  
i- srtic!pated r i t h i r  two t o  t h r e e  years a f t e r  t h e  s e r v i c e  i n s t a l l a t i o n ,  e? 
ii x.cplacxcr:  wol;ld bc very d i f f i c u l t  o r  incocvenient .  

Notel Complete nummer nnd winter b o d  in format ion  muet be known and Donsidered 
t o  assure proper service r i t ing,  an two d i f f e r e n t  s a t e  of values Hill be 
used ,  



ENGINEERING PRACTICES - ELECTRIC DISTRIBUTION 

SERVICE STZINC POLY W.P. A.LupI.-WINTER PEAK DEXAND 
(OOF, Sun, No Wind) 

Conduotor Size 

$4 A l u m  Triplex 

5f2 A l u m  Triplex 

#l/O AXum Triplex 

6410 Alum Triplex 

82 A l u m  Quadruplex 

# i /o  N u m  h d r u p l e x  

N/o A l u m  PuPdruplex 

82 A l u m  Poly 

P i /o  ~ l u m  poly 

6310 Alum Poly 

f336.4 MCM A l e  Poly 

$795 NcM Al. Poly 

2 pe r  6 336.4 A I .  

2 per 6 795 Al. 

MQeLmum R I A  Design Range 
Ammres r -- 
Design 240V l@ 
102 *25 

136 0-33 

191 34-46 

300 47-75 
I29 --- 
177 --- 
279 

163 0-39 

--- 

225 40-54 

300 55-75 

477 76-115 

Bw, 116-203 

9.94 204-229 

1688 230-405 

208v 36 
--- 
"-- 
--- 
--_ 
0-46 

47-68 

69-113 

0-59 

60-81 

82-108 

109-172 

173-304 

305-344 

,345-608 

240V 313 
0-42 

43-57 

5579 

80-125 

--- 
--- 
--- 
0-68 

69-94 

95-125 

126-198 

199-351 

352-397 

398-702 

Larger oonduotors w i l l  be neoesaary f o r  long aervioes and h e r e  I n r u s h  
ourrent  from l a r g e  motors would result in exoessive voltege drop. 

A l a rge r  a ize  servioe rhould be oonsidersd if 4 s u b a t a n t i a l  load inc rease  
I s  antioipated within two to three yeare a f t e r  the aervioe i n s t a l l a t i o n ,  o r  if 
replaoement would be very d i f f i o u l t  or inconvenient. 

NOTE1 COHPETE StJMKER AKD WINTER IDAD INFORMATION WST BE KNOW AND 
CONSIDEREI) To ASSURE PROPER SERVICE SIZING, AS ?Dcx) DIFFERENT 
SETS OF VALUES WILL BE [ISED. 

* - Not f o r  rssidenoes 





C' - 50' C0NSTRUCTlLI : l  
WITHOUT Q ROTATIO1.l 
OPPOSITE GUY SIDE 

IOOS04 

S1Nl;iE CIRCUIT CGNSTRUCi lON j DOUBLE CiRCUiT 1 
'VIEW L O O K I N G  IJORTH OR WEST CFBLC GN 
ae I: IILWAYS ON THE m m  

OR CABLE OPPUZITE D O W l l G U l  SIDE 

DOWNGUY S I D E  
OR E F S T  S I D E  

~ 

i 
SHT SPAt.l/336KCM UP SNFLLER IO OS 0 2 - T Y P E  ! N / A  ! I O  05 02-TYPE I ' 

LUNG SPAN UR LARGER V I R E  ~ I O  05 02-TYPE 2 1 N / A  1 10 05 02-TYPE 2 

- 
I TANGENT 

ANGLE W 0 ANGLES 0. - 90' 1 10 05 04 10 35 06 10 05 08 
PHASE 

~ n i n i i n h i  ANGLES GREATER THAN 90' I io os I O  I IO 05 10 I 10 05 IO 1 , 
ANGLE WITH/  ANGLES 0. - 50' I O  05 05 IO 05 06 I IO 05 06 

Q O T G T I O , ~  1 ANGLCS GPEATCR THAN 50' 1 I O  05 10 I O  os i o  ' IO os !O 
, PHASE 

NOTE, ?HASE ROTATION : S  UNLY REGUIRED A T  ANGLES I N  L i N C  

DGUBLE CIRCUIT IO os IO 
100508 



30 

'CP TRNGCNT C0iiS'RU:iI i i : I  
SEE iTANDRED 1 0 0 4 0 2  

. I G H i  bl<GLE. PHASE R 0 i i r T l C l l I  I,l[lT REG ,- USE CRi lSSARbI  ?ULI.EUi nF Y E R l l C R L  
J' C@!IISTRUClI01! 

IL!GHT L l IGLE PHASE R0l i l  I U N  R E Q J X C D  
USE PULLDDT OR V E R T I C 4 L  C I I N S T R U ~ T I S N  
i l ! i LY  STi r lDf iRDT.  IO0604 01 1 0 0 6 0 6  

' HEAVY ANGLE PHASE ROTATION REOUIRED 
USE P U L L 0 U i  OR VERTICGL C O N S l R U t l l O N  
0tlLY STANDARDS 1 0 0 6 0 2  OP 1 0 0 6 0 6  

SKYWIPE 
R E O l J I P E D )  

ac 

85 
-.__ 

CD . 
PULLUUT COiQSTRUCT i Ui.1 

ANY DlRECllDN FOR MEDIUM 
ANGLES UP TO 60' A N D I G R  

RDTRTl l iG  PHASES 
100602 



2400 VOLTS . 

200 WA 



ENGIMEERING PRACTICES .- ELECTRIC DISTRIBUTION 

CONDUCTOR SIZING-NEW CONSTRUCTION 

ECONOMIC LOADING-VALUES IN AMPS 

All Conductor Types 

2 HD CU 
195 ACAR 
336 MCM AA 
392 ACAR 
840 ACAR 
1272 MCM AA 

Aluminum Conductor 

1/0 AA 
336 MCM AA 
795 MCM AA 
1272 MCM AA 

ACAR Conductor 
, . , .  
,,:-..>:.:. .;@3,#Ae'. '' 

"19s AGAR 
392 ACAR 
840 ACAR 

Spacer Cable Conductor 

3/0 AA SP 
336 AA SP 
795 AA SP 

RCSR Conductor 

336 ACSR 
795 ACSR 

50% Express. 
50% Distrib. Express __ 

0-64 0-83 
64-111 83- 145 

111-141 145-185 . -. 

141 -233 185-305 
233-398 305-521 
390-***** 521-w*** 

0-80 0-105 
80-224 405-.294 

224-376 294-493 
376-**** 493-***** 

0-50 
50-1  14 

114-233 
233-**** 

6-65 
65-149 

149-305 
305-**** 

O i  stri buted 

0-110 
110-192 
192-244 
244- 4 04 
404-690 
69O-f**** 

0-139 
139- 389 
389-652 
652-**k** 

. .... 
' , '9.86 

86-198 
198-404 
404-**** 

0-93 0-121 0-160 
93-247 121-324 160-428 

247-***X* 32&*f*** 420--* 

0-253 0-332 0-439 
253-*** 332-M*** 439-***** 

Approved Byi Revlsbn So. 1 I 1 
I Datsi 7/24/87 Date I D a b 1  f L.C.&E. + p m a  BYI JDS 



sect~on 3 rage 1 j 

ENGINEERING PRACTICES - ELECTRIC OISTRIBIITION 

CONDUCTOR SIZING-RECONDUCTORIMG 

ECONOMIC LOADING-VALUE IN AMPS 

50% Express 
Conductor Type Express 50% O i s t r i b .  - D i s t r i b u t e d  

6 HD CU 0.-69 0-90 0-1 19 
4 HD ClJ 0-96 0- 125 0- 165 
2 HD CU 0-134 0- 176 0-233 
1/0 HD CU 0-194 0-253 0-335 
4/0 HD CU 0- 344 0-450 0-595 
1/0 AA 0- 133 0- 174 0-230 
336 MCM AA 0-341 0-447 0-591 

0-768 0- 1005 0- 1330 &***** Or*- &*e** 
795 MCM RA 
1272..MCM RA 
123 &CAR 0-.143 0-107 0" 248 
1.45-.fiCAR 0-214' O.-ZDO ..O-371 
392 ..8CAR '0-370 'i)-,485 e-642 
840 K A R .  a-.ai t .0-1062 0- 11105 

336 AA SP 0-343 0-449 0-594 
795 M SP 0-660 0-865 0-1144 

w . - m  SP .O-205 $ 4 6 9  0-956 

R 
R 

Prsgared By8 JDS ApprDvcd ;By: 1 EevLalon Ho. 1 1 1 
Dstec - *  Dates - 1 Drter I L.G.kE. 
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Volume SectLon 3 Page 14 , ENCIliEERTNC P R A C T I C E S  _. E L E C T R I C  D I S T R I B U T S O N  

. CONDL'CTOR SIZING 
.XI!3MUM S I Z E  NEUTRW. F O R  

36 P R M  C I R C U I T S  

' - -  

PRIMARY P I M E  
COlr'DUCTOR ___ I NELITRAL SIZE 

NEW CONST.  (1) RECONCUCTOIUNG 

795 MCM AA ( 2 )  195.7 MCM ACAFi #2 Copper 
(or equivelent) 

(or equivalent) 
336 NCM AA 123.27 m ACCAR %4 Copper 

795 Spacer C a b l e  
1 

12.5 Ch'-20 AW ( no a d d ' l .  N e u t .  required) 



3.5 Overhead Wire Ampacity Ratings 
The overhead wire ampacities table is taken from the Engineering Data and Engineering 
Practices data hook maintained by Power Delivery Engineering 

Overhead Wire Ampacities 

Spacer , A C S R  / A C A R  Cable ~ Conductor i ~ Bare Type A '  ' Poly Bare 
! Size 

i Poly ~ 

! cu 1 ... ..................... . ....... I 

I 

I 

l W p  H D  Cu C W  W P A i  H D A I  ~ 

~ 

. .!._ 

- ... . . . . . . .  ......... ....... ........ ....... ....... -. 
i 6  I127  127 ~ '140 

1 ": - 

i I 

I- i 155 

! 

. ............ .~ ... .., - i .... .._._.___ . 1 
~ 

I 

i 

i 
1 4  ~ 171 17'1 i 180 122 

170 
............... ............. . .  ... .................... ~ ..... 

230 1 L 

~- 
110 309 309 ! I 230 230 

210 360 360 1 j 270 I 
..-. ... . . .  

I 

$10 416 416 ? l l  ! 340 1 282 

~ ~ 

.............. .. .. .. ..... 
i 

1 ............... ...... ...... ....... . . . . . .  
~ 280 1 123 kcmil ~ 

1 195 kcmil ~ 375 

~ 

I 410 I 485 I 485 
L 2 ,... 

1__.~ ; t __-_____.! , 

~ ......... ................ ...... 
I 

! 
i 

336 kcmil 1485 ~ 485 570 ! 435 

i .- 1 ..I -~ ! ._-____-_ i ...- 

I ~ 747 840 E45 i 970 i 1 795 kcmil 1 ! 

____ ..................... ........ 
i 590 1 ~ 

.... ............... ............... ......... i 392 kcmi! 

.......... ....... .......... 
~ 500 kcmil ~ 788 , 842 i 

I ! 
- __ .. 1965 

................................. .............. ........ .......... ~ ! : i -2. 

I 
1840 kcmil 1 .- 

I -- 10OOkcmil 1206 1300 
............. ............ i ~ 

............. __ .......... . 
j 1272 kcmil i ! ~ 1130 
i... i - --___ _.____I-_ 

The following parameters are used in calculating the thermal limit ampacity rating for 
each wire: 

1) 
2) 50 degree C rise 
3) 
4) 

25 degree C ambient air 

2 feet per second wind velocity 
75 degree C conductor temperature 

The formula used to calculate wire ampacity is taken from the "Electrical Transmission 
and Distribution Reference Book" published by Westinghouse The formula is as 
follows: 



conductor current in amperes 
R =  conductor resistance per foot 

W, = watts per square inch dissipated by convection 
w, - - watts per square inch dissipated by radiation 
A =  

- where I - 

conductor surface area in square inches per foot 

Watts per square inch dissipated by convection. W,, is calculated by the following 
eouation: 

where: p = pressure in atmospheres (p=.l 0 ) 
V = velocity of wind in feet per second 
T, = 

d =  
\t  = temperature rise in degrees C 

average of absolute temperatures of conductor and air in degrees 
Kelvin 
OiJtSide diameter of conductor in inches 



Watts per square inch dissipated by radiation, Wr. is calculated from the following 
formula. 

where E = relative ernissivity of conductor surface 
.1 0 for "black body" 
0 5 for aluminum and oxidized copper 

T" - - absolute temperature of surroundings 

- - 
- - 

T - - ahsolilk temperature of conductor in degrees Kelvin 

Using the preceding equations the conductor ampacity "I" can be calculated 

3.6 Valtage Regulation 

The following voltage regulations are mandated by the Public Service Commission 
"Rule V" (Portions of "Rule V which do not pertain to voltage have been 
omitted ) 

3.6.1 Rule V 

Part 1 

Each utility shall adopt a standard nominal voltage or standard nominal voltages, 
as may be required by its distribution system for its entire constant-voltage 
service, or for each of several districts into which the systems may he divided, 
which standard voltages shall be stated in every schedule of rates of each utility 
or in its terms and conditions of service 

Part 2 

Voltage at the customer's service entrance or connection shall be maintained as 
iollows: 

a) For service rendered primarily for lighting purposes, the variation in 
voltage between 5:OO p.m. and 11 :00 p.m. shall not be more than five 
percent (5 percent) plus or minus the nominal voltage adopted, and total 
variation of voltage from minimum to maximum shall not exceed six 
percent (6 percent) of the nominal voltage, 
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ENGINEERING DATA - ZWTRTC DliSTR1B:ITION 

AMPACITIES 

Thermal L l m l t  l n  Amperen* 

!Y?E "A' 
U.W. 

140 
LBO 
240 

W.P.-AL. H.D.-AL ---I= 
122 
I7O 
230 230 
31 1 

485 4-35 
840 845 

A.C.S.R. 

PO 

570 
970 

280 
375 
590 
965 

;PACER 
CABLE 

156 
216 
202 

435 
747 

*Based  on 25 degrees C ambient a h ,  50 deepees C rise,' 2 ft . /sec.  wind 
ve loc t ty  and 75 degrees C conductor temperature. 

. 



ENGINE23AING DATA 1- ZLECTRIC DISTRIBUTION 

WA Capacity a t  4KV 

Thermal L i m i t  i n  KVA* 

Conductor 
S i c s  

6 
4 
2 

i/O 
310 
4/0 

500 MCM 
l000"MCM 
336.4 MCk 

795 K M  
123.27Ncl! 
195.7 MC) 
392.5 WI 
840.2 KI 

Poly. 
'.P.-CU 

914.4 
1231 
1656 
2225 
2995 
3492 
5674 
8683 

914.4 
1231 
1656 
2225 
29% 

3492 
6006 
9360 

-- 

yp6 "A" 
C.W. 

1008 
1296 
1728 

878.4 
1224 
1656 
2239 

3492 
6048 

-- 

Bare 
, D. - A l  

1656 

3492 
60 84 

,.C.S.R 

2448 

41a4 
6984 

I.C.A.R, 

2016 
2700 
4248 
6948 

pacer 
Cable 

1123 
1555 
2030 

3132 
5378 

* Based on 25 degrees C Ambient a i r ,  50 degrees C rise ,  2 f t . / sec .  wind velocity 
nnd 75 degrees C conductor temperature. 

1 

. 
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ENCINFERINC DATA - ELECTRIC DISTRIBUTION 

KVA Capacity at  12.47 KV 

!hemal L i m i t  in KVA* 

pot9  
'*P.-& 
2743 
3694 
4960 
6674 

10,476 

--..- 

8986 

17,021 
26,050 

2743 

4968 
6674 
8986 
10,476 

3694 
3024 
3888 
5184 

18,187 
28 , 060 I 

Poly 
',P.-Ale 

2635 
3672 
4968 
6718 

10,476 
18,W 

"I 

Bare 
[ . D . - A l .  A.C.S.R 

4968 
7344 

10,476 12,312 
18,252 20,952 

Based on 25 degrees 
and 75 degrees C aonductor temperature. 

, ,C .A.R.  

6048 
6100 
12,7114 
20,844 

...- 

in 

Spaoer 
Cable 

3370 
4666 
6091 

9396 
16,135 

vel c i ty  

. 
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I ENGINEERING DATA - ELECTRIC DISTRIBUTION 

KVA Capacity a t  14.4 Mi 

:hemal  Limi t  i n  WA* 

:onduotol 
Size 

6 
4 
2 

110 

310 
410 

io0 *m 
000 HCM 
;36,4 'hl 
'95 HCM 
23 e 27m . .  

y517 ,92; 5.,'{ki lfC1 

140.2 M C i  

. 

Poly 
4. P. -cu 
3175 
3694 
5750 
7725 
10,400 

12,125 

19,700 

30 v 150 

Bare 
H e  De -Cu 

3175 
3694 

5750 
7725 
10,400 

12,125 

18,187 
32 500 

--...__ 
vpe "A' 

C.W. 

3500 

4.500 

6000 

___II- 

poly 
i , P a - A l *  

3050 
4250 

5750 

7775 

10,476 

21,000 

Bare 
1. D. -AS I -- 

5750 

10,476 

21,125 

\ 
Spaber 
Cable 

3900 
5400 

7050 

10,875 

18,675 

&sed on 25 degrmea C Ambietlt sir, SO degrees  C r i s e ,  2f<./aec. a n d  ve loc i ty  
en# 75 degraes C conductor temperature. 

I 

.-. . 
.) 

.. . 
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ENCINlURINC PRACTICZS - ELE‘CTRIC DISTRXBUTXON 

CONDlJCTOR SIZING ALLOWLE CChNKTED KVA ON 18 TAPS 

7200 VOLTS WIRE SIZE 2400 VOLTS . 

#6 Cu. & #.? WP t& 133 WA 400 KVA 

0110 Ar, 200 W d  600 KVA 

84 cu. 167 KVA 500 WA 

i 

”.. . .  



ENGINEERING PRACTICES - ELECTRIC DISTRIBUTION 

CONDUCTOR SIZING-NEW CONSTRUCTION 

ECONOMIC LOADING-VALUES IN W S  

A1 1 Conductor Types 

2 HD CU 
195 ACAR 
336 MCM AA 
392 ACAR 
840 ACAR 
1272 MCM AA 

Aluminum Conductor 

110 AA 
336 flCM AA 
795 -MCM AA 
1272 MCM AA 

Spacer Cable Conductor 

9fO AA SP 
336 AA SP 
795 AA SP 

XCSR Conductor 

336 ACSR 
795 ACSR 

50% Express. 
50% D i s t r i b .  
__.--- 

Express 

0-64 0-83 
64-111 83- 145 

11 1-141 145- 185 
141-233 165-305 

0-80 0-105 
80-224 105-294 

224-376 294-493 
376-fi*** 493-***** 

. , . ,  

. .  ,. 
. ,  

. , 

0-50 &65:.'.;.. 
50- 'I 14 .6$149 

1 14-233 149-305 
233-** 305-*- 

0-93 0-121 
93-247 121-324 

247-**** 324"-w 

0-253 0-332 
253-*** 332-*- 

D i s t r i b u t e d  

0-110 
110-192 
192- 244 
244-404 
404-690 
690-***** 

0- 139 
139-389 
389-652 
652-**** 

' -8-86 
86- 198 

198-404 
404-**** 

0-160 
160-428 
428-**** 

0-439 
439--** 

Approved Byt 4 Revlston so. I 1 1 
I D ~ t e t  2/24/87 Date I Date: 1 L.G.&E. p&p-a BYI JDS 
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ENGINEERING PRACTICES - ELECTRIC DISTRIBUTION 
CONDUCTOR SIZING-RECONDUCTORING 
ECONOMIC LOADING-VALUE I N  AMPS 

Conductor Type 

6 HD ClJ 
4 HD CU 
2 HD CU 
1/D HD CU 
4/0 HD CU 
1/0 AA 
336 MCM A4 
795 MCM AA 
1272 MCM AA 
123. &CAR 
I.?? ,&CAR 
392 -#?CAR 

3/Q'-M SP 
396 AA SP 
795 AA SP 
336 &SR 

alld ACAR 

. '.?3$.:&SR , . . , ' 

I -.. ";- ...,.. .: .. . .. . 

Express 

0-69 
0-96 
0- 134 
0- 194 
0- 344 
D.,. 133 
0-341 
0-768 &***** 
&.I43 
6-2f4 
.O,-%D 
P-811 
.0-205 
0-343 
0-660 

50% Express 
50% Distrfb. Distributed 

0-90 0-1 19 
0- 125 0- 165 
0- 176 0-233 
0-253 0-335 
0-450 0-595 
0-174 0-230 
0- 447 0-591 
0- 1005 0- 1330 
0- *-k*tt om**** . .. 

..O- 187 0-243 
0-280. 0-371 
4-485 0-642 a- 1 d62 0- 1405 
+2f9 0-356 
0-449 0-594 
0-865 a- 1 144 

Approved By: I BevlslonHo. f I 1 
I nste I - 4 .  Date I Drtar 1 L.G.BE. 'regrred Byt JDS 
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ENCIIIEER1NC PRACTICES - ELECTRIC DISTRIBUTLON 

PRIMARY PHASE 
CONDUCTOR 

. CONDUCTOR SIZING 
KCkIMUM SIZE NEVTXkL FOR 

38 PRIMARY CIRCIJITS 

NEUTRAL SIZE 
NEW CONST. (1) RFCONDUCTORING 

(2) 195.7 MCM ACAR 12 Copper 
(or equ iva len t )  

336 MGM AA 123.27' E34 ACAR 84 Copper 
(or equivalent) 

795 Spacer Cable 12.5 Ck'-20 AW ( no add'l .  Neut. required) 

336 Spatier Cable 48M CW (no .Pdd'.l. Naut. required) 
. -  

. I  
'. .. ', ., I .  

.~ 
. ,  

.._ ". . . .  

I .  
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Residential service to multi..family dwellings is either 120/240 volt single-phase or 
120/208 volt three-phase four-wire depending upon individual requirements Normally a 
distributiori transformer is dedicated to serve the building and may be pole mounted or 
padmounted A secondary circuit runs from the transformer to a group meter panel that 
contains a meter for each individual customer 

Service arrangements for commercial and industrial customers vary widely because of 
the range of load and service requirements The service voltage is either 120/208 volt 
or 277/480 volt (grounded wye) three-phase four-wire Some commercial and industrial 
customers, especially older installations: are supplied with 480 volt or 240 volt delta. A 
few commercial and industrial customers are fed by 120/240 volt single-,phase service 

Some commercial and industrial customers have a primary voltage dual-feed 
arrangement Two primary circuits are provided at the transformer location Throw- 
over switching is used to connect the load to an alternate circuit in the event an outage 
occurs on the normal feed Switching can be manual or automatic These dual-feed 
type installations are normally reserved for critical loads such as hospitals 

3.4 Undergraund Cable Ampacity Ratings 

The tables in this section contain ampacity ratings for underground cables and 
overhead wires 

Ampacity tables, shown on pages 5- 11 are given for underground cable located in ducts 
and direct buried The tables are taken from the IEEE-IPCEA Power Cables Ampacities 
data book Tables are given for aluminum and copper conductors 

Sincrle conductor cables  

The following parameters are used in determining arnpacities for single 
conductor cables 

1) 
2) 
3) 
4) 

5) 

'To determine the appropriate table to use for an underground cable ampacity 
rating the following guidelines are used for various underground cable conditions 

Earth Thermal Resistivity (RHO) = 90 
Conductor Temperature = 90 degree C 
Ambient Earth Temperature = 20 degree C 
For residential and commercial applications a load factor (LF) of 50 should 
be used 
For industrial applications a load factor of 75 to 100 should be used 



Sinqie-phase and two-phase direct buried circuits 

Use single conductor concentric stranded rubber insulated cable buried 
tables 

Three-phase direct buried circuits 

Use triplexed concentric stranded rubber insulated cable buried tables 

Circuits in ducts encased in concrete 

Use triplexed concentric stranded rubber insulated cable in duct tables 

Three Conductor Cables 

The following parameters are used in determining ampacities for three 
conductor cables 

1) 
2) 
3) 
4) 

5) 

Earth Thermal Resistivity (RHO) = 90 
Conductor Temperature = 80 degree C 
Ambient Earth Temperature = 20 degree C 
For residential and commercial applications a load factor (LF) of 50 
should be used, 
For industrial applications a load factor of 75 to 100 should he 
used 

Cable ampacity tables are provided for 8 kV and 15 kV rated copper conductor 
cables The 8 kV tables are used for the 4,16 kV distribution system 

Interpolation may be used to approximate ampacities for various numbers of 
. . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . .  ... circuits ............. from these ~ ....................... tables. 

THREE CONDUCTOR SHIELDED SOLID TYPE IMPREGNATED 

PAPER INSULATED CABLE IN DUCTS - COPPER CONDUCTOR 

RHO 90 
. . . . . . . . . .  . . . . . . . . . .  .. . . . . . . . . . . . . . . . . . . . . . . . .  

1 CABLE IN DUCT BANK 15 kV EO C CONDUCTOR 20 C AMBIENT EARTH 

10GLF ~ 

... . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  ............ . . .  . .  
SIZE 50 LF 75LF ~ 

i 06 
~ .- 

112 

151 145 

199 190 

224 214 

410 294 2 i 9  262 

. . . . . . . . . . . .  . . . . . .  . ~ ,~~~ ~. ,,.~. , 
4 i 16 

. . . . . . . . . .  . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ................. . , , ..... .- ....... 



250 324 307 288 

350 334 372 348 

500 481 453 422 

750 596 560 519 

1000 690 644 594 

3 CABLES IN DUCT BANK 15 kV 80 C CONDUCTOR 20 C AMBIENT EARTH 

4 e 99 9n 

2 140 127 116 

1 i o  182 165 149 

zn 205 186 168 

410 267 240 215 

250 294 263 236 

350 355 315 262 
- 

500 

750 

loon 

430 381 336 

529 

606 

466 

530 

41 1 

465 

6 CABLES IN DLJCT BANK 15 kV 80 C CONDUCTOR 20 C AMBIENT EARTH 

4 96 86 75 

. . . . . .. . 
126 110 96 

122 

137 

175 

. . . ~ .~ . . .~ . ~ ~ ~ ~ . .  .. . .~ .. . .~ . . ~. . ~ - .. 2 

141  1 in 163 

158 183 

410 237 202 

259 

253 226 311 

374 314 269 

360 324 

429 364 

.. . . . .~~ .  . .. . ~~~. 

. . . . . . .~~ ~ ~ . .. ...... ~ . . ~ .  . , 

. .  .. . ~. ~~ ~. 

~~ ~. 
221 190 

, ~ . . . ~  ...... ~... . ... . . .  . . . . 
~ ~~ ..~. , .. ,. 

. .  . .  . . .  
~ ..... ~ ~ . . .  

~ . ~ .  . . .... ~. .... ~ .... ~ . . . ~ ~  ..... ~ ......... - .  .... ~ ~ . . .  

~~ ~ .... ~ ..~. .. ~ . ~ .  ~ ~ ~ 

750 456 

517 
. ...~ .. .. . .. . .. ... 1 

.~ . . .~ .... ~. ...~ ..... ~~~ ~. . . ~  

9 CABLES IN DUCT BANK 15 kV 80 C CONDUCTOR 20 C AMBIENT EARTH 
. . . . .  .. .  

4 93 an 69 

2 119 102 a8 

1 in 154 130 112 

210 173 146 125 

222 166 159 

243 203 

290 241 

347 287 

~~. , .~ . ~~~ .~ . ... .~ . .~. .. .. . .... . .. ~ . ~~ .. . . 
sin 

. . ,~ .~ ~ . ,  .. . ~.~ .~.. ... ~ .. . ..... ~ . ~. ~~ . 

~ . . .  . ~ ..... ~ . ~ . ~  

750 422 34 5 290 
. .  ~ ~ .... ~ . ., ~ ~ 

388 325 
~ ~ . . ~ .  . .  .. ... . .~ . ~. ..  . . .. ...,. . . . . ~. ~. . 477 

, 

, 
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TRIPLEXED CONCENTRIC STRANDED RUBBER INSULATED CABLE IN DUCTS 

COPPER CONDUCTOR CONCENTRIC STRAND 

RHO-90 ! 
1 CIRCUIT 15 hV .. 90 C CONDUCTOR 20 C AMBIENT EARTH 

i 6 CIRCUITS 15 kV - 90 C CONDUCTOR 20 C AMBIENT EARTH 

h 



2 15: 
~ 133 ~ 112 

2 ~ 7  226 ~ 193 ~ 160 

1 in 199 171 142 

410 291 247 204 

250 1 3i9 269 221 

381 319 262 350 
__I_________- . 

35 

121 ~ 

1 i36 

172 

1 8 i  ~ 

220 

500 4 5 i  380 305 

750 553 455 368 

lono 621 ~ 508 408 

I j 259 

~ 340 

307 1 

lono 
1500 

1 084 971 847 740 

1363 1213 1047 gin 



istribution PIaiinino Standards 

1 
2 CIRCUITS 6 CABLES 15 kV 90 C CONDUCTOR 20 C AMBIENT EARTH 

2 1 205 ~ 1 50 t i :  1 %  

110 272 250 223 199 

. . 

I_ 

410 412 ~ j 374 330 292 

350 559 504 440 386 

500 695 62 1 537 468 

750 aa4 783 6 i 2  582 i 
1000 1050 923 786 678 

1500 1317 1147 969 830 - 

. ~ ~ ~ .  .. ~~ . ~ ~ .  . ., ~ ~. .. 
2 154 j 150 143. 

TRIPLEXED CONCENTRIC STRANDED RUBBER INSULATED CABLE BURIED 

ALUMINUM CONDUCTOR CONCENTRIC STRAND 

1 CIRCUIT 15 kV-90 C CONDUCTOR 20 C AMBIENT EARTH 
~~. .. . ... . ~ . ~. .~ . . . . .  ~ ~ . ~ .  

. .~ 

'' i 136 I 

I -  I I I I I I I I 1 - 
i 195 I '85 ! 175 

I I I I , 
I I 566 532 496 1 

S 



HI. Distribution Planning Standards 

TRIPLEXED CONCENTRIC STRANDED RUBBER INSULATED CABLE IN DUCTS 

ALUMINUM CONDUCTOR CONCENTRIC STRAND 

RHO-90 
1 ClRClJlT 15 kV-90 C CONDUCTOR 20 C AMBIENT EARTH 

3 CIRCUITS 15 kV-90 C CONDUCTOR 20 C AMBIENT EARTH 

3 CIRCUITS 15 kV-90 C CONDUCTOR 20 C AMBIENT EARTH 

.. _ _ _  
3 CIRCUITS 15 kV 90 C CONDUCTOR 20 C AMBIENT EARTH 



SINGLE CONDUCTOR CONCENTRIC STRANDED RUBBER INSULATED CABLE BURIED 

COPPER CONDUCTOR CONCENTRIC STRAND 

RHO-90 
... ~ ~ . . .  .. . . . ~ . . .  . .~ ....... . ... ~ . ~ ~ ~ 

3 CIRCUITS 15 kV-90 C CONDUCTOR 20 C AMBIENT EARTH 
.~~ . .  ~~. .. ~ .... . . . .~ 

SIZE 30LF ~ 50LF j 75LF 1 10OLF 
~ . .  ~~. .. ~ .... . . . . 

SIZE 30LF ~ 50LF 

3 CIRCUITS 15 kV-90 C CONDUCTOR 20 C AMBIENT EARTH 

.~~ .~ 
j 75LF 1 10OLF 

TRIPLEXED CONCENTRIC STRANDED RUBBER INSLJLATED CABLE BURIED 
COPPER CONDUCTOR CONCENTRIC STRAND 

3 CIRCUITS 15 kV-90 C CONDUCTOR 20 C AMBIENT EARTH 
I 

~ 

L..I._._-____.._.____..-..-- 

..... 

.~~ .~ ~. 

---____ 
I 2 267 I 251 

210 408 381 345 

410 539 j 499 449 

350 734 673 600 

i o  

.. ~, 

' 210 ~ 

312 1 
403 I 
534 

---____ 
I 2 267 I 251 

210 408 381 345 

410 539 j 499 449 

350 734 673 600 

' 210 ~ 

312 1 
403 I 
534 

, snn , I 911 I I 830 I , 734 8 1 649 , snn , I 911 I I 830 I , 734 8 1 649 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 143 

Responding Witness: William Steven Seelye 

Q-143. Please explain and define “Power Pool” transformer as referenced in LG&E 
Seelye Exhibit 26, page I .  

A-143. Power Pool -- Transformers includes line transformers and capacitors 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 144 

Responding Witness: William Steven Seelye 

Q-144 Please provide the total installed LG&E primary voltage OveIhead conductors 
footage 

See the response to PSC-2 Question No. 48 A-I44 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 145 

Responding Witness: William Steven Seelye 

Q-145, Please provide the total installed LG&E secondary voltage Overhead conductors 
footage. 

See the response to PSC-2 Question No. 48. A-145. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 146 

Responding Witness: William Steven Seelye 

Q-146. With regard to MI. Seelye’s LG&E direct testimony, page 74, line 13 through 
page 75, line 8, please provide all academic and theoretical references 
supporting or discussing “weighted regression analysis” as utilized by Mr 
Seelye. 

See response to QuestionNo. 149 A-146. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 147 

Responding Witness: William Steven Seelye 

Q-147. Please explain why Mr. Seelye did not conduct a zero-intercept analysis for 
LG&E distribution Poles. 

A-147. Unlike conductors or transformers, there is not a functional relationship between 
the cost or size of a pole and the load (demand) that can be supported by a pole. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 148 

Responding Witness: William Steven Seelye 

Q-148. With respect to Mr. Seelye’s LG&E electric zero-intercept analysis 
(summarized in Exhibits 28 through 10), please provide: 
a.. statistical output including all diagnostic statistics, 
b. specific definition of dependent and independent variable(s) utilized 

corresponding to the data provided on page 4 of each Exhibit, 
c,. specific regression model (including coefficient), 
d. definition of‘kize” for each account, 
e. definition of “units” for each account, and, 
f. source documents supporting Mr. Seelye’s regression data. 

A-148. a. See response to PSC-2 Question No. 48. 
b. For the overhead conductor, the dependent variable is the average cost per 

foot of conductor and the independent variable is the size of the conductor in 
MCM. For underground conductor, the dependent variable is the average 
cost per foot of conductor and the independent variable is the size of the 
conductor in MCM. For line transformers, the dependent variable is the 
average cost per transformer and the independent variable is the size of the 
transformer in KVA. 

c. See response to PSC-2 Question No. 48. 
d. See response to (b). 
e. See response to (b). 
f. See response to PSC-2 Question No. 48. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 149 

Responding Witness: William Steven Seelye 

4-149. With regard to Mr. Seelye’s electric “weighted regression” analyses, please 
explain and provide support for his selected weighted regression based on the 
square root of “n” (as opposed to some other weighting method). In this 
response, please provide all engineering and/or statistical support for the square 
root weighting, 

A-149. Multiplying each term of the linear regression model by the square root of ‘h” is 
a standard methodology for using least squares to calculate weighted regression 
coefficients where measurements represent averages and where numbers of 
units are reported as data, as in the case of the continuing property records 
utilized by utilities. In statistical software packages, such as SAS, the weight 
can be specified as “n” rather than the square root of “no. If ordinary least 
squares regression is used, as in the EXCEL “linest” function, the regression 
must he performed by multiplying each term by the square root of “n” in order 
to calculate the proper parameter estimate. The need to multiply each term by 
the square root of “n” is discussed in most introductory linear regression texts., 
For example, see pages 103-105 of Samprit Chatterjee and Bertram Price, 
Regression Analysis b y  Example (John Wiley and Sons, 1977) or pages 179-180 
of Douglas C. Montgomery, Elizabeth A. Peck, G. Geoffrey Vinning, 
Introduction to Linear Regression Analysis (Wiley Series in Probability and 
Statistics, 2006). 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 150 

Responding Witness: William Steven Seelye 

Q-I50 Please provide Seelye LG&E Exhibits 28 through 30 in executable electronic 
spreadsheets. In this response include all analyses and calculations conducted 
to develop each zero-intercept analysis 

See response to PSC-2 Question No 48 A-150 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 151 

Responding Witness: William Steven Seelye 

Q-15 1. Please provide the following by vintage year, size, and type for LG&E Account 
364 (Poles) in the greatest level of detail available: 
a. installed units, 
b. gross investment, 
c. materials investment, 
d. capitalized labor, and, 
e. Handy-Whitman Cost Index or equivalent. 
If all data is not available for all years, please provide the level of detail that is 
available. Please provide in hard copy as well as in Microsoft readable 
electronic format (preferably Microsoft Excel). 

A-151. The requested information is not available in a readily accessible form. 
Developing the requested report would require extensive original analysis. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 152 

Responding Witness: William Steven Seelge 

Q-152. Please provide the following separated between primary and secondary (as 
available) by vintage year, size, and type for LG&E Account 365 (Overhead 
Conductors) in the greatest level of detail available: 
a. installed footage, 
b. gross investment, 
c. materials investment, 
d., capitalized labor, and, 
e. Handy-Whitman Cost Index or equivalent. 

If all data is not available for all years, please provide the level of detail that is 
available. Please provide in hard copy as well as in Microsoft readable 
electronic format (preferably Microsoft Excel). 

See response to PSC-2 Question No. 48. Gross investment includes both 
materials investment and capitalized labor. Hard copies are not being provided 
due to the volume of the data requested. 

A-152. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 153 

Responding Witness: William Steven Seelye 

4-153. Please provide the following separated between primary and secondary (as 
available) by vintage year, size, and type for LG&E Account 367 (Underground 
Conductors) in the greatest level of detail available: 
a. installed footage, 
b. gross investment, 
c materials investment, 
d. capitalized labor, and, 
e Handy-Whitman Cost Index or equivalent. 

If all data is not available for all years, please provide the level of detail that is 
available Please provide in hard copy as well as in Microsoft readable electronic 
format (preferably Microsoft Excel) 

A-I53 See response to PSC-2 Question No 48 Gross investment includes both 
materials investment and capitalized labor Hard copies are not being provided 
due to the volume of the data requested 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 154 

Responding Witness: William Steven Seelye 

4-154. Please provide the following separated between primary and secondary as 
available by vintage year, size and type for LG&E Account 368 (Line 
Transformers) in the greatest level of detail available: 
a. installed units, 
b gross investment, 
c materials investment, 
d. capitalized labor, and, 
e. Handy-Whitman Cost Index or equivalent 
If all data is not available for all years, please provide the level of detail that is 
available. Please provide in hard copy as well as in Microsoft readable 
electronic format (preferably Microsoft Excel). 

A-154. See response to PSC-2 Question No 48 Gross investment includes both 
materials investment and capitalized labor Hard copies are not being provided 
due to the volume of the data requested. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 155 

Responding Witness: William Steven Seelye 

Q-155. Please explain how and where Curtailable Rider revenue credits are reflected in 
the LG&E electric revenue proof (Seelye Exhibit 5) and class cost of service 
study (Seelye Exhibits 26 and 27). 

Curtailable Rider revenue credits are included in the row labeled ‘‘Sales” on 
pages 37 through 39 of Seelye Exhibit 27. Curtailable Rider revenue credits are 
shown as CSR amounts for the applicable large industrial rate schedules shown 
on Seelye Exhibit 5. 

A-155. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

CASE NO. 2008-00252 
CASE NO. 2007-00564 

Response to Initial Request for Information of the Attorney General 
Dated August 27,2008 

Question No. 156 

Responding Witness: William Steven Seelye 

4-156. Regarding Mr. Seelye’s LG&E direct testimony, page 66, footnote 5 ,  please 
provide: 
a. a copy of the referenced Order, 
b. a copy of MI., Seelye’s direct testimony and exhibits in the referenced case, 

and, 
c. a copy of any rebuttal and surrebuttal testimony filed on behalf of the 

Applicant (by any witness) in the referenced case. 

A-156. a. See attached. 

b. Mr. Seelye did not submit testimony in Case No. 90-158 

c. See attached. 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

-- 
ADJUSTMENT OF GAS AND ELECTRIC I 
ELECTRIC COMPANY 1 
RATES OF LOUISVILLE GAS AND ) CASE NO. 90-158 

O R D E R  

On June 29, 1990, Louisville Gas and Electric Company 

("LG&E") filed an application with the Commission requesting 

authority to increase its electric and gas rates for service 

rendered on and after August 1, 1990. The proposed rates w0ul.g 

increase annual electric revenues by $31,015,938, an increase of 

6.22 percent, and annual gas revenues by $3,837,454, an increase 

of 2.24 percent. These increases represent an annual increase in 

total operating revenues of $34,853,392, or 5.43 percent, based on 

normalized test-year sales. This Order grants an increase in 

annual electric revenues of $5,451,758, an increase of 1.17 

percent, and an increase in annual gas revenues of $524,487, an 

increase of .30 percent. These increases represent an annual 

increase in total operating revenues of $5,976,245, or .93 

percent, based on normalized test-year sales. 

- 

The Commission granted motions to intervene filed by the 

Attorney General, by and through h i s  Utility and Rate Intervention 

Division ( " A G " )  i Jefferson County ("Jefferson") ; the city of 

Louisville ("Louisville"); the Department of Defense of the United 

States ("DOD"); the Kentucky Industrial Utility Customers 



I .  

( "KIUC" ) ; the Paddlewheel Alliance ("Paddlewheel") ; the Kentucky 

Cable Television Association, Inc. ("KCTA"); the Metro Human Needs 

Alliance, Inc., which assists low-income households ("MHNA"); the 

International Brotherhood of Electrical Workers, Local 2100; and 

Reynolds Metals Company. The Commission suS'pended the proposed 

rate increase through December 31, 1990 in order to conduct an 

investigation into the reasonableness of the proposed rates. A 

public hearing was held in the Commission's offices in Frankfort, 

Kentucky, on November 7-9, 19-21, and 2 6 ,  1990 with all parties of 

record represented. Simultaneous briefs were filed on December 

14, 1990. All information requested during the hearing has been 

submitted. 
- 
.- 

COMMENTARY 

LG&E is a privately owned electric and gas utility which 

generates, transmits, distributes, and sells electricity to 

approximately 321,300 consumers in Jefferson County and in 

portions of Bullitt, Hardin, Henry, Meade, Oldham, Shelby, 

Spencer, and Trimble counties. LG&E distributes and sells natural 

gas to approximately 243,400 consumers in Jefferson County and in 

portions of Barren, Bullitt, Green, Hardin, Hart, Henry, Larue, 

Marion, Meade, Metcalfe, Nelson, Oldham, Shelby, Trimble, and 

Washington counties. 

TEST PERIOD 

LGLE proposed the 12-month period ending April 30, 1990 as 

the test period for determining the reasonableness of the proposed 

rates. LGLE also proposed to reflect the impact of the 

commercialization of the Trimble County Unit No. l ("Trimble 
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County") Generating Plant which was scheduled for late December 

1990. Jefferson, Louisville, and Paddlewheel ("Jefferson et al.") 

and KIUC opposed this approach, stating that LG&E had created a 

hybrid test year which was neither fully historic nor fully 

projected. The Commission believes it is reasonable to utilize 

the 12-month period ending April 30, 1990 as the test period in 

this proceeding. In utilizing the historic test period, the 

Commission has given full consideration to appropriate known and 

measurable changes. 

-. 

NET ORIGINAL COST RATE BASE 

Trimble County - 
LG&E proposed a total company net original cost rate base e€ 

$1,444,036,873. Trimble County was reflected in rate base by 

including test year end Construction Work in Progress ("CWIP") of 

$677,170,687, plus estimated additional expenditures through 

December 31, 1990 of $37,829,317, less $178,750,000 to reflect the 

25 percent disallowance for Trimble County ordered by the 

Commission LG&E also included in its proposed 

accumulated depreciation the first year depreciation expense on 

the December 31, 1990 estimated level of investment in Trimble 

County, exclusive of the 25 percent disallowance. LG&E cited two 

reasons for including Trimble County in the net original cost rate 

base. First, it stated that the Trimble County expenditures are 

known and measurable; and second, it claimed that the Settlement 

Agreement, Article IX, approved in Case No. 10320,2 provide an 

in Case No. 9934.l 

Case No. 9934, A Formal Review of the Current Status of 
Trimble County Unit No. 1, Order dated July 1, 1988. 
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absolute right to recover 75 percent of its Trimble County 

investment, including depreciation. 

While the AG, Jefferson et al., and KIUC all filed testimony 

opposing LG&E's proposed treatment of Trimble County, none of 

these intervenors prepared a net original cost rate base. Their 

testimony focused on the impact that LGLE's proposals had on total 

capitalization, discussed later in this Order. 

- 

The Commission finds that the post test-year Trimble County 

expenditures are not known and measurable but, rather, are a 

moving target. On numerous occasions during the course of this 

case, LG&E revised its estimated December 31, 1990 level for 

Trimble County CWTP. In fact, LG&E's most recent revisim 

discloses that almost $11,000,000 of Trimble County CWIP will not 

be spent until after January 1, 1991. 

In proposing this rate base treatment for Trimble County, 

LG&E has ignored a basic concept of rate-making, the matching 

principle. While all rate base items except Trimble County are 

established at actual April 30, 1990 levels, LG&E has included a 

post test-year plant addition for Trimble County CWIP and the 

related accumulated depreciation at the estimated December 31, 

1990 level. The Commission has a well-established, rate-making 

policy o n  the inclusion of post test-period plant additions. All 

utilities under the Commission's jurisdiction were given notice 

that, if a historic test period is used, adjustments for post 

Case No. 10320, An Investigation of Electric Rates of 
Louisville Gas and Electric Company to Implement a 25 Percent 
Disallowance of Trimble County Unit No. 1, Order dated October 
2 ,  1989. 
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test-period plant additions should not be requested unless all 

revenues, expenses, rate base, and capital items have been updated 

to the same period as the plant  addition^.^ LG&E acknowledged 

that it was aware of this policy but argued that it should not 

apply to this case because the policy was 'announced after the 

Settlement Agreement was signed on August 11, 1989. 

- 

The Commission is not persuaded by LG&E's argument. The date 

that the Settlement Agreement was signed has no particular 

significance in determining the applicability of the rate-making 

policy announced on August 2 2 ,  1989 in Case Nos. 102014 and 10481. 

The Settlement Agreement did not become binding and enforceable 

until approved by the Commission on October 2 ,  1989. six weekc 

after the Commission declared that: 

Therefore, in cases filed after this decision is issued, 
the Commission gives notice to Columbia 
[Kentucky-American] and other utilities under its 
jurisdiction that: 1) adjustments for post test-period 
additions to plant in service should not be requested 
unless all revenues, expenses, rate base, and capital 
items have been updated to the same period as the plant additions. . . . 5 

Case No. 1.0481, Notice of Adjustment of the Rates of 
Kentucky-American Water Company Effective on February 2, 1989, 
Order dated August 22, 1989, page 5 .  

Case No. 10201, Adjustment of Rates of Columbia Gas of 
Kentucky, Tnc., Order dated August 22, 1989. 

Case No. 10201, Order dated August 22, 1989, page 6; and Case 
No. 10481, Order dated August 22, 1989, page 5. 
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This rate-making policy, having been announced before the 

Settlement Agreement was approved, and long before this rate case 

was filed, is applicable and controlling. Further, there is no 

language in the October 2, 1989 Order approving the Settlement 

Agreement that allows LG&E to disregard this pkicy. 

Nevertheless, this Commission also recognizes that Trimble 

County represents a significant addition to LGLE's utility plant 

in service. By the date the rates authorized in this Order take 

effect, Trimble County will be in commercial operation and all 

Trimble County expenditures will be reclassified from CWIP to 

plant-in-service. Therefore, the Commission must consider thg 

commercialization of a major plant addition and at the same time 

adhere to rate-making concepts, time tested for fairness and 

reasonableness. 

We believe it fair and reasonable in this instance to include 

in LGLE'S net original cost rate base the test-year-end Trimble 

County CWIP. This amount, net of the 25 percent disallowance, is 

$507,878,016. This rate-making treatment is essentially the same 

that LG&E has received throughout the construction of Trimble 

County. The Commission also finds it reasonable in this instance 

to allow depreciation expense on 75 percent of the Trimble County 

CWIP balance as of the end of the test year. The first year 

depreciation expense has been included in the accumulated 

depreciation used in determining the net original cost rate base. 

This approach properly recognizes the known and measurable fixed 

cost associated with the commercialization of Trimble County. The 

Commission cannot and will not include in rate base the post 
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test-period plant additions for Trimble County or the related 

first year depreciation expense. To do otherwise would disregard 

established, and we feel fair, just and reasonable rate-making 

practices enunciated and adopted in prior Commission decisions 

concerning post test-period plant additions. -- 
Fuel Inventory 

LGLE proposed to include $14,297,235 as fuel inventory in its 

rate base calculations. This amount represents the test-year end 

balance for the fuel inventory account. During the hearing, LGLE 

indicated that it began to purchase coal for Trimble County in 

January 1990, but had not adjusted the fuel inventory to reflect a 

25 percent disallowance of the Trimble County coal. The AG 

proposed to remove 25 percent of the increase in the fuel 

inventory between April 30, 1989 and April 30, 1990, stating the 

entire increase had to be related to Trimble County. 

- 
- 

Based on a monthly account balance for fuel inventory review, 

the Commission believes it is more appropriate to use a 13-month 

average balance for fuel inventory in the calculation of rate 

base. The use of a 13-month average balance is consistent with 

our usual practice. The Commission also believes it is reasonable 

to remove from the fuel inventory 25 percent of the coal inventory 

related to Trimble County coal. The 13-month average balance for 

fuel inventory, including the Trimble County coal was 

$10,280,683. 6 The Commission has calculated a 13-month average 

balance, removing the Trimble County coal from each monthly 

Response to Commission's Order dated June 29, 1990, Item 3 .  
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balance, and finds that $10,270,961 should be used in the 

calculation of rate base. 

Materials, Supplies, and Prepayments 

In determining its net original cost rate base, LG&E used the 

test-year end balances for materials, supplies, and prepayments. 

The AG proposed to remove 25 percent of the increase in materials 

and supplies between April 30, 1989 and April 30, 1990, stating 

the entire increase had to be related to Trimble County. The 

Commission has reviewed the monthly account balances for these 

accounts, and as discussed previously, believes it is more 

appropriate to use a 13-month average balance for these accounts 

in the calculation of rate base. The Commission also believes it 

is reasonable to remove from materials and supplies 25 percent of 

any amounts related to Trimble County. During the hearing, LG&E 

indicated that $1,945,0007 was included in materials and supplies 

for Trimble County. The 13-month average balance for materials 

and supplies, including the Trimble County materials and supplies, 

was $32,691,260.8 The Commission would prefer to adjust the 

Trimble County amounts out on a monthly basis, and then compute 

the 13-month average. In this instance, the detailed information 

- 

Transcript of Evidence ("T.E."), Volume IV, November 19, 1990, 
pages 181 and 182. 

Response to Commission's Order dated June 2 5 ,  1990, Item 9. 
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is not available. Therefore, the Commission has deducted 

$486,250' from the $32,691,260 average, and included $32,205,010 

in rate base for materials and supplies. We included $748,3041° 

for prepayments in our calculation of rate base. 

Stores Expense - 

The AG also proposed to remove 25 percent of the increase in 

stores expense between April 30, 1989 and April 30, 1990, for the 

same reason stated in his adjustment to materials and supplies. 

At the hearing, LG&E stated that $434,000 in stores expense was 

related to Trimble County. The Commission believes it is 

appropriate to remove 25 percent of its Trimble County stores 

expense from the rate base calculations. The tes t-year-e& 

balance of $5,790,584 has been reduced by $108,50012 to reflect 

the removal of the 25 percent Trimble County stores expense. 

Gas Stored Underground 

- 

LG&E proposed to include $20,450,243 as gas stored 

underground in its calculation of rate base. This amount 

represented a 12-month average balance of the gas stored 

underground account. Again we believe it i s  more reasonable to 

use the 13-month average balance, and have included $19,515,080 as 

gas stored underground in the calculation of rate base. 

$1,945,000 x 2 5  percent = $486,250. 

Response to Commission's Order dated June 29, 1990, Item 9. 

T . E . ,  Volume XV, November 19, 1990, pages 1.81 and 182. 

$434,000 x 25 percent = $108,500. 

ll 

l2 
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Cash Working Capital Allowance 

LG&E determined its cash working capital allowance using the 

4 5  day or 1/8 formula methodology. This Commission has 

traditionally used this approach in rate cases and do again here. 

We have adjusted the allowance for cash working capital to reflect 

the accepted pro forma adjustments to operation and maintenance 

expenses. 

In determining the cash working capital allowance, LG&E 

deducted from the operation and maintenance expenses the gas 

supply expenses. The level of gas supply expenses removed did not 

equal the amount LG&E deducted in its operating expense adjustment 

for gas supply expenses. It is best to use the same amount in 

both adjustments. Therefore, we have used the operating expense 

adjustment level of gas supply expenses in the calculation of the 

cash working capital allowance. 

- 
...I 

Based upon the previous findings, we have determined the net 

original cost rate base for LG&E at April 30,  1990 to be as 

follows : 
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Electric Gas Total 

Total Utility Pl.ant $1,915,177,722 $221,751,683 $2,136,929,405 
Add : 
Materials & Supplies 46,804,173 1,353,882 48,158,055 
Gas Stored 
Underground 0 19,515,080 19,515,080 
PreDavments 621,092 127,212 748.304 
Cash iorking Capital 32,815;128 4,441,938 37,257,066 
Subtotal $ 80,240,393 $ 25,438,112 $ 105,678,505 
Deduct : 
Reserve for 
Depreciation 529,783,546 84,484,852 614,268,398 

Customer Advances 1,572,719 5,134,306 6,707,025 
Accumulated Deferred 

Investment Tax 
Taxes 193,385,140 19,093,760 212,478,900 

Credit (Prior Law) _. 1,127,320 427,400 1,554,720 
Sub t o t a 1 $ 725,868,725 $109,140,318 $ 835,009,043 

NET ORIGINAL COST 
RATE BASE $1,269,549,390 $138,049,477 $1,407,598,867- 

- -- -~ in 

Reproduction Cost Rate Base 

LG&E presented a reproduction cost rate base of 

$2,605,266, 805,13 which included electric facilities of 

$2,238,145,899 and gas facilities of $367,120,906. LG&E estimated 

the value of plant in service, plant held for future use, and CWIP 

at the end of the test year. LG&E also reflected the same 

adjustments it had included in its net original cost rate base. 

We have given consideration to the proposed reproduction cost rate 

base. 

CAPITAL 
14 

Included in the total capitalization were five adjustments, which 

LG&E proposed a total capitalization of $1,384,481,820. 

l3 Fowler Direct Testimony, Exhibit 5. 

l4  Fowler Direct Testimony, Exhibit 2, page 1 of 2. 
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LG&E allocated on a pro rata basis to all components of capital. 

The five adjustments were for the Job Development Investment Tax 

Credit ("JDXC"), the 25  percent disallowance of test year Trimble 

County CWIP, the unamortized balance of extraordinary retirements 

as determined by the Commission in Case No. 10064,15 the estimated 

additional expenditures for Trimble County through December 31, 

1990 net of the 25 percent disallowance, and the capital costs 

relating to LG&E's new office building. 

The AG proposed a total capitalization of $l,352,739,O19.l6 

The AG added to total debt capital the difference between the 

12-month average balance of gas stored underground and the Ap_ri_l 

30, 1990 balance. The AG deducted from common equity the entire 

25 percent disallowance of test-year Trimble County CWIP and 25 

percent of the net increase in fuel and supplies increases. After 

making these adjustments, the AG allocated on an adjusted pro rata 

basis the JDIC, the unamortized balance of extraordinary 

retirements, and the capital costs relating to LG&E's new office 

building. The AG stated that the adjustment to debt capital. was 

necessary because the test-year end balance was not representative 

of the 12-month average balance, and it was logical to assume that 

the gas balances were financed by short-term debt since they 

varied greatly during the test year. The AG's proposal to remove 

l5 Case No. 10064, Adjustment of Gas and Electric Rates of 
Louisville Gas and Electric Company, Order date6 July 1, 1988. 

l6 DeWard Direct Testimony, Exhibit TCD-1, Schedule 3 .  
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the 25 percent Trimble County CWIP disallowance totally from 

common equity was based on the Settlement Agreement approved in 

Case No. 10320, which assigned any benefits, profits, or 

entitlements realized on the disallowed 2 5  percent of Trimble 

County to the shareholders of bG&E. The AG stated that LG&E had 

put itself at risk for both the costs and rewards related to the 

25 percent disallowance. MHNA supported the A G ' s  position on this 

issue. l7 The AG stated that it was logical that LG&E would begin 

to increase levels of fuel and supplies for Trimble County and 

that 25 percent of those increases should also be removed. 

- 

KIUC proposed a total capitalization of $1,356,100,000. 18 - 
KXUC began with bG&E's total proposed capitalization and removed 

the pro rata allocation of the estimated additional expenditures 

for Trimble County through December 31, 1990. KIUC stated that 

LG&E had created a hybrid historic and forecasted test year, 

inconsistently relying upon actual historic costs in some 
instances and totally forecasted costs in other instances. 19 

Je€€erson et al. did not propose an amount €or total 

capitalization, but took issue with bG&E's proposal to include the 

estimated additional expenditures for Trimble County through 

December 31, 1990. Jefferson et al. stated that bG&E's 

application had to be evaluated using the historic test year 

l 7  Brief of W N A ,  pages 7 and 8. 

Kollen Direct Testimony, Table 6 ,  page 42. 

l9 Id., page 13. - 
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approach, and these additional expenditures did not constitute 

known and measurable items. 

The Commission does not agree that an adjustment to the 

capitalization is necessitated by the use of an average balance 
- 

for gas stored underground in the rate base determination. Nor do 

we agree with the argument that LG&E finances its gas stored 

underground exclusively through debt capital. In determining the 

capitalization of a utility, the Commission establishes the 

overall embedded capital needs which includes working capital 

items which vary in value throughout the course of a 12-month test 

period. These variations are sufficient to compensate LG&E fo_r 

the monthly variations in gas stored underground. Such. an 

adjustment is not necessary in this case. 

Concerning the AG's proposal to remove the entire 25 percent 

disallowance of Trimble County CWIP from common equity, the 

Commission has ruled in prior cases that the investment i n  utility 

plant cannot be traced to specific capital sources. The AG 

presented no evidence to demonstrate that this investment actually 

came from common equity alone. Trimble County's construction has 

been financed by all components of capital, not solely by common 

equity. It is reasonable to allocate the disallowance on a pro 

rata basis, in order to reflect this fact. The Commission notes 

the inconsistency of the AG's position on this adjustment. While 

proposing a higher level of debt for capitalization, this higher 

level of debt was not reflected in the AG's proposed rate of 

return. 
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The Commission has determined that LGLE's total test-year end 

capitalization should be $1,355,523,360. The Commission has 

accepted all of LG&E's proposed adjustments to capitalization with 

the exception of the estimated additional expenditures on Trimble 

County through December 31, 1990. As has been discussed earlier 

in this Order, the Commission has determined that it is not 

reasonable nor equitable to include these estimated expenditures 

in rate base without concurrent adjustments to revenues and 

expenses. Likewise, capitalization must reflect only the level of 

Trimble County expenditures as of test-year end. The Commission 

has also adjusted the capitalization for the amount removed from 

rate base relating to the Trimble County coal inventory, materials 

and supplies, and stores expense. 

- 
- 

PROPOSED PHASE 11 PROCEEDING 

LG&E proposed a "Phase 11" proceeding in addition to the 

current rate case. As proposed, Phase I1 would establish a 

process whereby LG&E could recover the allowable 75 percent 

portion of operation and maintenance expenses associated with the 

operation of Trimble County. Four areas would be addressed i n  

Phase 11. LG&E proposed to file with the Commission calculations 

annualizing the first three months of actual operating and 

maintenance expenses at Trimble County, as adjusted for 

unrepresentative costs. Operating expenses would be reduced by 

any Trimble County labor expenses recovered in this proceeding. 

Operating and maintenance expenses would also be reduced by 25 

percent of the administrative and general expenses associated with 

the operation of Trimble County. Additional adjustments would be 
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made to reduce the operating and maintenance expenses by the net 

revenues realized from off-system sales attributable to the 

allowable 7 5  percent portion of Trimble County and depreciation on 

Cane Run Unit No. 3, if the unit has been retired.20 LG&E offered 

this process as a means to avoid the expenses and time associated 

with additional rate case proceedings, reduce the effects of 

regulatory lag, avoid the problems associated with a forecasted 

test year proceeding, and benefit LG&E's customers by allowing it 

-_ 

to avoid future rate filings for a period of time. 21 

The AG, KIUC, and Jefferson et al. are opposed to the Phase 

I1 proposal. The AG questioned LG&E's willingness to provide 

information necessary to evaluate such a filing and how 

representative three months of operational data and off-system 

sales KIUC characterized it 

as an attempt to inappropriately accelerate its Trimble County 

cost recovery and that the plan was premature and poorly 

designed.23 Jefferson et al. cited problems with the three months 

chosen for annualization, the complexity of calculating the 

annualization, and how known and measurable the final results 

would be.24DOD stated that the proposal was too narrow in scope. 25 

would be on a going forward basis. 22 

2f l  

21 __ Id., page 3. 
2 2  

2 3  

24 

2 5  

Fowler Direct Testimony, page 31. 

DeWard Direct Testimony, pages 5 3  and 5 4 .  

Kollen Direct Testimony, pages 5 and 2 2 .  

Kinloch Direct Testimony, pages 15 and 16. 

Brief of DOD, page 11. 
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The Commission does not believe it is reasonable to accept 

the Phase I1 proposal. The abbreviated proceeding would make it 

difficult to properly match revenues, expenses, rate base, and 

capital i terns. Significant non-Trimble County events would be 

excluded from Phase XI. There is insufTicient evidence to 

demonstrate that an annualization of three months of actual 

Trimble County data would be representative of going forward 

conditions. 

REVENUES AND EXPENSES 

For the test period, LG&E had actual net operating income of 

$121,674,031.26 LG&E originally proposed several pro forma 

adjustments to revenues and expenses to reflect more current acd 

anticipated operating conditions which resulted in an adjusted net 

operating income of $122,043,734.27 Subsequently, LG&E proposed 

several correcting adjustments. The proposed adjustments are 

generally proper and acceptable for rate-making purposes with the 

following modifications. 

Revenue Normalization - Electric 

- 

LG&E proposed normalized electric operating revenues of 

$502,388,879 based on the rates in effect at the end of the test 

year. In normalizing its electric revenues, LG&E made adjustments 

to reflect year-end customers, to eliminate a non-recurring 

refund, and to eliminate the effect of changing to the unbilled 

method of recording revenues midway through the test year. 

26 

2 7  

Fowler Direct Testimony, Exhibit 1, page 1 of 3. 

- Id., page 3 of 3. 
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K I U C  proposed an adjustment to increase normalized electric 

revenues by $4,896,459 to recognize for rate-making purposes the 

initial booking of unbilled revenues reported by LG&E in January 

1990. The adjustment proposed by KItJC reflects a 3-year 

amortization of LG&E's initial booked amount of $14,689,378. KIUC 

contends that a one-time event such as LG&E's initial booking of 

unbilled revenues should be given rate-making treatment consistent 

with that afforded the one-time downsizing for which LG&E proposed 

a 3-year amortization. KIUC maintains that both the downsizing 

costs and the initial booking of unbilled revenues should either 

be amortized and included in the determination of LG&E's revenw 

requirements or treated as one-time, non-recurring events the- 

were booked during the test year, will not impact future earnings, 

and should be excluded from the determination of LG&E's revenue 

requirements. 

-. 

LG&E's proposed adjustments are reasonable for determining 

normalized electric revenues. No adjustment should be made to 

amortize the amounts included in LG&E's initial booking of 

unbilled revenues. The initial booking is a one-time occurrence 

recorded during the test year that will not impact future periods 

during which the approved rates will be in effect. 

Revenue Normalization - Gas 

LG&E proposed normalized gas operating revenues of 

$194,585,467 based on the rates in effect at the time of filing 

its application. In normalizing its gas revenues, LG&E made 

adjustments to reflect normal weather conditions and year-end 

customers. LG&E eliminated the effect of changing to the unbilled 
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method of recording revenues and adjusted its gas cost revenues to 

$130,285,428 based on its wholesale gas cost in effect at the time 

the application was filed. 

KIUC proposed an adjustment to increase LG&E's normalized gas 
-_ 

revenues by $5,034,036 to reflect a 3-year amortization of LG&E's 

initial booking of tinbilled revenues. This was the same 

adjustment KIUC proposed for LG&E's electric revenues. For the 

same reasons previously cited in the discussion of electric 

revenues, the Commission finds that no adjustment should be made. 

LG&E's normalized gas operating revenues have been reduced by 

$11,289,435 to $183,2915,032 based on LG&E's latest gas cost 

adjustment effective November I, 1990.28 This includes gas co* - 
revenues of $118,995,993 based on LG&E's current cost of gas. 

LG&E's purchased gas expense has also been reduced to this amount 

to reflect the current gas cost adjustment. With this adjustment, 

LG&E's gas operating revenues will be properly normalized f o r  

rate-making purposes. 

Fuel Cost Recovery 

On an adjusted basis, LG&E's electric fuel cost exceeded its 

fuel cost recovery by $1,737,240 during the test year. The AG 

proposed an adjustment to reduce fuel expense by $1,731,240 in 

order to match fuel cost and fuel cost recovery to ensure that the 

test-year under-recovery of fuel costs did not impact the setting 

of base rates in a non-fuel cost rate proceeding. 

Case No. 10064-J, The Notice of Purchased Gas Adjustment 
Filing of Louisville Gas and Electric Company, Order dated 
November 1, 1990. 
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LG&E maintains that the AG‘s adjustment was based on an 

erroneous understanding of the fuel adjustment clause (“FAC“). 

LG&E contends that the timing difference that exists between the 

incurrence of fuel costs and the recovery of fuel costs prohibits 

a matching of fuel cost and fuel revenues in any 12-month period. 

LG&E recounts that these types of adjustments have not been made 

in its past rate cases because the FAC was not designed to match 

revenues with expenses but was designed to track a variable cost 

outside of a general rate proceeding. 

LG&E opines that the over- and under-recovery mechanism 

approved in Administrative Case No. 309” will improve the match 

between fuel cost and fuel revenues but will not provide for a 

full reconciliation of costs and that the proposed adjustment 

would deprive LG&E of the opportunity to fully recover its costs. 

- 
-41- 

It is true that the current FAC does not produce an absolute 

synchronization of fuel costs and fuel cost recovery. Nor does it 

result in a full reconciliation of costs that will produce a 

precise matching of fuel costs and fuel revenues in any 12-month 

reporting period. The current FAC, however, with the over- and 

under-recovery mechanism approved in Administrative Case No. 309 

is fully recovering, meaning that all allowable fuel costs will, 

over time, be recovered through the clause. 

In the past, the FAC tracked fuel costs for one month in 

order to determine an adjustment factor that would be applied to a 

29 Administrative Case No. 309, An Investigation of the Fuel 
Adjustment Clause Regulation 807 KAR 5:056, Order dated 
December 18, 1989 and Order dated April 16, 1990. 
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subsequent month's kilowatt-hour sales. This factor, applied with 

a 2-month lag to a different level of sales, would produce an 

over- or under-recovery for the billing month that was not 

tracked, or reconciled, in subsequent months. Once incurred, a 

monthly over.- or under-recovery was lost, either to the utility or 

the ratepayer, and was not subject to true-up at a later date. 

- 

The over- and under-recovery mechanism now in place ensures 

that a given month's over- or under-recovery will be tracked and 

included in the utility's fuel cost calculation in a later month. 

The result is a fully recovering FAC through which all allowable 

fuel costs will, over time, be recovered. With recovery of fuel 

costs through the FAC assured, it is improper to include the ove- 

or under-recovery of a given test year in the determination of a 

utility's revenue requirements. Therefore, an adjustment should 

be made to eliminate LG&E's test-year under-recovery of 

- 

$1,737,240. 

Labor and Labor-Related Costs 

LG&E proposed adjustments to increase the test-year operating 

expenses by $3,570,447 for labor and labor-related costs. The 

actual cost items and the proposed adjustments to combined gas and 

electric operations are as follows: 

Total 

Wages and Salaries 
FICA Taxes 
Federal Unemployment 
State Unemployment 
Health Insurance 
Pensions 
Dental Insurance 
Group Life Insurance 

$4,010,669 
334,829 
21 , 262 
41,348 

(636,899) 
(462,358) 
29 I 463 

232;133 
$3,570,447 

-21- 



Wages and Salaries. LG&E proposed to increase wages and 

salaries by $4,010,669. The proposed increase reflected the 

effects of base wage increases granted to non-union employees 

during the test year, a lump sum transition payment to non-union 

employees during the test year, a 3 percent wage increase for 

union employees effective November 12, 1990, and a change in the 

labor capitalization rate due to the future commercialization of 

Trimble County. L G L E ' s  adjustment included the annualization of 

the actual test-year-end levels of wages for each employee group. 

The November wage increase was applicable to all of LG&E's union 

employees, including those identified as "project temporaries" wh_o 

work at Trimble County. Instead of using its test-year actual: 

labor capitalization rate, LG&E used the capitalization rate for 

the month of April 1990 and adjusted it to reflect the changes 

expected in labor operating expenses due to the commercialization 

of Trimble County. This adjusted labor capitalization rate was 

included in all of LGLE's labor and labor-related cost 

adjustments. 

- 

The AG disagreed with three components of LG&E's proposed 

adjustment: (I) allowing the 3 percent union wage increase for 

the project temporaries, citing L G L E ' s  statements that these 

employees would no longer be employed once Trimble County was i n  

commercial operation; ( 2 )  the inclusion of the lump sum transition 

payment to non-union employees, stating that future incentive 

payments were not known and measurable and not appropriate €or 

inclusion; and ( 3 )  the use of the adjusted April 1990 

capita-ization rate, inasmuch as L G & E  had not established that 
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April was a representative month and that LG&E was attempting to 

recover Trimble County costs without making necessary adjustments 

to off-system sales and expenses. 

KIUC recommended that all non-Trimble County pre- and 

post-test-year adjustments proposed by LGCE be rejected as 

inconsistent with the basic underlying concepts of determining the 

test year basis for fair, just, and reasonable rates. 30 KIUC 

included the November 1990 union wage increase in this group of 

adjustments. KIUC further argued that all pro forma adjustments 

proposed by LG&E be rejected in the absence of a complete set of 

appropriate pro forma adjustments to non-Trimble County operating 

income and rate base. 
- 

31 
-r: 

LG&E's proposed adjustment to wages and salaries is 

reasonable, except for two issues. While the November union wage 

increase is based on the union contract, the Commission does not 

believe it is appropriate to allow the 3 percent increase for the 

Trimble County project temporaries. This particular group of 

employees will be terminated once Trimble County is completed.32 

The use of the adjusted April 1990 labor capitalization rate 

proposed by LG&E is not acceptable. The adjustment of the rate to 

reflect what is expected to happen when Trimble County is 

commercialized is not appropriate. 

decision to include only the level of 

In light of the Commission's 

investment in Trimble County 

30 

31 __ Id., page 29.  

KolLen Direct Testimony, page 25.  

3 2  T.E., Volume IV, November 19, 1 9 9 0 ,  page 2 6 8  and 2 6 9 .  
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as of test-year end, it is not appropriate to use the estimated 

labor capitalization rate. However, we have used the actual labor 

capitalization rate for the last month of the test year, April 

1990, without the Trimble County adjustment. The April 1990 labor 

capitalization rate was 32.09 percent33 wh-ich reduces LG&E's 

test-year wages and salaries by $475,505.  

FICA Taxes. LG&E proposed to increase its FICA taxes to 

reflect increases in total wages and salaries, a change in the 

FICA taxable wage base, and a change in the FICA tax rate. The 

Commission has reviewed LG&E's calculations for the FICA taxes. 

It appears that LG&E did not include in its calculations the 

effects of the November 3.990 union wage increase. 

adjustments and payroll tax adjustments should be determined in a 

consistent manner and reflect the same wage increas s. Based on 

the Commission's decisions concerning the wage and salary 

adjustment, the FICA taxes have been recalculated wh ch increases 

LG&E's test-year FICA taxes by $133,583. 

- 
w a s  

Unemployment Taxes. In calculating its proposed increase to 

federal and state unemployment taxes, LG&E followed the 

methodology outlined by the Commission in Case No. 10064. The 

proposed adjustment is reasonable, except for the labor 

capitalization rate. Using the actual April 1990 labor 

33 Response to the Commi.ssion's Order dated June 29, 1990, Item 
16(d), page 7 of 16, $3,314,676 / $10,330,308 = 32.09 percent. 

- 2 4 -  



capitalization rate, federal unemployment insurance should be 

increased $14,701 and state unemployment insurance should be 

increased $33,850 over the test-year actual expense. 

Health Insurance. LG&E's proposed reduction in health 

insurance costs reflected its efforts in controlling its medical 

benefit costs, which had been an issue in LG&E's last two general 

rate cases. The AG opposed the use of the adjusted April 1990 

labor capitalization rate in the calculation of this adjustment. 

Using the actual April 1990 labor capitalization rate, it is 

reasonable to reduce the test-year health insurance expense by 

$1,003,962. 

- 

- 
Pensions. LG&E's proposed pension expense adjustmen& 

included the results of its latest actuarial study. The AG 

disagreed with incorporating the results of this study in the 

adjustment, stating that a change in wage assumptions was not an 

appropriate reason to ask ratepayers to bear the additional 

expense. The AG also opposed the use of the adjusted labor 

capitalization rate. Except for the labor capitalization rate 

utilized, the pension adjustment is reasonable, resulting in a 

$566,651 decrease in test-year pension expense. 

Dental Insurance. The AG again opposed the use of the 

adjusted labor capitalization rate in determining the adjustment 

to dental insurance. The Commission believes that the dental 

insurance expense is reasonable, except for the labor 

capitalization rate utilized, and has determined the test-year 

dental. insurance expense should be decreased by $7,909.  
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Group Life Insurance. Tn determining its proposed increase 

to group life insurance expense, LG&E followed the methodology 

outlined by the Commission in Case No. 10064. Included in the 

calculations were the total November 1990 union wage increase and 

the adjusted April 1990 labor capitalization-rate. For the same 

reasons stated concerning the wage and salary adjustment, the AG 

opposed the inclusion of the union wage increase for the Trimble 

County project temporaries and the adjusted labor capitalization 

rate. In accordance with our decision on the wage and salary 

adjustment, we have excluded the union wage increase for the 

project temporaries and utilized the actual April 1990 labor 

capitalization rate in making this adjustment, which increases t b  

test-year group life insurance expense by $206,187. 

- 

401(k) Thrift Savings Plan. Included in LG&E's test year 

expenses for labor-related costs was the employer's share of its 

40l(k) thrift savings plan ("401(k) plan"), which totalled 

$449,029. This amount represented LG&E's match to amounts 

deferred by its non-union employees who participated in the 401(k) 

plan. LGhE proposed no adjustment to the test-year expense. LG&E 

noted that the 401(k) plan was available only to non-union 

employees, and very little of the matching share amount would be 
appropriate to capitalize. 34 

The AG proposed to reduce the test-year expense to reflect 

the capitalization of the expense at the test-year actual labor 

3 4  T.E., Volume I V ,  November 19, 1990, pages 304 and 3 0 5  
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capitalization rate, and that it was inappropriate to totally 
expense this item. 3 5  

The Commission's initial concern that LG&E had not adjusted 

the test-year expense to reflect the effects of its corporate 

reorganization, which occurred during the test year, was allayed 

by LGLE's schedule which showed the annualized test-year-end 

employer match to be $385,349.  3 6  We find it reasonable to include 

$ 3 8 5 , 3 4 9  in expenses for the 401(k) plan, which generates a 

reduction of $63,680 in test-year expense. 

Supplemental Executive Retirement Plan. - The AG proposed an 

adjustment removing the test-year expense of LGLE's Supplemental 

Executive Retirement Plan ("SERP"). The AG stated that the SERS 

was designated for certain key employees, and in light of the 

overall compensation and fringe benefits available to those 

employees, the costs of the SERP should not be borne by 

ratepayers. We agree, which reduces expenses by $ 2 4 7 , 9 2 2 .  

- 

The Commission has noted in this proceeding several 

references by LG&E to its analysis and outside evaluations of 

portions of its labor and labor-related costs. In past orders the 

Commission has encouraged this type of evaluation, as did the 

management audit in several recommendations. However, LG&E has 

not yet performed an overall, comprehensive evaluation of its 

total compensation and fringe benefits package. Such an 

~ 

3 5  

36  Responses to Data Requests from Hearing, filed December 5, 

DeWard Direct Testimony, page 31. 

1 9 9 0 ,  Item 1 8 .  
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evaluation would compare LG&E's  total compensation and fringe 

benefits package with other utilities as well as with other 

industries in its general service area. LG&E should undertake 

such an analysis of its total compensation and fringe benefits 

package as soon as possible. 

Amortization of Downsizing Costs 

_- 

During the last quarter of 1989, LG&E undertook a corporate 

reorganization which resulted in a workforce reduction of 174 

exempt and non-exempt employees. Throughout this proceeding, this 

corporate reorganization has been referred to as a "downsizing." 

The costs associated with this downsizing totalled $9,486,550 and 

were composed of separation -allowance payments, enhanced -early 

retirement benefits, post-retirement health care provisions, and a 

gain on the purchase of retired employees' annuities. 37 LG&E 

proposed to amortize these costs over a 3-year period, and pointed 

out that the annual amortization would not exceed the expected 
annual savings resulting from the downsizing. 38 

The AG stated that LG&E had incurred or accrued these costs 

during the test year, had expensed these items during the test 

year, that these costs would not be occurring on a going forward 

basis, 39 and recommended removing the test-year downsizing costs 

in total and not allow amortization. 

37 

38 _. Id., page 1 9 .  

39 

Fowler Direct Testimony, page 18. 

DeWard Direct Testimony, pages 28 and 29 .  
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K I U C  recommended that the downsizing costs be amortized over 

a 10-year period linked to the Commission's acceptance of KIUC's 

proposals concerning unbilled revenues. KIUC stated that if its 

proposals concerning unbilled revenues was not accepted, the 

Commission should disallow recovery of the downsizing costs as a 
matter of consistency. 40 

- 

LG&E incurred and recorded the downsizing costs in the test 

year. LG&E has already recovered these costs from its ratepayers. 

While adjustments in its workforce will occur, it is highly 

unlikely that bG&E will be involved with a downsizing of this 

magnitude on a recurring basis. We have removed the entire 

$9 ,486 ,550  of downsizing costs for rate-making purposes. -e 

Storm Damage Expenses 

LGLE proposed an adjustment to increase storm damage expenses 

by $723,291. bG&E calculated its adjustment by averaging the 

actual storm damage expenses for the last 5 calendar years and 

comparing the average to the test-year actual expense. The 

methodology was essentially the same as was used by the Commission 

in Case No. 10064. 

Jefferson et al. performed an analysis of LG&E's storm damage 

expenses for the past 1 5  years and determi,ned that the test-year 

expense level was not below normal. Jefferson et al.. arrived at 

the same conclusion using the 5-year period LGLE used but 

substituting two abnormal years with two normal years of expenses. 

4 0  Kollen Direct Testimony, page 25. 
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As the Commission noted in Case No. 10064, the random 

occurrence of severe storm damage cannot be accurately predicted. 

The Commission finds it is appropriate to include for rate-making 

puiposes a level of storm damage expense which reflects a 

reasonable, on-going level of expense. Traditionally, the 

Commission has used historic averages in determining this 

reasonable level of expense. In this proceeding, the Commission 

has available the actual storm damage expenses for the past 15 

calendar years. However, simply taking the average of an historic 

period would not recognize the effects of inflation when looking 

at such a long period of time. In Case No. 9O-04l4l thg 

Commission computed storm damage expenses by taking a 10-yw 

average of actual expenses, adjusted for inflation by using the 

Consumer Price Index - Urban. We feel this approach the more 

reasonable and the preferred methodology to be used in determining 

this adjustment, which results in a $520,533 increase in storm 

damage expenses. 

Provision for Uncollectible Accounts 

- 

LG&E proposed an increase of $100,000 to the test-year level 

of uncollectible accounts expense based on its analysis of the 

appropriate total annual provision. The proposed increase was 

determined using LG&E's actual 1990 accrual rate for the 

provision. 

41 Case No. 90-041, An Adjustment of Gas and Electric Rates of 
the Union Light, Heat and Power Company, Order dated October 
2 ,  1990. 
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Jefferson et al. opposed the increase to the expense, citing 

the fact that LG&E's actual charge-off history and accruals for 

uncollectible accounts over the past 5 years have experienced 

significant decreases in overall percentage. 
_. 

The Commission believes it is best to leave the uncollectible 

accounts expense at the test-year level. 

Location of Gas Service Lines 

LG&E proposed an increase of $152,000 in expenses related to 

the location of customer owned service lines on private property. 

LG&E stated that this adjustment reflects the additional costs 

that it expects to incur as a result of placing temporary markings 

to locate customer service lines. 42  The Commission finds thz& 

LG&E has not adequately explained or supported the necessity for 

this proposed adjustment. Therefore, the Commission has not 

included the proposed increase in expense. The Commission is not 

attempting to limit this activity. However, in determining the 

reasonable level of expense on an on-going basis, consideration 

must be given to whether the activity involves an item which 

should be expensed or capitalized. LG&E did not provide specific 

evidence to allow a thorough analysis of this issue. 

Headwater Benefit Assessment 

LG&E proposed an increase of $108,033 in expenses to reflect 

the first year of a 3-year amortization of its Federal Energy 

Regulatory Commission ("FERC") headwater benefit assessment. The 

total amount of $324,098 reflects LG&E's initial FERC payment 

42 Fowler Direct Testimony, page 21. 
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pending LGLE challenges to FERC's original assessment of 

$3,600,000. LGLE recorded this payment as a deferred debit. 

KIUC claimed that LGLE had no regulatory authority to defer 

this cost for future recovery. KIUC further stated that LG&E 

selectively identified this cost as recoverable since it was not 

specifically identified as an expense in its last rate case. 

Under established rate-making theory, LGLE must bear the risks and 

rewards of such costs as long as specific regulatory authority for 

differing treatment is absent. KIUC argues that by allowing this 

adjustment, the Commission would establish a precedential basis 

for future manipulation of actual earnings and improper increases - 

_. 

in revenue requirements in future rate cases. -r; 

Given that LGLE has not heretofore recovered this payment 

from its ratepayers, we find it reasonable to allow LG&E to 

amortize the headwater benefit assessment over a 3-year period. 

Depreciation and Amortization Expense 

LG&E proposed to increase depreciation expense by $15,333,843 

in order to annualize the test-year-end level of expense and to 

reflect the first year of depreciation expense on Trimble County. 

Of the total adjustment, $15,171,389 was for electric and $162,454 

was for gas. Included i n  the annualization calculations were the 

effects of LGLE'S recently completed depreciation studies of the 

electric and gas plant in service. The increase in the electric 

depreciation reflected first year depreciation expense based on 

estimated total cost of $715,000,000 adjusted for the 25 percent 

disallowance. 
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The AG, KIUC, and Jefferson et al. all opposed this inclusion 
stating that LG&E wanted to treat Trimble County in a vacuum, 43 

that LG&E's proposed treatment lacked con~istency,~~ and that 

LG&E's adjustment for Trimble County expenses did not meet the 

known and measurable standard. 45 
- 

Although the first year depreciation expense based on the 

CWIP as of April 30, 1 9 9 0  is allowed, supra, we do not include any 

depreciation expense on the additional expenditures incurred after 

test-year-end. This allowance, together with other components of 

LG&E's proposed adjustment we find reasonable and should be 

included in expenses, which results in increased depreciation ang 

amortization expenses of $14,431,836, $14,269,382 electric a* 

$162,454 gas. 

Property Taxes 

LG&E proposed to increase its property tax expense by 

$982,754 based on the 7 5  percent recoverable portion of the total 

expected expenditures for Trimble County estimated at 

$7i5,ooo,ooo. 

The AG, KXlJC, and Jefferson et al. opposed the proposed 

adjustment for the same reasons they expressed concerning the 

Trimble County depreciation adjustment. 

Consistent with our  other decisions relating to Trimble 

County, we have included a portion of the fixed costs of Trimble 

43 DeWard Direct Testimony, page 48. 

4 4  Kollen Direct Testimony, page 1 9 .  

45 Kinloch Direct Testimony, page 11. 
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County to allow an increase in property taxes related to the 

balance of Trimble County CWIP as of April 30, 1990, which 
increases the test-year property tax expense by $931,057. 46 

EPRI Membership Dues 

LG&E proposed an increase of $1,3f1,826 to expenses 

representing the projected 3-year average of the annual membership 

dues LGLE will pay the Electric Power Research Institute ("EPRI"). 

In order for LGLE to access the research and development programs 

and materials produced by EPRI, LG&E became a member of EPRI in 

July 1990. LGLE's evidence showed that the annual costs of its 

membership in EPRI would be offset by the benefits it receives 

from EPRI. The full membership dues are phased-in over a 3-year 

period, and LG&E's proposed adjustment reflects the average of 

those first 3 years' dues as calculated for 1990. 

- 
-3 

The AG opposed the proposed adjustment because LGLE had not 

quantified any cost savings attributable to its membership i n  

EPRI . KlUC opposed the adjustment because LG&E had not proposed 

all appropriate pro forma adjustments. Jefferson et al. 

recommended the Commission withhold ratepayer support of EPRI 

until EPRI's restrictive membership policy is changed or, at a 

minimum, the Commission should exclude that portion of EPRI's dues 

relating to nuclear research. 

LGLE should have quantified expected cost savings and 

included those offsetting savings. The payment of the membership 

dues was clearly a post-test year transaction and the benefits 

4 6  Fowler Direct Testimony, Exhibit 1, Schedule E, line 3 .  
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will likewise be reflected in reductions of future costs. In 

order to properly include the dues in this case, the cost savings 

expected from membership should have also been included. Because 

these expected savings were not shown, we feel compelled to 

exclude this proposed increase in expenses. The Commission 

realizes that utilities need to undertake research and development 

projects, and we are not opposed to including the costs of those 

projects when they are determined to be reasonable and benefits 

are demonstrated and factored into the proposed revenues and 

expenses. 

- 

EEI Membership Dues - 
During the test year, LG&E recorded as operating expensg, 

membership dues of $178,779 to the Edison Electric Institute 

("EEZ") . In Case No. 10064, the Commission excluded the 

membership dues to EEI because LG&E had failed to show that its 

membership The 

AG proposed to reduce the test year expense for various 

EET-related activities it considered inappropriate. Jefferson et 

al. proposed that all EEI dues be removed from the test year 

because EEI was a utility industry lobbying organization. 

Although LG&E gave three examples of ratepayer benefits derived 

from its membership in EEI, it still has not adequately shown that 

there is a direct ratepayer benefit from membership in EEI. As 

LG&E acknowledged, all of the major benefits associated with EEI 

in EEI was of direct benefit to its ratepayers. 4 7  

4 7  Case No. 10064, final Order dated July I, 1988, page 60. 
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membership are available to LG&E independent of EEI. Further, 

EEI's lobbying activities are clearly a below-the-line expense. 

New Office Expenses 

In keeping with LG&E's position to exclude all costs 

associated with the relocation to the new corpo"rte headquarters, 

an additional $2,48g4'  in legal costs related to the headquarters 

relocation which were inadvertently included in the test year have 

been excluded. 

Holding Company Expenses 

In keeping with the Commission's Order in Case No. 89-374,49  

$6 ,61250 in legal expenses incurred for the LG&E Energy 

Corporation ("Holding Company") included in test-year operating 

expenses has been disallowed. 

Trimble County Marketing Costs 

- 

Test-year costs of $156,43451 associated with marketing the 

2 5  percent disallowed portion of Trimble County has been excluded, 

decreasing operating expenses by $156,323.  The AG had proposed to 

remove $ 5 0 0 , 0 0 0  in Trimble County expenses, but produced no 

evidence to support his assumptions. 

4 8  Responses to Data Requests from Hearing, filed December 5, 

49 Case No. 89-374,  Application of Louisville Gas and Electric 
Company for an Order Approving an Agreement and Plan of 
Exchange and to Carry Out Certain Transactions in Connection 
Therewith, Order dated May 25,  1990. 

5 0  Responses to Data Requests from Hearing, filed December 5,  

51 LG&E Hearing Exhibit No. 16. 

1 9 9 0 ,  Item 9 .  

1 9 9 0 ,  Item 8. 
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State Sales Taxes 

LG&E proposed to increase its state sales tax expense by 

$163,000 to reflect the change in the Kentucky sales taxes rate 

effective July 1, 1990. Although KIUC opposed this adjustment on 

the grounds that LG&E had not made necessary the pro forma 

adjustments, The Commission believes it is reasonable to reflect 

this change in the state sales tax rate and has increased the 

state sales tax expense by $163,000. 

Office Supplies and Professional Services Expenses 

-- 

The AG proposed to reduce LGLE's test-year expenses for 

office supplies and professional services by $1,818,791. This 

amount 

prior to the test year. The AG argued that LGLE had failed to 

meet its burden of proof in justifying these expense increases, 

- 
represented a reduction to the levels recorded in the yea& 

and advocated the Commission further decrease LGLE's test-year 

expenses to reflect information provided subsequent to the hearing 

as well as improper items of expense included by LG&E but not 

detected by the AG.52 

The Commission has reviewed the account description in the 

Uniform System of Accounts ("USoA") for Account No. 921, Office 

Supplies and Expenses. This account can include charges for items 

such as printing, stationary, meals, traveling, and incidental 

expenses. However, expenses charged to any account must be 

evaluated on the reasonableness of the charge and how appropriate 

it is to include the charge for rate-making purposes. The charges 

5 2  Brief of AG, page 1. 
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questioned by the AG were recorded in subaccounts of Account No. 

9 2 1  which were periodically “zeroed out.“ Thus, these charges 

were not included in the test-year balance for Account No. 9 2 1 .  

Given the information available, the Commission finds reasonable 

the test-year level of expense recorded in Account No. 921. 
_ -  

Concerning the professional services, LG&E has shown that it 

had already removed or reduced several of these charges in its pro 

forma adjustments. The Commission has specifically reviewed the 

invoices provided to the AG for test-year legal charges. LG&E 

edited many of these invoices and provided only very brief 

descriptions for the edited items. bG&E claimed that it could not 

disclose the nature of certain legal activities under th- 

attorney-client privilege. The invoices included charges for 

numerous proceedings involving Trimble County and other major 

issues before or with the Commission. The Commission believes it 

is reasonable to remove the charges for the numerous Commission 

related proceedings since this level of activity should not be as 

large with the completion of Trimble County, on a going forward 

basis. We have also removed charges relating to the invoices 

where descriptions have been omitted, reducing test-year 

professional services expense by $ 2 9 4 , 6 7 6 .  

Miscellaneous Expense Adjustments 

The AG proposed to reduce miscellaneous expenses by $ 3 1 4 , 9 0 3 .  

Included in this proposed adjustment were contributions, economic 

development donations, moving expenses, and commitment fees 

recorded above the line, which the AG argues were not the 

ratepayers responsibility. The AG also argued that LG&E’s 
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commitment fees should not be as high as in the past, since these 

fees had been related to the financing needs of Trimble County. 

We have removed the contributions, economic development 

donations, and the moving expenses from the test-year expenses. 

The Commission traditionally has excluded above t h e  line 

contributions and donations from rates; and we have not been 

persuaded that the moving expenses incurred in the test year 

represent a recurring item of expense. However, it is reasonable 

to include the test year level of commitment fees, because LG&E 

will be incurring commitment fees for its financing requirements 

on a recurring basis. Taken together this reduces test-yea: 

L 

miscellaneous expenses by $151,507. 3 

Amortization of Management Audit Fee 

In Case No. 10064, the Commission approved L G & E ' s  request to 

amortize the cost of the Management Audit over a 3-year period. 

This As of the 

end of the test year, $226,33354 remained to be amortized. At the 

present amortization rate, LG&E would have recovered the cost by 

the middle of 1991. 

resulted in an annual amortization of $194,000. 53 

LG&E should recover the total cost of the management audit 

but it is not entitled to recover in excess of its cost, requiring 

the amortization rate to now be adjusted. The annual amortization 

rate for rate-making purposes should be $15,444 based on a 3-year 

amortization of the unamortized cost at test-year-end. 

5 3  

54 

Case No. 10064, Order dated July 1, 1988, page 62. 

April 1990 Monthly Report, page 2 8 .  
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Considering that the amortization has continued during the course 

of these proceedings, LGLE will recover its entire cost by the 

middle of 1992 at the $75,444 annual amortization rate. Test-year 

expenses have been reduced by $118,560 to reflect this adjustment. 

Annualization of Year-End Customers 
- 

LG&E proposed an increase in operating expenses of $1,118,728 

to reflect the increase in expenses related to annualizing the 

number of customers at test-year-end. This adjustment 

corresponded to a similar adjustment to operating revenues. 

The AG proposed an increase in operating expenses of 

$947,065. The AG made several adjustments to the operating 

expenses used in the calculation of the proposal, stating that* 

several expenses included by LG&E had not been shown to vary with 

the number of customers. The AG further stated that absent an 

LGLE study which showed that expenses increased with customer 

growth revenues, any adjustment based on an operating ratio is not 

known and measurable. 55 

The Commission specifically used the operating ratio 

methodology in Case No. 10064 and LG&E has followed that 

methodology in preparing its proposal. We have accepted LG&E's 

proposed adjustment. 

Directors and Officers Liability Insurance 

The AG proposed to reduce expenses by $245,943 to reflect the 

assignment of 50 percent of the cost of directors and officers 

liability insurance to the shareholders of LG&E. The AG argued 

55 DeWard Direct Testimony, page 3 3 .  
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that the protection provided by the insurance was for both the 

shareholder and ratepayer. While there may be some benefits to 

shareholders, the main beneficiaries are the ratepayers. This 

insurance allows LG&E to induce highly qualified individuals to 

serve on its Board of Directors. We feel it is not proper or 

reasonable to include this adjustment. 

Workers' Compensation Insurance 

- 

The AG proposed to reduce expenses by'$536,187 to reflect a 

portion of the Workers' Compensation insurance expense recorded in 

the test year as capitalized. The AG stated that it was unclear 

whether LG&E was capitalizing any of the Workers' Compensation 

insurance costs, but that such an adjustment was appropriate? 

LG&E indicated that it was in fact capitalizing its Workers' 

Compensation insurance costs. 56 The Commission believes the 

amount included as workers' compensation insurance expense is 

reasonable. 

Amortization of Investment Tax Credits 

LG&E proposed to increase the amortization of investment tax 

credits ("ITC") by $1,554,000. The proposal reflected the change 

in depreciation rates used by LG&E and the amortization of XTCs 

attributable to Trimble County. The proposal reflected Trimble 

County ITCs for plant to be in service as  of December 31, 1990. 

The AG, KIUC, and Jefferson et al. opposed the inclusion of 

the Trimble County ITC amortization for the same reasons expressed 

5 6  T.E., Volume IV, November 19, 1990, page 185. 
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concerning LGLE's proposed adjustment to depreciation expense 

related to Trimble County. 

As discussed earlier in this Order, it is reasonable to 

nclude Trimble County CWIP as of test-year end and the related 

first year depreciation expense in rates. Likewise, it is 

reasonable to include the amortization on the Trimble County ITCs 

related to the April 3 0 ,  1990 balance of CWIP, which increases the 

amortization of ITCs by $1,507,000. 

Flowback of Unprotected Federal Excess Deferred Taxes 

- 

57 

I n  Case No. 10064, the Commission ordered LGLE to amortize 

$4,749,500 in unprotected federal excess deferred taxes and 

$4,385,600 in state tax deficiencies over a 5-year period.58 The 

AG claimed that LGLE did not appear to be in conformity with the 

Order in Case No. 10064 and proposed that the test year flowback 

of the unprotected federal excess deferred taxes be increased by 

$162,300. LGLE stated that it had changed the amount of the 

federal amortization due to the discovery of some errors in the 

amounts originally provided to the Commission in Case No. 10064, 

but even after the discovery of these errors, it had not informed 

the Commission of the change. LG&E filed information concerning 

the change i n  the amount of unprotected excess deferred taxes and 

its change in the amortization amount. 

- 
9 

The Commission has reviewed the account information. It 

appears that both amortization amounts have been changed, not just 

5 7  Fowler Direct Testimony, Exhibit 1, Schedule Y, line 5. 

5 8  Case No. 10064, Order dated July 1, 1988, page 61. 
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the amortization for the federal excess deferred taxes. 

Insufficient information has been provided to justify a change in 

the federal amortization as ordered in Case No. 10064. The 

flowback of unprotected federal excess deferred taxes is restored 

to the level ordered in Case No. 10064 by $162;300. 

State Income Tax Rate Change 

LG&E proposed three adjustments to reflect the change in the 

Kentucky income tax rate, which became effective January 1, 1990. 

The adjustments were an increase in state income tax of $508,000; 

an increase in deferred state income tax of $42,000; and an 

increase in the amortization of cumulative state deferred tax of 

$512,000. In all three adjustments, LG&E computed the correq 

ponding savings in federal income taxes relating to the state 

income tax rate change. 

- 

The methodology used to reflect the change in the state 

income tax rates is reasonable. But, based on the information 

provided, these adjustments require recalculations to reflect the 

level of state tax deficiency identified in Case No. 10064. The 

state income tax is increased by $508,000; deferred state income 

tax increased by $41,473; and the amortization of cumulative state 

deferred tax increased by $446,582. 

Tax Adjustment for Other Interest Expense 

LG&E proposed to increase income tax expense by $198,430 to 

reflect the income taxes applicable to other interest expense. In 

Case No. 10064, the Commission determined that LG&E could not 

recover other interest expense from ratepayers. Because LG&E 

could not recover this expense from ratepayers, LG&E claims that 
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the ratepayers should not receive any corresponding income tax 

benefits. We do not agree. According to the USoA, other interest 

expense is recorded below the line. 

It is not proper to make the proposed adjustment to income 

tax expense without supporting documentation which shows LG&E 

included other interest expense in the determination of its 

above-the-line income tax expense. 

Interest Synchronization 

LG&E proposed two adjustments in order to determine its 

interest synchronization. The first adjustment annualized the 

interest expense on debt, and the second reflected the allocation 

of JDIC on the computation. Traditionally, the Commission has 

applied the cost rates applicable to the long-term debt and 

short-term debt components of the capital structure in order to 

compute an interest adjustment. This was the approach the 

Commission used in Case No. 10064. The debt components utilized 

in this computation reflect the effects of the JDIC allocation and 

reductions to capital structure due to the 25 percent Trimble 

County disallowance and the capital costs of LGLE's new office 

building. Using the adjusted capital structure allowed, the 

Commission has computed an interest reduction of $1,193,023 which 

results in an increase to income taxes of $470,588. 

- 

Following the approach used in Case No. 10064, the Commission 

has applied the combined state and federal income tax rate of 

39.445 percent to the accepted pro forma adjustments. The 

Commission finds that combined operating income should be 

increased by $6,639,060 to $130,376,955. 
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The adjusted net operating income is as follows: 

Electric Gas Total 

Operating Revenues $502,388,881 $183,296,032 $685,684,913 
Operating Expenses 384,835,893 170,472d65 555,307,958 

ADJUSTED NET 
OPERATING INCOME $117,552,988 $ 12,823,967 $130,376,955 

RATE OF RETURN 

Capital Structure 

LG&E proposed an adjusted end-of-test-year capital structure 

containing 43.13 percent long-term debt, 4.69 percent short-term 

debt, 8.22 percent preferred stock, and 43.96 percent common 

equity . Year-end, long-term debt was adjusted to reflect: (17 

the retirement of $16,000,000 of 4 7/8 percent First Mortgage 

Bonds, Series due October 1, 1990;59 (2) the scheduled redemption 

of $750,000 of 1975 Pollution Control Bonds due September 1, 

1990;60 and (3) the refinancing of $25,000,000 of Series J 1985 

Pollution Control Bonds at 8.25 percent interest with 1990 bonds 

at The retirement of the $16,000,000 of 

4 7/8 percent First Mortgage Bonds and the redemption of the 

$750,000 1975 Pollution Control Bonds were reflected as 

adjustments to short-term debt. The re€inancing of the 1985 

7.45 percent interest. 61 

59 Fowler Direct Testimony, Exhibit 1, Schedule V. 

61 T.E., Volume IV, November 19, 1990, page 11. 
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Series J Pollution Control Bonds with 1990 bonds did not affect 

the capital structure. 

LG&E decreased year-end preferred stock and increased common 

equity by $1,033,459, the discount and expense associated with the 

preferred stock issues. 62 LG&E also decreased common equity by 

$9,251,593 to reflect the adjustment to retained earnings for 

unbilled revenues as discussed previously in this Order. 

-- 

63 

The AG proposed a capital structure containing 43.11 percent 

long-term debt, 4.69 percent short-term debt, 8.30 percent 

The preferred stock, and 43.90 percent common equity. 64 

difference in the AG's proposal and LG&E's proposal is that the AG 

proposed to exclude unamortized premiums, discounts, and expenses* 

The AG claims these amounts are not a part of the permanent 

financing of a utility. Moreover, the AG disagreed with LG&E's 

adjustment to place the preferred stock discount and expense in 

the weighted average of preferred stock. 65 The AG maintained that 

the preferred stock discount and expense was properly recorded in 

the capital stock account and should remain in the weighted 

average of common equity. 

Premiums, discounts, and other expenses of issuing securities 

are an integral part of the financing of a utility and should be 

6 2  

63 Id., page 1. 

64 Weaver Direct Testimony, Exhibit, Statement 17. 

6 5  Id., page 30. 

Fowler Direct Testimony, page 1 of 2. 

- 
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reflected as such in the capital structure. LGLE's adjustment to 

place the discount and expenses associated with preferred stock in 

the preferred stock structure is appropriate. The Commission 

finds LGLE's capital structure is as follows: 

Long-Term Debt 
Short-Term Debt 
Preferred Stock 
Common Equity 

- 
Percent 

43.13 
4.69 
8.22 
43.96 .. 

</.- 
A 

Total Capital 1 0 0 . 0 0 %  

Cost of Debt and Preferred Stock 

LG&E proposed a cost of long-term debt o.F 7.72 percent after 

adjustments for the refinancing of the $25,000,000 1985 Firs% 

Mortgage Bonds. The AG proposed a cost of long-term debt of 

7.79 percentb7 but did not include an adjustment for refinancing 

the 1985 First Mortgage Bonds. To arrive at its cost of long-term 

debt, LGLE included the unamortized premium on bonds in long-term 

debt and adjusted interest expense by the amortization of 

expenses, premiums, and the loss on reacquired debt.68 The AG did 

not include the unamortized premium on bonds in long-term debt and 

adjusted interest expense by the amortization of the expenses and 

6 6  Calculated from Fowler Direct Testimony, Exhibit 2, page 1; 

67 Weaver Response to LGLE, 17. 

68 Fowler Direct Testimony, Exhibit 2,  page 1; and Exhibit 1, 

and T.E., Volume IV, November 19, 1990, page 11. 

Schedule V. 
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premium but did not adjust interest expense by the amortization of 

the loss on reacquired debt.69 

It is more appropriate to adjust long-term debt by the 

unamortized premium on bonds and to adjust interest expense by the 

amortization of the loss on reacquired debt. We find the cost of 

long-term debt to be 7.72 percent. 

_I 

LGLE proposed the cost of short-term debt to be 8.38.70 The 

AG proposed the cost of short-term debt to be 8.43.71 The AG 

subsequently agreed with a cost of 8.38, and the Commission 

concurs. 

LGLE72 and the AG73 both agreed that the cost of preferred 

stock is 8.09 percent and the Commission concurs. * 
Return on Equity 

LGLE proposed a return on equity ("ROE") in the range of 13.0 

to 13.5 percent,74 and subsequently revised its expected cost of 

equity to be in the range of 13.25 to 13.75 percent.75 The AG 

proposed KIUC proposed an ROE a range of 12.0 to 12.5 percent. 76 

69 

70 

71 

72 

73 

74 

7 5  

'7 6 

Weaver Direct Testimony, Exhibit, Statement 15. 

Fowler Direct Testimony, Exhibit 2,  page 1. 

Weaver Direct Testimony, Exhibit Statement 16, page 2. 

Fowler Direct Testimony, Exhibit 2, page 1. 

Weaver Direct Testimony, Exhibit, Statement 17. 

O l s o n  Direct Testimony, page 36. 

i)lson Supplemental Testimony, page 18. 

Weaver Direct Testimony, page 28. 
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of 

of 11.0 to 11.5 percent.78 

11.7 percent.77 Jefferson et al. proposed an ROE in the range 

To determine the ROE, LG&E used a discounted cash flow 

("DCF") analysis. In addition, LG&E utilized an interest premium 

calculation and DCF study of eight other electric utilities as a 

check on the results of its DCF analysis. LG&E adjusted the 

results for financing costs and to show additional margin. 

-- 

In its DCF analysis, LG&E used a dividend yield of 7.57 

percent79 based on a projected dividend rate of $2.84 and a 

6-month high/low stock price average during the period May 1 - 
October 26, 1990. LG&E relied on three methods of analysis tQ 

determine i t s  estimated growth rate: 1) a study of past an& 

current trends in dividends, earnings and book value: 2) retention 

or internal growth; and 3 )  estimates of expected growth available 

from security analysts. Based on its analysis, LG&E opined that 

investors expect growth of 4.75 to 5.25 percent. a2 Overall, 

LGLE's DCF analysis produced a return requirement of 12.32 to 

12.02 percent. 03 

77 Baudino Direct Testimony, page 26. 

Kinloch Direct Testimony, page 2 2 .  

79 O l s o n  Supplemental Testimony, page 17. 

Id. 

O l s o n  Direct Testimony, page 2 3 .  

- 
81 

8 2  Id., page 29. 

83 
- 
Olson Supplemental Testimony, page 17. 
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Using an interest premium approach as a first check on its 

DCF analysis, LG&E concluded its cost of common equity to be 14.5 

percent. The risk premium of investors was estimated to be 4.75 

percent. This was added to the current yield to maturity on 

Double A bonds of 9.8 percent. 84 As a second check of its 

results, LG&E performed a DCF study of eight selected utilities. 

The results indicated an investor requirement of 12.48 to 12.98 
percent. 85 

..- 

LG&E determined that the results of its DCF analysis were not 

in fact the returns required by investors. LG&E applied an 8 

percent premium to its DCF results to compensate for.financing 

cost and market pressure. LGLE concluded that its required ROIS. - 
should be 13.25 to 13.75 percent. 87 

To perform a DCF analysis, the AG selected 5 companies he 

considered to be of comparable risk to LGLE. The companies 

considered were combination gas and electric companies reported in 

Value Line with characteristics similar to LG&E in capital 

structure ratios, total assets, fuel mix, electric vs. gas revenue 

distribution, betas, stock ratings, and bond ratings. According 

to the AG's analysis, LGLE has a slightly greater amount of risk 

from its capital structure and operating leverage than the 

Olson Direct Testimony, pages 32-33. 

Olson Supplemental Testimony, page 18. 

Olson Direct Testimony, page 36. 

Olson Supplementa.1 Testimony, page 18. 

Weaver Direct Testimony, page 6. 

85 

86 

87 
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comparison group but this risk is offset by the greater risk of 
the comparison group from acid rain legislation. 8 9  

The AG used four methods of calculating growth for its D C F  

analysis. The methods used were: 1) compound growth rate in 

dividends per share; 2 )  compound growth rate in earnings per 

share; 3 )  compound growth rate in book value per share; and 4 )  

earnings retention ratio multiplied by ROE. Based on these 

calculations, the A G ' s  recommended growth rate was 4.0 to 4.5 

- 

percent. 9 0  

The AG calculated a dividend yield from June 29, 1 9 9 0  through 

September 7,  1 9 9 0  of 1 .44  percent for LG&E and 7.75 percent fog 

the comparison group. 91 The AG employed these yields in its D C L  

analysis to reflect greater uncertainty caused by the Middle East 

situation. 9 2  The results of the A G ' s  DCF analysis yielded an ROE 

for LG&E of 1 1 . 7 4  to 1 2 . 2 7  percent and 1 2 . 0 6  to 12.60  percent for 

Based on these results the AG 

determined LG&E's required ROE to be within a range of 12 .0  to 

the comparable companies. 9 3  

1 2 . 5  percent. 9 4  

KIUC performed a DCF analysis using the same eight companies 

that LG&E used in its DCF study of comparable companies and a risk 

8 9  Id., page 1 8 .  

Id., page 25.  

91 Id., page 26. 

9 2  Id. 

9 3  Id., page 27.  

9 4  Id., page 2 8 .  

__ 

I_ 

__ 

__ 

- 
- 
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premium analysis. KIUC calculated a 6-month average dividend 

yield during the period from February through July 1990 of 7.22 

percent for the comparison groupg5 and 7.28 percent for LG&E.96 

Averaging the Institutional Brokers Estimate System ("IBES") 

earnings growth project, - Value Line compound dividend growth rate 

from 1990 to 1994, and Value Line compound earnings per share 

growth rate from 1990 to 1994 resulted in an expected growth rate 

of 4.28 percent for the comparison groupg7 and 3.46 percent for 

LG&E." To complete the DCF equations, KIUC applied one-half the 

growth rate to the historical dividend yields to arrive at a ROE 

for the comparison group of 11.65 percent" and 10.87 percent foc 

LG&E.Io0 KItJC opined that its DCF cost of equity for LG&E was too 

conservative given the DCF cost of equity for the comparison 

group. 101 KIUC found the comparison group results were not 

understated based on a sustainable growth caLculation it performed 

a5 a check. 

.._ 

102 

In addition, KIUC performed a risk premium analysis as a 

supplementary check on its DCF analysis. Adding a risk premium of 

95 

9 6  Id., page 18. 

97 Id., page 13. 

98 Id., page 19. 

9 9  Id., page 16. 

1 0 0  ~ d . ,  page 20. 

Id., page 2 1 .  

lo2 Id., page 25. 

Baudino Direct Testimony, page 11. 

- 

- 
- 
- 
__ 

- 
- 
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I 

2.11 percent to the 9.65 percent average yield of LG&E's first 

mortgage bonds for February and July 1990 resulted in a cost of 

equity In its final analysis, KIUC 

averaged the results of its DCF for comparison companies and its 

risk premium analysis to arrive at its estimate of 11.7 percent as 
104 a fair rate of return for LG&E. 

\ 

for LG&E of 11.76 percent. '03 

- 

Jefferson et al. opined that an ROE between 11.0 and 11.5 

percent would offer LG&E's shareholders a fair return on their 

investment. This was based on a review of returns recently 

granted by other Commissions as published in Public Utilities 

- Fortnightly and KIUC's assessment of LG&E's level of risk as 

compared to the named utilities. r, 

The 8 percent premium proposed by LG&E to adjust for 

flotation cost and market pressure would overstate LG&E's cost of 

capital. LG&E is rated a solid Aa/AA by Moody's and Standard and 

Poor and thus can be considered less risky than the average 

utility investment. Pressure to finance ongoing construction is 

declining and by its own admission, LG&E is in a one-of-a-kind 

position to perform under the Clean Air Act. However, the current 

state of the economy is timorous. The Commission, having 

considered all of the evidence, including current economic 

conditions, finds that an ROE of 12.25 to 12.75 percent is fair, 

just, and reasonable. An ROE in this range would allow LG&E to 

__ Id., page 2 4 .  

lo4 - Id., page 2 6 .  

lo5 Kinloch Direct Testimony, page 2 2 .  
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attract capital at a reasonable cost and maintain its financial 

integrity to ensure continued service and provide for necessary 

expansion to meet future requirements, and also result in the 

lowest possible cost to ratepayers. A return of 12.5 percent will 

best meet the above objectives. 

Rate of Return Summary 

. 

Applying the rates of 7.79 percent for debt, 8.09 percent for 

preferred stock, and 12.50 percent for common equity to the 

capital structure produces an overall cost of capital of 9.89 

percent, which we find to be fair, just, and reasonable. This 

cost of capital produces a rate of return on bG&E's net original 

cost rate base of 9.52 percent which the Commission finds is fair, 

just, and reasonable. 

REVENUE REQUIREMENTS 

The Commission has determined that LG&E needs additional 

annual operating income of $3,618,915 to produce a rate of return 

of 12.50 percent on common equity based on the adjusted historical 

test year. After the provision for state and federal taxes, there 

is an overall revenue deficiency of $5,976,245 the amount of 

additional revenue granted. The net operating income necessary to 

allow LG&E the opportunity to pay its operating expenses and fixed 

costs and have a reasonable amount for equity growth is 

$133,995,870. A breakdown between electric and gas operations of 

the required operating income and the increase in revenue allowed 

is as follows: 
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Electric Gas Total 

Net Operating Income 

Adjusted Net Operating 

Net Operating Income 

Gross Up Revenue Factor 

Additional Revenue 

Found Reasonable $120,854,300 $ 13,141,570 $133,995,870 

Income 117,552,988 12,823r967 130,376,955 

Deficiency 3,301,312 317,603 3,618,915 

for Taxes [1.00-.394451 .60555 .60555 .60555 

Required 5,451,758 524,487 5,976 I 245 

The additional revenue granted will provide a rate of return 

on the net original cost rate base of 9.52 percent and an overall 

return on total capitalization of 9.89 percent. - 
The rates and charges in Appendix A are designed to produca 

gross operating revenues, based on the adjusted test year, of 

$691,661,158. These operating revenues include $507,840,639 in 

electric revenues and $183,820,519 in gas revenues. The gas 

operating revenues reflect the most recent gas cost adjustment 

approved in Case No. 10064-J. 

PRICING AND TARIFF ISSUES 

Electric Cost-of-Service Study 

LG&E presented a fully embedded time-differentiated electric 

cost-of-service study for the purpose of allocating costs among 

the classes of service on the basis of cost incurrence. The study 

used a base-intermediate-peak ("BIP") method to allocate 

production and transmission costs to costing periods and to 

customer classes. The BIP methodology, which was approved by the 
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Commission in Case Nos. 8616, 8924,1°7 and 10064,108 was 

described by LG&E in the following manner: 

The cost assignments to the base period were established 
on the basis of the relationship of the minimum demand 
to the maximum demand. This recognized that some level 
of capacity is always present to meet costomer needs. 
Base costs were allocated among classes based on their 
individual contribution to the average system demand. 
Intermediate peak costs were determined on the basis of 
the maximum winter peak demand over and above the 
average demand. Such costs were then assigned to the 
winter peak period based on the relationship of the 
number of hours in that period to the total hours in 
both the winter and summer peak periods. Costs were 
then allocated among customer classes according to each 
class's contribution to the winter peak demand. The 
remaining production and transmission costs were 
assigned to the summer peak period and allocated on the 

demand. 
basis pgg each class's contribution to the summer peak - 

... 
All other electric cost-of-service methodologies used by LG&E are 

essentially the same as those approved by the Commission in LG&E's 

last two rate cases. 

KIUC recommended that demand-related costs be allocated to 

customer classes using the Probability of Peak ("POP") method. 

This method represents a type of coincident peak allocation in 

which each class's contribution to the utility's twelve monthly 

lo6 Case No. 8616, General Adjustment in Electric and Gas Rates of 
Louisville Gas and Electric Company, Order dated March 2 ,  
1983, pages 33-34. 

.lo' Case No. 8924, General Adjustment in Electric and Gas Rates of 
Louisville Gas and Electric Company, Order dated May 16, 1984, 
pages 37-38. 

Case No. 10064, Order dated July 1, 1988, pages 81-64. 

log Walker Direct Testimony, pages 11-12. 

-56- 



system peaks are weighted by a given month's relative probability 

of attaining the annual system peak. 110 KIUC concluded that 

LG&E's electric cost-of-service study could not be used because it 

does not properly assign costs to customer classes. KIUC argued 

that the BIP method is deficient because it alfocates a portion of 

demand-related production and transmission costs on an energy 

basis and assigns too much of the remaining weight to LGLE'S 

winter system peak. 111 

According to LG&E, the POP method proposed by KIUC results in 

an assignment of nearly 90 percent of the weight of production and 

transmission costs to the coincident peaks that occurred during 

the summer months of July and August, with over 97 percent 

assigned to the June-September period. LG&E further contended 

that the POP method leads directly to a class allocation in which 

the lighting schedules, Rates PSL, OL, and SLE, are assigned no 

portion of the production and transmission demand-related costs 

even though customers served under those rate schedules have 

access to power whenever they desire it.113 KIUC even stated that 

"demand-related fixed costs are incurred due to the utility's 

obligation to provide service when requested". '14 LG&E stated 

that the BIP method is superior to the POP method in reflecting 

'lo Kalcic Direct Testimony, page 11. 

Id., page 10. __ 

112 Brief of LG&E, page 1 2 2 .  

113 Id., pages 122-123. __ 

Kalcic Direct Testimony, page 8. 
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the realities of cost incurrence on its system and should be used 
in the analysis of cost of service. 115 

The Commission continues to believe that the BIP method is 

appropriate as a means of allocating production and transmission 

costs to the customer classes. The BIP method recognizes that 

LG&E's embedded production and transmission costs were incurred to 

meet all customer demand, not just that which is coincident with 

system peak. KIUC's proposed POP method places too much weight on 

coincident peak demand. If any customer has access to electricity 

whenever it is demanded, that customer should bear the 

responsibility of some portion of demand-related costs. 

LG&E's electric cost-of-service study is acceptable and 

should be used as a starting point for electric rate design. 

Gas Cost-of-Service Study 

LG&E filed a fully embedded gas cost-of-service study to 

allocate costs among the classes of service on the basis of cost 

incurrence and to determine the relative contribution that each 

rate class makes to overall return on net rate base. Pursuant to 

a Commission directive in Case No. 10064, LG&E disaggregated its 

customers in this cost-of-service study into the following 

classes: Residential Rate G-1, Commercial Rate G-1, Industrial 

Rate G-1, Commercial Rate G - 6 ,  Industrial Rate G-6, and Fort Knox 

Brief of LG&E, page 123 
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Special Contract. For purposes of this study, LGLE combined 

the sole customer served under Uncommitted Gas Service Rate G-7 

with Industrial Rate G - 6 .  11' LG&E stated, however, that the 

provision of service to Rate G-7 customers is markedly different 

from that provided to Rate G-6 customers. 118 - 
LGLE did not disaggregate the customer classes further into 

transportation and sales categories. bG&E contended that since 

all transportation customers may purchase any portion of their 

annual gas requirements under the applicable sales rate schedules, 

and since all but one of its transportation customers purchased 

sales gas during the test year, a disaggregation of transportation 
119 customers would be unnecessary. 

LG&E's cost-of-service model consists of the following steps: 

(1) costs are assigned to the major functional groups (underground 

storage, transmission, distribution general, distribution 

structures, distribution mains, distribution services, 

distribution meters, customer accounting, and customer services); 

( 2 )  functionalized costs are then classified into demand, 

commodity, and customer components: and then ( 3 )  classified costs 

116 

117 

118 

119 

In the Commission's Order in Case No. 10064 dated July 1, 
1988, at page 81, LG&E was directed to address, in its next 
rate case, an assertion made by KIUC that LGLE's 
cost-of-service study did not fully disaggregate its various 
classes of customers. 

Walker Exhibit 2 ,  page 1. 

Id. 

Brief of LGLE, page 125. 

__ 
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LG&E's gas 

cost-of-service methodologies are consistent with those approved 

by the Commission in Case No. 1 0 0 6 4 .  

are allocated to LG&E's rate classes. 1 2 0  

The AG criticized several allocation methodologies used by 

LG&E and suggested alternative allocation factors. The AG, 

however, did not conduct a cost-of-service study incorporating his 
121 recommended allocation factors. 

i 

The AG proposed to allocate exactly half of the 

demand-related underground storage and transmission costs on the 

basis of extreme winter seasonal requirements and design-day 

demand, the same factor LG&E used to allocate all of the storage 

and transmission demand costs in its cost-of-service study. The 

AG recommended that the other half be allocated on the basis of 

total class usage. 1 2 2  

Similarly, the AG proposed to allocate half of the 

commodity-related storage and transmission costs on the basis of 

design-day demand, with the other half allocated on the basis of 

total class usage. 1 2 3  

The AG proposed to allocate one-third of the costs associated 

with distribution structures and equipment on the basis of class 

lZo Walker Exhibit , 2 ,  page 2 .  

121 T.E., Volume VII, November 26, 1 9 9 0 ,  pages 1 2 - 1 3 .  

1 2 2  Sheehan Direct Testimony, pages 10-11. 

1 2 3  Id., page 1 2 .  - 
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design-day demand, with the remaining two-thirds allocated on the 

basis of total class usage. 124 

Finally, the AG recommended substituting a usage-based 

allocator or a different customer-based allocator for LG&E's 

customer-based allocator for the allocation^bf costs associated 

with customer accounting and customer service expenses. 125 

The AG has provided no evidence to support the reasonableness 

of his cost-of-service allocation methodologies. In fact, when 

asked to explain the basis for one of his proposed methodologies, 

the AG's witness vaguely characterized it as "rule of thumb" and 

"reasonable at a first glance. 't126 He also indicated that some of 

his other recommended methodologies could be similarly 

described. 127 Explanations such as that hardly support the 

reasonableness of the AG's recommended allocation methodologies. 

Furthermore, the AG is unable to quantify the effect his 
128 recommendations will have on class rates of return. 

Considering the lack of support for the AG's recommendations, the 

Commission is unable to adopt them as alternatives to LG&E's 

allocation methodologies. 

KIUC criticized LG&E's gas cost-of-service study because it 

does not establish separate classes for transportation customers 

124 Id., page 14. 

l Z 5  Id., pages 16-19. 

___ 

- 

T.E., Volume VII, November 26, 1990, page 54. 

127 Id., pages 55-56. 

128 Id., page 58. 

__ 

__ 
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and sales customers. It contended this absence renders the study 

useless with respect to the design of cost-based transportation 

rates. 129 

KIUC asserted that the cost incurrence characteristics of 

transportation service are significantly different from those of 

sales service based on an analysis of load factor and customer 

size data for G-1  and G-6 sales and transportation customers. 

KIUC contended that the larger load factors and customer sizes of 

transportation customers indicate "radically different" cost 

incurrence, and asserted that the gas cost-of-service study 

should disaggregate transportation customers from sales customers. 

KIUC presented an alternative gas cost-of-service study in 

which commercial and industrial G-1 and G-6 customers are 

disaggregated further into separate sales classes and 

transportation classes. With respect to the allocation 

methodologies utilized to assign costs to these classes, KIUC 

adopts the same methodologies employed by LG&E in its study. 131 

-- 

KIUC's reliance on load factor and customer size data to 

prove a significant difference in cost incurrence characteristics 

is not sufficient to convince the Commission that such an extreme 

cost differential exists. LG&E has clearly shown that all but one 

of its transportation customers also relied upon and used sales 

129 Eisdorfer Direct Testimony, page 3 .  

__ Id., page 6. 

__ Id., pages 8 - 9 .  
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service to some degree during the test year. 13' This ability of 

transportation customers to rely upon and use sales services is a 

privilege not adequately considered by KIUC in its analysis. Nor 

does KIUC's analysis acknowledge that LG&E's distribution system 

is constructed in a manner so as to provide sales service to these 

customers whenever such service is demanded. These factors must 

be considered when attempting to determine differences in cost 

incurrence characteristics between customers. KIUC's evidence 

lacks such consideration and analysis. 

- 

LG&E has stated that certain differences exist in the 

provision of service to Rate G-6 customers and Rate G-7 

customers. 133 Yet LG&E combined its one G-7 customer with the 

Rate G-6 class for purposes of its cost-of-service study. LG&E 

should, in subsequent cost-of-service studies, fully disaggregate 

Rate G-7 customers from those served under Rate G-6. 

LG&E's gas cost-of-setvice study is acceptable and should be 

used as a starting point for gas rate design. 

Revenue Allocation 

Based on the results of its electric cost-of-service study, 

LG&E proposed to allocate increases to all customer classes 

ranging from 7.4 percent for the residential and street and 

outdoor lighting classes to 5.9 percent for the general service 

and special contract classes. LG&E indicated that its allocation 

132 T.E., Volume VII, November 2 6 ,  1990, page 93. 

133 Walker Exhibit 2 ,  page 1. 
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methodology was designed to achieve a better balance between class 

rates of return while maintaining rate stability and continuity. 

LG&E proposed to allocate the full amount of the gas increase 

to the General Service ("G-1") rate. This proposal was based on 

the results of LGLE's cost-of-service study which showed that the 

rate of return for the residential class, which is served under 

the G-l rate schedule, was significantly below rates of return for 

other classes. LG&E proposed no increases for its interruptible 

rate classes, G-6 and G-7, or for the Fort Knox special contract. 

KIUC, based on its electric cost-of-service study, proposed 

allocations ranging from a 5.6 percent decrease for Carbon 

Graphite, a contract customer, to a 13.1 percent increase for the 

residential class. On gas, KIUC proposed decreases for G-3. and 

G-6 industrial transportation customers. The amount of the 

decreases were dependent on the amount by which the Commission 

reduced LG&E's requested gas increase. None of the other inter- 

venors offered specific allocation recommendations. 

LGLE's allocation proposals are supported by its cost-of- 

service analyses and are consistent with the Commission's goals of 

gradualism and rate continuity. Having accepted LG&E's cost-of- 

service studies, the Commission finds that the resulting 

allocation proposals produce an equitable distribution of the 

revenue increases granted and shall be reflected in the rate 

design approved herein. 

Electric Rate Design 

LG&E proposed generally uniform increases in customer, demand 

and energy charges with some changes in its existing tariffs and 
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rate design. The changes included: switching from a minimum bill 

to a customer charge for its water heating, space heating, and 

traffic lighting rates; changes in demand ratchets that would 

impact the billing demands for large commercial and industrial 

customers: seasonal billing demands for industrial customers 

served under rate LP: and making time-of-day rates available for 

smaller sized industrial and commercial customers. In addition, 

LG&E proposed changes in Public Street Lighting ("PSL") and 

Outdoor Lighting ("OL") rates to equalize the prices, by lumens of 

output, between mercury vapor and high pressure sodium lights. 

LG&E also proposed to revise its interruptible service rider by 

increasing the monthly demand credit to $ 3 . 3 0  per KW. 

Louisville opposed LG&E's proposed changes to the PSL rates 

contending that the marginal cost pricing methodology employed by 

LG&E unfairly impacted Louisville with its older, more fully 

depreciated street lighting system. Louisville recommended an 

alternative rate schedule based on embedded costs and proposed to 

be separated from LG&E's other PSL customers either through a 

special contract or by establishing a separate tariff 

classification. 

Jefferson et al. proposed changing LG&E's residential rate 

structure from a flat summer rate and declining block winter rate 

to inverted block rates in both summer and winter. Jefferson et 

al. opines that LG&E was deficient in its response to the 

Commission's directive in Case No. 10064 that LG&E address the 

issues of inverted bl.ock rates in the summer and declining block 
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winter rates. 134 Jefferson et al., based on its analysis of 

LGLE's cost-of-service study, contends that LGLE's 

temperature-sensitive loads (summer air conditioning and winter 

heating) have a major impact on LG&E's costs and the allocation of 

those costs. Jefferson et al. proposes that LG&E's cost recovery, 

through rates, should also reflect the impact of these 

temperature-sensitive loads. 

- 

Jefferson et al.'s proposal. would reduce LGLE's energy rate 

for the first 600 KWH to 5.435C on a year-round basis compared to 

LGLE's existing rates of 6.402C and 5.833C in the summer and 

winter, respectively. Jefferson et al. would increase the rate 

for sales over 600 KWH to 8.189C in the summer and 6.227C in the 

winter compared to the existing rates of 6 .4026  in summer, and 

4.528$ in winter. These rates were based on Jefferson et al.'s 

analysis of LGLE's temperature-sensitive costs using the base, 

winter, and summer demands from LGLE's cost-of-service study and 

using one month of the test year, October 1989, as the measure of 

bG&E's non-temperature-sensitive load. 

LGLE argues that while unit costs are higher in the summer 

than in the winter there is no load research evidence to support 

Jefferson et al.'s proposal. LGLE contends that its existing rate 

design reflects the differences i n  summer and winter unit costs 

and, through the declining block winter rate, attempts to reduce 

the average unit cost by spreading fixed costs over greater sales 

volumes. LGbE further contends that deficient recovery of 

134 Case No. 10064, Order dated August 10, 1988. 

-66- 



customer costs through the customer charge requires these costs to 

be recovered in the initial usage steps to prevent large users 

from paying a disproportionate share of these costs. Finally, 

LG&E argues that its declining block winter rates should be 

continued to promote off-peak loads and that-customer acceptance 

and revenue stability must be included in any consideration of 

rate design changes. 

The Commission finds most of LG&E's rate design changes 

proper and reasonable. On PSL and OL rates, the Commissi.on finds 

LG&E's alternative proposal proper and reasonable. The 

alternative proposal, to which Louisville agreed, results in 

approximately equal percentage increases for existing lights, be 

they For mercury vapor 

lights installed in the future, the rates would be higher, based 

on LG&E's marginal costs, while for new high pressure sodium 

lights the rates would equal the rates for existing lights. 

mercury vapor or high pressure sodium. 135 

The Commission is not persuaded that LG&E's residential rates 

should be redesigned in the precise manner proposed by Jefferson 

et al.; however, we find that a change resulting in an inverted 

block summer rate is appropriate. The Commission finds there to 

be substantial support for Jefferson et al.'s proposed inverted 

summer rates. LG&E is a strong summer peaker with a significant 

amount of capacity installed to meet its residential air 

conditioning load. As LG&E pointed out, its unit costs are higher 

in the summet than in the winter largely due to the relatively 

135 T.E., Volume V, November 2 0 ,  1990, page 111. 
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small increment of energy sales associated with the capacity 

required to meet its air conditioning demands. 136 These summer 

load characteristics indicate that LG&E's temperature- sensitive 

load is a major contributor to its generating and transmission 

costs and point out the need for long-term reductions in peak 

demand that can translate into lower future costs. 

The Commission considers reduced peak demand, improved system 

load factor, and lower unit costs to be common goals that are in 

the best interest of all parties. To that extent, we are not 

persuaded that LG&E's winter rate design should be modified. 

Increased off-peak loads can produce many of the same benefits a? 

reduced on-peak loads. 

In recognition of concerns about cost recovery, customer 

acceptance, and revenue stability we have chosen a moderate 

approach to the implementation of an inverted block summer rate. 

The summer energy rate will remain unchanged for the first 600 KWH 

usage; the summer energy charge increase will be assigned in total 

to the usage in excess of 600 KWH. Given the relatively small 

number of KWH sold in relation to the capacity needed to meet air 

conditioning demands, this increase should not affect LG&E's 

revenue stability. 

Cable Television Attachment Charges ("CATV") 

LG&E proposed increasing its charges for CATV pole 

attachments by approximately 35 percent. LG&E's calculation of 

these charges was based on the formula established by the 

136 Walker Direct Testimony, page 2 2 .  
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Commission in Administrative Case No. 251137 with an added cost 

component for tree trimming expense. 

KCTA opposed the increase contending that LG&E's allocation 

of the entire amount of tree trimming expense included in Account 

593.004, Tree Trimming of Electric Distribution Routes, to poles 

was improper. KCTA opined that the vast majority of the expense 

goes not to clear space for poles, but to clear space for LG&E's 

overhead conductions and services and for clearing a path for the 

span of lines between the poles. KCTA proposed allocating the 

tree trimming expense based on LG&E's investment in poles compared 

to its combined investment in poles, overhead conductors, and 

services thereby increasing LG&E's pole attachment charges by 

approximately 14 percent. KCTA also proposed that the approved 

pole attachment rates be calculated using the overall rate of 

return approved by the Commission in this case. 

L 

LG&E argued that since the cable television lines are strung 

between the poles, those lines are benefited by the tree trimming 

that clears the path between the poles. LG&E also pointed out 

that pole attachment charges are assessed through a formula, based 

on the percentage of usable space, that uses an allocation factor 

to derive the appropriate charge. 

The clearing of the span between the poles inures to the 

benefit of all parties whose lines cover the span, be they 

Administrative Case No. 251, The Adoption of a Standard 
Methodology for Establishing Rates for CATV Pole Attachments, 
Order dated August 12, 1982. 
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electric, telephone, or CATV. As such, the full amount of the 

tree trimming expense is properly includible in calculating the 0 

ti M component of the annual carrying cost used to derive the pole 

attachment charge. Applying the annual carrying charge to an 

allocated fix cost component, derived usirrg the percentage of 

usable space, effectively allocates the Q&M component of the 

annual carrying charge. The result is'a pole attachment charge 

which reflects an equitable allocation and recovery of L G & E ' s  

costs. The pole attachment charges proposed by LG&E, modified to 

reflect the overall rate of return of 9.89 percent, are granted. 

Gas Rate Design 
- 

For the G-1 class, LG&E proposed to increase customer charges 

by approximately 2 4  percent and commodity charges by approximately 

1.8 percent. This proposal reflected the results of LG&E's 

cost-of-service study and the need to improve the residential rate 

of return. LGtiE maintains that since the average residential 

usage is significantly smaller than the usage of the commercial 

and industrial classes served under Rate G-1, the customer charge, 

rather than the commodity charge, is the appropriate rate to 

increase for the purpose of achieving a better balance between 

class rates of return. 

The AG opposed the proposed increase in the residential 

customer charge from $ 4 . 3 5  to $5.40,  taking issue with several of 

LGtiE ' s  cost allocators used in arriving at its customer costs. 

The AG argued that the proposal acted as a disincentive for 

conservation by placing the bulk of the increase on the fixed 

portion of the customer's bill. The AG calculated a customer cost 
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of $3.75 and opined that the existing charge of $ 4 . 3 5  was more 

than adequate. 

Jefferson et al. maintained that the customer charge increase 

would overly burden the small, lower income customers in the 

residential class. Jefferson et al. argued that LGLE'S stated 

intention of increasing the residential class rate of return was 

improper because the lower risk associated with serving the 

residential class should translate into a lower rate of return. 

Jefferson et al. proposed a rate design that included increasing 

the customer charge by 2 . 4  percent, the amount of the overall 

requested G-1 rate increase. 
I 

Although LG&E's proposal for increasing the customer charge 

may be logical and reasonable, the amount of the increase is not 

consistent with the Commission's goals of rate continuity and 

gradualism. While there is a lower risk associated with serving 

the residential class some increase in the residential class rate 

of return is warranted. As a means of achieving this increase in 

return, it is proper to assign the majority of the revenue 

increase to the customer charge. Given the magnitude of the 

increase, the Commission will assign the customer charge an 

increase of approximately 2.5 times the overall G-1 percentage 

increase, exclusive of gas cost revenues. The revenue increase of 

.9 percent results in a customer charge increase of 2 . 3  percent, 

producing a residential customer charge of $4.45. The 

non-residential customer charge will increase by a similar 

percentage, from $8.70 to $ 8 . 9 0 .  
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Late Payment Charges 

The AG proposed that LGLE's late payment charge be abolished. 

The AG argued that the charge was not cost-justified and that LG&E 

had not shown that the charge served as an incentive for prompt 

payment. 
- 

Jefferson et al. proposed a plan to change the way LG&E 

credits partial payments as a means of reducing the number of late 

payment charges imposed on customers with past due account 

balances. At present, LGLE credits partial payments first to the 

customer's past due balance, then to the current month's bill. 

Jefferson et al. pointed out that this procedure results in a_ 

customer being assessed a late payment charge when it makes a 

partial payment sufficient to cover its current month's bill 

because, after the payment is credited to the customer's past due 

balance, the remainder is not enough to cover the current month's 

balance. Jefferson et al. argued that this change would encourage 

customers to make timely payments on their current balances 

knowing there would be no late payment penalty assessed i n  a 

subsequent month when the current month's bill was paid in full. 

LG&E argued that the existing procedure serves as an 

incentive for customers to pay off their past due balances and 

that the late payment charge functions as an incentive to 

encourage timely payments. LGLE also argued that if the late 

payment charge were abolished, the loss of the associated revenues 

would have to be incorporated into the rates charged all 

customers. 
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LG&E's late payment charge has been in its tariffs for many 

years. The AG performed no analysis on the effectiveness of this 

charge as an incentive for timely payment of bills. The 

Commission finds, as it did in LG&E's last rate case, 13' that the 

late payment charge serves as an incentive and has an important 

role in LG&E's bill collection strategy. 

The arguments of Jefferson et al. to change the way LG&E 

credits partial payments are persuasive. The Commission finds 

Jefferson et al.'s plan to be a means of minimizing the instances 

of recurring late payment charges for customers experiencing 

payment problems. When a customer can pay the current month's - 

bill plus make a payment toward its past due balance, the customer; 

should not be assessed still another late payment charge. 

The Commission is mindful of LG&E's concerns that 

implementation of Jefferson et al.'s proposal could result in 

customer laxity toward the payment of past due balances. In 

considering those concerns, the Commission notes that LG&E retains 

the ability to terminate service if payment is not eventually 

made. However, to minimize the need for such actions, the 

Commission will make the following modification to Jefferson et 

al.'s proposal to create an incentive for customers to reduce 

their past due balances: When a customer with a past due balance 

makes a partial payment sufficient to pay the bill for the current 

month's usage, plus pay $10.00 or 5 percent of the outstanding 

past due balance, whichever is greater, LG&E shall credit the 

138 Case No. 10064, Order dated April 20, 1989. 
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payment to the current month's bill first, then credit the 

remainder to the past due balance. Crediting the current month's 

bill first will eliminate the assessment of a late payment penalty 

on the current month's bill, and requiring some payment toward the 

past due balance as a prerequisite for such crediting provides the 

customer an incentive to reduce the past due balance. The 

Commission finds that such a plan is a reasonable modification to 

LGLE's current collection procedures and should be approved. LGLE 

is hereby directed to implement this change in the way it credits 

partial payments concurrent with the effective date of this Order. 

Transportation Service/Standby Service - 

KIUC recommended- that LG&E's tariffs be modified to make 

standby service optional for all gas transportation customers. 

KIUC claimed that, under LGLE's existing tariffs, transportation 

service exclusive of standby service was limited to Rate T 

transportation customers taking sales service under Rate G-7, 

Uncommitted Gas Service. KIUC argued that this prerequisite 

effectively forced transportation customers to take standby 

service under Rate TS which is available to customers served under 

sales rates G-1 and G-6. 

- 

LGLE contends that Rate T is available to G-1 and G-6 sales 

customers but that a customer served on Rate T will have no 

standby or back-up protection for its Rate T volumes other than 

the G-7 rate for uncommitted gas service.13' LGLE maintains that 

139 T.E., Volume IT, November 9 ,  1990, pages 115-116. 
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KIUC has misinterpreted the Rate T tariff regarding the 

precondition of being a G-7 sales customer. 

The Commission can understand KIUC's reading and 

interpretation of the Rate T tariff language which states 

"available to commercial and industrial customers serviced under 

Rate G-7. . ." to mean that being a G-7 sales customer is required 
in order to receive transportation service under Rate T. We also 

understand LGLE's explanation that the intent of the tariff is to 

indicate that for customers taking transportation service under 

Rate T, LG&E will not be obligated to provide standby quantities 

other than the uncommitted gas available under Rate G-7. Some - 

modification of the tariff language regarding the availability a€ 

Rate T is needed to eliminate this misunderstanding. The 

above-quoted reference to Rate G-7 should be eliminated and a 

description of the limited protection of uncommitted gas offered 

under Rate G-7 should be added. LG&E should so modify this tariff 

when it files its revised tariffs setting forth the rates approved 

in this proceeding. 

Pipeline Demand Charges 

- 

KIUC proposed that the pipeline supplier's demand component 

of LGLE's G-6 rates be reduced. KIUC opined that G-6 customers, 

being subject to interruption during the winter, have a lower 

quality of service than G-1 customers, and that this lower quality 

of service should be reflected in lower rates. We do not agree. 

Rate G-6 customers are subject to interruption for only 9 0  

days during the winter season. LGLE's pipeline demand costs are 
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lower due both to its storage capabilities and the 

interruptibility of rate G-6 customers. 

KIUC presented no evidence or analysis to support its 

argument. G-6 customers receive firm service for a11 but 90 days 

of the year. The quality of their service is not significantly 

different than that of G-1 customers. In addition, LGLE's lower 

pipeline demand costs are flowed through to all customers, both 

firm and interruptible, regardless of whether the lower cost 

results from LG&E's storage capabilities or the interruptibility 

of its G-6 customers. 

Fuel Adjustment Clause - 

KIUC proposed that I,G&E's electric fuel costs be removed from 

the base energy charges contained in LG&E's tariffs. KIUC argued 

that fuel costs should be recovered solely through the operation 

of the fuel clause and should be shown separately from non-fuel 

costs. 

- 

We disagree. The fuel clause regulation, 807 KAE? 5:056, 

requires the establishment of a level of fuel costs in base rates 

such that, at the time of setting the base rates, the fuel 

adjustment factor will be equal to zero. 

Tariff Changes 

The Commission has addressed a number of specific rate design 

and tariff changes proposed either by LG&E or the intervenors. 

Several of the changes proposed by LGLE include text additions, 

deletions, 01 revisions which were not challenged by any party. 

The Commission has reviewed all such changes and finds they should 
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be approved. Due to their voluminous nature, these text changes 

are not included in the Appendix. 

OTHER ISSUES 

Management Audit 

While the Commission is encouraged by-the organizational 

efficiencies and expected savings described by LG&E concerning its 

work Eorce, the Commission remains concerned that all aspects 

supporting LG&E's organization structure are not in place. LG&E 

has indicated that the restructuring or downsizing dealt primarily 

with management employees. 14' LG&E has apparently not completed 

its evaluation of human resources needs and systems, but has begun 

a process of continuous improvement recognizing that the changes 

will take time to implement properly. 14' LG&E further indicated 

that this was the first year that organizational development had 

been seriously included in LG&E's five year plan and that a 

manpower planning process was currently being designed for 
142 implementation in January 1991 .  

- 
- 

The Commission fully expects LG&E to pursue in a prompt and 

expeditious manner the organizational and operational efficiencies 

described during this proceeding. LG&E's efforts in this area 

will be monitored by the Commission through the normal management 

audit follow-up process. 



LG&E also discussed the 4KV conversion program stating that 

the program was scheduled for completion in approximately the year 

2 0 0 4 . ~ ~ ~  Because of the savings estimated by LG&E in an internal 

study, the Commission encourages LG&E to continue its dialogue 

with the Management Audit Staff regarding the optimal conversion 

schedule during the management audit follow-up process. 

Energy Conservation Programs 

..- 

Paddlewheel proposed that the Commission establish a task 

force to design and administer capacity-avoiding conservation 

programs for LG&E. Paddlewheel suggested that the task force 

include LG&E Staff, Commission Staff, traditional intervenors, ana 

conservation experts located in LG&E's service territory+ 

Paddlewheel opined that the Commission, or specifically Commission 

regulations, have impeded the development of conservation programs 

in Kentucky. Paddlewheel recommended that the Commission provide 

utilities incentives for conservation by allowing conservation 

expenditures to be treated as rate base investments on which a 

utility can earn a return rather than as operating expenses for 

which it will be reimbursed. Subsequent to the hearing, 

Paddlewheel filed a motion requesting the Commission enter an 

Order formally establishing a task force. 

LG&E indicated it was interested in expanding its energy 

conservation programs and would agree with Paddlewheel that rate 

base treatment of conservation expenditures would serve as an 

incentive to encourage utilities to design and implement new 

143 T.E., Volume 111, November 9, 1990, page 199. 
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conservation programs. LG&E also indicated it would like to 

participate in a collaborative process (task force) to develop new 

conservation programs. 

The Commission endorses the proposal to establish a task 

force for the purpose of designing and overseeing new conservation 

programs at LG&E. The Commission is also agreeable to allowing 

utilities to earn a return on conservation expenditures as an 

incentive to encourage development of such programs. 

- 

The Commission notes that neither at present nor in the past 

has it had a regulation or policy that acted as a deterrent to 

utilities making conservation expenditures. In fact, over 9 years 

ago the Commission stated, "We have in mind an aggressivs 

conservation program, which sees expenditures on conservation not 

as an unfortunate necessity or misguided effort, but rather as an 

investment, and as such an alternative to investment in added 

generating capacity. (emphasis in original) We encourage LG&E 

and interested intervenors to begin discussion on these matters 

for the purpose of establishing general goals and establishing a 

task force, including Commission Staff, to develop new 

conservation programs for LG&E. However, nothing in Paddlewheel's 

motion convinces the Commission that there is a present need to 

order the establishment of such a task force. 

- 

144 Case No. 8177, General Adjustment of E1ectri.c Rates of 
Kentucky Utilities Company, Order dated September 11, 1981. 
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Cane Run Unit No. 3 (“Cane Run No. 3 ‘ 2  

KIUC and Jefferson et al. recommend that LG&E be prohibited 

from retiring Cane Run No. 3 until an independent evaluation of 

the unit could be performed to determine its reliability and 

possible renovation to extend its active service life. Jefferson 

et al. also proposed that the Commission establish a process 

requiring a certificate of decommissioning be obtained by a 

utility prior to retiring a generating unit. After the hearing in 

this case, Paddlewheel moved to establish a case in order to 

investigate the status of Cane Run No. 3 .  

- 

LG&E agreed that it would not retire, or take any measure tq 

retire, Cane Run No. 3 until an independent evaluation wcm 

performed on the unit, either by someone chosen by the Commission 
or selected by agreement of the company and the intervenors. 145 

LG&E did, however, have some questions as to the cost and payment 

for the evaluation and the time frame within which the study might 

be performed. 

The Commission endorses the proposal agreed to by LG&E that 

an independent party be selected to perform an evaluation of Cane 

Run No. 3 prior to its retirement from service. LG&E should begin 

the process of selecting an independent expert to perform the 

evaluation. I n  the event that LG&E and the intervenors are unable 

to agree on an expert, the Commission will facilitate the 

selection. The cost, as with any outside service, should be borne 

by LG&E, with rate recovery at some future point. The Commission 

145 T . E . ,  Volume I, November ‘7, 1990, page 167. 
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would expect the evaluation to be completed prior to the time of 

LG&E's initial filing under the integrated resource planning 

regulation in late 1991. The Commission finds no need to 

establish a case at this time. Accordingly, Paddlewheel's motion 

will be denied. 

-oration ("OVEC") Power Agreement 

LG&E is one of 15 owners of OVEC, an electric utility which 

sells power to the Department of Energy ("DOE") under a contract 

that expires in October 1992. If the W E  contract is not renewed 

in 1992, the OVEC power reverts to its owners. LG&E would have 

rights to 165 MW of OVEC capacity if the contract is not renewed.- 

K I U C  recommended that the Commission implore LG&E to take 

reasonable steps to enhance the usefulness of the OVEC surplus 

capacity. KIUC proposed that the Commission hold LG&E financially 

responsible for the OVEC capacity by refusing to allow additional 

Trimble County capacity, or other capacity, in rate base so long 

as LG&E's surplus OVEC entitlement results in sufficient capacity 

to offset the need for additional Trimble County capacity. 

LG&E should take reasonable steps to enhance the usefulness 

of surplus OVEC capacity and all other available capacity, be it 

through upgrading its hydro capacity or extending the useful life 

of Cane R u n  No. 3 .  All of these planning issues, and any new 

conservation programs, can be reviewed under the integrated 

resource planning regulation. As part of that review, and in 

future rate cases, the Commission will require that LG&E fully 

explore OVEC capacity, as well as other capacity alternatives, 

prior to allowing additional Trimble County capacity in rate base. 
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Reportinq for the Holding Company 

In the final Order in Case No. 89-374, the Commission 

indicated that LG&E should provide certain reports to the 

Commission concerning the activities of the Holding Company. 

Since the issuance of that Order, LGLE has become a subsidiary of 

the Holding Company, as was envisioned in the application in Case 

No. 89-374. The final Order in Case No. 89-374 did not contain a 

specific date on which LG&E was to begin providing the Listed 

reports . LG&E should begin filing these reports immediately. 

Reports due annually should begin with calendar year 1990, and 

reports due quarterly should begin with the quarter ending 

December 31, 1990. These reports should be filed with the 

Commission within 30 days after the end of the reporting period. 

..- 

SUMMARY 

After consideration of all matters of record, the evidence, 

and being otherwise sufficiently advised, the Commission finds 

that: 

1. The rates in the Appendix, attached hereto and 

incorporated herein, are the fair, just, and reasonable rates for 

LG&E to charge for service rendered on and after January 1, 1993. 

2 .  The rates proposed by LG&E would produce revenue in 

excess of that found reasonable herein and should be denied. 

IT IS THEREFORE ORDERED that: 

1. The rates in the Appendix be and they hereby are 

approved for service rendered by LG&E on and after January 1, 

1991. 
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2. The rates proposed by LG&E are hereby denied. 

3 .  The tariff changes authorized herein are approved for 

service rendered on and after January 1, 1991. 

4 .  Paddlewheel's motions to establish cases to designate a 

conservation task force and to investigate the'status of Cane Run 

No. 3 be and they hereby are denied. 

5. Within 30 days from the date of this Order, LGLE shall 

file with the Commission revised tariff sheets setting out the 

rate and tariff changes approved herein. 

6. Annual reports concerning the Holding Company shall 

begin with calendar year 1990, while quarterly reports concerning 

the Holding Company shall begin with the quarter ending December 

31, 1990. LG&E shall file these reports 30 days after the end of 

the reporting period. 

- 
- 

Done at Frankfort, Kentucky, this 2Lst day of D e c d a ,  1990. 

By the Commission 

ATTEST : 



APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 90-158 DATED 12/21./90 

The following rates and charges are -prescribed for the 

customers in the area served by Louisville Gas and Electric 

Company . All other rates and charges not specifically mentioned 

herein shall remain the same as those in effect under authority of 

this Commission prior to the effective date of this Order. 

ELECTRIC SERVICE 

RESIDENTIAL RATE 
(RATE SCHEDULE R) 

RATE : 

Customer Charqe: $3.29 per meter per month 

Winter Rate: (Applicable during 8 monthly billing 
periods of October through May) 

First 600  kilowatt-hours per month 5.905C per KWH 
Additional kilowatt-hours per month 4.584C: per KWH 

Summer Rate: (Applicable during 4 monthly billing periods 
of June through September ) 

First 600 kilowatt-hours per month 6.4026 per KWH 
Additional kilowatt-hours per month 6.555C per KWH 

WATER HEATING RATE 
(RATE SCHEDULE WH) 

RATE : 
__.__ 

Customer Charge: $0.93 per meter per month. 

All kilowatt-hours per month 4.339C per KWH 

Minimum Bill: The customer charge. 



GENERAL SERVICE RATE 
(RATE SCHEDULE GS) 

RATE : - 
Customer - Charge: 

- 

$3.89 per meter per month for single-phase service 
$7.78 per meter per month for three-phase service 

Winter Rate: (Applicable during 8 monthly billing periods 
of October through May) 

All kilowatt-hours per month 6.3176 per KWH 

Summer Rate: (Applicable during 4 monthly billing periods 

All kilowatt-hours per month 7.1026 per KWH 

of June through September) 
_i 

SPECIAL RATE FOR ELECTRIC SPACE HEATING SERVICE 
RATE SCHEDULE GS 

RATE : - 
Customer Charqe: $ 2 . 2 4  

For all consumption recorded on the separate meter during the 
heating season the rate shall be 4.5686 per kilowatt-hour. 

Minimum Bill: The customer charge. This minimum charge is 
in addition to the regular monthly minimum of Rate GS to which 
this rider applies. 
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LARGE COMMERCIAL RATE 
(RATE SCHEDULE LCL 

RATE : - 
Customer Charqe: $17.09 per delivery point per month 

Demand Charge: i 

Secondary Primary 
Distribution - Distribution 

Winter Rate: (Applicable 
durinq 8 monthly billinq 
periods of October thro6gh 
May) 

All kilowatts of billing $7.33 per KW $5.68 per KW 
demand per month per month 

Summer Rate: (Applicable 
durinq 4 monthlv billins 
periods of June” through- 
September) 

All kilowatts of billing $10.43 per KW $8.53 per KW 
demand per month per month 

Energy Charge: 

All kilowatt-hours per month 3.139C: 

LARGE COMMERCIAL TIME-OF-DAY RATE 

RATE : 

Customer Charge: $18.92 per delivery point per month 

Demand Charge: 

Basic Demand Charge 
Secondary Distribution $3.71 per KW per month 
Primary Distribution $2.01 per KW per month 

Summer Peak Period $6.72 per KW per month 
Winter Peak Period $ 3 . 5 1  per KW per month 

Peak Period Demand Charge 

Enerqy Charge: 3.139C per KWH 
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INDUSTRIAL POWER 
(RATE SCHEDULE LP) 

RATE: 

Customer Charge: $42.22 per delivery point per 
month - - 

Demand Charge: 
Secondary Primary Tr ansmi.ss ion 

Distribution Distribution Line 

Winter Rate: 
(Applicable durinq 8- 
monthly billing periods 
of October through May) 

All kilowatts of $8.19 per KW $6.24 per KW $5.03 per KW 
billing demand per month per month per month 

Summer Rate: 
(Applicable during 4- 
monthly billinq periods i 

of June througg September) 

All kilowatts of $10.82 per KW $8.88 per KW $7.66 per KW 
billing demand per month per month per month 

Energy Charge: 

All kilowatt-hours per month 2.716C per KWH 

INTERRUPTIBLE SERVICE 

RATE: 

The monthly bill for service under this rider shall be determined 
in accordance with the provisions of either Rate LC, Rate LC-TQD, 
Rate LP, or Rate LP-TQD, except there shall be an interruptible 
demand credit of $ 3 . 3 0  per kilowatt per month. 

- 
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INDUSTRIAL POWER TIME-OF-DAY RATE 
(RATE SCHEDULE LP-TOD) 

RATE : 

Customer Charqe: $44.31 per delivery point per month 

Demand Charge: 
Basic Demand Charqe: 

Secondary Distribution 
Primary Distribution 
Transmission Line 

Peak Period Demand Charge: 
Summer Peak Period 
Winter Peak Period 

Energy Charge: 

- - 

$5.32 per K W  per month 
$3.34 per K W  per month 
$2.13 per KW per month 

$5.57 per K W  per month 
$2.96 per K W  per month 

2.708C per K W H  

RATE: - 

OUTDOOR LIGHTING SERVICE 
(RATE SCHEDULE OLi 

Rate Per Month Per Unit - 
Installed Prior to 
January 1, 1991 

Overhead Service 
Mercury Vapor 

100 watt* $6.92 
175 watt 1.83 
250 watt 8.87 
400 watt 10.80 
1000 watt 19.69 

High Pressure Sodium Vapor 
100 watt 
150 watt 
250 watt 
400 watt 

Underground Service 
Mercury Vapor 

100 Watt - Top Mounted 
175 Watt - Top Mounted 

$7.69 
9.84 

11.62 
12.27 

$12.06 
1.2.83 

Installed After 
December 31, 1990 

$ -0-  
9.23 

10.32 
12.37 
22.32 

$7.69 
9.84 

11.62 
12.27 

$12.81 
13.81 
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High Pressure Sodium Vapor 

100 Watt - Top Mounted 
150 Watt 
250 watt 
400 Watt 

$14.19 
19.33 
22.17 
24.40 

$14.19 
19.33 
22.17 
24.40 

* Restricted to those units in service on 5-31139. 
Special Terms and Conditions: 

Company will furnish and install the lighting unit complete with 
lamp, fixture or luminaire, control device and mast arm. The above 
rates for overhead service contemplate installation on an existing 
wood pole with service supplied from overhead circuits o n l y ;  
provided, however, that when possible, floodlights served hereunder 
may be attached to existing metal street lighting standards supplied 
from overhead service. If the location of an existing pole is not 
suitable for the installation of a lighting unit, the Company will 
extend its secondary conductor one span and install an additional 
pole for the support of such unit. The customer to pay-an 
additional charge of $1.64 per month for each such pole so 
installed. If still further poles or conductors are requirebto 
extend service to the lighting unit, the customer will be required 
to make a non-refundable cash advance equal to the installed cost of 
such further facilities. 

PUBLIC STREET LIGHTING SERVICE 
(RATE SCHEDULE PSL) 

RATE : - 
Rate Per Month Per Unit 

Installed Pri.or to Installed After 
January 1, 1991 December 31, 1990 

Type of Unit 

Overhead Service 

Mercury Vapor 
100 Watt looen bottom . ' .  
fixture) 

175 Watt 
250 Watt 
400 Watt 
400 watt (underground 
pole) 

1000 watt 

$6.22 
7.28 
8.28 
9.90 

14.31 
18.39 

$ -0- 
9.05 

10.15 
12.20 

-0-  
22.07 
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High Pressure Sodium Vapor 
150 Watt 
250 Watt 
400 Watt 

Underground Service 
Mercury Vapor 

100 Watt - TOP Mounted 
175 Watt _- Top Mounted 
175 Watt 
250 Watt 
400 Watt 
400 Watt on State of 

High Pressure Sodium Vapor 
KY Pole 

100 Watt - Top Mounted 
150 Watt 
250 Watt 
250 Watt on State of 

400 Watt 
KY Pole 

6000 Lumen 

RATE: 
__.__ 

8.90 
10.66 
11.10 

10.16 __ 
11.12 
15.09 
16.12 
18.96 

11.21 

11.17 
19.32 
20.50 

1.0.48 
21.95 

8.29 - 
10.91 

8.90 
10.66 
11.10 

12q.55 
13.63 
21.47 
22.57 
24.62 

-0- 

11.17 
19.32 
20.50 

-0- 
21.95 

-0- - 
-0- 

STREET LIGHTING ENERGY RATE 
(RATE SCHEDULE SLE) 

$3.972$ per kilowatt hour 

TRAFFIC LIGHTING ENERGY RATE 
(RATE SCHEDULE TLE) 

- 
RATE: 

Customer Charge: $2.45 per meter per month 

All kilowatt-hour per month 4.992C per KWH 

Minimum Eiill The customer charge. 
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SPECIAL CONTRACT FOR ELECTRIC SERVICE 
CARBON GRAPHITE SPECIAL CONTRACT 

Demand Charqe 

Primary Power (28,500 K W )  
Secondary Power (Excess K W )  

Demand Credit for Primary 
Interruptible Power (24,500 K W )  

Energy Charge 
All K W H  

$11.82 per K W  per month 
$5.91 per K W  per month 

$ 3 . 3 0  per K W  per month 

1.946C per KWH 

SPECIAL CONTRACT FOR ELECTRIC SERVICE 
E. I. DUPONT DE NEMOURS SPECIAL CONTRACT 

Demand Charge 

$11.14 per K W  of billing demand per month 

Energy Charge 

2.012C per K W H  

SPECIAL CONTRACT FOR ELECTRIC SERVICE 
FORT KNOX SPECIAL CONTRACT 

Demand Charge 

Winter Rate: 
(Applicable during 8 monthly billing periods of October through 
May 1 

All K W  of Billing Demand $6.32 per K W  per month 

Summer Rate: 
(Applicable durinq 4 monthly billing periods of June through 
September) 

All K W  of Billing Demand $8.52 per KW per month 

Energy Charge: A l l  K W H  per month 2.605C per KWH 

- 
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SPECIAL CONTRACT FOR ELECTRIC SERVICE 
LOUISVILLE WATER COMPANY SPECIAL CONTRACT 

Demand Charge 

$7.62 per KW of billing demand per month 

Energy  Charge 

2.138C per KWH 

GAS SERVICE 

The Gas Supply Cost component in the following rates has been 
adjusted to incorporate a11 changes through Case No. 10064-5. 

GENERAL GAS RATE 
G-1 
I 

RATE : - 
Customer Charge: 

$4.45 per delivery point per month for residential 

$8.90 per delivery point per month €or non-residential 
service 

service 

Charge Per 100 Cubic Feet: 

Distribution Cost Component 11.075C. 
Gas Supply Cost Component 27 .323C 

'i 

Total Charge Per 100 
Cubic Feet 38.398C 
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SUMMER AIR CONDITIONING SERVICE UNDER GAS RATE G-1 

RATE : 

The rate for "Summer Air Conditioning Consumption," as de- 
scribed in the manner hereinafter prescribed, shall be as foll.ows: 

Charge Per 100 Cubic Feet: - 

Distribution Cost Component 6.075C: 
Gas  Supply Cost Component 27.323C: 

Total Charge Per 100 Cubic Feet 33.398~: 

GAS TRANSPORTATION SERVICE/STANDEY 
RATE TS 

RATE : 

In addition to any and all charges billed directly to Company by - 
other parties related to the transportation of customer-owned gas, 
the following charges shall apply: .-.. 

Administrative Charge: $90.00 per delivery point per month. 

G-6 
~ 

G-1 ___ 

Distribution Charge Per Mcf $1.1075 $0.5300 
Pipeline Supplier's Demand Component .2032 . .2032 

Total $1.3107 $0.7332 
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GAS AND ELECTRIC COMPANY 1 
ELECTRIC RATES OF LOUISVILLE ) 

Q .  

A. 

Q. 

A. 

Q .  

A.  

Q .  

A. 

REBUTTAL TESTIMONY OF 
RANDALL 3 .  WALKER 

CASE NO. 90-158 

Please state your name. 

Randall J .  Walker 

Are you the same Randall J. Walker who earlier filed 

direct testimony in this case? 

Y e s .  

Have you reviewed the testimony and Schedule 20 of Thomas 

C. De Ward wherein he proposed to reduce electric fuel 

expenses in the test period by $1,737,240 to match the 

level of adjusted fuel related revenues? 

Yes, I have. 

Do you agree or disagree with his conclusion that such 

a reduction is proper in this case? 

I disagree. Mr. De Ward's proposed reduction appears to 

be based, at least in part, upon his impression that the 

fuel clause is a fully recovering fuel clause (See De 
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2 6  

ward response to Question #47a of LG&E's request for 

information). In order to get the impression that such 

an adjustment is proper, one must either assume that the 

fuel clause mechanism in effect during the test period 

accurately tracked fuel costs on a timely basis, or that 

the revised mechanism that became effective after the 

test period (July 1, 1990) and which includes an over- 

and under-recovery provision will do so. It is obvious 

that the previous mechanism did not accomplish this, as 

confirmed by the under-recovery during the test period. 

Therefore, I can only assume that Mr. De Ward has chosen 

to ignore the test period results and is basing his 

recommendation on the "impression" that the inclusion of 

an over- and under-recovery mechanism will somehow 

eliminate future mismatches. 

Q. Wasn't there a data request by the Commission in this 

proceeding that addressed this subject? 

A.  Yes. In its Order dated August 2 9 ,  1990, Question No. 

22,  the Commission asked for an explanation of the 

differences between fuel costs and fuel recoveries and, 

in view of the newly incorporated over- and under- 

recovery mechanism, the reason any over- or under- 

recoveries should be included in rate case revenue 

requirements. 
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14 

15 
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22 

2 3  
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25 

26 

What was LG&E's response to that data request? 

We pointed out that a matching of fuel costs and 

recoveries is impossible under the present methodology, 

that the over- and under-recovery mechanism was not 

placed into effect until after the end of the test period 

and that the over-and under-recovery mechanism will not 

provide for a full. reconciliation of fuel costs and FAC 

revenues. 

What prevents the fuel clause mechanism from accurately 

tracking fuel costs? 

The recovery of fuel clause revenues is not synchronized 

with the incurrence of LG&E's fbel expenses. In other 

words, a timing difference exists between when the costs 

are incurred by the Company and the billing of those 

costs. For example, fuel, clause billings made in 

November 1990 are based on unit fuel costs from September 

1990. Likewise, fuel costs incurred in November 1990 

will not be billed to the customers until January 1991. 

In any given twelve month test period, the f u e l  clause 

revenues are based on two months of fuel expenses that 

occurred prior to the beginning of the test period and 

10 months of fuel expenses within the period. Fuel 

clause billings which recover the last two months of fuel 

expenses in the test period will not occur until after 

the end of the test period. This two month lag precludes 
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a matching of expenses and revenues in any twelve month 

period. 

The Commission has always recognized that the fuel clause 

mechanism was not designed to match revenues with 

expenses over a particular period of time, but was 

designed to track a variable cost without a general rate 

proceeding. In its determination of revenue requirements 

in past rate proceedings, no adjustments were made by the 

Commission to match fuel expenses with FAC revenues. 

Differences between fuel expenses and fuel related 

revenues must remain in the 12-month test period, 

otherwise the Company has no opportunity to recover its 

costs. 

Q. Why doesn't the new over- and under-recovery mechanism 

take care of this problem? 

A. As pointed out in our comments filed with the Commission 

on January 2 9 ,  1 9 9 0 ,  in Administrative Case No. 3 0 9 ,  the 

over- and under-recovery mechanism will only slightly 

improve the match between fuel clause revenues and fuel 

costs, but will provide for a full reconciliation of 

costs. That conclusion were based on several years of 

historical data wherein recoveries under the then 

effective mechanism were compared with computed 

recoveries under the proposed mechanism. Attached hereto 

as Walker Rebuttal Exhibit 1, are those computations. 
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A s  shown on page 3,  approximately $1 ,229  million of fuel 

costs were incurred by L G & E  during 1989 and the 10 prior 

years, beginning in January 1979, and $ 1 , 2 2 4  million of 

those costs were recovered under the FAC mechanism. By 

incorporating the over- and under-recovery provision into 

the mechanism, the recoveries would have been $ 1 , 2 2 5  

million during the same period (Exhibit I, page 6) - - -  a 

better match, but certainly not a full recovery. 

The new over- and under-recovery mechanism merely gives 

effect to differences between the Kwh's used in 

determining the FAC rate and the Kwh's to which the FAC 

rate is actually applied, two months later. There is no 

provision to reconcile expenses and recoveries month by 

month as they actually occur. In addition, the Kwh 

differences are multiplied by the FAC rate, not the total 

fuel cost per Kwh, when determining the amount of monthly 

over- and under-recoveries to be tracked through future 

billings. The mechanism cannot be expected to provide 

for a full reconciliation of costs and revenues. 

While the fuel clause mechanism applicable to LG&E and 

all other regulated utilities within the state 

"generally" tracks fuel costs, it was not designed to 

precisely match fuel expenses and fuel recoveries. With 

both fuel prices and sales volumes likely to increase 

over the long-term, utilities will almost always be in 

the position of under-recovering their fuel costs, even 
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with the new over- and under-recovery mechanism. 

Since the FAC and the Gas Supply Clause both have over- 

and under-recovery mechanisms, why doesn't the new FAC 

mechanism accomplish the matching achieved by the Gas 

Supply Clause? 

First, the recovery of gas supply costs through the GSC 

is synchronized with the incurrence of those costs. The 

quarterly recovery charge is determined by calculating 

the supply costs for a 3-month based on known purchased 

gas and storage withdrawal costs and dividing such costs 

by the expected customer deliveries in that same 3-month 

period. The FAC, as mentioned earlier, does not bill for 

incurred fuel costs until two months after the fact. 

Second, GSC over- and under-recoveries which are tracked 

through future billings result from a measurement of 

actual quarterly suppl,y costs against actual quarterly 

GSC revenues within the same time period. FAC over- and 

under-recoveries, on the other hand, are based on 

differences between the Kwh's used to determi,ne the unit 

charge and the Kwh's billed at such charge two months 

later. Third, the amount of GSC over- and under- 

recoveries are determined on the basis of the difference 

between total gas supply costs incurred during a specific 
3-month period and the total GSC revenues recovered 

during the same period. As indicated earlier, the over- 

6 



1 

2 

3 

4 Q. 

5 

6 

7 A. 

8 

9 

10 

11 

12 

1 3  

14 

15 

16 

11 

18 

19 

20 Q. 
21 A. 

and under-recovery mechanism i n  the FAC only deals with 

the credit below or charse above a predetermined base. 

What would the effect be on L G & E  if the Commission were 

to accept Mr. De Ward's proposal and reduce fuel expenses 

by $1.14 million? 

LG&E is entitled to recover all of its legitimate 

operating costs, including fuel expenses not recovered 

through the FAC. Neither the fuel clause mechanism i n  

effect during the test period nor the revised July 1 

mechanism is designed to provide LG&E with full recovery 

of fuel costs in the twelve months contained in the test 

period or any other specific twelve month period. 

Therefore, the Commission must, as it has done in past 

cases, recognize the inherent mismatch i n  fuel costs and 

fuel recoveries under the FAC mechanism. Otherwise, LG&E 

would be placed in a position of not having an 

opportunity to recover its costs. 

Does this complete your rebuttal testimony? 

Yes. 
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Commonwealth of Kentucky 

County of Jefferson 

I, Randall J. Walker, say that the statements contained in the foregoing 
testimony are true to the best of my knowledge and belief. 

Dated this 6th day of November, 1990. 

SUBSCRIBED AND SWORN to before me by Randall J. Walker on 
this 6d7 day of November, 1990. 

Linda E. Martin, Notary Public 
State at Large, Kentucky 

My commission expires May 12, 1993. 
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REBUTTAL TESTIMONY OF BENJAMIN A .  MCKNIGHT 

CASE NO. 90-158 

Would you p l e a s e  s t a t e  your  name and w i t h  whom you a r e  a s s o c i a t e d ?  

My name is Benjamin A. McKnight. 

a p a r t n e r  w i t h  t h e  f irm of A r t h u r  Andersen & CD., independent  p u b l i c  

a c c o u n t a n t s .  

I am a C e r t i f i e d  P u b l i c  Accountant and 

Have you p r e v i o u s l y  s u b m i t t e d  t e s t i m o n y  i n  th is  p roceed ing?  

Yes, I have.  

What i s  the purpose of your  r e b u t t a l  t e s t i m o n y ?  

The purpose of t h i s  t e s t i m o n y  i s  t o  comment on c e r t a i n  recommendations 

i n c l u d e d  i n  t h e  d i r e c t  t e s t i o n y  o f  Mr. Lane K o l l e n ,  on b e h a l f  of t h e  

Kentucky I n d u s t r i a l  U t i l i t y  Customers,  and Mr. Thomas C. De Ward, on 

beha l f  of t h e  Office of t h e  A t t o r n e y  Genera l  f o r  the Commonwealth o f  

Kentucky. S p e c i f i c a l l y ,  I w i l l  a d d r e s s  M r .  K o l l e n ' s  recommendation t h a t  

t h i s  t ,mmission shou ld  a m o r t i z e  L o u i s v i l l e  Gas and E l e c t r i c  Company's 

(LG&E o r  t h e  Company) J a n u a r y  1, 1990 b a l a n c e  of u n b i l l e d  r evenues  ove r  

three y e a r s  a s  a r e d u c t i o n  i n  f u t u r e  r a t e s .  I w i l l  a l s o  a d d r e s s  a n  
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adjustment proposed by Mr. De Ward t o  reduce the Company’s c a p i t a l  

s t r u c t u r e  f o r  the  test year ended Apri l  30, 1990, f o r  25% of the Job 

Development Investment Tax Credi t  ( J D I C )  a t t r i b u t a b l e  t o  t h e  Triable  

County U n i t  I generati.on s t a t i o n .  

Do you agree  with Mr. Kollen’s proposal t o  u t i l i z e  the  Company’s unbi l led 

revenue balance a s  of January 1, 1990, $29.8 mi l l i on ,  t o  reduce annual 

revenue requirements by $9.9 mi l l ion  f o r  a three-year per iod?  

No, I do not.  Mr. Kollen’s proposal i s  based on t h e  erroneous conclusion 

t h a t  an accounting e n t r y  t o  record unbi l led  revenues f o r  f i n a n c i a l  

r epor t ing  purposes c rea ted  a “windfa l l”  bene f i t  t h a t  was re ta ined  by the  

Company f o r  i t s  shareholders .  

Would you expla in  the b a s i s  of your disagreement wi th  Mr. Kollen’s 

conclusion? 

Yes. In  pas t  LG&E r a t e  cases ,  1 2  months of revenues have been matched 

with 1 2  months of f u e l ,  gas and o t h e r  O&M expenses i n  order  t o  determine 

a revenue def ic iency  o r  excess.  In t h e  ratemaking process there  were no 

unb i l l ed  revenues because, i n  each r a t e  case ,  test year  adjustments were 

made t o  match 1 2  months of revenues and expenses and set appropr ia te  

r a t e s  based on t h e  answer produced. 

by the rampany i n  t h i s  proceeding. 

The same procedure i s  being followed 
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Let's now compare t h i s  r e g u l a t o r y  t rea tment  with t h e  p a s t  account ing  

p r a c t i c e  followed by t h e  Company f o r  f i n a n c i a l  r e p o r t i n g  purposes .  P r i o r  

t o  1990, LC&E was one of many u t i l i t i e s  t h a t  recorded revenue on t h e  

b i l l e d  b a s i s .  A s  I i n d i c a t e d  i n  my d i r e c t  tes t imony,  t h e r e  were a number 

o f  r e a s o n s  f o r  t h i s  account ing  p r a c t i c e ,  i n c l u d i n g  t h e  d e l a y  i n  t h e  

payment per iod  f o r  income t a x e s .  The Tax Reform A c t  of 1986 e l i m i n a t e d  

t h i s  s i g n i f i c a n t  income t a x  r e l a t e d  benefi . t .  Consequently,  i n  1990, LG&E 

changed i t s  account ing  p r a c t i c e  and began r e c o r d i n g  u n b i l l e d  revenue f o r  

f i n a n c i a l  r e p o r t i n g  purposes .  The bookkeeping e n t r y  t o  r e c o r d  t h e  

$29.8 m i l l i o n  pre- tax cumula t ive  effect of u n b i l l e d  revenues  a s  of 

January  1, 1990, simply changed t h e  Company's account ing  p r a c t i c e  t o  

t r a c k  t h e  revenues a c t u a l l y  produced by p a s t  r e g u l a t o r y  t r e a t m e n t ,  

i n s t e a d  of l i m i t i n g  t h e  r e c o g n i t i o n  o f  such revenues  f o r  f i n a n c i a l  

r e p o r t i n g  purposes  t o  amounts b i l l e d .  

T h i s  bookkeeping e n t r y  h a s  no impact on amounts h i l l e d  t o  customers  o r  on 

LG&E's c a s h  f low and p r o v i d e s  no a d d i t i o n a l  economic b e n e f i t  t o  t h e  

Company's s h a r e h o l d e r s .  

Q. If t h e r e  i s  no economic b e n e f i t  t h a t  r e s u l t s  from r e c o r d i n g  u n b i l l e d  

revenues, what would be  t h e  effect of t h i s  Cnmmission a d o p t i n g  

Mr. K o l l e n ' s  p r o p o s a l ?  

A. Mr. K o l l e n ' s  p roposa l  i n c r e a s e s  ra temaking revenues f o r  t h e  account ing  

r e c o g n i t i o n  of u n b i l l e d  revenues .  

revenues  f o r  purposes  o f  s e t t i n g  r a t e s  t h a t  i s  o v e r s t a t e d  and no t  

r e p r e s e n t a t i v e  o f  a 12month per iod .  When t h i s  e x c e s s i v e  l eve l  of test 

T h i s  results i n  a l e v e l  o f  o p e r a t i n g  
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year opera t ing  revenues i s  mismatched w i t h  12-months of f u e l ,  gas and 

o ther  O&M expense, any revenue def ic iency  is understated.  The economic 

e f f e c t  of computing t h e  revenue requirement def ic iency  with excessive 

opera t ing  revenues is t o  d isa l low,  on a do l l a r - fo r -do l l a r  bas i s ,  recovery 

of what otherwise would be al lowable c o s t s  f o r  regula tory  purposes. 

Q. Is t h a t  the  intended r e su l t  of Mr. Kollen 's  proposed treatment of 

unbi l led  revenues? 

A. In  h i s  d i r e c t  testimony, Mr. Kollen has l inked h i s  recommendation f o r  

unbi l led  revenue with h i s  recommended regula tory  t reatment  of c e r t a i n  

downsizing c o s t s  a s soc ia t ed  with WXXE r e s t r u c t u r i n g  i t s  management and 

profess iona l  workforce. 

Mr. Kollen's testimony (page 38, l i n e  18) s t a t e s :  

" I n  o rde r  t o  be cons i s t en t  wi th  t h e  Company's proposed t reatment  

of the i n i t i a l  balance of unb i l l ed  revenue which I previously 

discussed,  t h e  Company should not  be allowed recovery of i t s  

downsizing cos t s .  However, i f  t h e  Commission accep t s  my 

recommendation t o  recognize t h e  i n i t i a l  balance of unb i l l ed  

revenues over  a three year  per iod f o r  ratemaking purposes,  then 

I would recommend t h a t  LG&E be allowed t o  recover i t s  downsizing 

cos ts .  To r e i t e r a t e ,  my recommendation is i n t e r n a l l y  cons i s t en t  

and s t ands  i n  d i r e c t  c o n t r a s t  t o  LG&E's biased and one-sided 

proposed t reatment .  E i the r  t h e  Commission should recognize both 

t h e  i n i t i a l  balance of unb i l l ed  revenues and downsi.zing c o s t s  

f o r  ratemaking purposes o r  they should both be r e j ec t ed . "  

- 4 -  



1. 

2. 

3 .  

4.  

5 .  

6 .  

7 .  

8 .  

9 .  

10. 

11. 

1 2 .  

13. 

14 .  

15. 

16. 

17. 

18. 

1 9 .  

20. 

21. 

Q. 

A .  No, t h e r e  is n o t .  The Company's a c c o u n t i n g  f o r  u n b i l l e d  revenues is 

Is t h e r e  any r e l a t i o n s h i p  berween u n b i l l e d  revenues and downsizing c o s t s ?  

s imply a bookkeeping e n t r y  t h a t  r e c o g n i z e s  f o r  f i n a n c i a l  r e p o r t i n g  

purposes  t h e  revenues a c t u a l l y  produced by p a s t  r e g u l a t o r y  t r e a t m e n t .  

I n  c o n t r a s t ,  t h e  Company is r e q u e s t i n g  recovery  t h r o u g h  f u t u r e  rates, 

over a t h r e e  y e a r  period, t h e  $9.5 m i l l i o n  n e t  cost of its downsizing 

program. T h e s e  c o s t s  h a v e  n o t  been p r e v i o u s l y  reflected i n  rates  or 

considered for  r e g u l a t o r y  t r e a t m e n t .  

In  s u b s t a n c e ,  MY.  Kol len proposes  t o  o f f s e t  r e c o v e r y  of t h e  Company's 

downsizing c o s t s  w i t h  a n  o t h e r w i s e  u n r e l a t e d  a d j u s t m e n t  t h a t  would 

overstate r e g u l a t o r y  o p e r a t i n g  revenues  and u n d e r s t a t e  a n y  revenue 

requi rement  d e f i c i e n c y .  The o b j e c t i v e  of M r .  Kol len ' s  scheme is to 

i n d i r e c t l y  d i s a l l o w  r e c o v e r y  o f  t h e  downsi.zing costs and,  as he  s t a t e s  i n  

h i s  tes t imony (page 36, l i n e  9 ) ,  " t o  m i t i g a t e  t h e  r a t e  e f f e c t s  o f  Trimhle 

County. *' 

Q .  Mr. McKnight, are you recommending t h a t  t h i s  Commission reject 

M r .  K o l l e n ' s  proposed a d j u s t m e n t  f o r  t h e  i n i t i a l  b a l a n c e  o f  u n b i l l e d  

revenues?  

2 2 "  

23. 

24. 

2 5 .  

26" 

27. 
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Yes, I am. This  Commission should  a c c e p t  t h e  Company's proposed 

a d j u s t m e n t s  f o r  u n b i l l e d  revenues  because they r e s u l t  i n  a r e p r e s e n t a t i v e  

12-month level of o p e r a t i n g  revenues f o r  s e t t i n g  f u t u r e  r a t e s .  

M r .  Kol len  r e c o g n i z e s  t h i s  r e s u l t  on page 37 o f  h i s  tes t imony ( l i n e s  5 

through 14 ) .  

Would you p l e a s e  comment on t h e  a d j u s t m e n t s  t o  LG&E's c a p i t a l  s t r u c t u r e  

f o r  t h e  test year  ended A p r i l  30, 1990, t h a t  Mr. De Ward h a s  proposed f o r  

Trimble County and t h e  r e l a t e d  J D I C ?  

Yes. I n  h i s  d i r e c t  t es t imony and a s  set f o r t h  on h i s  Schedule  4 ,  

Mr. De Ward h a s  proposed s e v e r a l  ad jus tments  t o  t h e  Company's c a p i t a l  

s t r u c t u r e .  

R i m b l e  County g e n e r a t i n g  s t a t i o n  from t h e  c a p i t a l  s t r u c t u r e  and 

a t t r i b u t i n g  t h i s  d i s a l l o w a n c e  t o  t h e  s t o c k h o l d e r s  of t h e  Company. The 

amount o f  t h i s  c o s t  e x c l u s i o n  is $169,292,671. 

a t t r i b u t e s  t h i s  c o s t  d i s a l l o w a n c e  t o  s h a r e h o l d e r s ,  t h e  a p p r o p r i a t e n e s s  of 

which w i l l  be a d d r e s s e d  by t h e  Company's w i t n e s s ,  Mr. Olson, t h i s  25% 

p o r t i o n  of t h e  p l a n t  was f i n a n c e d  w i t h  a v a r i e t y  of s o u r c e s  o t h e r  t h a n  

s h a r e h o l d e r s '  e q u i t y ,  i n c l u d i n g  p r e f e r r e d  stock, d e b t  and J D I C .  

Mr. De Ward h a s  proposed removing 25% of t h e  ___ c o s t  o f  t h e  

Although Mr. De Ward 

M r .  De Ward h a s  a l s o  proposed a r e l a t e d  ad.jnstment t o  LCAE's c a p i t a l  

s t r u c t u r e  t o  deduct  25% of t h e  JDIC a t t r i b u t a b l e  t o  R i m b l e  County. This 

proposed a d j u s t m e n t  would reduce  t h e  Company's ad, justed t o t a l  c a p i t a l  

s t r u c t u r e  by $13,323,750. 
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Q. I f  t h e  $169,292,671 of excluded Trimble Coun ty  c o s t  was f inanced  i n  p a r t  

by J D I C ,  is M r .  De Ward's proposed r e d u c t i o n  f o r  t h e  $13,323,750 

a p p r o p r i a t e ?  

A. No, i t  i s  not .  Mr. De Ward h a s  double  counted h i s  deduct ions  f o r  Trimble 

County w i t h  his  second ad jus tment .  

County has  been removed, t h e  $13,323,750 has been cons idered  because i t  

i s  s imply t h e  p o r t i o n  of t h e  $169,292,671 t h a t  was f inanced  w i t h  J D I C .  

Once 25% o f  t h e  cost of Trimhle 

The proof o f  t h i s  double  count ing  i s  t h a t  100% of t h e  c o s t  f o r  Trimhle 

County Unit  I is $677,170,684. M I .  De Ward's two ad jus tments  t o  t h e  

Company's A p r i l  .30, 1990 c a p i t a l  s t r u c t u r e  t o t a l  $182,616,421, which 

r e p r e s e n t s  26.97% of t h e  cost and n o t  25%. 

Q. 

A. Yes, i t  does.  

Does t h i s  conclude  your r e b u t t a l  t es t imony?  
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LOUISVILLE. KENTUCKY 

I ,  Benjamin A .  McKnight, say t h a t  the  s ta tements  contained i n  t h e  foregoing 
testimony a r e  t r u e  t o  the  b e s t  of  my knowledge and b e l i e f .  

Dated this 5 th  day of November, 1990. 

SUBSCRIBED AND SWORN t o  before  me by Benjamin A .  McKnight on t h i s  5 t h  day 
of November, 1990. 

My commission expires: / q  /w/ 
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PREPARED REBUTTAL AND SUPPLEMENTAL TESTIMONY QF 

CHARLES E. OLSON 

Please state your name. 

My name is Charles E. Olson. 

Are you the same Charles E. Olson whose direct testimony was 

filed earlier in this case? 

Yes. 

Have you reviewed the testimony and exhibits that have been 

filed in this case by Richard A. Baudino, the witness for 

the Kentucky Industrial Utility Customers, and Carl G.K. 

Weaver and Thomas C. DeWard who appear on behalf of the 

Attorney General? 

Yes, I have. 

Do you agree with the analyses and conclusions of Mr. 

Baudino? 

I agree with parts of h i s  testimony. However, I disagree 

with his conclusion concerning the cost o f  common equity 

capital. 

What cost of common equity does Mr. Baudino recommend, and 

how did he obtain his result? 

Mr. Baudino recommended a return on common equity of 11.7 

percent for Louisville Gas and Electric Company 

(Louisville). In reaching his conclusion as to the cost of 

equity, Mr. Baudino relied on the discounted cash flow (DCF) 

and interest premium approaches. His DCF estfmates are 

based on results for the group of comparable electric 
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companies I used in my direct testimony as well as on data 

for Louisville. His interest premium conclusion is a 

function of his DCF results for the group of electrics and 

bond yields for the group and for Louisville. 

Q. Turning to Mr. Baudino's DCF analyses, what is your first 

disagreement with his implementation of this approach? 

A. I believe he has underestimated the cost of equity to 

Louisville because his dividend yields are not up to date. 

Mr. Baudino's testimony was filed at the end of September. 

Yet, his dividend yields extend only through July. Schedule 

No. 1 of my rebuttal exhibit shows that the average dividend 

yield for the six month period ending September 1990 for the 

group of electrics is 7.41 percent, and for Louisville the 

dividend yield for that more recent six month period is 7.46 

percent. In both cases, the more current yield is about 20 

basis points higher than the yields used by Mr. Baudino. 

Q. How did Mr. Baudino estimate expected growth for the group 

of electric companies and for Louisville? 

A. He calculated averages of the following growth rates: 

Compound dividend per share growth rate from 

1990 to 1994 from Value Line. 

Compound earnings per share growth rate from 

1990 to 1994 from Value Line. 

1. 

2. 

3. The IBES earnings growth projection. 

Mr. Baudino gave equal weight to each of these growth 

rates. I note, however, that he has relied on different 

factors and different weights in previous testimony. Given 
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1 this, it seems that Mr. Baudino's weighted average growth 

2 rates of 4.20 percent for the group and 3.46 percent for 

3 Louisville certainly reflect his judgment. Reliance on 

4 judgment is something for which Mr. Baudino criticized me. 

5 It is important to note that the most forward-looking 

6 of the three growth estimates employed by Mr. Baudino is a 

7 five year growth rate. Thus, any improvement in growth 

8 beyond the end of the projection period is not recognized. 

9 Comparison of Value Line's projected dividend and 

10 earnings growth rates, shown on Mr. Baudino's Table 2, along 

11 with the projected retention growth rates on Table 4, shows 

12 the importance of looking beyond the end of the near-term 

13 projection periods. Value Line's average projected earnings 

14 growth rate for the group of electrics is 5.53 percent, but 

15 their projected dividend growth rate for the next few years 

16 is 3.85 percent. The increase in book value through 

17 retention growth is projected to be 3.76 percent. Since 

18 Value Line expects earnings increases on the order of 5.5 

19 percent, and earnings are either paid out as dividends or 

20 retained as book value, it is reasonable to expect that, in 

21 the long-tern, dividend and book value growth rates will 

22 tend to increase at higher rates as well. Value Line 

23 apparently does not think this will happen in the next four 

24 or five years, but their data do suggest that long-term 

25 expected growth is likely to be greater than growth expected 

26 for the next few years. 

27 Q. Does the same relationship hold true for Louisville? 
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Generally, it does. Mr. Baudino did not provide a retention 

growth rate for Louisville as part of his DCF analysis. 

However, in his rebuttal of my testimony, he stated that 

Value Line's projected retention growth rate is 2 .9  percent. 

Value Line's estimate of the Company's earnings growth rate 

through 1994 is 4 . 9 3  percent, or two to three times its 

projected dividend growth rate of 1 . 1 4  percent, and close to 

twice its projected retention growth rate. This suggests to 

me that their estimates of dividend and retention growth are 

not representative of long-term expectations. 

- 

It is important to note that the IBES growth rate 

Mr. Baudino relies on for Louisville is 3 . 1  percent, but the 

current mean IBES estimate is 4 .9  percent. Obviously, the 

use of this more recent growth rate would increase 

Mr. Baudino's weighted average growth rate for Louisville. 

Also, both the Value Line and the IBES estimates of expected 

earnings growth are within the projected growth rate range 

of 4 .15  to 5 . 2 5  percent I used in my DCF analysis. Finally, 

at page 21 of his testimony, Mr. Baudino states that his DCF 

estimate for Louisville -- 10.7 percent -- "...is probably 

too conservative." I believe this is because he failed to 

consider probable trends in growth beyond the end of the 

Value Line and XBES projection periods. 

You stated earlier that Mr. Baudino relied on the DCF and 

interest premium approaches in estimating Louisville's cost 

of equity capital. Please explain his application of the 

interest premium approach. 
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A.  Mr. Baudino computed an average DCF return requirement for 

the group of comparison companies, subtracted an average 

bond yield for those companies to get a risk premium, and 

then added that premium to a yield for Louisville's bonds to 

get an estimate of the return requirement for Louisville. 

Q. Do you have any comments on Mr. Baudino's risk premium 

analysis? 

A. Yes. The risk premium analysis Mr. Baudino performed is no 

better than the DCF method that determined the cost rate for 

common equity. Since, in my opinion, the results of his DCF 

study understate cost of equity in this case, it is 

axiomatic that I believe his return requirement developed 

using the interest premium approach is too low as well. 

At page 26 of his testimony, Mr. Baudino says that his 

recommendation of a cost of equity for Louisville is 

"...based on averaging the results of the comparison group 

analysis utilizing analysts' forecasts and the risk premium 

analysis. However, since the bond yields of the companies 

in the group are virtually equal to Louisville's bond yield, 

as one would expect them to be since the companies were 

chosen for their comparability to Louisville, there is 

really no separate risk premium analysis. Mr. Baudino has 

merely subtracted a bond yield amount from his DCF results 

for the group and added the result back to Louisville's bond 

yield, which, by definition, is practically the same. 

Further, Mr. Baudino did not say which bonds are represented 

by the data he shows in his Table 8, and he did not provide 
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a source for those bond yields. Therefore, is would be 

difficult to evaluate the data in Table 8 or to update the 

table. 

Are there other indications that Mr. Baudino's risk premium 

for the group, and therefore for Louisville, is too low? 

Yes. There are other sources of data that provide a 

comparison between common stock returns and the returns on 

corporate bonds. One such source is the Paine Webber study 

I described in my direct testimony. Another well known 

study on this subject is updated and published annually by 

Ibbotson Associates of Chicago. The most recent of those 

publications is titled Stocks Bonds Bills and Inflation, 

1990 Yearbook - Market Results for 1 9 2 6 - m .  The Ibbotson 
data show that over the 1926 to 1989 period, common stock 

returns have averaged 12.4 percent, and long-term corporate 

bond returns have averaged 5 .5  percent. The difference 

between these figures of 6.9 percent is the average risk 

premium over the period of over 60 years. I am not 

suggesting that risk premiums have been constant over that 

period or that the risk premium for Louisville's stock over 

its yield bond is 6.9 percent at this time, but I do believe 

that the Ibbotson data provide an indication that Mr. 

Baudino's estimate of the risk premium for the group of 

electrics and for Louisville is quite low. 

Did Mr. Baudino include an allowance for flotation costs in 

his cost of common equity capital for Louisville? 

No. At page 21 of his testimony, Mr. Baudfno says: 
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... the problem with making an adjustment for 
flotation costs in the cost of equity calculation 
is that it assumes that all future issuances will 
have the same expenses associated with them. 
This is simply not a valid assumption, and would 
cause ratepayers to shoulder a cost burden which 
the utility may never incur. 

Mr. Baudino fails to mention that if flotation costs 

are not estimated correctly, there is also a chance that 

utilities will not recover the costs they do incur. If no 

allowance is made for flotation costs, this will surely be 

the case. 

As an alternative to adjusting the return requirement, 

Mr. Baudino suggests that the Commission allow Louisville to 

collect flotation costs in the cost of service. However, it 

has not been the practice of the Commission to collect 

flotation costs in this way. The point to be made here is 

that if the Commission does not see fit to adopt the 

approach Mr. Baudino suggests, then the investors' return 

requirement should be adjusted for flotation costs as I have 

recommended. 

In discussing a flotation cost adjustment, Mr. Baudino 

also mentions that it is unclear that Louisville will be 

making any public issuances of common stock in the near 

future. I explained in my direct testimony why an 

adjustment should be made for flotation costs whether or not 

a company has current plans for a public issue of stock. 

Finally, Mr. Baudino says that a market-to-book 

adjustment is completely unjustified because Louisville's 

market-to-book ratio is already above one. This, of course, 
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is an inappropriate argument because, if Louisville's 

required return is allowed and earned, the Company's market- 

to-book ratio would tend to be one unless an adjustment for 

financing costs or market breaks is made. If common shares 

are issued when the market-to-book ratio is about one, the 

result of having to subtract underwriting and other expenses 

from the amount paid by investors is that net proceeds per 

share received by the Company are below book value and the 

market-to-book ratio then is below one. In other words, 

dilution of the existing shareholders' investment occurs. 

For this reason, Mr. Baudino is incorrect to conclude that 

a market-to-book ratio is unjustified because Louisville's 

market-to-book ratio is currently above one. 1 wonder if he 

would have recommended an upward adjustment if the Company's 

price had been below book value. 

At page 28 of his testimony, Mr. Baudino says that you erred 

in your calculation of retention growth. 

No, he is not. In estimating expected retention growth, I 

first calculated an estimate of retention growth based on 

Louisville's 1989 return on equity of 11.1 percent and its 

1989 retention ratio of 14.1 percent. Combining these two 

figures produced a retention growth figure of 1.6 percent. 

I believe even Mr. Baudino would agree that this growth rate 

is not representative of long-term expectations. Next, I 

stated that I believe investors expect future returns for 

Louisville on the order of 14.5 percent. Since this figure 

is 3.4 percent greater than the 1989 return, I added 3.4 

Is he correct? 
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percent to the 1989 retention growth figure. 

expected growth rate is 5.0 percent. 

The resulting 

M r .  Baudino says my calculation is wrong because, 

assuming investors expect a return of 14.5 percent for 

Louisville, a forward looking retention growth rate would be 

calculated by multiplying the expected return by the 1989 

retention ratio. The flaw in his reasoning is obvious. If 

earnings are expected to improve, then the retention ratio 

also would be expected to improve. 

- 

For example, if a utility's earnings per share are 

$1.00, its dividends per share are $.EO, and its average 

book value per share is $10, its retention ratio would be 2 0  

percent (1-$.80/$1.00) and its return on equity would be 10 

percent ($l/$lO). The company's retention growth rate, 

therefore, would be 2 percent ( . 2 0  x .lo). However, if its 

return on equity is expected to be 12 percent, then earnings 

per share would be expected to be $1.20 (.12 x $10). 

Assuming that dividends remain at $.EO, the expected 

retention ratio would become 33 percent (1-$.80/$1.20), and 

the retention growth rate would be 4 percent ( . 3 3  x .12). 

In other words, the retention growth rate has increased by 

the same amount as the expected increase in return on 

equity. If, on the other hand, the retention ratio remained 

at 20 percent, as Mr. Baudino suggests would be the case, 

then the dividend would increase by $ . 2 0  ($1.20-$1.00) to 

$1.00. This represents a 25 percent increase in dividends 

per share. 1 believe it is Mr. Baudino who fails to 
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understand the mathematics of this situation. 

Please turn now to the testimony of Dr. Weaver. What cost 

of common equity capital did Dr. Weaver recommend, and how 

did he arrive at this estimated cost? 

He recommended a cost rate for common equity of 12.0 to 12.5 

percent based on DCF analyses of Louisville and a group of 

comparable companies. 

What investor return requirements did Dr. Weaver's DCF 

studies produce for Louisville and the comparable companies? 

For Louisville, the return requirement was 11.74 to 12.27 

percent. For the comparables, his estimated cost rate was 

12.06 to 12.60 percent. 

What are your primary areas of disagreement with Dr. 

Weaver's study? 

I believe he underestimated the expected growth rate for 

Louisville he used in his DCF analysis and that he should 

have included a market-to-book adjustment to account for the 

costs associated with issuing common stock. 

Please describe Dr. Weaver's approach to estimating expected 

growth and explain why you believe Dr. Weaver has 

underestimated expected growth. 

Dr. Weaver calculated historical compound growth rates in 

earnings, dividends, and book value per share as well as 

average retention growth rates for the period 1979 to 1989. 

Although I agree that historical growth rates should be 

considered in estimating expected future growth, I believe 

projected growth rate data should be considered as well. 

- 
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Dr. Weaver has failed to do this. I note that in his 

testimony in Louisville's last rate case he relied entirely 

on Value Line's projected retention growth figures. Dr. 

Weaver did adjust the historical growth rate he found for 

Louisville because, in his opinion, the historical growth 

rate underestimates expectations for the future. At page 28 

of his testimony he says: 

The dividend yield of LG&E indicated to me that 
investors expect higher growth in the future than 
what has been achieved in the past. For this 
reason, I used the higher growth achieved by the 
five companies rather than the low growth 
achieved by LG&E to formulate this estimate. 

He adds that, for consistency, he also used the DCF 

calculation for the five similar companies in formulating 

his final recommendation. In fact, his final recommendation 

of 12.0 to 12.5 percent is quite close to his DCF results 

for the group of 12.06 to 12.60 percent. 

The expected growth rate that Dr. Weaver used for both 

Louisville and the group is 4 . 0  to 4.5 percent. As I 

mentioned previously, the current mean IBES consensus 

earnings estimate for Louisville is 4.9 percent. This 

indicates that Dr. Weaver was correct to conclude that 

higher growth is expected for Louisville in the future than 

has been experienced in the past. It also suggests that a 

forward-looking estimate that is even higher than 4.0 to 4.5 

percent is appropriate. 

You mentioned that Dr. Weaver's recommended cost of equity 

for Louisville is about equal to his DCF results for his 
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group of comparable companies. Does this seem reasonable to 

you? 

Not entirely. A t  page 18 of his testimony, Dr. Weaver says 

that Louisville has slightly more risk than the group of 

comparable companies. To the extent that Louisville's risk 

is greater, its return should be greater as well. 

Why did Dr. Weaver say he did not include a market-to-book 

adjustment to the investor return requirement? 

The first reason he gave is that Louisville does not have 

any current plans to issue common stock. I have already 

explained why it is proper to make an adjustment even if a 

firm has no plans to issue additional common shares to the 

public. Secondly, Dr. Weaver pointed out that 1,ouisville's 

market-to-book ratio at the time he prepared his testimony 

was already above one. He added that when investor 

expectations are ignored, the application of a market 

determined cost of equity to a book value capital structure 

may cause market prices to converge toward book value. 

However, he next assumed that because the Commission has not 

made a market-to-book adjustment in recent decisions, 

investors do not expect one now and have adjusted the price 

they are willing to pay for Louisville's shares accordingly. 

I do not believe Dr. Weaver has provided adequate support 

for this assumption. Also, 1 note that in response to the 

Company's data requests (Question No. lo), Dr. Weaver said: 

The Public Service Commission is called upon to 
make numerous decisions and as circumstances 
change, the decisions may change. I believe that 
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investors would be foolish to rely too heavily on 
past decisions as determinants for future 
decisions. 

Because Dr. Weaver has not made an adjustment for the costs 

associated with common share issuances, I believe he has 

underestimated the cost of equity to Louisville. 

Q. You have mentioned that both Mr. Baudino and Dr. Weaver 

stated that one reason they did not include a market-to-book 

adjustment for flotation costs is that Louisville has no 

current plans to issue common stock. Can you provide 

additional support for your belief that an adjustment is 

necessary whether or not a utility has plans to issue new 

shares in the near-term? 

A. Yes. Myron Gordon has explained that a regulatory agency 

must: 

... estimate the proportion that the proceeds per 
share on an issue bear to the price of the stock 
and adjust the allowed rate of return so that the 
price per share is the indicated ratio of the 
book value per share. If the proceeds on an 
issue are 91 percent of market price, the agency 
should maintain market price at about 110 percent 
of the book value. The welfare of the stock- 
holders is independent of the firm's stock 
financing rate, and the utility may be expected 
to set the stock financing rate to satisfy the 
demand for service.* 

i -66.  Footnote reference omitted. 

Q. Have other authors addressed this issue? 

A. Yes. Another article on flotation costs which addresses 

this issue is entitled "Common Equity Flotation Costs and 

Rate-Making" by Eugene F. Brigham, Ph.D, Dana A. Aberwald, 
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CPA, and Louis C. Gapenski, all of the University of 

Florida. The article was published in the Public Utilities 

Fortnightly, May 2, 1985, pages 28 through 36. Dr. Brigham 

et al. discuss the need for including an adjustment for 

flotation cost to "market-determined cost of equity" such as 

the discounted cash flow (DCF) method. On page 28 of the 

Bringham et al. article it states: 

Specifically, the market-determined cost of 
equity should be adjusted (increased) to reflect 
issuance costs associated with past issues 
regardless of whether the company plans to issue 
stock in the future or not, and the adjustment 
should be applied to the total common equity, 
including retained earnings. 

Continuing on page 28: 

The flotation cost adjustment - whether bonds, 
preferred stocks, or common equity - is designed 
to convert market rate of return into fair rate 
of return on accounting book values. 

In the conclusion, at page 36, Brigham summarizes the 

results of the article by saying: 

Further, the adjustment is always required, 
irrespective of whether or not a company plans to 
sell new stock in the future, and the adjusted 
return must be earned on total equity, including 
retained earnings. Otherwise, it would be 
impossible for investors to earn the cost of 
equity, even under prudent and efficient 
management. 

Also, Roger A. Morin, Ph.D, Professor of Finance at 

Georgia State University, in his book Utilities Cost of 

Capital, (Arlington, Virginia: Public Utilities Reports, 

Inc., 1984), states on page 108: 

It is important to note that under the conven- 
tional. approach [to the DCF model], flotation 
costs are only recovered if the rate of return is 
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applied to total equity, including retained 
earnings, in all future years, even if no future 
financing is contemplated. 

Another author, Cleveland S. Patterson, Ph.D., 

Associate Professor of Finance, Concordia University in 

Montreal, writes in the July 16, 1981 Public Utilities 

Fortniqhtly an article entitled, ~. "Issue Costs in the 

Estimation of the Cost of Equity Capital" (pages 28 through 

32). He states on page 30 that "...the issue costs could be 

amortized by means of perpetual increment to the rate of 

return [on common equity.]" He goes on to say that this 

perpetual increment would be appropriate in all years after 

issuance. 

In another article by Patterson entitled, "Flotation 

Cost Allowance in Rate of Return Regulation: Comment," 

published in The Journal of Finance, September 1983, pages 

1335 through 1338, he writes on page 1136: 

... r' [the required rate of return on equity 
adjusted for flotation cost] is independent of 
the rate of external financing and is applied to 
the equity base in every year whether new 
financing is contemplated or not. 

He continues on page 1337: 

Dr 

... in other words, the flotation cost adjustment 
is not made to reflect current or future 
financing costs...; it is made to compensate 
investors for costs incurred in precedhg stock 
issues. 

Olson, do you have any comments on the testimony of the 

Attorney General's accounting witness, Thomas C. DeWard with 

respect to capital structure? 

32 A. Yes. Mr. DeWard recommends reducing Louisville's common 
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equity ratio by 25 percent of the cost of Trimble County. 

He makes this recommendation because 25 percent of Trimble 

County's capacity and cost will not be reflected in 

Louisville's rates. 

Is this an appropriate adjustment? 

No, it is not. Mr. DeWard's adjustment is based, implicitly 

at least, on the assumption that the below-the-line portion 

of Trimble County could not carry any debt capital. if it 

were financed on a stand-alone basis, but this is simply not 

true. Trimble County is a new unit that was built below 

budgeted costs. No economic case can be made for treating 

the 25 percent below-the-line share of Trimble County as a 

100 percent equity financed investment. 

Can an accounting case be made for such treatment? 

No. No write-off of the investment is expected. Therefore, 

there will be no reduction in Louisville's common equity. 

Under the circumstances, it is reasonable to assume that all 

of the assets are financed by the entire capitalization. 

What would be the effect of reducing Louisville's common 

equity ratio by 25 percent of the cost of Trimble County? 

The common equity ratio would be reduced to 35 percent, and 

Louisville's bond rating would decline to Baa/BBB. A far 

higher return on common equity would be required. 

Have you updated your direct testimony? 

Yes. 

What is Louisville's updated dividend yield? 

Louisville's dividend yield for the period of about six 

...- 



- 17 - 

1 

2 

3 

4 

5 

6 

7 Q. 
8 

9 A. 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

23 

24 

25 

26 Q. 

27 

months beginning May 1 and ending October 26, 1990 was 7.57 

percent. The high price during this period was $39.75, the 

low price was $35.25, and the average price was $37.50. The 

dividend rate employed in the yield calculation is $2.84; 

this is the current dividend rate and also the projected 

rate through September 1991. 

What long-term growth rate do you believe investors expect 

for Louisville at this time? 

I continue to believe that investors expect touisville's 

long-term growth to be 4.75 to 5.25 percent. As I pointed 

out previously, the IBES consensus estimate of expected 

earnings growth has increased to 4.9 percent, or to about 

the mid-point of this growth rate range. 

When the dividend yield of 7.57 percent and the 

expected growth rate of 4.75 to 5.25 percent are combined, 

the investor return requirement becomes 12.32 to 12.82 

percent. When the 8 percent market-to-book adjustment is 

included, the cost of equity is 13.31 to 13.85 percent. 

Have the results of your interest premium check of the DCF 

results changed as well? 

No. The interest rate on Double A rated public utility 

bonds has not changed substantially since the time I 

prepared my direct testimony. Therefore, the 14.5 percent 

cost of equity I found using the interest premium approach 

has not changed. 

What is the current DCF result for the group of comparable 

electric companies that provided your second check of the 
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DCF results for Louisville? 

The updated dividend yield for the group, shown on Schedule 

No. 2 of my rebuttal exhibit, is 7.48 percent for the May 1 

to October 26 period. Schedule No. 3 shows the TBES growth 

rates for the comparable electrics as of October 1990. 

Although the average IBES growth rate for the group declined 

slightly from 3.5 percent to 3.2 percent, I believe the 

expected growth rate is still within the 5 .0  to 5 .5  percent 

range I found in my direct testimony. Combining the 7.48 

percent dividend yield and the growth rate of 5.0 to 5.5 

percent produces an investors’ return requirement of 12.48 

to 12.98 percent. When the market-to-book adjustment of 8 

percent is included, the cost of equity becomes 13.48 to 

14.02 percent. This is slightly above the cost o f  equity I 

found for Louisville. 

What is your current recommended return on common equity for 

Louisville? 

Based primarily on my DCF study of Louisville, my 

recommended return at this time is 13.25 to 13.75 percent. 

Does this conclude your rebuttal and supplemental testimony? 

Yes, it does. 



DISTRICT OF COLUMBIA 

CITY OF WASHINGTON 
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My commission expires: I /??a- -. 
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Schedule No. 1 

LOUISVILLE GAS & ELECTRIC COMPANY 

Selected Electric Companies 
Dividend Yields 

--. April - September 1990 

- Company 

CIPSCO 
Cilcorp 
IPALCO Enterprises 
Kentucky Utilities 
Orange & Rockland Utilities 
Southern Indiana Gas & Electric 
Southwestern Public Service 
Teco Energy 

Average 

LG&E Energy 

Dividend 
Yield 

8 . 7 1 %  

7 . 4 0  

7 . 3 6  

7 . 6 0  

7 . 9 0  

6 . 4 7  
7 . 9 7  

5.69 
7 . 4 1 %  

7 . 4 6 %  

Source: Testimony of Richard A. Baudino, Tables 1 and 
5 .  Standard & Poor's Stock Guide. 
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Schedule No. 3 

LOUISVILLE GAS & ELECTRIC COMPANY 

Selected Electric Utility Companies 
Projected Earninqs Growth Rates 

- - Company 
CIPSCO 
Cilcorp 
IPALCO Enterprises 
Kentucky Utilities 
Orange & Rockland Utilities 
Southern Indiana Gas & Electric 
Southwestern Public Service 
Teco Energy 

Average 

5-Year 
Projected 
Growth 

2.2% 
2.8 
4.1 
2.8 
2.8 
3.9 
2.2 

3.2% 

Source: Institutional Brokers Estimate System, 
accessed through CompuServe Information 
Service, October 1990. 
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COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

In The Matter Of: 

AN ADJUSTMENT OF GAS AND ) 

GAS AND ELECTRIC COMPANY ) 
ELECTRIC RATES OF LOUISVILLE ) CASE NO. 90-158 

RESPONSIVE TESTIMONY ON REHEARING OF 
M. LEE FOWLER 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Q. 

Please state your name. 

M. Lee Fowler. 

In what capacity are you employed by Louisville Gas and 

Electric Company ( "LG&E") ? 

I am vice president and controller of LG&E. 

Are you the same M. Lee Fowler who testified previously in 

this case? 

Yes. 

What is the purpose of your testimony? 

1 will respond to the issues raised by Mr. Thomas C. DeWard 

and Mr. David H. Kinloch in their rehearing testimony submit- 

ted in this case. In his rehearing testimony submitted on 

behalf of the Attorney General's Office, Mr. DeWard addressed 

the issue of adjusting rate base and capitalization to reflect 

the test-year depreciation adjustment. Mr. Kinloch addressed 

the issue of storm damage normalization on behalf of Jefferson 

County. 

RATE BASE AND CAPITALIZATION ADJUSTMENT 

In his rehearing testimony, Mr. DeWard maintains that LG&E's 

rate base should be adjusted to reflect the accumulated 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

depreciation associated with the pro-forma level of deprecia- 

tion expense determined to be appropriate for inclusion in 

cost of service. Did LG&E make such an adjustment in Case NO. 

90-158? 

A .  Yes. A downward adjustment of $15,333,843 was made to net 

original cost rate base to reflect the pro-forma adjustment to 

depreciation expenses that we had proposed. See Fowler 

Exhibit 4 (page 1, line 10) to my original direct testimony. 

However, it should be pointed out that we also added to rate 

base post test-year Trimble costs of $28,371,988 which was not 

allowed by the Commission. See Fowler Exhibit 4 (page 1, line 

6). In the initial order in this proceeding dated December 

21, 1990 (the "Rate Order"), the Commission held that the net 

original cost rate base could not be adjusted €or post test- 
year additions to Trimble. 

Q. Mr. DeWard refers to the adjustments made by LG&E and the 

Commission to reduce the capital structure for excess plant 

and inventories and materials and supplies related to excess 

plant. 

Mr. DeWard is discussing an issue that has no bearing on the 

need to reduce capitalization to reflect an adjustment to 

depreciation expense. These adjustments to capitalization, 

which relate to the 25% of Trimble not allowed in customer 

rates, are wholly unlike the proposed adjustment for deprecia- 

tion. The 25% of Trimble is a non-jurisdictional asset. LG&E 

agreed to eliminate the investment in this non-jurisdictional 

asset through a reduction to both rate base and capitaliza- 

Please comment on this discussion. 

A. 
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tion. Mr. DeWard is attempting to use these adjustments to 

support his proposal to adjust capitalization for depreciation 

applicable to the 759; of Trimble allowed in customer rates. 

His proposed adjustment relates to depreciation on a jurisdic- 

tional asset in rate base, not investment in a non-jurisdic- 

tional asset. 

Q. IS it appropriate to adjust total capitalization to reflect 

the depreciation adjustment? 

A .  No. Lowering capitalization to reflect the depreciation 

adjustment would have the effect of projecting the capital 

structure beyond the end of the test year. Therefore, Mr. 

DeWard's proposed adjustment for a sing1.e item of expense 

violates the Commission's policy relating to post test-year 

adjustments to capitalization. 

Simply stated, Mr. DeWard's entire argument is: It is 

proper to reduce rate base: therefore, capitalization should 

be reduced. However, it is no more appropriate to adjust 

capitalization for a pro-forma adjustment to depreciation 

expense, which is charged against operating income, than it is 

to adjust capitalization for any other adjustment to revenues 

or expenses. While we do not agree that an adjustment is 

appropriate, if total capitalization is adjusted to reflect 

depreciation on the 75% of Trimble County allowed in customer 

rates, then capitalization should be adjusted to reflect all 

of the other pro-forma adjustments to operating revenues and 

expenses, including the revenue increase. 
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Wouldn't this require a redetermination of LG&E's capitaliza- 

tion after taking into consideration all adjustments to net 

operating income and revenue requirements? 

Yes. Rates would have to be determined from a capital 

structure which has been adjusted to reflect adjustments 

to operating revenues and expenses, including the increased 

revenue requirements. This approach would be equivalent to 

projecting total capitalization beyond the end of an histori- 

cal test year, which the Commission does not allow. In fact, 

the Commission expressly rejected our proposal to extend 

capitalization beyond April 30, 1990, to reflect known and 

measurable costs associated with completion of the Trimble 

Generating Station. 

Are you recommending this methodology? 

No. In order to be consistent with the "matching" principle 

set forth in the Rate Order, rates should be determined based 

on capitalization at the end of the test year. The adjust- 

ments to capitalization previously made for 25% of Trimble 

County not allowed in customer rates, unamortized retirements, 

and the capital. costs of the U;&E building (because this 

adjustment was voluntarily made by the Company) are the only 

appropriate adjustments to capitalization. 

In his testimony, Mr. DeWard claims that in the absence of his 

proposed adjustment LG&E receives a windfall. Do you agree? 

Absolutely not. Mr. DeWard does not seem to understand the 

difference between rate base and capitalization. The Commis- 

sion's allowance of first year Trimble depreciation has 
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absolutely no effect on capitalization. The additional 

revenue granted offsets the depreciation adjustment with no 

impact on capitalization. In addition, LG&E is not overcapi- 

talized. Net original cost rate base exceeds capitalization, 

as determined in the Rate Order. See pages .l1 and 15. The 

proposed adjustment would cause this difference to be even 

greater. Finally and most important, Mr. DeWard's proposed 

adjustment to capitalization is not proper because it is 

contrary to the Commission's policy regarding post test-year 

adjustments to capitalization. 

In prior rate orders, did the Commission adjust total capital- 

ization to reflect a pro-forma adjustment to depreciation 

expense'? 

No. For example, in =&E's previous rate case (Case No. 

10064), the Commission a1,lowed an increase in test-year 

depreciation expense of $1,871,837, but properly did not make 

a corresponding downward adjustment to capitalization. In its 

Order in Union Light, Heat, and Power's recent rate case (Case 

NO. 90-041), the Commission made an adjustment to depreciation 

expenses but did not indicate that an adjustment to capital- 

ization was made. To my knowledge, the Commission has never 

adjusted capitalization to reflect a pro-forma adjustment to 

depreciation expense. 

Should the Commission use rate base instead of total capital- 

ization for setting rates? 

Using ratebase is an option the Commission might want to 

consider. The use of total capitalization does cause some 
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confusion. If property is excluded from rates, as in the case 

of 25% of Trimble County, it is abundantly clear what happens 

to rate base. However, it is not always clear by what amount 

capitalization should be reduced, because the net original 

cost of utility plant is booked as an asset not as capitaliza- 

tion. An example of the confusion that setting rates based on 

capitalization can cause is Mr. DeWard's contention early in 

the case, which he later retracted, that capitalization should 

be reduced by the cost of 25% of Trimble g!.&s the investment 
tax credit attributable to this amount. Excluding 25% of the 

original cost of Trimble from capitalization may have also 

caused Mr. DeWard to jump to the erroneous conclusion that 

capitalization should be adjusted to reflect the depreciation 

expense. 

STORM DAMAGE NORMALIZATION 

In his responsive testimony, Mr. Kinloch maintains that the 

calculation of average storm damage expenses for the lo-year 

period 1980-90 should exclude actual storm damage expenses 

incurred during July 1987. Do you agree with Mr. Kinloch's 

approach? 

NO. Mr. Kinloch has arbitrarily excluded storm damage 

expenses for the month of July 1987 because they were unusual- 

ly high. Although expenses incurred during 1987 were high, 

that is no reason to exclude a portion of 1987 expenses in 

calculating an average. The purpose of calculating a 10-year 

average is to determine the expected value, based on all of 

the data, which then is used as a measure of the level of 
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storm damage expenses on a going-forward basis. We believe 

that it would be highly unusual and inappropriate to arbi- 

trarily remove some of the data because it is "too high". Mr. 

Kinloch has taken a very straightforward and obiective 

calculation and turned it into a highly subjective measure of 

normal storm damage. Where would this end? Would it not be 

just as appropriate to exclude the years with the two lowest 

storm damage expenses because they are simply "too lowss? 

We repeat our assertion that Mr. Kinloch's exercise is 

analogous to calculating the average height of a basketball 

team without including the center's height in the calculation. 

Although well above the average, the height of a basketball 

center is a real, observable, and measurable occurrence. The 

analogies used by Mr. Kinloch, in contrast, have not been 

observed -- nor are they ever likely to be observed. It must 

be stressed that like the height of a basketball center, the 

amount of storm damage which LG&E incurred in 1987 was a real, 

observable, and measurable event. Neither the Commission nor 

the intervenors are in a position to guarantee that this level 

of storm damage will not reoccur in the future. Certainly, 

LG&E has an obligation to repair storm damage and restore 

service in an expedient manner without regard to the level of 

expense that might be incurred. 

Q. The five year average storm damage expense calculated by the 

Company was $1,307,782. The Commission subsequently used a 

10-year period to determine an inflation adjusted average of 
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$1,105,024. What were the actual storm damage expenses for 

igga? 

A. Actual storm damage expenses for the year ended December 31, 

1990 were $1,673,760. This demonstrates that the use of a 5- 

or 3.0-year average is not unreasonable and that Mr. Kinloch's 

elimination of a portion of the 1987 storm damage expenses 

from the calculation of the average is unwarranted. 

Q. Mr. Kinloch's rehearing testimony suggests that the Commis- 

sion's use of a 5-year average in Case No. 10064 was designed 

to allow LG&E to recover the July 1987 storm damage expenses 

as a non-recurring expense item and that "by now, the July 

1987 non-recurring costs have been recovered" by =&E. Is 

that accurate? 

A. NO. In case No. 10064, %&E proposed a 3-year amortization of 

storm damage expenses, but the Commission decided instead to 

use a 5-year average to measure the level of expenses on a 

going-forward basis. In the Rate Order, the Commission used 

a 10-year average to measure the expected level of expenses on 

a going-forward basis. Mr. Kinloch seemsto misunderstand the 

difference between the amortization of an investment or non- 

recurring expense (like downsizing) and the calculation of a 

normalization adjustment (like the storm damage adjustment) 

which attempts to measure recurrinq expenses on a going- 

forward basis. 

Q. Does this conclude your testimony? 

A. Yes. 
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Commonwealth of Kentucky 

County of Jefferson 

I, M. Lee Fowler, say that the statements contained in the foregoing testimony are 
true to the best of my knowledge and belief. 

Dated this 6th day of March, 1991. 

SUBSCRIBED AND SWORN to before me by M. Lee Fowler on this 6th day of 
March, 1991. 


